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LETTERS 


Sir--You render a very bad ser- 
vice to your readers, in Europe 
and elsewhere. We feel that you 
misconstrue the report of the five 
independent experts, which com- 
pelled the members of the Eu- 
ropean Commission into resigna- 
tion, as suggesting Mediterranean 
sleaze (March 20th). Nowhere in 
the report are there conclusions 
that could justify the assertion 
that “good can come out of all 
this confusion . .. if the chance is 
taken to rid the £u of some of its 
Mediterranean practices, exploit- 
ing the Union’s more northern 
balance and mores.” 

Either you have not read the 
report or are playing foul. For the 
record, of the seven commission- 
ers criticised by the five wise men 
only three come from southern 
Europe. You have no right to cas- 
tigate what you call “Mediterra- 
nean practices”. Indeed, if mad- 
cow disease is anything to go by, 
the idea that northern moral 
standards are superior is a delu- 
sion of grandeur to say the least. 

Instead of chewing over shib- 
boleths and platitudes, you 
should remember that it is thanks 
to evil, Mediterranean, continen- 
tal Europe--a united Europe to 
which the British contribution 
has been half-hearted at best— 
that we have enjoyed 40 years of 
unprecedented peaceful integra- 
tion of our peoples. This has 
brought prosperity and extended 
civil rights to an increasing num- 
ber of citizens across the conti- 
nent and outside it. We are now 
exercising one of these rights by 
disagreeing with your opinions. 
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By championing a hopele 
crusade you remind us of the Ja- 
panese infantryman who was 
found in the jungle of Guadalca- 
nal 20 years after the end of the 
war, unaware of. the Japanese 
surrender. Your stubborn,” un- 
critical embrace of banalities and 
prejudices is unworthy of a self- 
styled opinion maker such as 
your newspaper. 

And finally, you surmise. that 
as a candidate for the commis- 
sion presidency Romano. Prodi 
has a minus--he “comes from 
Italy”. The right stuff indeed, it 
seems, to propel the 15 European 
leaders into appointing him. as 
the new president. 

A GROUP OF 


Brussels MEDITERRANEANS 


Sir--I am surprised that you 
consider one of the relevant 
problems of the European Union 
to be “Mediterranean practices” 
in contrast to northern mores. 
The commissioner responsible for 
financial control and anti-fraud 
issues is from. Sweden, and the 
director-general for personnel 
and the director of the anti-fraud 
unit are both from Denmark. Al- 
so, the top official in the commis- 
sion, the secretary-general, is 
Dutch and his predecessor was 
an excellent British civil servant. 
Furthermore, the deputy secre- 
tary-general is German. 

Against this background it is 
hard to see how “Mediterranean 
practices” have grown inside the 
commission. Following the in- 
troduction of the euro and. with 
the next round of enlargement in 
prospect, comprehension. and 
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goodwill are what are needed for 
“the Herculean task of reshaping 


the institutions of the £u, not 
stereotyping. 

FERNANDO PEREZ 
Brussels ROYO MEP 


Sir--You are right to say that the 
recent inquiry into allegations of 
financial mismanagement in the 
commission should force the Eu- 
ropean Parliament into reviewing 
its own management culture—the 
sooner the better. 

However, it is quite wrong to 
blame parliament for its “expen- 
sive dual. life in Brussels and 
Strasbourg.” That is a decision 
taken by the Council of Ministers 
and as such parliament is be- 
holden, despite its protestations. 
When parliament tried to.cut 
down on its sessions in: Stras- 
bourg, the French government 


challenged it in the European 


Court of Justice and. won, 
Brussels. GRAHAM WATSON MEP 


Sir—After the forced resignation 
of the commissioners, is now not 
a good time to introduce democ- 
racy into the selection of the next 
bunch? They should be elected 
by, or from. among, members of 
the European Parliament, instead 
of the jobs being handed out to 
cronies of prime ministers—usu- 
ally rewarding has-beens and de- 


posed party leaders. 
Virac, 
Philippines Jeremy WALL 





Chile and the general 


Sir-—~You. say “many Chileans” 
would be content were General 
Augusto Pinochet kept in Britain 
(“The general in his exile”, March 
20th). What do you mean by 
“many”? You say that in a poll 
seven out of ten Chileans said 
that his fate “did not affect their 
lives’. You omit to say that in the 
same poll-a majority declared 
themselves against his arrest in 
London: Chile's centre-left. gov- 
ernment has continuously voiced 
this majority view. 

After the Law Lords’ wise de- 
cision, the Chilean government, 
and the majority of Chileans, 
confidently assume that Britain 
will now allow the general to re- 
turn to Chile. To extradite him for 
acts committed by the. Chilean 
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police after December 8th 1988 
would be an act of unbelievable 
hostility to Chile. In October 
1988, he had already conceded. 
defeat in a plebiscite, leading to 
the 1989 presidential election 
won by the centre-left coalition 
of Patricio Aylwin. To try the gen- 
eral for acts committed that year| 
would be surreal. E 
Santiago Davip GALLAGHIgl 






Musical note 


Sin—Your obituary of Yehudi] 
Menuhin (March 20th) refers to 
“scaldings from his mother and 
beatings from his. father”. Mrs 
Menuhin was.indeed:a discipli- 
narian, That is hardly surprising 
given that she was head teacher 
as well'as mother to her three su- 
per-talented, high-spirited chil- 
dren, none of whom went to reg- 
ular school. 

Menuhin’s father, Moshe, was 
the mildest of.men. As Menuhin 
recounts in his autobiography, as 


punishment for not having prac- 


tised a new Mozart concerto care- 
fully enough he was once given a 
half-hearted stroke with a belt. 
Menuhin’s sister, Yaltah, con- 
firms that her father was the most 
loving of parents, So scoldings, 
yes; beatings, emphatically no. 

London HUMPHREY BURTON 
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Modigliani’s model 


Sir—Martin Feldstein’s proposal 
for Social Security (“America’s 
golden opportunity”, March 13th) 
makes: an interesting dent in the 
problem. Inspired by the real- 
isation that pay-as-you-go 
(payG), which currently finances 
the system, is much inferior to a 
funded. system under present 
conditions, he puts forward a 
plan that would eventually re- 
place'it with a partially funded 
one. However, he does not go far 
enough. In our forthcoming solu- 
tion to the problem (“An mir So- 
lution for the Social Security Cri- 
sis”, Sloan School Working Papers 
No. 4051), we use many similar 
techniques, but aim at replacing 
completely rayo with a “New 
Fund”; -a fully funded and de- 
fined benefit scheme. 

The “New Fund” would invest 
all of its capital in an “indexed” 
portfolio of all marketable securi- 
ties—stocks, bonds, etc—in pro- 












EXECUTIVE FOCUS 


European Training 
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Y INTERNATIONAL FUND FOR 
AGRICULTURAL DEVELOPMENT (IFAD) 


Via del Serafico No. 107, 00142 Rome, Italy 

Fax 39 06 5043463 E-Mail: e.cheng@ifad.org 

seeks 
DIRECTOR - TECHNICAL ADVISORY DIVISION (D-1) 
The Technical Advisory Division provides a quality assurance service and 
source of technical support to the range of activities within the Programme 
Management Department aiming to promote the economic advancement of 
the rural poor mainly by improving the productivity of on and off-farm ~ 
activities. Leading a complement of twenty staff comprising ‘Technical 
Advisers for agronomy, livestock and rangelands, irrigation, rural finance, the 
environment, economic and financial analysis, and household food security 
and gender issues, a number of non-staff and associate professionals and 
administrative staff, the successful incumbent will establish the objectives and 
priorities of the Division, and ensure that its work plans and the human and 
financial resources are adequately managed to meet those objectives. 


QUALIFICATIONS and EXPERIENCE Advanced university degree in 
agriculture/rural development with post-graduate qualifications in 
economics, Minimum 15 years of work experience at progressively senior 
levels in international development cooperation. Solid experience in 
developing countries, preferably multicontinental, involving project 
planning and implementation, Strong oral and written communication 
skills and demonstrated team building capacity. Ability to respond to the 
interpersonal relationship requirements of managing a multidisciplinary 
team in a multicultural working environment. Excellent English, 
competence in at least one other IFAD official language (Arabic, French 
and Spanish). Computer literacy. 

NET SALARY RANGE from USD65,012 to USD80,793 per annum plus 
post adjustment and the United Nations benefits package. 


Please send two. copies of application to.Personnel Division no later than 
7th May 1999. For more details please visit our web site at www.ifad.org 


Only shortlisted candidates will receive an acknowledgement 
Applications from women candidates are particularly encouraged 


MEDLEY GLOBAL ADVISOR 


MEDLEY GLOBAL ADVISORS IS THE WORLD’S FOREMOST PROVIDER OF MACRO- 
POLITICAL INTELLIGENCE AND INSIGHT TO FINANCIAL INSTITUTIONS 


We are always looking for outstanding individuals to join our global network. At present, for our New York office, we seek: 


Macro Trading Strategist: You will advise MGA’s 
clients on policy developments around the world 
which will affect financial markets. Successful 
candidates will have backgrounds in trading, 
economic policy-making, risk management, asset 
allocation, or other related fields. 


Please fax CV and letter of interest to the attention of 


John D. Goldstein at 212.966.7591 or email 
attachment to: resames@medleyadvisors.com 


- No calls, please - 
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Senior Macro-Political Analyst: You will be in 
charge of identifying region-specific short- and 
medium-term trends and developing decision-making 
frameworks. Experience in government, politics, 
country risk analysis, journalism and fiscal and 
monetary policy-making would be ideal. Direct 
contact with top political, central bank and 
government officials as well as.clients is a regular part 
of this role. Specific expertise regarding EMU, the 
UK, Central Europe, Switzerland, Nordic countries, 
SE Asia, and South Africa is also desirable. 
































LETTERS 
portion to their market capital- 
isation. The return on such a 
portfolio would be high but un- 
certain. Therefore, in order to en- 
able it to offer a defined benefit 
plan similar to the current one, 
we require the fund to enter into 
an agreement with the Treasury. 
Under this agreement it would 
“swap” the return of its portfolio, 
as it builds up, against that of 
government bonds with a fixed 
“real” interest rate. We believe 
that this rate could be around 5%; 
a little more prudent than Mr 
Feldstein's 5.5%, even though the 
management of an indexed port- 
folio is known to be very 
cheap—-a few basis points—and 
much lower than his individually 
managed portfolios. This scheme 
is very different from any other 
proposal put forth. 

Equally novel is the way we 
confront the problem of the huge 
cost, which has to be paid by 
somebody in order to accomplish 
the transition from payG to a 
funded system. Our scheme is 
scheduled to occur gradually— 
some 50 years for the complete 
elimination of payG—to spread- 
costs over many generations and 
to avoid a significant burden on 
any particular group. To achieve 
this result the government will be 
required to use the anticipated 
budget surplus to contribute 
around 4:5% of taxable wages 
during the 15 years of the surplus- 
es (not very different from Mr 
Feldstein's 2.3% over 30 years). 

Our scheme is preferable be- 
cause: First, it is more cost- 
effective for participants. For the 
same benefits, the steady state 
contribution will fall to around 
5% compared with over 17% un- 
der payG and 14% under Mr Feld- 
stein’s proposal. Second, in con- 
trast to PAYG in even a partial 
form, it is financially more 
sound—the required contribution 
is not dependent on population 
growth and only marginally af- 
fected by productivity growth. 
Third, it contributes more to na- 
tional saving, wealth, investment, 
capital and productivity, since 
under payG contributions are 
largely consumed in paying pen- 
sions. Fourth, it offers defined 
benefits, which are preferable to 
Mr Feldstein’s partially defined 
contributions in that they greatly 
reduce the risk to participants 
and prevent differential pensions 
for equal contributions. Fifth, 
private-sector firms can offer re- 
tirement schemes in competition 
with the public system. Sixth, it 
may be possible to borrow from 


6 


one’s accumulated assets within 
appropriate limits—under rayG 
promised benefits are illiquid. 
Seventh, it will cost the govern- 
ment less than any other partially 


or fully privatised scheme with: 


government guarantees of mini- 
mum pensions. 


Cambridge, FRANCO 
Massachusetts MODIGLIANI 
and New York and colleagues 
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Mounting debts 


Sin—There are two points. which 
those concerned with debt relief 
may wish to add to your leader 
(“For this relief, some thanks”, 
March 2oth). 

You point out correctly that 
debt servicing has to take. place 
“at a time when falling commod- 
ity prices are denting export earn- 
ings”. However, falling commod- 
ity prices are not a separate 
extraneous factor making debt 
servicing more difficult or impos- 
sible; rather they are‘directly link- 
ed with the debt burden itself. 
Countries needing: foreign ex- 
change to service a debt have to 
intensify their: exports. at any 
price. If other indebted countries 
try to do the same at the same 
time it is easy to see that a vicious 
circle will develop: debt pressure 
drives down commodity prices 
and falling commodity prices in- 
tensify the debt burden. 

Also, you say that many poor 
indebted countries “borrowed 
unwisely and squandered the 
proceeds”. There is no quarrel 
with this statement but for any 
unwise borrower there must have 
been an unwise lender. We are all 
responsible for the present sit- 
uation of the heavily indebted 
poor countries (H1PC); it isa prob- 
lem we must all deal with. This 
adds more weight to your plea for 
reforming and liberalising the 
HIPC initiative and, in particular, 
shortening its time horizon. 

H. W. SINGER 
Brighton, Institute of 
East Sussex Development Studies 


Sin—I always question why de- 
veloped nations continue to 
throw good money after bad in 
nircs. The vast majority have no 
infrastructure and no natural re- 
sources that would allow the es- 
tablishment of a self-sustaining 
economy. What sort of economy 
will develop in a sub-Saharan 
country with no education sys- 
tem, no transport system, no 
ports, and no natural resources? 


The mres have shown repeat- 
edly their inability to spend 
properly the loans and gifts from 
developed countries; why keep 
sending more? 

Rockford, 
Illinois 


JONATHAN BASTIAN 


Sir—It is indeed fortunate that 
the world’s donors have not ne- 
glected poorer countries (“Help- 
ing the other guys”, February 
27th) as they focus on bailing out 
the economies of East Asia’s ail- 
ing tigers. But I take exception to 
your assertion that Cambodia, 
Vietnam:and Laos “have a need 
for cash that is exceeded only by 
their capacity to misuse it.” Aus- 
tralian assistance has been put to 
use highly efficiently in alleviat- 
ing poverty in Vietnam through 
major infrastructure projects, 
training. and. other programmes. 
A co-operative approach, not just 
“shovelling out the cash”, is the 
key to making it productive. 
MICHAEL MANN 
Hanoi 





Troops in Vietnam _ : 


Sir—Your review of books on the 
Vietnam. war is in error (March 
13th). Australia and New Zealand 
were not the only countries apart 
from America to. send troops to 
support ‘South. Vietnam. South 
Korea senta contingent of 50,000 


troops (4,407 casualties), Thai- 
land. sent 11,500 (351. casualties) » 


and the Philippines sent 1,500. 
Phnom Penh  Davib CLAYTON 
PERENTA RE PAT A EEEE EENE ENEE biti EES i 


Cambodia on trial 


Sir--Your leader on Cambodia 
(March 13th) is well-taken but if 
this Pandora’s box is opened can 
a bottom be found? One can try 
Ta Mok, Khieu Samphan and 
Nuon Chea as you suggest, but 
what about Ieng Sary who was 
pardoned in 1996 or Ke Pauk, an- 
other. Khmer Rouge military 
leader who was amnestied last 
year? How does one discriminate 
between the leaders and the trig- 
ger-pullers?. There is a fine line 
between the pragmatism and jus- 
tice necessary to sort this problem 
out methodically. 

The Hammarberg human- 
rights report detailed the dearth 
and sketchiness of evidence, al- 
though other experts claim to 
possess enough docurnentation to 
pursue cases against the first tier 
of Khmer Rouge leadership. Fur- 


Australian Ambassador’ 





ther, Hun Sen’s role in this proc- 
ess is ironic considering his ques- 
tionable role in shaping 
Cambodia’s modern history. 

You note the link between ac- 
countability and Hun Sen’s desire 
to stimulate foreign aid and in- 
ternational acceptance. His repu- 
tation and “accountability” may 
have been restored by the recent 
election but questions. remain 
about the grenade attacks. against 
opposition groups. What about: 
the Fer report that disappeared 
up a bureaucratic cul-de-sac i 
Washington? No wonder H 
Sen seeks to “bury the past”. Ta 
advantage of the momentum fo 
the judicial process but proceed 
with caution over where to draw 
the line and how to distinguish 
the “good” from the “bad”. 
London FREDERICK LAWRENCE 
p I PAEAN PASNE ETONE EOE 


Serving South Africa 







Sit--How can you criticise a pol- 
icy (“Better but worse”, March 
27th) that simply sets out to serve 
as a basis for decent humane 


ed. Nonetheless, standards must 
be established. Individuals who 
desperately need to will work ata 
less than standard wage, but that 
type of agreement. occurs 
throughout the private sector. A 
minimum wage will separate de- 
cent employers from those who 
are not, but in time decency will 
strengthen the framework of 
South Africa’s evolving society. 
MARTIN 


Washington, DC MOULTON 





Faust in full 


Str--You claim that Peter Stein 
will produce the first uncut, com- 
plete performance of both parts 
of “Faust” (March 13th). At the 
Goetheanum in. Dornach, Swit- 
zerland, the unabridged “Faust” 
parts Land II have been perform- 
ed regularly since 1936. This sum- 
mer there will be five complete 
performances, lasting 23 hours, 
divided over five days. Since 1936 
thousands of people from all over 
the world have attended these 
performances and parts were 
shown at the Paris exhibition in 
1937. 

Dornach, 

Switzerland VIRGINIA SEASE 
Feet EEE P PO BAIE P ak St a INOA ot aaa Bs saan 
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HMI 


International Irrigation Management Institute 





Communications Officer 


: HMI seeks an experienced public relations specialist to-be based in Sri Lanka to develop 
and disseminate information on the institute’s work to its diverse stakeholder group at 

` national, regional, and global levels. 
HMI is an autonomous, non-profit international research institute supported by the 
Consultative Group on International Agricultural Research (CGIAR) and headquartered 
in Sri Lanka, MIs mission is to contribute to food security and poverty eradication by 
fostering sustainable increases in the productivity of water through better management of 
irrigation and other water uses in river basins. 
The Communications Officer will report to the Deputy Director General and have 
responsibility for developing HMs public awareness program including preparation of 
news releases, newsletters, brochures, fact sheets, annual reports, displays, and computer 
and video presentations. Responsibilities will also include final editing of IIMI's 
research publications and managing the institute’s website. The successful candidate will 
have a strong record of technical journalism, management of publication production and 
layout, and the ability to work as a team member in a multicultural environment. 
Applicants should have excellent and rapid writing skills; a minimum of 5 years 
professional experience in technical journalism, and preparing public relations materials; 
experience in preparing and implementing public awareness strategies: excellent English 
verbal, written and interpersonal skills, Fluency in French or other European language 
will be an advantage. Sound knowledge of electronic publishing and the internet, 
HMI offers a stimulating, collegial working environment with competitive salary and 
excellent benefits, To find out more about IMI interested candidates can look at HMI's 
website, http://www.cgiarorg/iimi. Applications including a CV and the names and 
addresses of three referees should be sent to David Governey, Deputy Director General 
(Operations), IMI, P O Box 2075, Colombo, Sri Lanka, E-mail: d.governey@icgiar.org 
Fax: +94-1 866854, Applications will-be accepted until 10 May 1999 or until the 
position is filled, ; ; ae 
IMI is an equal opportunity employer and wishes to further diversify its staff 
group in terms of both gender and nationality. 


320 East 43rd Street: 
New York, NY 10017 


The Ford Foundation is seeking to fill the following position: 
Representative, Santiago, Chile: To direct the Foundation’s activities 
in Chile, Argentina, Peru and Columbia with overall responsibility for 
the Foundation’s presence and programs in the Andean Region and the 
Southern Cone. Specific duties include managing the Foundation’s 
office in Santiago; assessing the implications of political, social and 
economic developments in the region for Foundation programs, 
supervising and working closely with program staff in developing, 
monitoring and evaluating grants and projects; representing the 
Foundation and maintaining effective ties with local leaders, official 
and non-governmental agencies and other external assistance. agencies. 
The Representative collaborates with the Foundation’s offices in 
Mexico and Brazil in developing Latin American regional strategies 
and represents the needs of the region to the Foundation at large; 
contributes to priority-setting in the three broad thematic. programs 
within which the Foundation organizes its grantmaking: Peace and 
Social Justice; Asset Building and Community Development; and 
Education, Media, Arts and Culture. 


Qualifications: Demonstrated leadership, planning, management and 
analytical skills; excellent oral and written communication skills; in- 

| depth understanding of development processes and social justice 
concerns; expertise in one or more areas of the Foundation’s current 
program interests; and graduate study in an appropriate field. Fluency in 
Spanish and English. Previous relevant experience in Latin America; 
knowledge of the history and culture of the region. 
To apply, please send a cover letter, resume and brief writing sample, 
preferably by May 1, to Ms. S. Gordon, Human Resources, Box #217 at 
the above address. The Ford Foundation is an Equal Opportunity 
Employer. 
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As the largest United Nations programme in the Middle 
East, UNRWA provides education, health care, relief 
assistance and social services to 3.5 million registered 
Palestine refugees in Jordan, Lebanon, the Syrian Arab 
Republic, the West Bank, and the Gaza Strip. 
UNRWA is seeking to employ an experienced 


Chief, International 
Law Division (P5) 


to be based at its Headquarters in Gaza. Reporting 
directly to the Legal Adviser, the incumbent is 
responsible for directing and supervising the work and 
personnel of the International Law Division of the 
Department of Legal Affairs, advising on questions of 
international law affecting the status, privileges and 
immunities of the Agency and its legal relationships with 
governments and international organizations, advising on 
the preparation and/or interpretation of international 
agreements, treaties and conventions. affecting the 
Agency, advising on privileges and immunities of 
Agency staff members, advising on international claims 
by and against the Agency, customs and tax matters and 
international transport law, providing interpretations of 
General Assembly and Security Council Resolutions 
affecting the Agency and its Mandate, supervising the 
preparation of reports as called for by General Assembly 
and Security Council Resolutions; and reviewing and 
revising the legal portions of such reports as required, 
overseeing research and analysis undertaken by the 
Division relating to the overall objectives and policies of 
the Agency. Requirements: Advanced university degree 
from a recognized law school with specialization in 
public international law, including considerable study in 
international legal affairs. More than ten years’ 
experience in the application of the above, including 
three years at a senior level, in a large governmental, 
commercial, U.N. or other international organization. 
Language: Excellent spoken/written English. Desirable: 
Working experience in legal matters in an organization in 
the U.N. common system. Post-Graduate degree in law. 
Knowledge of the legal laws and practices of Middle 
Eastern countries. Working knowledge of spoken and 
written French and Arabic. Very good negotiating skills. 
Travel: Job involves frequent travel in the Agency’s area 
of operations in the Middle East as well as to other 
locations. Remuneration: Annual net (tax-free) salary: 
starting from $92,584 (with dependents) and $83,372 
(single) plus fringe benefits package (education grant, 
home leave, dependency allowance, pension fund, health 
plan). Initial contract: 1 year renewable. Gaza is a non- 
family duty station. Spouses may reside with the staff 
member in Gaza, but not children. Applications before 
23 April 1999 to: A/Head, Recruitment Section 
(VN/6/99) UNRWA HQ Gaza, Fax No. (+972-7 677 
7555) from where additional information can be 
obtained. Mail address: c/o UNRWA Vienna Office, P.O. 
Box 700, A-1400 Vienna, Austria 
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Victim of Serbia—or NATO? 


S THE world’s first war “to stop genocidal 

violence” merely promoting it? It has cer- 
tainly looked that way this week. After only 
four days of NATO's air attacks, the number of 
Kosovars driven from their homes had risen 
to half'a million, over a quarter of the popula- 
tion; hundreds, perhaps thousands, had been 
killed. These were the people NATO had inter- 
vened to save. The war seemed to have gone 
horribly wrong. 

The final judgment on NATO’s action may 
turn out to be quite different, but only if 
events take a turn for the better, and do so 
pretty soon. While NATO was working its way 
through the early items on its order of busi- 
ness--attacking air defences, military bases, communications 
centres and so on—the Serb forces in Kosovo were rounding 
up ethnic Albanians, driving families from their homes, re- 
moving identity cards from fleeing refugees, and segregating 
men and women. These are the familiar actions of ethnic- 
cleansers and, even more sinisterly, of those about to embark 
on systematic slaughter. Whether that has taken place, and if 
so on what scale, is still unknown, but the signs are ominous. 
Five of the Kosovars’ leaders are said to have been summarily 
executed, and tales of killing abound. And though by mid- 
week NATO was hoping that its air attacks were at last frustrat- 
ing the Kosovars’ Serb tormentors, no one was suggesting that 
the torment had ceased. If it goes on much longer, Kosovo 
threatens to become a depopulated charnel-house. 

The best hope of preventing that lies with a change of atti- 
tude on the part of Slobodan Milosevic, the Yugoslav presi- 
dent. An opportunity presented itself on Tuesday with the 
arrival in his capital, Belgrade, of a party of Russian peace- 
makers led by Yevgeny Primakov, the prime minister. It 
would be a feather in the Russians’ cap if they could persuade 
Mr Milosevic to come to terms, and the West would be happy 
to let them take the credit. But Russia, though it is a long- 
standing friend of the Serbs, failed to get them to make 
enough concessions to avert this crisis, and it seems to have 
been no more successful this time. Like many another despot, 
Mr Milosevic probably prefers to preside over a heap of rub- 
ble than not to preside at all. And so far defiance appears to 
have brought him only popularity among his own people. 

Bombing, it is true, tends to strengthen the resolve of those 
who are bombed before it starts to sap their morale, and per- 
haps the Serb populace may yet turn against their president. 
Perhaps, too, he may in time decide that his country has put 
up a plucky enough resistance to the brutal. NATO onslaught, 
and will gracefully give up the troublesome~-probably now 
indeed ungovernable—province of Kosovo, just as he has, 
faute de mieux, given up so many other parts of the original 
Yugoslavia he once aspired to rule. Mr Milosevic, after all, has 
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built his career by teaching the Serbs that they 
should revel in martyrdom and defeat: the 
trouncing he dwells on most was that deliv- 
ered by the Ottomans in Kosovo 610 years 
ago, paving the way for their five centuries of 
subjugation by Muslims. So good riddance 
now to the Muslim Kosovars? 

Or rather to those of them who might still 
be alive. If that thought is not to haunt NATO's 
strategists, they must move faster than their 
plan for a measured, weeks-long campaign 
once allowed. Their aim must be to take con- 
trol of Kosovo, or most of it, as quickly as pos- 
sible and then to run it as a protectorate, in 
effect, until its Albanians are safe from 
slaughter by the Serbs and its far fewer Serbs are safe from 
retribution by the Albanians. Refugees will then be able to 
return home, relieving neighbouring countries of a burden 
that increasingly threatens their stability. 

All this will be even harder to achieve from the air alone 
than the original plan. If the Kosovars’ guerrillas were an ef- 
fective force, they might do the necessary fighting on the 
ground, much as Croat soldiers did during NATO's bombard- 
ment of the Bosnian Serbs in 1995. But the Kosovars have yet 
to show they are a potent soldiery and, if they should get the 
upper hand, NATO might find it hard to stop them butchering 
the Serb minority—and then declaring independence. 


When the end deserves the means 


The West insists it does not want that. It does not want to 
break up Yugoslavia, it says. It just wants an end to genocidal 
violence. That means it wants neither side to win: not an easy 
objective to achieve, especially when the use of ground troops 
has been ruled out. 

If words have to be swallowed in order to get NATO out of 
its fix, these look like the ones to dispense with, Unfortu- 
nately, NATO has only 12,000 troops in next-door Macedonia, 
and the Serbs have 40,000 in Kosovo, or did before the bomb- 
ing began. NATO would need about 150,000 men to be as- 
sured of a decisive victory. And even then it would not bea. 
bloodless one: there would be plenty of casualties. There’ 
would also, no doubt, be plenty of voices warning of mission 
creep and Vietnam-like quagmires. Several NATO countries 
might back out; in varying measures, Greece, Italy and the 
Czech Republic are already dubious. 

The main objection, however, lies not in the prospect of 
casualties but in the fact that it would take time to ready this 
force—time in which Mr Milosevic could continue his butch- 
ery. Still, NATO may now have to accept that, without soldiers. 
on the ground, it may not be able to get the Serbs out of 
Kosovo at all. For that reason, it should be preparing to send 
troops in. After all, the West was not wrong in principle to 
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intervene: whatever the legal position, it was righttosay, after 
~ Now it must find the means. Failure will not just ensure a 


every effort had been made to reach a negotiated settlement, 
that it could not tolerate the continued brutalities in Kosovo. 
The killings and ethnic cleansing of the past week are not the 
work of the West; they are the work of Serbs, and they would 
surely have taken place, albeit at a more leisurely pace, had 
NATO not intervened, just as they were taking place before. 





The West’s error was to will the end but not the means. 


continuation of the brutality in Kosovo; it will ensure that 
despots everywhere take heart. NATO is not serious, they will 
say. It has no stomach for the fight. When the fate of innocent 
Kosovars is in the balance that is bad enough. When western 
national interests are at stake, it will be grave indeed. 





Dismal in Berlin 


The deal struck by European Union governments at their Berlin summit leaves 
both their budget and their enlargement plans in a worse state than before 


ELL, if the agreement reached in Berlin last week was a 

“success”, then the world could be forgiven for wonder- 
ing quite what a failure would have looked like. The heads of 
the 15 national governments in the European Union were 
supposed to be showing that they, unlike that badly run, 
nepotistic, undemocratic lot at the European Commission, 
could carry the torch for European integration, sending the 
EU into the 21st century with a reformed budget (atask known 
portentously as “Agenda 2000”) and thus the modernised 
strength needed if the club is soon to be enlarged to take in 
countries from Central Europe and elsewhere. Measured 
against that aim, the budget agreement was actually a dismal, 
dispiriting failure, free of any discernible trace of funda- 
mental reform. It will make the start of the new century—and, 
crucially, enlargement—harder, not easier. 

The only basis on which this deal could conceivably be 
described as a success is if the true objective was simply the 
avoidance of a fight. With bombs falling in Kosovo and no 
satisfactory agreement even close on the budget, perhaps the 
Union could ill afford a public falling out among its mem- 
bers which might risk introducing new fissures among those 
same countries in NATO—or, just as bad, encourage Slobodan 
Milosevic, Yugoslavia’s president, to believe that such fissures 
were developing—so it was better to put the fight off. That is a 
pragmatic judgment, and it is possible that history will prove 
it correct. But while sitting in history’s waiting-room, it is the 
immediate damage that must be appraised. 


All the vision of pigs at a trough 

That damage is substantial. By failing to agree upon any sub- 
stantial reform of the common agricultural policy (CAP); the 
farm-support plan that eats up (and wastes) half the EU's €90 


billion ($100 billion) budget, the heads of government have . 


guaranteed that little progress will be made in any world 
trade talks. They have also made it unlikely that they will keep 
their own promise of capping spending at the current level in 
real terms. And, unless another attempt is made at-a serious 
reform of the cap, they have made it unlikely that any large 
Central European country can be admitted tothe Union atan 
acceptable cost. 

Which is another way of saying that the difficult issues 
have all been postponed, in the hope that they will be easier to 
agree upon later. They may be, but the signs in Berlin were not 
encouraging. Notably, the behaviour of all 15 members con- 
tradicted one of the arguments most frequently deployed in 
support of optimism that the new single currency will lead to 
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economic reform in Western Europe. Reforms are hard to do 
at national level, the argument goes: but one virtue of the euro 
is that it imposes obligations at a European level which coun- 
tries can use as a pressure to force domestic changes. That is 
not true, if the Berlin summit is anything to go by, where EU 
public spending is concerned. There, a spirit of collective ir- 
responsibility takes hold: rather than reforming, or even seri- 
ously thinking about, the underlying policies, each country 
simply seeks to get as much as.it can from the trough. 

That is not terribly surprising. But, when combined with 
the evident waste and fraud involved with the cap and sun- 
dry regional aid policies, as well as the cost they impose on 
consumers, taxpayers and trade relationships, it leads to a 
clear (if not immediately realistic) conclusion: at any and ev- 
ery opportunity, such spending programmes should be re- 
duced and in the end abolished. The EU's greatest achieve- 
ments have been through laws and treaties and eliminating 
trade barriers; none has arisen through public spending at 
the supranational level. 

While we are making apparently unrealistic proposals, 
here are two more arising from Berlin. First, do not allow 
France alone to be represented by two “heads of govern- 
ment”, President Jacques Chirac and his prime minister, Lio- 
nel Jospin, at such summits, for they simply compete to be 
seen back home as the farmer’s best friend. Second, if budget- 
ary reforms are ever to be achieved, the Ev leaders will have to 
bind themselves to use qualified majority voting, not consen- 
sus, for such matters. Otherwise, each country can veto ‘any 
item from which it loses money, and has to be bought off. 
Which is why in Berlin, as in “Alice in Wonderland”, every- 
one won and all had prizes. 

Thesaddest thing about the budget fudge is that it brought 
toan end a fortnight in which Europe suddenly seemed to be 
making progress, ridding itself of:a tired commission and 
agreeing smartly on’a heavyweight reformer, Italy’s Romano 
Prodi, to run the new one. If he is to have any chance of suc- 
cess, the national governments will have to stop behaving like 
pigs at-a trough, not just in haggling over cash but also in 
forming and guiding the commission itself. As long as they 
continue to consider commissioners as their national repre- 
sentatives, and insist that each has lots of money, staff and 
invented responsibilities, the EU’s bureaucracy will remain 
ineffective and unpopular. Mr Prodi will have many obsta- 
cles toovercome ifhe is to change things. But the biggest of all 
are in the national governments. 
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‘Shame in Myanmar 


The death of Aung San Suu Kyi’s husband has revealed the vindictiveness of the generals 
who run Myanmar-—and, incidentally, the depth of her commitment to her country 


ICHAEL ARIS, who died on March 27th, was a much- 

À liked man, as well as a respected and prolific explorer 
in one of academia’s far-flung corners, Tibetan and Himala- 
yan studies, But his death would have attracted little atten- 
tion outside his immediate circle had he not also been the 
husband of Aung San Suu Kyi, the leader of Myanmat’s oppo- 
sition. His marriage made it inevitable that when he lost his 

life early, to cancer, it would be in the glare of publicity. That 
the ruling junta, however, should have used his dying days for 
an undignified exercise in political patina was outra- 
geous. It was also predictable. This cruelty to a bereaved fam- 
ily is part of a broader pattern: of the desperate rigidity of a 
regime intent on-clinging to power, while, bizarrely, accusing 
its chief opponent of “inflexibility”. 

Knowing he was terminally ill, Mr Aris had applied for a 
visa to pay a farewell visit to his wife in Myanmar, his first in 
three years. The junta refused, saying she should visit him in 
Britain instead. It was an offer she could not accept. Ever since 
her return to Myanmar in 1988, to look after her sick mother, 

the generals have longed to see Miss Suu Kyi go away again. 
~ Even when, on the eve of Mr Aris’s death, they said she could 
go and come back, they must have known she would not trust 
their promise. This, after all, is a regime which held an elec- 
tion in 1990, was roundly defeated, and has yet to honour the 
outcome; which “freed” Miss Suu Kyi from six years of house 
arrest in 1995, but still restricts her movements and cuts her 
telephone line; which describes itself as transitional, but 
~ locks up and tortures those who take it at its word. Had Miss 
“Suu Kyi left to see her husband before his death, or to attend 
his funeral, she would probably have been consigned to life- 
long exile. Those few of her leading supporters who have so 
far been spared the junta’s reprisals: would probably have 
been rounded up. The opposition, already enfeebled by years 
of repression, would have been dealt a possibly fatal blow. 
Mr Aris’s illness gave the junta the chance to trundle out 





two of its favourite weapons in its propaganda battle with 
Miss Suu Kyi: the claim that she is a virtual foreigner, and that 
she is stubborn and unreasonable. Myanmar’s press and tele- 
vision—a match for North Korea's in their blinkered dread- 
fulness--like to refer to her as “Mrs Aris”. Her other name in- 
corporates that of her father, Aung San, Myanmar’s 
independence hero, and founder of the army in whose name 
the generals locked up his daughter. 


The fear of freedom 
By harping on Miss Suu Kyi's marriage to a foreigner, and the 
long period she once spent abroad, the junta hopes to dis- 
credit her patriotism, and hence the validity of her political 
ideas. But nobody who has seen Miss Suu Kyi address a crowd 
of her compatriots could think she had lost touch with her 
people. In fact, many ordinary citizens recognise that there 
can be few greater sacrifices for one’s country than to forsake 
husband and children for an unequal struggle against tyr- 
anny. Nor are Miss Suu Kyi’s political demands, as the gener- 
als would have it, western imports that have no value in pov- 
erty-stricken, ethnically divided Myanmar. “Freedom from 
fear”, the title of a book of her writings, is an aspiration felt as. 
keenly in Yangon as in Pristina. 

The other charge—that Miss Suu Kyi, through her rigid re- > 
fusal to compromise, has become the main obstacle to na- 
tional reconciliation in Myanmar—would be laughable were 
it not also gaining currency abroad. It is certainly true that the 
opposition would like to see the results of the 1990 election 
honoured. But its initial demand is minimal—a dialogue that 
must include Miss. Suu Kyi. The generals, understandably, 
would prefer she took no part. Without her, the opposition 
would be deprived of its main source of international atten- 
tion and support and, much more important, of its most pop- 
ular and revered leader at home. Miss Suu Kyi’s stubbornness 
is one of the few beacons in Myanmar’s gloom. 





The dark side of zero tolerance 


In New York, it has been a thin disguise for racial harassment 


HE rest of the world does not usually take its lead from 

America in social policy, but over the past few years 
droves of delegations have turned up in New York to find out 
how the city has managed to bring down the murder rate 
from 2,200 in 1992 to 600 in 1998. “Zero-tolerance policing” 
was the answer they carried back and spread around the 
world until it became the conventional wisdom espoused by 
conservative and liberal politicians alike. At his party confer- 
ence last year, Britain’s prime minister, Tony Blair, pledged to 
adopt it; Australia’s John Howard is also a believer. But now, 
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after a horrible murder, New Yorkers are wondering whether 
it is really the best way to keep the streets safe. 

Two months ago New York police burst into the foyer of 
an apartment building in pursuit.of Amadou Diallo, an un- 
armed African, shot 41 bullets at him and hit him 19 times. 
The Reverend Al Sharpton started a protest movement 
against the killing, which has now taken.on a respectable, 
middle-class life of its own. For the past two weeks, hundreds 
have been courting arrest every day outside the headquarters 
of the New York Police Department (see page 30). Everybody 
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who is anybody in the black community or the civilliberties 
movement is there. Those arrested include David. Dinkins, 





the former mayor of New York, Kweisi Mfume, president of- 


the National Association for the Advancement of Coloured 
People, Carl McCall, the state comptroller and New York’s 
highest elected black official, and, from the inevitable Holly- 


wood contingent, Susan Sarandon. It is not just the killing | 


that people object to. Mr Diallo’s death is seen as the inev- 
itable result of the new policing methods, which have led to 
the increasing harassment of young black men. The connec- 
tion may be indirect. But politically it is powerful. 

The theory of zero-tolerance policing came from an aca- 
demic, James Q. Wilson, who holds that allowing small 
crimes to pass unpunished will encourage contempt for the 
law in larger matters: a city in which people urinate in the 


streets will also be one in which people rob each other. The 


police, he maintains, have lost control of the streets in many 
cities. They need to reclaim it. New York’s mayor, Rudolph 
Giuliani, and the former police commissioner, William 
Bratton, leapt on these ideas. 


Blacks pay, whites don’t — 

In practice, zero-tolerance policing in New York has mostly 
been the job of the Street Crimes Unit. Under Mr Bratton, it 
tripled in size. Its officers began to search people, pretty much 
at random and often with little cause, on the streets, in hous- 
ing estates and in apartment blocks. The ratio of arrests to 
searches is some measure of this: over the past two years, the 
Street Crime Unit’s records show that its officers searched 
45,000 people and arrested 9,500. But according to the state 
attorney-general, Eliot Spitzer, police under-report their 


“ searches, and the real number is probably five or ten times 









higher. Young black men, in other words, are constantly 
frisked. This practice was once familiar in Britain, where en- 
thusiastic use of the “sus” law led directly to the Brixton riots 
in London in 1981. 

< Surely, though, a little habitual harassment is a small price 
to pay for so. many saved lives? Maybe, maybe not. For a start, 
there is much argument about the extent to which these amaz- 
ing figures can be attributed to zero-tolerance policing. Evi- 
dence from other cities does. not always:support its propo- 
nents. Boston, for instance, has seen similar falls in its murder 
rate, yet it rejected zero-tolerance policing in favour of close 
co-ordination between the police, probation officers and 
black leaders, and an effort to get guns off the streets. : 

` What’s more, the price paid has not been evenly shared. 
Blacks have paid it, whites have not. New York’s blacks are 
angry now, and America doesnot need to stoke its racial fires. . 
Mr Giuliani has apparently seen the danger. He has belatedly 
met a group of the protest leaders to discuss their demands. 
He has also announced that the number of black and Latino 
officers in the Street Crime Unit will be increased. 

As practised in New York, zero-tolerance policing has 
gone too far. New Yorkers fear that abandoning it will mean a 
return to the old days. They should remember, though, that 
there‘are other ways of keeping down the murder rate that are 
less costly in terms of race relations and the good name of the 
police. At the far end of that spectrum stands gun control. 
After all, countries where gun ownership is tightly controlled 
do not tend to have American murder levels. The number of 
murders in the whole of Britain—780 in 1997—is only slightly 
higher than in newly peaceful New York. ae 
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China and the WTO 


America looks close to a deal with China on joining the World Trade 
Organisation. But a rushed, bad deal would be worse than none at all 


ITTLE has been going right between America and China of 
late. Claims that China stole America’s nuclear secrets 
and tried to suborn its politicians have whipped up a wave of 
anti-Chinese hysteria in Washington. To compound the out- 
rage on Capitol Hill, America’s bilateral trade deficit with 
China in January surpassed even the huge gap with Japan. 
The arrival in America on April 6th of Zhu Rongji, China’s 
prime minister and economic supremo, seemed likely to be a 
disaster. But suddenly prospects for his visit look more prom- 
ising. The reason is that America appears to be on the brink of 
agreeing to allow China into the World Trade Organisation 
(wTO). That would be a huge coup—so long as the deal with 
China is on the right terms. 

China is the largest trading nation still outside the multi- 
lateral system, with trade last year worth more than $300 bil- 
lion, and until it joins, the World Trade Organisation is not 
worthy of the name. If China were to join the wro, that action 
would help to provide greater access to Chinese markets. Ex- 
porters would suffer less from uncertainty, because trade with 
China, based on genuine Chinese reforms, would be bound 
by international rules, rather than the whims of politicians in 
Beijing or Washington. And exporters could callon the wro 
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to adjudicate when they felt their rights were violated. More 
broadly, a deal with China would be a success for America’s 
policy of engaging with the Middle Kingdom. Asia’s biggest 
power would be agreeing, in trade at least, to live by the same 
rules as the rest of the world. In time, that could promote co- 
operative behaviour in other areas. 

For China too, there are big benefits'to joining the wro. It 
would open new markets for its exporters and boost foreign 


investment into China, which has been flagging. It would en- 


courage further pro-market reforms and protect against back- 
sliding. It would protect against unilateral bullying by Amer- 
ica. And consumers would gain from cheaper imports and 
greater competition. All of this would. provide the basis for 
China’s economy to revive its weakening economic growth. 


Pitfalls ahead 


There is-a clear risk, however, that America and China are 
rushing into a deal. Charlene Barshefsky, America’s embat- 
tled trade supremo, needs a success to fend off her critics and 
Bill Clinton badly wants something to show from Mr Zhu’s 
visit. China isina hurry too. It insists on joining the wro 
before Taiwan, which is far better prepared. 1fChina does not 
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join this year, it will not get another chance for some time. The 
United States will soon be embroiled in the campaign for 
next year’s presidential elections. And in 2001 the hurdle may 
be higher, since China would have to sign up to-any new 
agreements that are reached as part of the wro round due to 
kick off in December. 

Yet precisely because China is so important, itwould be a 
¿disaster if the country were to join the wro on the wrong 
‘terms. The WTO exists to open markets through transparent 
multilateral rules, enforced by an impartial dispute-settle- 
ment mechanism. China’s economy, on the other hand, is 
still largely controlled by the state. Prices are fixed, monopo- 
lies common and subsidies legion. Its laws are opaque and 
are often applied arbitrarily. Even if China does away with 
import quotas and dismanitles tariff barriers, its markets will 

- not be free in any meaningful sense. It would be right to allow 
China into the wro only if it pledges to liberalise a broad 
range of sectors (see page 66) and to apply its laws in a trans- 
parent and impartial manner. 

Some would retort that the important thing is to get China 
into the wTo. The trickiest problems, it is argued, can best be 
dealt with later, once it is a member. There is some truth in 


LEADERS 
that view. But the wro can do only so much. America has 
struggled to use multilateral trading rules to cut through the 
web between government and business in Japan. The wTo ts 
ill-equipped to remove the even greater complexities in Com- 
munist China. Asking it to do so risks testing the multilateral 
trading system to destruction—and thanks to the dispute be- 
tween America and Europe over bananas and other goods, 
that system already looks fragile. 

China’s entry into the wTO is far from a foregone conclu- 
sion. It has been trying to join the multilateral trading system 
since 1986. Its hopes have been disappointed many times be- 
fore. Even if Ms Barshefsky now succeeds in clinching a deal 
with the Chinese, Congress may not approve it. The mood on 
Capitol Hill is protectionist and anti-Chinese. And Republi- 


< cans are loth to hand President Clinton a foreign-policy suc- 


cess. America’s trading partners also have to strike their own 
deals with China, and a final agreement must be cobbled to- 
gether at the wro itself, in Geneva. Sir Leon Brittan, the EU's 
trade commissioner, has warned against a “sweetheart” deal 
between America and China. It would be a pity if this were yet 
another false dawn. But a bad deal would be worse than. an- 
other delay. 





Women invade Mars 


Astory as old as girl meets boy 


66 A THY can’t a woman be mote like a man?” mused 

Henry Higgins in “My Fair Lady”. His wish is com- 
ing true. Over the past couple of decades, women have gained 
much ground in the battle between the sexes. In principle, 
many have the right to equal pay; at school, girls are now get- 
ting better grades than boys; and in most rich economies 
women are taking the lion’s share of the new jobs, while tradi- 
tional jobs for the boys in heavy industries disappear. Fi- 
nance used to be a man’s world, about which women were 
told not to worry their pretty little heads. But according to a 
study by two American economists, women are better inves- 
tors than men, earning a higher average return on their 
money. Even male sports are no longer safe, with ladies’ foot- 
ball teams and female boxers. And experts predict that 
women could soon outperform men in long-distance swim- 
ming and the marathon. Where will it end? 

With a further indignity, that’s where (though for whom is 
less clear). One area where men have always had a huge ad- 
vantage over women is in the call of nature: women, unlike 
men, have to endure long queues outside the “ladies room”. 
But equality is emerging here, too. Thanks to a Dutch inven- 
tion, a women’s urinal is now on sale. The so-called “Lady r” 
is designed to speed the flow and cut those queues. 

Men will surely not take this sitting down. Understand- 
ably, the poor things feel threatened. In recent years, Britain’s 
Equal Opportunities Commission has received more com- 
plaints from men than women. And as male executives sup- 
posedly feel downtrodden by female rivals, several British 
firms are setting up male-only self-help groups to give men 
the confidence to assert themselves in the office. Another 
study published this week suggests that the more a woman 
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earns relative to her partner, the greater the risk of a family 
breaking up, whereas higher male earnings increase the 
chances of its survival. If so, an economist might conclude 
that equality for women has gone too far, creating “negative 
externalities”. But then most economists are men. 

In fact, things haven't proceeded quite as far as these anec- 
dotes suggest: women still earn less than men in comparable 
work and have a small share of top jobs. In America, only two 
of the chief executives of Fortune 500 companies are women, 
and only 11% of company directors. Nevertheless, men (your 
female leader-writer feels obliged to point out) do seem wor- 
ried. It is a puzzle, But men are essentially irrational. 

The rational answer would surely be for men to seek new, 
equal rights themselves. For example, in many countries con- 
scription applies only to men, and maternity leave mainly to 
women. Many women have to make the agonising choice be- 
tween work and children: men would love to face such a di- 
lemma. Men are also discriminated against in pension 
schemes: they face the same contribution rates as women 
even though they die earlier. And the next time someone 
shouts “women and children first”, ask why. 

There are plenty of solutions. Women take time off with 
the excuse of “women’s problems”, so men must be allowed 
to recover from hangovers and other “men’s problems”. 
Nightclubs often have free ladies’ nights, so men should have 
free lads’ nights. And once inside they should demand that 
women buy their fair share of drinks. But most important of 
all, men should immediately claim equal rights to do the 
cleaning, the ironing, the cooking and the nappy changing. 
It's simply not fair that women monopolise all those jobs. 

"a 
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WAR WITH MILOSEVIC 





A week is a long time in a war 


Yugoslavia’s dictator thinks he has an answer to NATO’s bombs. Has he? 


S ITS bombing of Serbian targets en- 
tered its second week, the NATO alli- 
ance said that its plan to grind down Ser- 
bia’s war machine from the air was “on 
timetable and on target”. A similar claim 
was presumably being made in Belgrade, 
as President Slobodan Milosevic and his 
colleagues assessed their grisly campaign to 
rid northern, western and central Kosovo— 
if not the entire province—of the ethnic Al- 
banians who make up nine-tenths of its 
population, and long for self-rule. 

By March 30th, after driving about 
120,000 Kosovars out of the country in less 
than a week, Serbian tanks and infantry- 
men were converging on the Pagarusa val- 
ley, where 50,000 displaced people, as well 
as hard-pressed units of the Kosovo Libera- 
tion Army, had taken refuge. In Pristina, the 
regional capital, troops and policemen re- 
sponded to air attacks on their barracks by 
ejecting Albanians from their homes and 
moving in themselves. 

Many Albanian politicians were either 
in hiding or dead; at least half-a-dozen re- 
spected leaders of the community had been 
killed in cold blood. There are reports from 
Pristina of people being herded into a 
sports stadium, possibly as hostages. The 
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American government says it takes seri- 
ously an allegation that up to 20,000 peo- 
ple, mostly women and children, have 
been penned up in an arms factory in the 
Drenica region. Kosovo's second city of Pec 
was reduced to a burning ghost town as its 
80,000 inhabitants fled. Djakovica, an- 
other western town, has also been wrecked. 
There are stories of a forced march from the 
town of Prizren to the Albanian border. 
This catalogue of horrors led Jamie Shea, 
NATO's spokesman, to speak of terror on a 
scale not seen since the Khmers Rouges 
made Cambodiaa killing field in the 1970s. 

It was against this background that Yev- 
geny Primakov, the Russian prime minis- 
ter, went to Belgrade on Tuesday with in- 
structions to find a “political solution” that 
would stop both NATo’s bombing and Bel- 
grade’s repression. The talks took longer 
than had been expected. Afterwards Mr 
Milosevic said he would withdraw some 
troops from Kosovo, and let “peaceful refu- 
gees” return, if NATO stopped bombing. Mr 
Primakov presented these proposals to Ger- 
many’s chancellor, Gerhard Schroder, who 
said they were not good enough. Britain 
said “action, not words” was needed to 
stop the bombing; NATO talked of escalat- 





ing its air campaign. And President Clin- 
ton declared that Mr Milosevic’s behaviour 
was endangering his claim to sovereignty 
over Kosovo—an implicit threat which 
strikes at the heart of the matter. 

In Moscow, where complaints of west- 
ern “bullying” of Serbia were loud and in- 
sistent, President Boris Yeltsin was careful, 
in a speech on March 30th, to combine at- 
tacks on NATO's air campaign with prom- 
ises to play a constructive role in Kosovo. If 
he is making even mildly conciliatory 
noises, it may be because the IMF agreed in 
principle the day before to help Russia 
climb out of its financial hole. 

Mr Milosevic, in any event, may be try- 
ing to create new demographic facts before 
he agrees to peace. His plan may be to put 
the north and west of Kosovo under his 
control, and leave the rest as a gigantic refu- 
gee camp that the world would be invited 
to keep in order, 

With every new twist in Kosovo's cycle 
of terror, the hope of a political agreement 
of any kind becomes more elusive. At least 
one of the Kosovars who last month signed 
NATO's peace plan has been murdered. The 
growing savagery of the Milosevic regime 
makes it hard to imagine who the negoti- 
ators would be on the Serb side. The West 
has given warning that it will hold all the 
senior members of the Belgrade leadership 
responsible for war crimes in Kosovo, 
though it has stopped short of naming Mr 
Milosevic himself. 


The moment of truth comes slowly 


For the moment, the government in Bel- 
grade shows no sign of the collapse some 
people had assumed the bombing would 
cause. The bombs, indeed, have predictably 
brought an upsurge of the patriotic solidar- 
ity the Serbs are famous for. Young people 
who a couple of years ago were marching 
against the regime are now cheering their 
country on. Many former draft-dodgers 
have cheerfully signed up to fight. 

Anyway, NATO may be deliberately 
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holding back from actions—such as 
bombing the interior ministry, where 
the onslaught in Kosovo is super- 
vised—because it thinks a meltdown - 
of the Yugoslav chain of command 
could be dangerous. But this may not 
last. And the air attacks are already 
causing a less dramatic form of break- 
down: the “black” economy, perhaps 
a third of the total economy, seems 
badly hit by the bombing. 

So who blinks first? As NATO inten- 
sifies its air raids—giant B-1 bombers 
and a-io tank-busters joined the at- 
tacking fleet this week—the conse- 
quences of Mr Milosevic’s policy are 
reverberating throughout his neigh- 
bourhood. In Kukes, a remote, strag- 
gling township at the top ofa dirt track 
in the northern mountains of Albania, 
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aid agencies have laboured to provide 
food, shelter and comfort for distraught re£ 
ugees who were streaming in, at one point, 
at a rate of up to 4,000 an hour. Thousands 
more braved snow and freezing fog to 
trudge over the mountains to Montenegro, 
where they told harrowing tales of how 
they had been forced out: shelling by night, 
and then in daytime the arrival of para- 
militaries telling them to leave their homes 
or be killed. 


stark warning to the neighbouring states: if 


you help Serbia’s enemies, Serbia can bring 
you down with it. The moderates who now 
govern Montenegro, Serbia’s junior part- 
ner in the rump Yugoslav state, are espe- 
cially vulnerable because they have made 
clear their dislike of Mr Milosevic. 

The fact that the ejection of Kosovars 
grew sharply worse after NATO's bombs be- 
gan falling on March 24th has made some 





insisted that a wave of terror by Mr 
Milosevic was in any event inevitable. 
“We have known for some time that 
he was planning a spring offensive,” 
Mr Cook said, noting that 25,000 peo- 
ple had been evicted in the two days 
before the bombs started to fall, 

Still, it is pretty clear that NATO 
hobbled itselfby declaring in advance 
that a land operation was ruled out. 
“It was like telling the Serbs that all 
they. need. do was wait in their fox- 
holes until the bombing stops,” says 
Andrew Brookes of the International 
Institute for Strategic Studies. He ar- 
gues that even an air-only campaign 
will need to put more emphasis on he- 
licopters and on smaller strike aircraft, 
and less on giant bombers like the B-1. 
But the trouble with flying low enough 
to hit targets like a tank is that Serbia's 
air defences, which brought down a sup- 
posedly invisible Stealth F-117-at the week- 
end, may still be in working order. 

So will the infantry have to go in? Such 
an operation, it is said; might need more 
than 100,000 men. They: would have to go 
into Kosovo by the one road—along a 
mountain gorge—that leads into the prov- 
ince from Macedonia. Of course, bombs 
may yet persuade Mr Milosevic to let some 


Mr Milosevic is not just trying to im- people think that it is the alliance that sort of international force enter Kosovo 


pose a “final solution” on Kosovo itself: He 
is also using the exodus of refugees to send a 





SKOPJE 


| 
| HE sound of NATO bombs exploding 
| across the border in Kosovo rattles 
| windows at night in Skopje, the capital of 
| Macedonia. NATO’s aircraft patrol the sky 
| over Macedonia to prevent the Yugoslav 
| air force attacking the 12,000 NATO troops 
sitting outside the city. Western diplo- 
mats in Skopje deny Serbian accusations 
that Macedonia is going to be used as a 
launching-pad for a NATO ground attack 
into Kosovo. The troops arrived last 
month on what was supposed to be a 
peacekeeping mission in Kosovo that 
would go into operation only when the 
Paris peace talks actually brought peace. 
Even so, fears of a Serbian attack persist. 
Albanian refugees from Kosovo— 
mostly city people from Pristina who ar- 
rive by car—are signing up for aid at the 
rate of 1,000 a day. Another 1,000 drive 
straight through Macedonia heading for 
Turkey rather than joining Macedonia’s 
Albanian minority. El Hilal, a local Alba- 
nian humanitarian organisation, says it 
has found lodging for up to 16,000 Koso- 
vo refugees this year—but a lot more may 
be staying with relations. 








should be blamed for the expulsions. But 
Robin Cook, Britain’s foreign secretary, has 


_ The Macedonian exit route 


Though sizeable, these numbers are 
far less than the tens of thousands of refu- 
gees pouring into Albania and Monte- 
negro. This is odd, given that Macedonia 
is easier to reach and is a base for dozens 
of western humanitarian missions. El 
Hilal says it can find temporary homes 
for at least 20,000 more refugees. Albani- 
ans in Macedonia are well-off compared 
with their cousins in Albania itself. 

Could the explanation be that Mac- 
edonia has quietly cut a deal with Slobo- 
dan Milosevic to keep most Kosovars 
away from its borders? Perhaps. So far, 
Macedonia has been careful to stay out of 
the wars of the Yugoslav succession. And 
its Slav majority is frightened that the 
country’s delicate ethnic balance could be 
upset by the arrival of too many Kosovars. 

Macedonia’s Albanian minority offi- 
cially makes up 23% of its 2.1m inhabit- 
ants, but may in fact account for as much 
as 35%. Tensions have run high in Mac- 
edonia since it won independence from 
Yugoslavia in 1991. If the Albanian popu- 
lation suddenly increases, the Slavs fear 
they could lose control. Albanians might, 


peacefully, But it hasn’t happened yet. 


like those in Kosovo, demand autonomy: 
worse, union with Albania. . 

The coalition government that runs 
Macedonia, in: power. for only five 
months and still feeling its way, is an un- 
easy alliance between two Slav parties, 
the Internal Macedonian Revolutionary 
Organisation—less nationalist than its 
name suggests—and Democratic Alterna- 
tive, a new pro-market and discreetly pro- 
Serbian party, whose leaders once had 
political careers in Belgrade or still have 
business contacts there. 

If there has been some sort of secret 
deal with Mr Milosevic to restrict the flow 
of refugees, what can Macedonia have of- 
fered in return? The most plausible an- 
swer is more or less what it offered in 
1992-94, when UN: ttade_ sanctions 
against Yugoslavia were tight. Serbian 
companies evaded the embargo by set- 
ting up subsidiaries in Macedonia. Fuel 
and spare parts, bought in Greece and 
smuggled through Macedonia, provided 
a lifeline for the Serbs, as well as keeping 
the Macedonian economy afloat. And, if 
events do turn sharply against Mr Milos- 
evic and his allies in Belgrade, he might 
find an escape route through Macedonia 
to (relatively) Serb-friendly Greece a dis- 
tinctly attractive thought. 
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Did Clinton think it through? 


Hope for the best, 


WASHINGTON, DC 


HIS is a grim time for internationalists 

in Washington. Over the past year, as 
the violence in Kosovo has mounted, they 
argued for intervention: to prevent a brutal 
suppression of what most people in Koso- 
vo clearly want; to uphold NATO's credibil- 
ity; to stop a fight that might spread to Eu- 
rope’s heart. For a day or so, they celebrated 
their victory in that argument, as NATO's air 
attack began. But, almost immediately, the 
celebration turned to dismay. The Clinton 
administration appears to have thought so 
little about the consequences of its bomb- 
ing decision that it could, at worst, discredit 
internationalism for years ahead. 

So far, at any rate, all the half-explana- 
tions from the administration seem to have 
been made irrelevant by Serbia’s ethnic- 
cleansers. At the outset, the goal of the NATO 
bombing was to force Serbia to accept the 
terms of the peace deal proposed last 
month at Rambouillet in France, which 
provided for the autonomy of Kosovo. But 
officials concede that this may no longer be 
relevant, since a new round of Serbian 
atrocities in Kosovo has probably made 
anything short of independence unaccept- 
able to the ethnic-Albanian majority there. 

The administration then moved on toa 
second goal the bombing would suppos- 
edly accomplish: a halt to Serbian violence 
inside Kosovo. But, again, officials concede 
that this may prove impossible to achieve 
by air power alone. Pressed to explain their 
policy on day six of the bombing, officials 
retreated to vague terms like “defeat the 





It happens in war, Bill 
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and a spot of golf 


Serbs”, and “do the job”. In some cases they 
fell silent. Meanwhile President Clinton 
took time off to play golf. 

Wars require clear goals, but they also 
require vagueness as to methods: the ene- 
my should be made to feel that all forms of 
attack may be unleashed upon him until he 
capitulates. But the administration has 
compounded its vague goals with self-de- 
feating clarity on methods. 

It has said firmly that it does not intend 
to send ground troops into Kosovo, at least 
not until there is a ceasefire. This, in the 
view of many enraged internationalists in 
Washington, has merely redoubled the 
willingness of Serbia's ruler, Slobodan Mil- 
osevic, to defy NATO: if Saddam Hussein 
can withstand years of bombing, Mr Milos- 
evic may reckon that he can too. Senator 
John McCain, himself a reluctant interven- 
tionist, fumes that the administration’s for- 
swearing of the use of soldiers on the 
ground is tantamount to madness. “We 
must win this conflict with whatever it 
takes,” he says. 

From the start, the administration ap- 
pears to have underestimated the obduracy 
of Mr Milosevic, and to have deluded itself 
into believing that the Kosovo question 
could be solved at relatively little cost. Not 
long ago, the Clintonites thought they 
could leave Kosovo diplomacy to their Eu- 
ropean partners, who led the peace talks at 
Rambouillet. When the talks there went 
slowly, the secretary of state, Madeleine Al- 
bright, dropped in on the negotiators to 
give things a shove. 

When the talks collapsed, the adminis- 
tration waded in deeper: its Balkan point- 
man, Richard Holbrooke, flew to Belgrade 
for a final effort to prevent war. When that 
failed, the administration launched air 
strikes, still clinging to the assumption that 
ground troops would not be needed. One 
week into the bombing, officials no longer 
sounded as if they believed that assump- 
tion. But they had yet to face the choice that 
this presented: send in NATO soldiers, if the 
Kosovars themselves cannot do the job on 
the ground, or give up and go home. 

And so, like a sleepwalker who strides 
into danger and then wakes up with a gulp, 
the administration has stumbled into the 
most serious foreign-policy crisis of its six 
years. Less than a month before the grand 
Washington summit that was supposed to 
celebrate NATO's enlarged membership 
and wider purpose, the alliance runs the 
risk of humiliation. John Warner, the chair- 
man of the Senate’s Armed Services Com- 
mittee and a staunch internationalist, gives 
warning that the Senate may refuse to go 
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along with NATO's statement of its new 
aims, which is supposed to be signed at the 
summit amid great fanfare. 

And it is not just NATO whose credibil- 
ity is at risk. At home, the Defence Depart- 
ment's post-Gulf-war prestige is also in the 
balance, along with the doctrines of high- 
tech dominance that the Gulf war encour- 
aged people to believe. America’s faith in 
air power, formed by the precision-bomb- 
ing of Iraqi targets, has already been tested 
by Mr Hussein's durability. If the current 
bombing fails to unseat Mr Milosevic, the 
air-power doctrine could collapse. 

The Gulf-war notion that victory need 
not involve large numbers of NATO casual- 
ties may also be undermined. If Mr Milos- 
evic hangs tough, victory in Kosovo may be 
possible only at the cost ofa bloody ground 
campaign. It would be nice to think that 
military doctrine governs decisions about 
intervention in foreign trouble-spots. In 
this case, military doctrine is more likely to 
be the consequence of intervention. 

One would have more sympathy with 
the administration’s NATO hands if they 
were busily working to repair the damage: 
in particular, to create a consensus in fa- 
vour of the use of ground troops, so that the 
war that has been started could be pursued 
to a victorious end. But, for the most part, 
the administration is just crossing its fin- 
gers, and hoping that Mr Milosevic will 
cave in unexpectedly. It may get lucky. But 
negligent optimism has not worked so far. 





Law and right 


When they don’t 
fit together 


HETHER or not NATO’s bombing of 
Serbian targets makes military and 
political sense, is it legal? The United States 
and Britain claim it is, arguing that the use 
of force to prevent an overwhelming hu- 
manitarian catastrophe—especially one 
caused by a dictator manifestly pursuing 
undemocratic goals, as Slobodan Milos- 
evic is doing in Kosovo—is permitted un- 
der international law. This claim has pro- 
voked a lively debate among legal experts. 
Most have reluctantly come to the conclu- 
sion that, at any rate in terms of interna- 
tional law as it stands at the moment, the 
Americans and the British are wrong. 
There is little dispute that the govern- 
ment of Mr Milosevic, and probably Mr 
Milosevic himself, have broken many in- 
ternational laws. The behaviour of Serb 
forces in Kosovo is a breach of the Geneva 
Conventions and, if the ethnic cleansing 
continues, arguably the Genocide Conven- 
tion of 1948. Mr Milosevic’s government 
has repeatedly defied resolutions on Koso- 
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The law says you’re allowed to watch 


vo by the UN Security Council, which all uN 
members are supposed to obey. 

But, under existing international law, 
Yugoslav crimes do not make the bombing 
legal. According to the UN’s charter, the use 
of force is allowed in only two circum- 
stances: self-defence against a direct attack, 
and in carrying out a specific mandate by 
the Security Council for the maintenance 
of international peace and security. 

Even the NATO countries do not claim 
that the Serbs’ behaviour in Kosovo consti- 
tutes a direct attack on any neighbouring 
sovereign state, much less an attack on 
them. Although in its resolutions the Secu- 
rity Council has labelled the crisis in Koso- 
vo a threat to peace and security in the Bal- 
kans, it has pointedly not authorised the 
use of force against Yugoslavia. The Ameri- 
can and British governments have long 
known that any resolution authorising 
force would be vetoed by Russia and China, 
both permanent members of the council. 
Therefore NATO's bombing seems to be a 
clear breach of the UN charter. 

It also seems to be a clear breach of 
NATO’s own founding document, the 1949 
North Atlantic Treaty. Articles 1 and 7 of the 
treaty explicitly bind NATO countries to act 
within the UN charter, and Article 5 en- 
dorses the use of force only to repel an 
armed attack against a NATO member. 

Given these prohibitions, is there really 
no case to be made that using force to save 
innocent civilians from massacre is legal? 
There are two recognised sources of inter- 
national law: international treaties and 
what is known in the parlance as “custom- 
ary” law. The latter, of course, is more diffi- 
cult to decipher. But, if it can be shown by 
the actual behaviour of states that a rule is 
widely enough accepted, such rules can at- 
tain the status of law, and be so recognised 
by courts and governments. The only plau- 
sible argument that NATO’s bombing is le- 
gal is one of customary international law. 

One of the most outspoken advocates of 
this view is Christopher Greenwood, a law 
professor at the London School of Econom- 
ics. He points out that the extension of hu- 
man-rights law and a series of humanitar- 
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ian interventions over the past few 
decades, some authorised by the Se- 
curity Council, have challenged the 
old notion of national sovereignty as 
inviolable. But he goes further, argu- 
ing that there are enough precedents 
to justify the claim that armed hu- 
manitarian intervention is now ac- 
cepted by most states as legal. 

In the 1970s, India’s invasion of 
Bangladesh, done partly to halt 
some appalling atrocities, and Tan- 
zania’s invasion of Uganda to put an 
end to the barbaric rule of Idi Amin, 
were widely accepted by the outside 
world. The same was true of the 1990 
intervention by a group of West Afri- 
can countries to stop mass killing in Libe- 
ria. The allied intervention in northern 
Iraq in 1991 to save the Kurds, and the im- 
position ofa no-fly zone in southern Iraq to 
save the Shia Muslims there, were under- 
taken without explicit authorisation by a 
Security Council resolution, but were also 
widely accepted as legitimate. 

Mr Greenwood goes on to point out 
that a resolution put before the Security 
Council condemning the NATO bombing 
in Serbia was defeated by 12 votes to three 
on March 26th,implying acceptance of the 
action as legal. Moreover, the doctrine of 


humanitarian intervention would not free 
any country to use force whenever it likes. 
To be lawful, there would have to be impar- 
tial determinations of three facts: that a ca- 
tastrophe was occurring; that it was a threat 
to international peace; and who was re- 
sponsible. Security Council resolutions on 
Kosovo have established all three, he says, 
and thus make the NATO bombing legal. 

Most international-law experts dismiss 
Mr Greenwood’s reasoning as wishful 
thinking. The precedents he cites are all dis- 
putable, they argue, and do not override the 
prohibition against the use of force in the 
UN charter, the strongest and most explicit 
rule in international law and one vigor- 
ously supported in the past by, among oth- 
ers, the United States and Britain. Three of 
the countries that spoke in favour of the Se- 
curity Council resolution condemning the 
bombing—Russia, China and India—con- 
tain 40% of humanity (though the govern- 
ments of two of them, at any rate, do not 
necessarily speak for their people). 

One day humanitarian intervention 
may be accepted as legal, say the optimists. 
If NATO's action in Kosovo succeeds, it may 
be seen as a big step in that direction. But, 
right now, NATO countries—albeit with the 
best of motives—have put themselves, like 
Mr Milosevic, outside the law. 





How it all started 


No place for them both 


Ableak example of the proposition that history can become incurable 


T THE heart of Kosovo's agony is the 
fact that this little patch of the Balkans 
falls between two basic but contradictory 
principles. On the one hand, Kosovo has 
been internationally accepted as part of 
Serbia and Yugoslavia. This is sovereign ter- 
ritory, whose borders are in principle in- 
violable. But, saya clear majority of the peo- 
ple who live there, they do not want to be 
part of Serbia: the world is robbing them of 
their right to self-determination. 

At least in theory, most of the Slavs who 
lived in the first two Yugoslav states—the 
original one created in 1918, and the com- 
munist one born in 1944—had freely opted 
to join “the land of the south Slavs”. But not 
the Kosovo Albanians, who are not Slavs, 
do not speak a Slavic language, and are 
mostly Muslim by religion. Yet in 1918 Ko- 
sovo nevertheless became part of Yugosla- 
via by virtue (if that is the word) of the fact 
that, during the Balkan wars of 1912, Serbia 
had reconquered this territory which, for 
more than 500 years, had been part of the 
Ottoman empire. 

Many people are puzzled that the Serbs 
claim this land is holy to them, “like Jerusa- 
lem for the Jews”, when hardly any Serbs 


live there. The explanation is straightfor- 
ward. During the Middle Ages, Kosovo was 
the heartland of the Serbian kingdoms, the 
vast majority of its people Serbs. But then 
Murad | won that famous battle in 1389, 
and over half a millennium of Ottoman 
rule changed the demography: Serbs 
moved out, and Albanians moved in. 

Despite these migrations, Kosovo— 
home to countless Serbian churches and 
monasteries—retained a powerful grip on 
Serbian emotions. For the Serbs who stayed 
there, the return of the Serbian army in 1912 
was a liberation. For Kosovo's Albanians, it 
was a conquest, one that denied them the 
chance to join the emerging Albanian state. 

Throughout the years between the two 
world wars, Kosovo was a sullen place. The 
Serbs put down Albanian rebellions, and 
sent in settlers to push up their share of the 
population. During the second world war, 
many of these Serbs were expelled when 
most of the province became part of an Ital- 
ian-controlled Greater Albania. After the 
war, Kosovo had to be put under martial 
law, because no Albanian wanted the re- 
turn of Yugoslav sovereignty. 

Things began to change in the late 
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1960s, when Yugoslavia’s Marshal Tito | 


started to allow the Albanianisation of the 
province. In 1974, as part of a constitu- 
tional reform, Kosovo became a republic in 
all but name. Although technically a prov- 
ince of Serbia, it had its own parliament 
and police, and largely ran itself. 

While Tito was still alive, the seeming 
looseness of the Yugoslav polity did not 
matter: Tito had the authority, and the cha- 
risma, needed to hold Yugoslavia together. 
But after he died in 1980 the rumblings be- 
gan again. Students in Kosovo called for the 
province to become a full republic, an 
equal to Serbia itself—and entitled to 
dream, at least, of total independence. 

The student demonstrators were put 
down, and many jailed. On their release, 
many went to live among the growing Ko- 
sovar diaspora in Western Europe. There 
some of them started to talk of an uprising, 
and of independence. The Serbs in Kosovo 
were anyway already feeling the pressure 
on them mounting. Many left for Serbia, 
some for economic reasons, others because 
of fear. Slowly but surely, the Serbian Ques- 
tion had reappeared. 

In 1987, a hitherto unknown and seem- 
ingly bland communist apparatchik, Slo- 
bodan Milosevic, came to real power in 
Belgrade on the back of the Kosovo Serbs. 
Just ten years ago, not long after he had be- 
come president of Serbia, he stripped the 
province of its autonomy. 

Mr Milosevic's action had spectacular 
consequences. His reimposition of direct 
rule over Kosovo hastened the death of the 
old Yugoslavia because most of the other re- 
publics—Slovenia, Croatia, Macedonia, 
Bosnia—feared that he would try to put 
them, too, under Belgrade’s control. In Ko- 
sovo itself, with the end of one-party rule 
across Yugoslavia, Albanian political life 
came to be dominated by the Democratic 
League of Kosovo, led by a writer called 
Ibrahim Rugova. His aim at first was 
merely the restoration of Kosovo's auton- 
omy. But, when the old Yugoslavia broke 
up in 1991, Mr Rugova declared the prov- 
ince “independent”. So far as they could, 
Kosovo's Albanians boycotted Serbian in- 
stitutions: they set up their own schools 
and health care, and no longer voted. 

The cautious Mr Rugova, however, 
stayed in Kosovo, and stayed pacific. He ar- 
gued that it would be mad to attempt an 
uprising against the Serbs. In 1992 he said: 
“We would have no chance of successfully 
resisting the army. In fact, the Serbs only 
wait for a pretext to attack the Albanian 
population and wipe it out. We believe that 
it is better to do nothing and stay alive than 
be massacred.” Prescient words. 

Mr Rugova believed that, since there 
were so few Serbs in Kosovo (barely 10% ofa 
population of 1.8m), and as that proportion 
was steadily falling, independence. was 
bound to come in the end. So he argued for 
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‘passive resistance, and rejected calls from 
Croatia and Bosnia to begin an uprising 
against the Serbs. Although some Kosovar 
politicians criticised him, most ordinary 
Kosovo Albanians went along with him 
cheerfully enough. But it did not last. 


Dayton forgot them 


Disaster struck in 1995. Kosovo’s Albanians 
were shocked when the Dayton peace con- 
ference, which ended the war in Bosnia, 
did not put Kosovo on the agenda. Worse 
followed when the countries of the Euro- 
pean Union recognised the new Federal 
Republic of Yugoslavia, comprising Serbia 
and Montenegro, with Kosovo as a part of 
Serbia. Anger grew: Mr Rugova’s policy, it 


A T S n e, 


Remember Murad, 1389 .. . and so on 


was said, had failed. 

At first, the problem for disillusioned 
Kosovars was that, even if they wanted to 
abandon Mr Rugova’s peaceful tactics, it 
was hard to bring any significant quanti- 
ties of weapons into landlocked Kosovo. 
But that changed in 1997, when the Alba- 
nian state fell apart in the wake of a finan- 
cial scandal involving the collapse of a se- 
ries of fraudulent “pyramid” investment 
schemes. The Albanian army dissolved, the 
police ran away, and their armouries were 
thrown open. The Kosovars in Germany 
and elsewhere raised money to begin buy- 
ing guns for the guerrillas of the fledgling 
Kosovo Liberation Army, the Kla, which 
had been founded in 1993. 

At the end of February last year, Serbian 
policemen whose patrols had come under 
attack killed a number of people connected 
with the KLA, sometimes whole families. To 
their dismay, and to the surprise of the KLA, 
which at the time numbered barely a cou- 
ple of hundred men, Kosovo exploded. The 
KLA found itself swept along by an uprising 
which it. tried to control and to organise. 
Shocked, the Serbs at first fell back, mis- 





WAR WITH MILOSEVIC 
leading the KLA’s commanders into the be- 
lief that they were winning. They were not. 
Last summer, the Serbs hit back. Their 
counter-attack sent 250,000 civilians flee- 
ing for their lives. The KLA, melting into the 
hills, suffered hardly any casualties. 


When something had to be done 


This is where the world came in. Fearing 
the refugees might die of cold, and worry- 
ing that the war in Kosovo might spread to 
neighbouring Macedonia, NATO decided it 
must do something. The Serbs were told to 
end their offensive, or be bombed. In Octo- 
ber Richard Holbrooke, the American ar- 
chitect of the Dayton deal, succeeded in get- 
ting Mr Milosevic to agree to reduce the 
number of his troops in Kosovo and to ac- 
cept the presence of a “verification force” 
from the Organisation for Security and Co- 
operation in Europe, a loose group of coun- 
tries including the NATO members and 
also, among others, Russia. 

Orso Mr Holbrooke thought. The Serbs 
pulled out of some areas, whereupon the 
KLA came back in. The supposed ceasefire 
grew even more ragged. The Serbs sent in 
reinforcements, Seeking to pick up the 
pieces, Chris Hill, the American ambassa- 
dor in Macedonia, shuttled between Koso- 
vo.and Belgrade trying to work out.a deal 
that would at least transfer the conflict 
from the bloody hills of Kosovo to the nego- 
tiating table. 

The elements of the deal, wrangled over 
at Rambouillet outside Paris in February,’ 
were that Kosovo should remain formally 
part of Serbia but in fact run its own affairs. 
There were to be safeguards for the Serbian 
minority. But, to reassure the Kosovo Alba- 
nians, and indeed to make sure the deal 
worked, it was to be implemented by a 
NATO-led force of up to 30,000 soldiers. 
The final constitutional status of Kosovo 
would be discussed after three years. 

The Kosovars, though nervous and dis- 
appointed by the absence of a clear prom- 
ise of independence, were eventually per- 
suaded to sign the agreement. Almost 
everyone, including many Serbs, believed 
that Mr Milosevic could be prevailed upon 
to sign it too. He did not: he refused to ac- 
cept the proposed “implementation force”. 
His soldiers and policemen continued 
their offensive in Kosovo. The NATO coun- 
tries said they would start air attacks. Mr 
Milosevic stayed adamant, and the bombs 
began falling. 

Edith Durham, an English traveller to 
Kosovo in 1908, wrote that life there had al- 
ways been an “elemental struggle for exis- 
tence and survival of the strongest, carried 
out in relentless obedience to Nature’s law, 
which says, ‘There is not place for you both. 
You must kill—or be killed’ ” This is Koso- 
vo's tragedy. Between Serb and Albanian, 
“compromise” has had no meaning. 
non lll 
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Kosovo in crisis 


NATO continued to bomb Yu- 
| goslavia, now concentrating 
more on Serb forces inside 
the province of Kosovo. 
Some prominent ethnic Alba- 
nians, including a represen- 

| tative at the recent talks in 
Rambouillet, were said to 
have been executed by Serb 
forces. Despite growing de- 
mands for NATO to send in 
ground troops, the alliance 
continued to rule out the pos- 
sibility. An estimated 100,000 
Kosovars fled to neighbour- 
ing countries. 


After visiting Belgrade, Yev- 
geny Primakov, Russia’s 
prime minister, said Yugosla- 
via’s president, Slobodan Mil- 
osevic, was “ready to be con- 
structive” if NATO stopped 
dropping bombs. Alexander 
Lebed, a Russian regional 
governor and former general, 
said that Russia should arm 

| Yugoslavia to defend the 
country against NATO 
“aggression”. 


After their summit in Berlin, 
European Union leaders 
claimed to have reached a 
deal that would reorganise 
the union’s finances in order 
to accommodate newcomers 
from Central and Eastern Eu- 
rope. But the compromise fell 
far short of a radical overhaul 
of Eu farm subsidies. 


The IMF agreed to grant Rus- 
sia a new loan. The amount 
was not disclosed. 


France and Italy promised 
better safety checks for road 








tunnels after at least 40 peo- 
ple died when a lorry caught 
fire in a tunnel under Mont 
| Blanc. 


The Basque regional parlia- 
ment in Spain asked for 
United Nations inspectors to 
oversee the region’s peace 
process. 














Growth in the 15 countries. of 
the European Union ‘will 
slow this year to 2.1%, but eco- 
nomic fundamentals are 
strong, as is consumer confi- 
dence, said the European 
Commission. It forecasts that 
growth in 2000 will pick up 
again, to 2.7%. 


Horn of Africa 


The ferocious war between 
Ethiopia and Eritrea con- 
tinued. Ethiopia claimed to 
have killed, wounded or cap- 
tured 3,400 Eritreans in a sin- 
gle day. 


Rwanda held local elections, 
the first vote since the 1994 
genocide. 


Sierra Leone’s president al- 
lowed the jailed rebel leader, 
Foday Sankoh, to go to Togo 
for peace talks with govern- 
ment officials, and with his 
fellow rebels. 


A special UN disarmament 
committee concluded that the 
Security Council should find 
a way to resume arms moni- 
toring and verification in 
Iraq, but that the compo- 

















| Paraguay switch 


| strongman Lino Oviedo took 


| party elections, saying they 


| that the budget surplus 


taxpayers: coe contin- 
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sition of the inspection team 
could be changed. 


Iran’s President Khatami 
cancelled a visit to France af- 
ter the French insisted that 
wine would be served at a 
banquet for him. The Iranian 
opposition-in-exile, which 
has its political headquarters 
in Paris, claimed the real rea- 
son was fear of protests. 


The Israeli government, with 
the coming election in mind, 
is closing down three Pal- 
estinian Authority offices in 
East Jerusalem. 


The murder of Paraguay’s 
vice-president led to riots and 
the impeachment of its presi- 
dent, Raul Cubas. He re- 
signed and fled to asylum in 
Brazil; his ally and would-be 


refuge in Argentina. The lead- 
er of the Senate, Luis Gonzal- 
ez Macchi, took over the pres- 
idency, and installed a cross- | 
party administration. 


In Venezuela, Congress gave 
President Hugo Chavez pow- 
ers—for six months—to intro- 
duce emergency economic 
measures by decree. But pub- 
lic debt and the oil industry 
are excluded. 


Trouble broke out openly in 

Mexico’s ruling PRI: “opposi- 
tion” candidates for its two | 
top posts withdrew from 


were being rigged to ensure 
victory for men favoured by | 
President Ernesto Zedillo. | 


Republican leaders in the 
United States Congress got 
their tax and spending plan 
through both houses. They 
agreed with the Democrats 


should first be used to shore 
up Social Security (pensions), 
but still insisted on returning | 


| -gan. He faces 10-25 years.in 





| fore China could become a 


| Aung San Suu Kyi, died of 


| Kyi declined to go to Britain | 





as much money as possible to 
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| not allow her to return. 





} 


ued to call for extra govern- 
ment spending. 


Jack Kevorkian, the pioneer | 
of doctor-assisted suicide, was | 
found guilty of second-degree | 
murder by a court in Michi- 


prison. 


Thai boost 


Thailand, where Asia’s 
slump started in 1997, an- 
nounced tax cuts and other 
economy-boosting measures 
worth $3.5 billion. The fi- 
nance minister said that, asa | 
result, the Thai economy | 
could grow by between 0.4% | | 
and 1.4%. Much depends, 
though, on whether export | 
growth recovers this year. 





The American commerce sec- 
retary, William Daley, said in 
Beijing that. “very serious” 
problems over financial ser- | 
vices had to be dealt with be- 





member of the World Trade 
Organisation. But he pre- 
dicted the country would be 
admitted by the time the wro | 
meets in November, China | 
was. angered by America’s in- 
tention to criticise its human 
rights record at the UN. 


Atleast 10 people died in an 
earthquake that struck ! 
Chamoli, in India’s Himala- 
yan foothills. 


Michael Aris, the husband of | 
Myanmar’s opposition leader 


cancer in Britain. Miss Suu 


for the funeral, fearing the 
ruling military junta would 
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Inactive 


| The official jobless rate in Ja- 
pan rose to 4.6% in February, 
as the number out of work 
reached 3.13m, the highest 
since records began in 1953. 
Meanwhile, despite hopes of 
recovery, Japan’s industrial 
output fell by 0.6% in Febru- 
ary and retail sales were 
down a further 2.7%. 


Meeting on March 30th, 

| America’s Federal Reserve de- 
| cided to leave interest rates 

| unchanged. 


| Make or break 


Only months after Bp bought 
America’s Amoco to form BP 
Amoco, Britain’s largest com- 
pany is likely to buy another 
American oil company, At- 
lantic Richfield, in a takeover 
that could be worth $25 bil- 
lion. If the deal goes ahead, 
BP Amoco would become sec- 
ond only to Exxon and Mobil 
(when their merger is com- 
plete) as the world’s most 
valuable listed oil company. 


But what should have been 
one of Europe's biggest cross- 
border mergers failed. Viag, a 
German conglomerate, said 
the deal with Algroup, a 
Swiss aluminium and chemi- 
cals group, collapsed because 
ofa dispute over the price, set 
at DM14.6 billion ($8.03 
billion). 


Olivetti raised its hostile bid 
for its far bigger rival, 
Telecom Italia, by 15% to 
€60.4 billion ($65 billion) 
and declared this huge figure 
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final. Earlier, Telecom Italia, 


| in an attempt to raise its 


value beyond. Olivetti’s reach, 


| said it planned to buy the 
40% of TM, a cellphone oper- 


ator, it does not already own. 


Computer Associates agreed 
to pay $3.5 billion for Plati- 
num Technology in a big 


| software merger in America. 


Sweden and Norway agreed 


| to merge their respective tele- 


phone monopolies, Telia and 
Telenor, to create a company 
with a market value of some 


$40 billion. 


Shares in ICI rose after the 


chemicals giant, which wants 
to sell more of its core indus- 
trial-chemicals operations to 
concentrate on specialty 
chemicals, confirmed it has 
been in talks over the sale of 
assets worth up to $3 billion 
with Huntsman, a privately 
held chemicals company 
based in Utah. 


Renault of France and Ja- 
pan’s Nissan struck a deal, in 
which Renault will pay ¥643 
billion ($5.34 billion) for a 
37% stake in Nissan and a 
23% stake in its heavy-vehicles 
unit. The deal creates the 
fourth-largest vehicle partner- 
ship in the world, turning out 
4.8m cars and lorries a year. 
But there seems some doubt 
as to the true level of Nissan's 
huge debt. 


Time Warner is thinking of 
offering shares in some of its 
Internet holdings, notably its 
CNNfn business-news cable 
network. The network is cur- 
rently being expanded, and 
could be worth around $2 
billion. 


As it negotiates with the gov- 
ernment over antitrust, the 
world’s biggest software 
maker is restructuring. 
Microsoft is reorganising 
into five divisions to make it 
easier to respond to different 
groups of consumers. 
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pleaded with the banks in a 


| three-way hostile takeover to 


| | work something out before a 








Coca- Cola, which has an 
two profit warnings in the 
past half year, continues to 
suffer. Not only is the soft- 
drinks giant facing antitrust 
wrangles over its $1.85 billion 
purchase of Cadbury 
Schweppes’s beverage brands 
round the world, but now 
unit sales are declining. Far | 
from a modest rise of 1-2% ex- 
pected by analysts—and that 
down from expectations— 
Coke said unit sales would 
decline by that amount. 


The bad news from Coke 
came after the Dow Jones In- 
dustrial average closed above 
10,000 for the first time. 
Had the news come before 
the close, some suggested, the 
Dow wouldn't have made it 
to that milestone. 


A jury in Portland, Oregon, 
awarded damages of $80.3m 
on behalf of a smoker who 
died from lung cancer two 
years ago. Shares in Philip 
Morris, which supplied the 
cigarettes, fell by 8.3%, to 
$37.75, on the news. 


Growing pains 


Bank One is to cut about 
4,000 jobs, 4% of its work- 
force, and take a $526m 
charge this year in the after- 
math of its $20.7 billion 
merger with First Chicago. 
The bank has already taken-a 
$984m charge relating to the 
merger and restructuring in 
the fourth quarter of 1998. 





i 
i 
| 
| 
| 
{ 
| 
| 
| 
| 
| 








foreign predator arrives on 


| the scene. The pitched battle 
| began.a few weeks ago when 


Banque Nationale de Paris 
launched hostile bids 
amounting to $37 billion for 
Paribas and Société Générale, 
two banks planning their 
own merger. 


Billed as Greece’s largest pri- 
vatisation, the country’s larg- 
est private bank, Alpha 
Credit Bank, is. to take con- 
trol of lonian Bank with the 
272 billion drachma ($902m) 
purchase of a 51% stake. The 
sale of Greece’s fourth-largest 
bank will bolster the reserves 
of lonian’s parent, Commer- 
cial Bank, which is due for 
privatisation next year. 


Keeping quiet 





The European Commission 
decided to avoid a trade bat- 
tle with America by postpon- 
ing legislation that would 
have banned aircraft fitted 
with “hush kits” from land- 
ing at European airports. The 


Europeans säid the kits didn’t | 


work; the Americans said the 
legislation discriminated 
against American-made air- 
craft and threatened to ban 
(noisy) Concorde in retalia- 
tion. But the postponement 


will last only until April 29th; 


the wrangling continues. 





| European banks should. have inm 


| billion. 
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| Correction: Last week's ranking of / 


cluded Barclays in sixth place, with a | | 
| market capitalisation of- $438 l 































| Who’s the dot in .com? 






















Everyone’ more than a little familiar with — 
“com” But how about the company behind 
the dot? At Sun, everything we make, every- 
thing we do (and have always done) is about 
launching companies into the Network Age. 

And that’s what the dot in.com is all — 
about. 








Our scalable enterprise servers power 
‘the Net from the workgroup to the data 
center. And as information expands on the 
Net, our open network storage systems 
expand along with it. 
Our Java” software is becoming the 

“de facto standard platform for Net-based 
computing. Our Jini” technology is further 
simplifying computing on the Net, enabling 
a world where all kinds of consumer devices 

connect to the Net —and to one another. 
Solaris” is the 64-bit enterprise software 
environment for the Net, delivering the 
‘strength and safety of a mainframe with 
the ease of use of a PC. 
Our UltraSPARC” 64-bit processor is what 
you might call the high-performance engine 
-behind the Net. And our service, support and 
consulting experts tailor solutions for mov- 
ing your company to the Net, and getting 
the most out of it. 
Suffice it to say, there's alot going on 
‘behind the dotin.com. > 
What can we .com for you?” 
We’re the dot in .com* 
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Winds of fortune on 
South-East Asia’s farms 


BANGKOK AND JAKARTA 


Cronies and speculators have not been the only troublemakers in South-East 
Asia. Mother Nature has been just as busy 


HATTING about the weather can be a 
handy way to avoid unpleasant top- 
ics. But during South-East Asia's economic 
turmoil, the subject has been as painful as 
falling currencies or failing banks. About 
70% of the region’s people live in the coun- 
tryside and farming remains a vital part of 
the economy. Last year, nature’s biggest vic- 
tims were Indonesia and the Philippines, 
which in 1997 and early 1998 saw their 
rainfall dry up as quickly as their inflows of 
foreign capital. The Philippines was then 
hit by typhoons, part of the unsettled 
weather that followed the previous year’s El 
Niño, and these further battered the coun- 
try’s farmers. Now it is Thailand's turn to 
worry: after a boom year for farmers, it has 
recently been threatened by drought. 
Although Thailand’s economy shrank 
by 8% last year, things would have been 
much worse had it not been for agriculture. 
During the first nine months of 1998, for 
example, the value of Thailand’s rice ex- 
ports rose by 58%, to 66 billion baht ($1.54 
billion); its exports of prawns rose by 35%. 
Lately, however, farmers have begun to 
worry in the face of low rainfall, poor wa- 
ter-management and falling commodity 
prices. This week, two potential sources of 
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relief appeared from above. A little rain fell 
in the north and the government opened 
its coffers to provide 53 billion baht to perk 
up the economy in hard-hit areas. 

The new spending will be financed 
with loans from Japan and the World Bank, 
and will be combined with another 78 bil- 
lion baht of cuts in taxes and energy prices 
as part of a huge set of measures to stimu- 
late growth. The stimulus will contribute to 
a budget deficit of 6% of Gpp this year and 
further loosen the fiscal belt that was origi- 
nally tightened around Thailand’s waist by 
the IMF when it came to Thailand's rescue 
in 1997. Many of the measures will be 
aimed at struggling rural areas. 

Food shortages are not a threat. But 
parts of the countryside are feeling the 
strain in other ways. Large outflows of peo- 
ple from the capital, Bangkok, have added 
to the rural problems. One obvious diffi- 
culty is finding something for them to do. 
The government will spend 13 billion baht 
trying to create jobs for 486,000 people, 
over 80% of them unskilled and many now 
living in rural areas. 

The migrants have placed a further 
drain on water resources. It appears many 
are moving into the Chao Phraya river ba- 


sin north of Bangkok, the country’s main 
farming region and its chief centre of popu- 
lation. Water reserves in Thailand’s two 
largest reservoirs, both of which serve this 
region, are now at record lows, and sup- 
plies are at only about 40% of normal. Rain- 
fall in Thailand is cyclical, producing a 
drought such as this every five years or so. 
But poor water management is also to 
blame. Although the stimulus measures 
will not change that, the government does 
hope to alleviate some of the immediate 
scarcity: of the 5.9 billion baht allocated to 
the agriculture ministry, three-quarters will 
be spent on efforts to improve irrigation. 

Thailand’s drought may abate before 
too much damage is done. The recent de- 
crease in rainfall has occurred during the 
country’s dry season, and has thus affected 
only the second rice crop, which accounts 
fora fifth of the total in a normal year. If the 
rains return within a few months, the main 
crop in October-November will not be 
badly affected. But whether or not the 
weather is kind to Thailand, nature has al- 
ready been showering her graces on the 
country’s neighbours. In both Indonesia 
and the Philippines, farmers now show 
signs of bouncing back. Combined with 
slumping demand, the rebound in supply 
may continue to depress prices. 

In the Philippines, the farmers’ recovery 
may be fairly subdued. After drought and 
floods, a sharp increase in output is un- 
likely before 2000. But even a small recov- 
ery would do wonders for the economy: 
GDP fell by only 0.5% in 1998, despite a 6-7% 
drop in farm output, making the Philip- 
pines one of the region’s star performers. 
Despite its many other problems, Indone- 
sia should get an even bigger boost from 
farming this year. A combination of 
drought at the start of last year and distribu- 
tion problems in the second half produced 
sharp increases in local rice prices and riot- 
ing in cities. This led some forecasters to 
predict that 100m people, half Indonesia’s 
population, would be living in poverty and 
short of food. 

It is now clear that such warnings were 
overblown. The currency depreciation and 
slump in demand have hammered many 
families’ real incomes—especially in urban 
areas—but hunger has been less of a prob- 
lem than feared. And this year a better rice 
crop may bring down prices, alleviating 
some of the burden. Thanks to early rains 
during the main planting season, the big- 
gest rice crop (Indonesia has three a year) is 
now coming to market about a month 
early. Since it has been wetter than usual, 
farmers have had a hard time drying their 
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harvest, obliging them either to store it wet 
or dump it on the market. That has cut into 
prices, but it is a huge improvement over 
last year’s drought-induced shortage. In Ja- 
karta, the current harvest is seen as a relief. 
Farmers in eastern Indonesia, mean- 
while, continue to thrive. Unlike urban 
middle-class families on the main island of 
Java, these farmers have benefited from the 
collapse of Indonesia’s currency, since that 
raised the nominal value of cash crops such 


as coffee, palm oil and rubber. In Malaysia, 
too, cash crops have been a valuable source 
of revenue. In an expansionary budget con- 
taining goodies for almost every industry, 
the government has imposed a windfall- 
profits tax on producers of palm oil. Malay- 
sia’s farmers, however, now have another 
battle on their hands with outbreaks of Jap- 
anese encephalitis and of another virus, 
both carried. by pigs. The worsening epi- 
demic has now claimed 76 lives. This week 
the government set up a $10m compensa- 
tion scheme for pig farmers, as it carried 
out a cull of more than 1m pigs—some 40% 
of the country’s entire stock. 

Although manufacturing and services 
continue to supplant farming as the domi- 
nant forms of South-East Asian output, 
much of the working population still relies 
on agriculture (see chart). So while the re- 
gion’s governments bring in accountants 
and consultants to overhaul their banks 
and boardrooms, they should not ignore 
those who continue to till the:soil. 





Australia’s constitution 
It won't do, mate 


SYDNEY 


MATE can mean many things to many 
people, but Australians have often 
claimed that “mateship” is something that 
pertains to them alone. Writers have traced 
mateship’s origins. to. Australia’s pioneer- 
ing era, as companionship between two 
men surviving together in the outback. 
Later it was used more broadly to describe 
helping a friend in need, usually a man. 
This quintessentially Australian expres- 
sion is now the centre of a national furore 
over a plan by John Howard, the prime 
minister, to include it in anew preamble to 
the country’s constitution. Australians will 
be asked to approve it in a referendum in 
November, when they. will also vote on 
whether to cease being a monarchy, with 
Queen Elizabeth as their head of state, and 
instead become a republic.On March 23rd, 





SIEM BOK 


| 

| ENERAL CHEA TARA is on a mis- 
| sion to save Cambodia’s trees. As 30 
| of his commandos parachute out of heli- 
| copters over an illegal logging site in 
| Stung Treng province, in the country’s re- 
| mote north-east, he declares his goal is 
| close. But his men find the loggers long- 
| departed. Helped by local villagers, they 
| set about tearing down the loggers’ camp 
and burning their sawmill. 

| Cambodia's prime minister, Hun Sen, 
| ordered the crackdown in anticipation of 
| demands by foreign donors, who have 
| now indeed made forestry reform a con- 
dition of their offer of $470m ofaid. Nota 
| moment too soon. If felling continues at 
the present rate, reckons the World Bank, 
the last tree in Cambodia will be cut 
| down in about four years’ time. But will 
the chainsaws fall quiet? As in other parts 
of Sout-East Asia, the forests are seen very 
differently by politicians, soldiers and 
businessmen on the one hand and by 
environmentalists on the other. 

For Cambodia, where forestry repre- 
sented 43% of foreign trade in 1997, or 
Laos, where it accounted for 15% of Gpr in 
the same year, trees may be all there is to 
keep the place semi-solvent. In Cambo- 
dia, the World Bank thinks trees may gen- 
erate $100m a year. The main money- 
spinner is the high-quality teak and other 
hardwoods sent to Europe and America. 
Now that the worst of Asia’s economic 
troubles are over, demand from South Ko- 
rea and Japan is expected to rise. 





| The fight against illegal loggers 


Meanwhile, a vast new market is 
emerging in China. Last July China im- 
posed a logging ban after the Yangzi Riv- 
ers floods were blamed: on. “rampant” 
logging that had caused soil erosion and 
prevented water retention. If the ban is 
enforced, the lack of local wood will be- 
come acute. aar ime 
ports of tropical lumber 
through the port at Shang- 
hai, mostly from Malaysia 
and Cambodia, have mul- 
tiplied fourfold. 

All this increases the fi- 
nancial attractions for ille- 
gal loggers. Many operate 
with some sort of covert: 
government support. My-. 
anmar, which contains | 
half of the remaining pri- 
mary forest in. mainland. 
South-East Asia, has seen 
the pace of deforestation 
double since a military re-. 
gime.took over in 1988, Sol: 
diers are “absolutely the 
core. of the problem”, ar- 
gues Patrick Alley of Global 
Witness, an environmental group that 
monitors the illegal timber trade. InCom- 
munist-ruled Laos, the army fells: forests 
openly and ineptly. 

Previous efforts in the region to limit 
logging have quickly gone awry. Thailand 
imposed a total ban in 1989, after which 
companies soon moved abroad, Vietnam 























They got this one 


| 
has put a ban on the export of local tim- | 
ber, but it is said to be widely evaded. | 
Cambodia supposedly banned timber ex- | 
ports in 1996. According to the World | 
Bank, Cambodia lost $60m in revenue | 
from illegal logging in 1997; the money | 
has gone into the pockets of corrupt indi- | 
viduals and the army, rather than the | 
state coffers. i 
Can the army be relied on tohaltwhat | 

it has been so deeply involved in? In | 
Cambodia, there may be 
no choice but to let it try. 
Some analysts think it is 
„the only. force. strong 
enough to take on the task. 
If illegal logging is not 
stopped, say environmen- 
talists, large parts of South- 
East Asia may suffer the 
flooding, erosion and 
other afflictions that have 
hit heavily . deforested 
places such as China and | 
the Philippines.. Reform is 
possible if foresters learn to 
manage trees. asa renew- 
able resource and:can meet 
International — standards. 
Their progress in doing so 
can be policed by satellites 
and. timber-tracing. Aid 
can also be made strictly conditional on | 
reforms: Cambodia's donors say they will 
check on the government's activity every 
three months. Ifthe effort works, everyone 





should benefit. As Ho Chi Minh said 
when opening Vietnam’s first national 
park in 1963, “Forest is gold. If we know 
how to conserve it we will be very rich.” 
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And now a blancmange? 


Mr Howard released the text of the draft 
preamble, which he wrote himself. It drew 
instant fire, especially this bit: 
Australians are free to be proud of their country 
and heritage, free to realise themselves as indi- 
viduals and free to pursue their hopes and 
ideals. We value excellence as well as fairness, 
independence as dearly as mateship. 

This is in sharp contrast to the existing 
preamble in Australia’s 1901 constitution, 
which formally records that the constitu- 
tion was enacted by Queen Victoria “by 
and with the advice and consent of the 
Lords Spiritual and Temporal and Com- 
mons”. No one disputes that something 
more contemporary is in order. But is Mr 
Howard's effort to capture Australia’s as- 
pirations on the dawn of its second century 
of nationhood the right one? Judging by the 
reactions so far, the answer is no. 

The Australian has described Mr How- 
ard’s preamble as a “shambles” and an “in- 
spirational blancmange”. Paul Kelly, the 
newspapers senior commentator, wrote, 
“The more you read it, the worse it gets.” 
Eva Cox, a prominent feminist academic, 
believes that “It’s more likely to give us the 
giggles than to unify us.” Why Mr Howard 
included mateship is a mystery. In “A Dic- 
tionary of Australian Colloquialisms”, Ger- 
ald Wilkes, emeritus professor of English at 
the University of Sydney, quotes uses of the 
term going back to the 1890s, all relating to 
solidarity or loyalty between men. One 
writer suggests that “mateship emerged 
from what was perhaps the world’s only ho- 
mosexual ordering of things”. 

Mr Howard dismisses such criticisms 
as the carpings of politically correct 
“elites”, his bétes noires. His preamble takes 
a swipe at such groups by declaring that 
Australia’s system of government “may 
never be infringed by prejudice or fashion”. 

Oh, no? The prime minister is not un- 
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Singapore, world execution capital | 
| | 


| SINGAPORE 


N MARCH 19th, Singapore hanged 

three men, two Malaysians and a 
Singaporean, for possession of a small 
amount of the drug diamorphine and a 
few pounds of cannabis. The executions 
took Singapore's total so far this year to 
11, putting its hangmen on track for one 
of their busiest years. 

Already, on a proportionate basis, 
Singapore leads the world in executions 
(see chart), hanging an average of one 
person every nine days, or 40 a year since 
1994, according to figures compiled by 
Amnesty International. In 1994, Singa- 
pore beat even the United States in abso- 
lute numbers, 76 to 31, though its popula- 
tion of little over 3m compares with 
265m for the United States. As many of 
Singapore’s executions are not public- 
ised, Amnesty reckons its figures could 
be an undercount. Most of those exe- 
cuted are not Singaporeans. They are of- 
ten Thais and Malaysians convicted of 
smuggling drugs (just half a kilo of can- 
nabis counts as trafficking and carries a 


mandatory death sentence). Murder and 
treason are capital offences, too. 

Asia accounts for nearly 80% of the 
world’s executions. The leader is China, 
which executes about 2,000 people a 
year. Vietnam also keeps its firing squads | 
busy. All members of the Association of | 
South-East Asian Nations retain the 
death penalty; Malaysia is stricter than 
all but Singapore in applying it to drug 
offenders. The Philippines ended its de 
facto ban on capital punishment, in 
place since 1976, earlier this year when it 
executed a rapist. South Korea, Taiwan 
and Japan carry out the death penalty 
occasionally. 


Capital crimes 
Executions per million people* 


‘prr 
Seel 
States 
Sources: Amnesty internationak The Economist *Average 1994-98 











der attack only for his reverence for 
mateship, but also for his preamble’s sec- 
tion on aborigines. Australia’s indigenous 
people, it says, are “honoured for their an- 
cient and continuing cultures”. A constitu- 
tional convention last year, however, rec- 
ommended that the new preamble should 
refer to the aborigines’ “custodianship” be- 
fore white settlement in 1788. The opposi- 
tion Labor Party and the Democrats, a 
small centre party, want “mateship” 
dropped and “custodianship” included. 
Unless this happens, they say, they will vote 
against the preamble when the enabling 


legislation comes before the Senate, where 
their combined numbers will form a ma- 
jority from July. This could kill it. 

The greater mystery is why Mr Howard 
kept the preamble-writing to himself. He 
consulted Les Murray, a leading Australian 
poet; but even Mr Murray has since dis- 
tanced himself, saying he warned Mr How- 
ard against using mateship because of the 
likely reaction. Mr Howard is a monarchist. 
His critics accuse him of trying to confuse 
the main issue in the November referen- 
dum, which is whether Australia should be 
a republic or a monarchy. 





Central Asia 


The shrinking hordes 


ALMATY 


Movements of people are changing the complexion of the region 


NEW television commercial describes 

the sharp drop in Kazakhstan’s birth 

rate and then implores viewers to do some- 
thing about it. It goes on to offer “real 
money for real children”: 100,000 tenge 
($1,150), almost the annual average wage, to 
the parents of the first 2,000 babies born in 
2000. The advertisement is sponsored by 
the Demography Fund, a charity backed by 
Kazakh businesses and the president's wife, 
Sara Nazarbaeva. Their concern is that Kaz- 
akhstan, a vast country the size of Western 


Europe, has one of the world’s lowest popu- 
lation densities, 

The birth rate in Kazakhstan began to 
fall with the mass migration and economic 
hardship that followed the break-up of the 
Soviet Union. Although something similar 
happened throughout Central Asia, the 
drop in Kazakhstan was dramatic. Since 
the 1989 census, the population there is 
reckoned to have fallen from 16.4m to 
15.6m. Kazakhstan’s first post-Soviet cen- 
sus, now being completed, will provide de- 
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KAZAKH S TAN 


Lake Bathhash 


spread its wings, about 2m Russians 
moved to Central Asia. 

Under Soviet rule, Central Asia 
was carved into the Kazakh, Kirgiz, 
Tajik, Turkmen and Uzbek repub- 
lics. During the second world war, 
the mix of nationalities was further 
increased when Volga Germans, Cri- 
mean Tatars, Chechens and others 
from the Caucasus were deported to 
Central Asia. Later more Russians 
and Ukrainians settled in the region. 

After the break-up of the Soviet 
Union, much of the anger that had 
built up against the colonisers was 








tails of the enormous change this has had 
on the multi-ethnic country. A similar 
change is likely to be found in Kirgizstan, 
where.a census is also under way. 

Central Asia has a long history of huge 
population movements. Alexander the 
Great, Genghis Khan and Tamerlane swept 
across the region’s deserts and mountains 
in search of conquests. But Russia had the 
greatest impact. In the mid-18th century, 
the Kazakhs asked imperial Russia for 
“protection” against the Chinese. The re- 
quest was granted with vigour and the 
lands of the three Kazakh hordes were 
turned into Russian colonies. Between the 
mid-19th century and 1917, as Russia 
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| HE return of a Kazakh family to its 
| homeland is an emotional event. Lo- 
| cal officials, musicians and young 
| women dressed in traditional clothes, of- 
| fering bread and salt as custom requires, 
| usually form the welcoming committee. 
| About 4.5m ethnic Kazakhs live outside 
Kazakhstan. When they come back, they 
are greeted with pride, as well as gratitude 
for the replenishment of the country’s 
dwindling population. They also help to 
push up the share of ethnic Kazakhs, who 
now make up 52% of the population of 
15.6m. Before independence in 1991, Ka- 
zakhs amounted to only 39%. Yet the 
homecomings place a huge financial bur- 
den on the young Kazakh state. 

Between 1991 and 1998, about 40,000 
families returned to Kazakhstan. Most of 
| them came from Mongolia, Iran, Turkey, 
| China or Afghanistan. Some also arrived 
| from Russia and other ex-Soviet states. In 
| theory, homecomers receive housing, jobs 
| and education for their children. In prac- 

tice, they often go short, because the gov- 
ernment does not have enough money. 
Many of those who return also find it 
hard to get jobs, because they speak only 
Kazakh. Though their native language is 





released. Russians, some of whom 
had lived in Central Asia for generations, 
were made thoroughly unwelcome, indeed 
told to go home. Many did, rather than face 
the official discrimination that now gave 
them the status of second-class citizens. Be- 
tween 1989 and 1998, the number of Rus- 
sians fell throughout Central. Asia: in Kaz- 
akhstan, from 37% to 31% of the population; 
in Kirgizstan, from 21% to 14.6%;.1n Tajiki- 
stan, from 7.6% to 6%; in Turkmenistan, 
from 9.5% to 7%; and in Uzbekistan, from 
8.3% to 6.5%. 

The hostility to the Russians passed as 
quickly as the euphoria that had come with 
independence. Nevertheless with most of 
Central Asia afflicted by hyperinflation 





i Kazakhs return to the steppes 


becoming more popular, Russian is still 
more commonly used. 

Last year the government limited the 
number of Kazakh immigrants to just 
over 1,000 families. This year, facing even 
deeper financial problems and low prices 
for oil and grain, the coun- 






and: other: economic woes, the Russians 
were in no mood tostay. At the peak of emi- 
gration in 1994, 283,000 Russians left Kaz- 
akhstan. The outflow continues. 

Although many Kazakhs may not be 
sad to see the Russians go, some regret the 
departure of the country’s ethnic Germans, 
who are considered industrious. The Volga 
Germans, who had settled in Russia more 
than 200 years ago, were deported to Kaz- 
akhstan and other parts of Central Asia in 
1941 after the German invasion of the So- 
viet Union. They lived in harsh conditions, 
were forbidden to speak German, and were 
denied access to higher education. Al- 
though the restrictions were gradually 
lifted, many Germans seized the chancé to 
move to Germany as soon as the doors 
opened for them. In Kazakhstan, their 
numbers have fallen from almost 1m in 
1989 to about 220,000; in Kirgizstan, from 
100,000 to 13,000. ase 

Alexander Dederer, the head of the Ger- 
man Council in Kazakhstan, thinks the 
census will show the actual number of Ger- 
mans living in the country has risen’ to 
400,000. Many were reluctant to indicate 
their true nationality in the past. But even if 
this is so, it will do nothing to swell Kazakh- 
stan’s waning population. For that, a 
brighter economy is probably required. 





on the wrong side of the border. Until col- 
lectivisation in the late 1920s and their 
forced settlement, most Kazakhs were no- 
mads who roamed the steppes freely with 
no concept of national frontiers. When 
the borders were drawn, some ended up 
in different republics, notably Uzbeki- 
stan, where 1.7m still live. Another 1.5m 
are in China and 740;0000 in: Russia. 
Most are in areas close to what is today 
the territory of Kazakhstan. 





try’s main exports, itcut the 
quota to just 540 families. 

How successfully the 
homecomers adjust de- 
pends in part on where 
they come from. Those 
from China and Mongolia 
are often farmers who re- 
mained in tight-knit exile 
communities. They may 
have little education and, 
with many children, de- 
pend on the government 
for help. At the other ex- 
treme are Kazakhs from 








The urge to return is |. 
not stimulated only by the. 
desire to live in a Kazakh 
state. Kazakhs in China are | 
increasingly subject to that | 
country’s. fierce. assimila- 
tion policy, which threat- 
ens any desire to preserve a 
different culture or lan- 
guage. Yet Kazakhs arriving 
from China.and Mongolia 
speak the Kazakh language 
better than many Kazakhs 
in Kazakhstan. Seventy 











Turkey, where they will 
have been exposed to busi- 
ness and trade. Some of these people have 
started their own firms with little help. 
Many Kazakhs left their homeland be- 
cause of repression during the Soviet pe- 
riod. But some simply found themselves 


No borders in the sky 


years of Soviet rule and en- 
forced use of Russian have 
taken their toll. Only'about 
60% of the ethnic-Kazakh population in 
Kazakhstan can speak their own lan- 
guage, and even many of these people use 
Russian words that have become part of 
the national vocabulary. 
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Can the black vote hold up? 


ATLANTA 


Blacks made all the difference in November’s elections. Now to keep them 


motivated 


ONNE SCRUGGS-LEFTWICH, chief 
operating officer of the Black Leader- 
ship Forum, comes straight to the point: 
“The Clinton dynamic was a gift that will 
not come again. Our support was not so 
much for Clinton as a recognition of who 
the enemy was.” Indeed so. At the southern 
regional conference of “Operation Big 
Vote”, on March 26-27th, one black speaker 
after another gives the same warning: the 
momentum that impelled black voters to 
the polls last November is in danger of flag- 
ging, and the dream of regaining the House 
of Representatives for the Democrats in 
next year’s elections is at risk. 

This is not the official dream of the con- 
ference organisers, the National Coalition 
on Black Voter Participation. Its stated aim 
is to raise political awareness and activity 
among blacks regardless of party. But ever 
since the New Deal of the 1930s, and more 
particularly since the civil-rights reforms of 
Lyndon Johnson in the 1960s, blacks have 
overwhelmingly voted Democratic. True, 
the Republicans try to speak the language 
of “diversity” but J.C. Watts, from Okla- 
homa, is the sole black Republican in the 
House. Moreover, many southern Republi- 
cans have sacrificed any chance to appeal 
to black voters by associating with racist 
groups. As Mrs Scruggs-Leftwich points out 
with a triumphal flourish, it 
was black voters who “sent 
Newt Gingrich back on the 
train to Georgia.” They were 
also instrumental in gaining 
five House seats for the Demo- 
crats last November and in 
toppling Republican gover- 
nors in Alabama and South 
Carolina. 

So why the angst? Outside 
the conference rooms, boom- 
ing Atlanta gleams in the 
spring sunshine. The Atlanta 
Journal-Constitution notes 
how the city has become a 
magnet for a black social and 
business elite: Evander 
Holyfield from boxing, Chuck 
D from rap music, Organized 
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Noize (sic) in record production and the So 
So Def recording label of Jermaine Dupri. 
As if to confirm the importance of black At- 
lanta, Johnnie Cochran, one of OJ. Simp- 
son’s lawyers, opened an office in the city in 
February. 

One reason for worry is that last No- 
vember’s triumph was, in fact, a qualified 
one. Compared with the 1994 mid-term 
elections, black voters did not on average 
turn out in greater numbers; it was just that 
more whites stayed away from the polls. 
The real triumph was that blacks, 
mobilised by their churches and trades 
unions, turned out in greater numbers 
where it counted most. David Bositis of the 
Joint Centre for Political and Economic 
Studies, noting that there were “dramatic 
increases” in the black turnout in Georgia, 
Illinois, Maryland, Michigan, North Caro- 
lina and South Carolina and “more mod- 
est ones” in Alabama and Ohio, argues that 
“black voters were critical in electing or re- 
electing four Democratic governors and 
two Democratic us senators” in those 
states. Indeed, in those eight states the Dem- 
ocrats lost only one House member. 

Asecond reason for the worry is that po- 
litical movements need money as well as 
enthusiasm. Noting that Operation Big 
Vote is having trouble raising $2m-3m 


A right they fought for 


from the black community, Ronald Wal- 
ters, from the University of Maryland, says: 
“Puff Daddy spent $8m on a penthouse in 
Manhattan.” In other words, let the black 
elite put some money back into the com- 
munity from which it came. 

But the worry is not just self-serving. If 
the black vote can be taken for granted by 
the Democratic Party, why should Demo- 
cratic candidates go out of their way to 
meet black concerns over education, health 
care and jobs (black unemployment is run- 
ning at 8.7%, compared with a rate for 
whites of 3.8%)? 

It is a good question. Blacks are a mere 
13% of the population, concentrated in cit- 
ies that are losing population and therefore 
political power. Moreover, as an unin- 
tended consequence of the Voting Rights 
Act of 1965, black voters are concentrated in 
majority-black districts which Republicans 
can happily ignore because the remaining 
districts are therefore even “whiter”. The 
1990s might have seen new black Demo- 
crats elected to the House from the South, 
but they also saw three times as many new 
white southern Republicans. Go forward to 
the 2000 election and it may well be a mis- 
take for blacks to assume presidential can- 
didate Al Gore will reward them for their 
1998 support for Bill Clinton. It is more 
likely that Mr Gore will spend his energies 
seeking the support of wavering 
Republicans. 

So what is the answer? Mr Walters talks 
hopefully of “institutionalising” black 
voter participation, so that black organisa- 
tions play an early—and therefore influen- 
tial—role in a candidate’s campaign. But it 
will be a hard slog, and made harder by last 
week’s announcement from the Reverend 
Jesse Jackson that he will not make a third 
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bid for the Democratic nomination. Mr 
Jackson may never have had a chance of 
winning, but he is a proven force. In his 
1984 presidential bid he registered more 
than a million voters and won some 3.5m 
votes; in his 1988 bid, he registered more 
than 2m new voters and won 7m votes. 

Mr Jackson, however, believes his en- 
ergy can: now be better deployed on “the 
next frontier of the civil rights movement: 
the battle for a broader sharing of eco- 
nomic power and wealth.” His argument is 
that many, “perhaps most”, of the decisions 
affecting blacks are made not in the halls of 
government but in “corporate board- 
rooms, in the suites of investment bankers, 
in the offices of pension fund trustees and 
managers”. His remedy is for his 
Rainbow/pusH coalition to buy equity, 
lobby at shareholders’ meetings and raise 
venture capital for black entrepreneurs. 

All of which will work better if blacks 
turn up to the polls. One sad fact is that 
many cannot, even if they want to. Some 14 
states ban convicted felons from voting for 
life; 29 ban them while on probation; and 
32 ban them while on parole. The result is 
that 3.9m Americans are temporarily or 
permanently disenfranchised—and 1.4m 
of them are black men. Indeed, according 
to the Sentencing Project and Human 
Rights Watch, almost a third- of black men 
in Alabama and Florida are permanently 
banned from voting. 

Asecond sad fact, at least for Democrats 
and blacks, is the January 25th decision by 
the Supreme. Court that the 2000 census 
should not employ sampling techniques to 
determine the reapportioning of the 435 
House seats. Given that the 1990 count is 
reckoned to have missed more than 8m 
people, mostly in city districts that nor- 
mally vote Democratic, the Operation Big 
Vote conclusion is that every existing black 

vote will be needed more than ever. As 
Richard Womack, of the AFL-cIo’s civil 
rights department, put it: “The most dan- 
gerous vote in America is the vote that is not 
used.” 

m 





The New York Police 
A dangerous 
moment 


NEW YORK 


ALF-EXPECTING to be shot, dozens of 
tourists nervously step down from 

the luxury buses that line up every Sunday 
morning outside the Abyssinian Baptist 
Church in Harlem. Then, congratulating 
themselves on their bravery, they file inside 
to hear some fine gospel music and the Rev- 
erend Calvin Butts preaching against 
Mayor Rudolph Giuliani and all his works. 


30 


“CENTER 
FOR 


Famous woman walking 


In fact, they are in no greater danger here 
than they are outside their hotels in mid- 
town Manhattan—which, in. contrast to a 
few years ago, is almost nio- danger at all. 
This is largely due, Mr Giuliani would say, 
to the tough policing policies introduced 
by himselfand condemned by Mr Butts. 

The future of these policing policies is 
now in doubt, after Amadou Diallo, an un- 
armed 22-year-old. from Guinea, died in a 
hail of police bullets on February 4th. On 
most days since then, assorted left-wing 
politicians and leaders of New York’s eth- 
nic minorities have led demonstrations 
outside New York’s police headquarters. 
Every morning, news shows report a list of 
celebrities who are “expected to be arrested 
later”—actress. Susan Sarandon and ex- 
presidential candidate Reverend Jesse Jack- 
son among others—in one of the least costly 
acts of civil disobedience imaginable. The 
protesters enter the NYPD headquarters, are 
arrested and then released. Almost cer- 
tainly, charges will be dropped—although, 
if arrests:continue at the current rate (over 
1,000 so far), they may yet reverse New 
York's falling crime rate. 

‘At first, Mr Giuliani gave short shrift to 
accusations of institutionalised. racism in 
the NYPD, pointing out that the number of 
shootings by the police had fallen sharply 
during his term of office. In recent days, 
however, he has shown signs of feeling the 
heat. Perhaps because polls showed his ap- 
proval ratings plunging, Mr Giuliani of- 
fered to. meet the minority leaders he had 
hitherto ignored. Then the police commis- 
sioner, Howard Safir, announced reforms 
to the Street Crime Unit, of which the four 
officers in the Diallo shooting were part. 
His decision to draft a significant number 
of black and Latino officers into the white- 
dominated unit seems. entirely sensible; 
lessso the requirement that members of the 
unit wear their Nypp uniforms on duty, in- 
stead of their-usual plain clothes.» 










The big question now is whether these 
small changes are the prelude to more fun- 
damental reform. Pressure is likely to grow, 
especially “now that Eliot Spitzer, New 
York’s attorney-general, has started an in- 
quiry into the Street Crime Unit’s “stop 
and frisk” practices, and the federal govern- 
ment is also pursuing a civil rights investi- 
gation into the NYPD. 

It remains to be seen if New Yorkers are 
ready to fight for the “zero tolerance” polic- 
ing that has helped to make the Big Apple, 
according to the FBI, “the safest big city in 
America”. For instance, on Manhattan’s: 
lower east side, and also in minority-domi- 
nated Washington Heights, the murderrate . 
has fallen by four-fifths during the past five 
years, and burglary is down by two-thirds, 

The prickly Mr Giuliani’s ability to 
make enemies of people who ought to be 
his natural allies does not- help in 
mobilising support. George Pataki, New.. 
York state’s Republican governor, has:criti-. 
cised Mr Giuliani’s handling of the current: 
crisis, as has William Bratton, who as police 
commissioner introduced many of the cur- 
rent zero-tolerance policies; before: Mr 
Giuliani fell out with him. Butthe mayor is. 
certain to devote all his considerable politi- 
cal skills to scaring the silent majority into 
making a stand. Already, he is taking every 
opportunity to point out that while the po- 
lice have been distracted since the killing of 
Diallo, arrests by the Street Crime Unit 
have plunged by 67%, and shooting inci- 
dents have increased. 

-m 





Campaign-finance reform 


Plutocrats against 
plutocracy 


LOS ANGELES 


ON UNZ, a Silicon Valley.millionaire 
and Republican enthusiast, is at it 
again. Last November he masterminded a 
ballot proposition that killed bilingual 
education in California—and killed. it, 
moreover, without unduly inflaming. the 
state’s combustible ethnic politics. Now he 
is trying to use the ballot process to cure the 
state’s campaign-finance system. 

The California Voters’ Bill of Rights is a 
complicated initiative that includes mea- 
sures to limit legislators’. pay rises and to 
take the redrawing of political districts out 
of politicians’ hands. But the- heart of the 
initiative is an attack on the influence of 
big money on politics in a state where, last 
year, the two leading candidates for gover- 
nor together spent more than $60m. 

The bill will require all contributions of 
$1,000 or more to be disclosed almost im- 
mediately over the Internet: bar candidates 
for state-wide office from raising money ex- 


THE ECONOMIST APRIL 3RD 1999 





cept in the 12 months before the primary 
election; impose a contribution limit of 
$5,000 in each election cycle to candidates 
for statewide office, and ban corporate con- 
tributions outright. It will also establish 
voluntary spending limits for candidates 
in the governor's race who agree to accept a 
degree of public financing. 

Mr Unz says that he has always been 
aware “in theory” that the current system of 
` electoral finance is a mess. But he became a 
busy worker in the cause when big money 
mobilised to block his overhaul of bilin- 
gual education. Mr Unz ran his campaign 
with little more than a fax machine, two 
paid helpers and his own bank account; a 
single businessman, Jerrold Perenchio, the 





owner of Univision, a Spanish-language 
television network, contributed $1.5m_ to 
the other side. Mr Unz was so furious that 
somebody who had “a vested interest in 
children not learning English” could come 
up with so much money without having to 
disclose what he was doing that he has 
spent the past few months devising a 
“court-proof” ballot initiative. 

He is not the only businessman fed up 
with the current system. George Soros is a 
keen backer of campaign-finance reform 
through his foundation, the Open Society 
Institute. On March 18th the Committee for 
Economic Development, which consists of 
some 250 business and academic leaders, 
unveiled far-reaching proposals to ban 





| A hundred rambunctious days 


ST PAUL, MINNESOTA 


HERE are no reforms yet, and not 

much progress on any front, but 
these have not been an easy first hun- 
dred days for the governor of Minnesota, 
| Jesse “The Body” Ventura. The legislature 
|. ig squabbling and divided. But, more 
|. distracting, the new governor, a former 
| professional wrestler, is in constant de- 
C mand as an entertainer. He has. per- 
| formed at a governors’ conference, on 
network talk shows and even in Holly- 
| wood, persuading tycoons to shoot their 
films in Minnesota. 
Since the 1998 election, which he 
| won as a Reform Party candidate with 
_ 37% of the vote, voters seem to: reckon he 
has matured on the job, and could be the 
| state's most popular governor ever. A na- 
tional poll commissioned by a local tv 
station found that 34% of respondents 
wanted him to run for president, 

Mr Ventura modestly deflects the fre- 
quent questions about a White House 
| bid next year, but he has proved to bean 
| intelligent student of government (per- 
haps worthy to be known, as he would 
prefer, as “The Mind”). He ‘relishes 
‘crunching numbers, and has an instinct 
for plain talk as well as for broad com- 
edy. The only doubt is whether his për- 
sonal popularity will inspire much of a 
| Reform Party movement in Minnesota 
| and beyond. On March zist, the Reform 
| Party candidate for the state Senate in 
| southern Minnesota came in third in a 
special election. : 

Meanwhile, back at the statehouse'in 
St Paul, the governor warms: right-wing 
hearts with his narrow wish-list and vari- 
ations on his slogan, “The Free Ride is 
Over!” He is fierce about personal 
responsibility, once telling a single 
mother that she should not ask the state 
to bail her out for making the mistake of 





becoming a parent. But his politicssome- | 
times stray left of centre, too. His budget | 
asks for an. 11% spending increase over | 
the'next two years, with much of it going | 
to the public schools (he has no truck 
with vouchers), and his idea for spend- 
ing the state budget surplus is to give 
money to the poor, rather than tax re- 
bates to the middle and upper classes. 
Among his 25 core-appointments, a 
third are -holdovers from the previous 
moderate Republican. administration; 
but almost as many come from Demo- 
cratic backgrounds, and others are suc- 
cessful leaders outside politics. The up- 
shot is that, in a situation where the state 
Senate majority is Democratic and the 
lower house Republican, the Democratic 
senators cuddle up to the governor to 
taunt the Republicans. This weird chem- 
istry may yet allow Mr Ventura to 
achieve more than anyone expected. 
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“soft money” (money given to parties 
rather than to individual candidates, and 
therefore not restricted), tighten limits on 
individual contributions, provide public 
finance for congressional races, and limit 
campaign spending. 

Perhaps the most powerful voice for re- 
form in the business world, however, is that 
of Jerome Kohlberg. Mr Kohlberg was once 
one of the mightiest names on Wall Street, 
as the first “K” in Kohlberg Kravis Roberts, 
the leveraged buy-out specialist that came 
to symbolise “the decade of greed”, albeit 
after he left. Now he is devoting his retire- 
ment~and much of his fortune—to fixing 
the campaign-finance system in which he 
was once such a prominent player. 

His organisation, the Campaign Re- 
form Project, is a big backer of congres- 
sional reform proposals. It also stirred up 
controversy last year when it spent 
$466,000 supporting a pro-reform candi- 
date in the Kentucky Senate race. Most im- 
portant, Mr Kohlberg has assembled an im- 
pressive list of corporate elders, including 
former heads of Random House, Ford, 
Capital Cities/aBc, Quaker Oats, Merck 
and GTE, as well as some individuals as 
powerful as Warren Buffett. 

Mr Buffett, the head of Berkshire Hatha- 
way, is convinced that America has lost its. 
moral bearings in this department. But he 


thinks that business's case against the curs > 


rent system is based as much on self-inter- 
est as on: morality. Political access, hear- > 
gues, has long been “an underpriced stock”, 
given the amount of influence that Wash- 
ington wields over the economy. Now poli- 
ticians are waking up-to their true worth. 
This will not only mean that business peo- 
ple will have to devote more of their time 
and resources to dealing with requests for 
money. It will also restrict access to an ever- 
smaller group of giant companies. “We are 
on the way to becoming a:plutocracy,” says 
one of the richest men in the United States. 
“That is not just wrong. It is destabilising.” 
The reform movement still suffers from 
the reluctance of active heads ofbig compa- ` 
nies to make more noise in public. But itis 
hardly surprising that bosses are unwilling 
to prejudice their companies’ chance of 
wielding influence in Washington. And the 
fact that, once they are out of the saddle, so 
many former bosses happily denounce the 
system that they once stoked suggests that 
discontent is brewing up very nicely in cor- 
porate America. Messrs Unz and Kohlberg 
and their colleagues are doingagood job of ~ 
demonstrating that campaign-finance re- 
form is not just a passion of single-issue fa- 
natics in Washington. And if Mr Buffett is 
right that the price of influence is set to rise 
dramatically, the number of business peo- 
ple who turn against the system, as they are 
priced out of an increasingly competitive 
market, can only increase. 
recent 
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Euthanasia 
Guilty of murder 


CHICAGO 


HE fifth time was lucky for the Michi- 

gan prosecutors. On March 26th a jury 
found Jack Kevorkian guilty of second-de- 
gree murder in the death of Thomas Youk, a 
Michigan man suffering from the ad- 
vanced stages of amyotrophic lateral sclero- 
sis, or Lou Gehrig’s disease. On four previ- 
ous occasions, Mr Kevorkian, who says he 
has helped more than 130 patients kill 
themselves, had been tried on charges of as- 
sisted suicide. In three of those cases he was 
found not guilty. A fourth case ended in a 
mistrial. 

This case was different. To begin with, 
Dr Kevorkian administered the lethal 
drugs himself rather than getting his pa- 
tient to activate a “suicide machine”, as he 
has in the past. The event was carefully or- 
chestrated to move the public debate from 
doctor-assisted suicide to euthanasia. Dr 
Kevorkian videotaped his fatal bedside ac- 
tivities and offered the tape to the CBs news 
programme “60 Minutes”. Last November, 
millions of viewers watched as Dr 
Kevorkian sedated Youk, injected him with 
a muscle relaxant to stop his breathing and 
then stopped his heart with potassium 
chloride. “This could never be a crime in 
any society which deems itself enlight- 
ened,” Dr Kevorkian explained to his “60 
Minutes” interviewer. 

Prosecutors asked the jury to find Dr 
Kevorkian guilty of first-degree murder, a 
crime that carries a mandatory life sen- 
tence in Michigan. Dr Kevorkian, who has 
no formal legal training, acted as his own 
defence lawyer. (His former lawyer, Geof- 
frey Fieger, has found more lucrative work. 
After being trounced in a race for governor 
of Michigan in November, he is now pursu- 
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ing a $50m lawsuit against the owners of 
the “Jenny Jones” show on behalf of the 
family ofa man who was killed after reveal- 
ing his sexual fantasy for another man on 
the show.) 

By all accounts, Dr Kevorkian’s court- 
room performance was bumbling. His only 
two defence witnesses, both relatives of the 
victim, were disallowed because they 
planned to testify that Youk wanted to die; 
the consent of the victim cannot be used as 
a defence for murder in Michigan. Indeed, 
prosecutors made a calculated gamble by 
dropping the lesser charge of assisted sui- 
cide, which would have allowed testimony 
about the victim’s pain and suffering. But 
legal experts doubt whether a better lawyer 
would have changed much. The facts of the 
case were never in dispute; Dr Kevorkian, 
on videotape, administered the fatal drugs. 

Jurors balked at sending him to jail for 
life. Instead, they exercised their preroga- 
tive to find the doctor guilty of second-de- 
gree murder, which requires no evidence of 
premeditation and carries a minimum 
sentence of ten years in prison and a maxi- 
mum of 25. Dr Kevorkian, whose medical 
licence was suspended long ago, was also 
convicted of delivering a controlled sub- 
stance, which carries a maximum sentence 
of seven years in prison. 

Americans are divided in their opinion 
of Dr Kevorkian’s services. An ABC News 
poll found that 55% of Americans disagree 
with the Kevorkian verdict, compared with 
39% who agree. A poll last year showed sim- 
ilar numbers on the more general question 
of doctor-assisted suicide. Democrats are 
slightly more likely to favour rather than 
oppose it; Republicans are split almost 
evenly on the issue. 

Dr Kevorkian is free on bail until he is 
sentenced later this month. What he will do 
in the meantime is anyone's guess. 





Gun control 
Call in the feds 


RICHMOND, VIRGINIA 


HE homicide rate in Richmond, Vir- 

ginia, once one of the highest in the 
country, has fallen by 36% since 1997. As 
elsewhere, there may be many reasons for 
this, ranging from demographics to the 
booming economy; but at least part of it is 
due to an experimental partnership, called 
“Project Exile”, between the city and the 
federal authorities. 

Illegal possession of a gun is usually a 
local matter. Since February 1997, in Rich- 
mond, it has been prosecuted at the federal 
level, where penalties are tougher. Facing a 
minimum mandatory sentence of five 
years in prison, more criminals are leaving 
their weapons at home, and those who do 


not are being locked up in record numbers 
in prisons far from Virginia. Hence the 
name “Exile”. 

Since the programme began, indict- 
ments have been returned against 404 peo- 
ple, or more than six times the local annual 
average. Conviction rates are approaching 
90%. Three in four defendants simply 
plead guilty. A prominent defence lawyer, 
David Boone, says there is a message in this 
for street criminals. As he told the New York 
Times: “A lot of them can’t add two and 
two, but they know that a gun plus drugs 
equals five.” 

Project Exile was born of Richmond’s 
frustration with violent crime. Homicides 
peaked in 1994 at 160. The city ended 1998 
with 96, the fewest in a decade. The us at- 
torney for the Eastern District of Virginia, 
which operates Project Exile in Richmond 
and Norfolk, credits the programme with 
this decline, but there are other factors: 
among them a fading crack epidemic and 
Virginia’s three-year-old no-parole policy, 
which is keeping violent felons behind bars 
for longer. 

Richmond's success is inspiring imita- 
tors from Philadelphia to Oakland, Califor- 
nia. But the federal Justice Department is 
reluctant to extend Project Exile nation- 
wide. Part of its reluctance stems from the 
enthusiasm for the programme shown by 
the National Rifle Association (NRA). The 
NRA, worried by the growing trend of law- 
suits against the gun industry, has seized on 
Project Exile as a chance for gun-lovers to 
appear responsible. Its executive vice presi- 
dent, Wayne LaPierre, travelled to Rich- 
mond to show solidarity with police and 
prosecutors, and his organisation has con- 
tributed more than $100,000 to promote 
Project Exile. The money went to a local 
foundation that paid Richmond's transit 
company to paint a warning in giant letters 
on one of its commuter buses: “An illegal 
gun gets you five years in federal prison.” 

Less eye-catching, but more interesting, 
is the legal sleight-of-hand required to pro- 
pel local firearms cases into the federal 
courts. Arrests are made by Richmond po- 
lice, who then turn their cases over to the 
federal Bureau of Alcohol, Tobacco and 
Firearms. Next, suspects are indicted by a 
federal grand jury and rearrested by gov- 
ernment agents. Prosecution is handled by 
the us attorney, with assistance from local 
and state officials. David Baugh, a defence 
lawyer and a former federal prosecutor, be- 
lieves that the programme is a racially 
tinged end-run on the city courts. He notes 
that because most of the suspects and the 
local jurors are black, prosecutors believe 
the only way to get around a potentially 
sympathetic jury is take the case to a federal 
court, where the majority of jurors—drawn 
from a larger region—are white. 

The programme also draws criticism 
from federal judges. Last month, the three 
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us District Court judges who have to hear 
the cases issued a rare joint opinion attack- 
ing Project Exile as “a substantial federal 
incursion into a sovereign state’s area of au- 
thority and responsibility.” In essence, the 
judges complained that their courts had 
been reduced to local police courts, han- 
dling cases of no federal significance 
which, nonetheless, clogged up their dock- 
ets. Further, they noted, federal prosecution 
is costlier than the local equivalent. Daily 
jail costs alone are more than three times 
the state and local rate. Taxpayers spend 
$3,500 on a court-appointed defence law- 
yer in federal court, as against $350 in state 
court. 

For some, though, the extra price is well 
worth paying. As one Richmond prosecu- 
tor, David Hicks, observes, “The bottom 
line is, we're saving lives here.” 
= 





Semi-legal drugs 


A field full 
of buttons 


MIRANDO CITY, TEXAS 


EBB, Zapata, Jim Hogg and Starr 

Counties, all in Texas, look much like 
the rest of the American south-west—lots of 
parched rangeland, dotted with mesquite, 
cacti and the occasional ranch. In this deso- 
late region, people are far outnumbered by 
“buttons” of America’s most unusual crop: 
peyote, a small, mind-altering cactus used 
for 10,000 years as an Indian religious 
sacrament. 

Peyote—officially known to botanists as 
Lophophora williamsii—grows naturally 
only in these four counties, and it cannot 
be successfully cultivated anywhere. For 
non-Indians, possession is illegal and pun- 
ishable by stiff narcotics laws. But the reli- 
gious use of peyote is allowed for members 
of the Native American Church, a pan- 
tribal religion derived from the practices of 
native peoples who inhabited what is now 
southern Texas and northern Mexico. 

The peyote church, as it is sometimes 
called, began to spread through Indian 
country in the late 1870s. Adherents eat pey- 
ote in a powdery form or drink it in tea dur- 
ing communal sessions that last from eve- 
ning until dawn. Members of the 400,000- 
member church do not report feeling a 
high—pharmacologists say actual hallu- 
cinations are uncommon—but rather a pe- 
riod of intense inward reflection. “To me 
its a medicine,” says Earl Arkinson, the 
church president, a Chippewa-Cree Indian 
from Montana who is a police chief in his 
other life. “It’s a spiritual feeling.” 

Until recently, the legal status of peyote 
was a headache for church members. Con- 
gregants who wished to avoid being 
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stopped for possession of peyote were ob- 
liged to drive through a loose patchwork of 
states in which church-sanctioned uses of 
peyote were legal. Then, in 1990, the Su- 
preme Court ruled that the First Amend- 
ment did not protect the religious use of 
peyote by the Native American Church. 

Four years later, Congress—backed by 
the Drug Enforcement Agency and other 
federal law-enforcement _ officials—re- 
buked the high court by reaffirming the 
right to use peyote in religious ways, and by 
preventing states from cracking down on 
the transport of peyote. Indirectly, that leg- 
islation also ensured that the small band of 
predominantly Latino peyote harvesters, 
or peyoteros, in south Texas would be able 
to continue their trade. 

The peyoteros’ techniques are learned 
from family members or neighbours. Since 
the plant lies close to the ground, harvest- 
ing—slicing the drug-containing “buttons” 
from the roots—is backbreaking work. Ex- 
perienced harvesters, however, can pick 
1,000 buttons in an hour. Once collected, 
the buttons are either used immediately or 
dried naturally on long, slanted tables, a 
process that can take as long as a month or 
as little as a week in the searing summer 
temperatures of south Texas. 

The Texas Department of Public Safety 
licenses seven peyoteros and monitors 
them on a quarterly basis. The federal Drug 
Enforcement Agency keeps an eye on 
things too, and reports very little abuse of 
the drug by non-Indians. Advocates of pey- 
ote say it actually reduces alcoholism 
among Indians, a serious health problem 
in most tribes. 

Salvador Johnson, of tiny Mirando 
City, is one of the youngest peyoteros; he is 
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52. He employs up to a dozen labourers, 
most of them relatives, to pick peyote but- 
tons all year round on about 30,000 acres. 
His business is booming. “You can have 
100 church members come down in a 
weekend,” he says, “and the least that each 
of them will take is probably a couple of 
thousand buttons.” Mr Johnson himself 
may not supply all those customers, but at 
$150 for 1,000 fresh buttons—or $170 for 
1,000 dried buttons—the maths works out 
well enough. “By June, I take a break be- 
cause I’m exhausted,” he says. 

In addition to affording the harvesters a 
living, the peyote business helps funnel the 
dollars of Indian peyote-seekers to restau- 
rants and hotels in large cities like Laredo 
as well as small towns like Rio Grande City, 
which is home to five of the seven licensed 
harvesters. But trouble lurks. Although 
some of the ranchers whom Mr Johnson 
and his fellow-peyoteros work with have 
been leasing them peyote-rich land for de- 
cades, others are increasingly unwilling to 
do so. They can make much more money 
from renting their lands to big-game hunt- 
ers than to peyote harvesters. 

With fewer lands available to harvest, 
the supply of peyote is shrinking even as 
church demand increases. There is an easy 
solution: using peyote stocks that stretch 
300 miles or more into Mexico, a reserve 
that might produce twice the output of the 
United States. Yet, ironically for a govern- 
ment that has often run into trouble with 
American officials for enforcing drug laws 
too weakly, Mexico continues to stand firm 
on peyote, preventing any harvesting or 
possession of the cactus on its side of the 
border. 

If Mexico were to liberalise its peyote 
laws, or if the Native American Church 
were to buy land and harvest its own pey- 
ote, America’s seven licensed peyoteros 
could suffer from falling prices. But Mr 
Johnson says he would be willing to put up 
with that if it meant an increased supply of 
peyote for congregants who need it. “We 
will never have enough to meet the de- 
mand,” he says. “There’s no way in the 
world we can meet it. It’s sad, because this is 
something these people use for their 
church. And without peyote, there is no 
church.” 
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HERE is a lot of blather about how the Internet interfaces 
with democracy, but some things make it all seem real. 
www.scorecard.org is as real as hotdogs. This website, set up a 
year ago by the Environmental Defence Fund, turns the modern 
data deluge into a jet hose pointed at polluters. It allows any- 
body with a modem to find out who is emitting what into his 
neighbourhood, and to protest instantly. An old lop-sidedness 
| in democracy—big business and big government are better in- 
formed than individuals, so win most of the big arguments—is 
suddenly corrected. It used tobe that executives and bureaucrats 
| could assure small-fry citizens that problems had been analysed, 
scientists consulted, safeguards put in place. Now citizens no 
longer need to accept those assur- 
ances helplessly. They can log on 
_ to the Internet and check them, 
with a few clicks of a mouse. 
| Scorecard combines a vast res- 
ervoir of scientific data with soft- 
ware that makes it accessible to 
the layman-activist. When you ar- 
rive at the website, you can slot in 
your zip code and get a list of the 
| top ten polluters in your neigh- 
| bourhood. Click on the worst o£ 
fender, and you-get a draft letter, 
which you are free to edit, asking 
why the culprit has failed to bring 
‘down its emissions as much. as 
other local firms. Click on the 
send button, and the letter flies 
down a fax line to the plant’s man- 
ager. You can also.e-mail the Enyi- 
ronmental Protection: Agericy in 
Washington, or make. contact 
| with fellow greens in your neigh- 
| bourhood. A cover headline in 
Chemical Week magazine captured the industiy’ss S anxious: early: 
response to this. “The Internet Bomb”, it read. 

Ranking neighbourhood polluters is only a fraction of what 
Scorecard offers. You can rank offenders by industry, or by type 
of pollution: Scorecard will generate league tables of carcinogen 
producers, animal-waste dumpers, and so on. If you are suing a 
| big drug company, you can trawl for damning data to leak to the 
| press. If you want to put pressure on your governor to clean up 
the environment, you can call up a league table ranking states 
according to green indices: ifhe protests that he has done all he 
can to cut pollution, you can point out that others have done 
more. 

David Roe, one of Scorecard’s principal creators, preaches 
the gospel of democratising information. Back in the 1970s and 
early 1980s, he remembers, environmental legislation floun- 
dered: the 1970 :Clean Air Act, for example, was meant to result 
in emissions standards being set for 200 toxic chemicals, but 
after more than a decade only six had been regulated in this way. 
Frustrated, environmentalists switched their campaigning ef- 
forts.in a new direction. Rather than call on government to curb 
pollution, they called for disclosure of emissions data. In 1986 
they won this battle: a federal reporting requirement was en- 
acted, and California passed a ballot initiative that Mr Roe had 
| drafted, requiring another layer of disclosure from state firms. 
| The results àre striking. By 1996 emissions of chemicals covered 

in the legislation had fallen by 72% in California and by 45% in 
a 2 
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hire consultants to generate artificial grass-roots e-mail in sup- 
port of their own positions, to balance out the e-mail that ‘con- 


: congressmen will have difficulty distinguishing between genu- 


-card merely ended up enhancing the power of professional con- 





America as a whole. 
The question is how far Scorecard will increase this impact. | 
Many expect big changes. Greens in other countries are im- | 
pressed by Scorecard: Britain’s Friends of the Earth has just 
launched its own website copying it, and a plan is in the works 
to export the idea to Canada. Activists in other fields put faith in 
the idea of instant Internet disclosure: a new ballot initiative in 
California, for example, would require political candidates to | 
report campaign donations over the Internet within 24 hours. 
In Washington, the lobbyists who schmooze in Congress know 
that they face a new source of competition. People all over the. 
country are e-mailing their representatives, often pressing them | 
to take positions inimical to those | 
of the lobbyists’ corporate clients. 
And yet the significance of 
Scorecard is uncertain. The 
website attracts a huge amount of 
traffic—around ten timés: more | 
than the Environmental ; Protec- 
tion Agency’s competing site. But 
quite what people are doing with 
this data is mysterious. Score- 
card's creators reckon that,injpeak | 
months last year, the. site’s users 
sent about 1,000 protest faxes to 
. polluters: That is a pinprick. Be- 
sides, even. if the number of pro- 
tests: multiplied, their effect on 
policy would remain murky, 
«thanks to the political equivalent 
‘of Newton’s third law. 

For every action in American 
democracy, an equal and oppo- 
site reaction can usually be ex- 
pected. In the case of green e-mail, 
the reaction will probably come 
in several versions. Corporations will devise routine responses: 
they will program their computers to.recognise protesting faxes, 
and to send back stock replies. Meanwhile, corporations will 








gressmen receive from green citizens. Pestered from all sides, 


ine grass-roots indignation and the astro-turf protests paid for 
by polluters. As a result, they will stop worrying about the con- 
tents of theire-mail bags. 

Something like this has already befallen traditional letter 
writing, and this suggests a disturbing theory about Scorecard’s 
eventual impact. In the 1950s and 1960s, letters to congressmen 
were relatively rare, and so they were taken seriously, just as e- 
mail is today. But by the 1970s professionally orchestrated letter- 
writing campaigns began to. undermine .the letter-writers’-im- 
pact: The slicker thë letter-writers grew, the more congressmen 
were inclined to dismiss their work as artificial, Over time, poli- 
ticians grew increasingly cynical about people seeking to influ- 
ence them one way or the other: if they wanted to know what 
their constituents were thinking, they called in the pollsters and 
ignored their mail bags. It would be ironic indeed if the Internet 
revolution, celebrated now as a catalyst for reinvigorated citizen 
participation, were likewise confounded: if websites like Score- 


sultants and their opinion polls. 
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The woes of three uncertain 
mini-democracies 


SAO PAULO 


Paraguay has had a fearsome shock, and risks more. Haiti (next page) has 
taken a tiny step for the better. Suriname remains, well, Suriname 


OR months, the battle for control of Par- 

aguay’s government and of its long-rul- 
ing Colorado Party had simmered away, 
paralysing South America’s newest democ- 
racy. On one side stood President Raul Cu- 
bas and Lino Oviedo, a 
former army commander, 
failed coup organiser and 
still would-be strongman; 
on the other Luis Maria 
Argana, the vice-presi- 
dent, who had allied with 
the opposition to gain a 
majority in the country’s 
Congress. Last week this 
seeming deadlock burst 
with the sudden force of a 
tropical storm, sweeping 
away all of its three lead- 


ing figures. Now Paraguayans have to sort 
out the debris. 

The dénouement began with the killing 
of Mr Argaña, ambushed as he was being 
driven to work in the capital, Asuncion. 
Five days later, on March 28th, Mr Cubas 





New president (in sash) and ex-Miss hail wounded demonstrator 
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resigned, to escape an impeachment trial, 
given new impetus by the murder, which 
he knew would go against him. It was based 
on his decision, on taking office last August, 
to defy courts and Congress and free Gen- 
eral Oviedo from a ten- 
year jail sentence for his 
attempted coup in 1996. 
As his friend resigned, the 
general, having walked 
out of an army barracks 
where Mr Cubas had be- 
latedly confined him, was 
fleeing in a private plane 
to Argentina. 

Power has now passed 
to Mr Argana’s supporters. 
One of them, Luis Gon- 
zalez Macchi, the Senate 
president, was sworn in as president, and 
pledged to form a broad coalition govern- 
ment including the opposition. That had 
the support of Brazil, whose president had 
urged Mr Cubas to go, and of the United 
States. It also pleased many of the 5m Para- 


guayans. Thousands thronged the squares 
of central Asuncion in jubilation, claiming 
that democracy had been preserved. 
Certainly, things could have ended far 
worse, in a spiral of violence. On the night 
of March 26th, the thousands of protesters 
in Asuncion’s main square were repeatedly 
fired on with pistols and rifles by thugs, 
seemingly supporters of General Oviedo, 
from nearby rooftops and streets. At least 
six people were killed, and about 150 
wounded. Shops were looted and cars de- 
stroyed. Order was restored when Mr Cu- 
bas called out the army (and sacked the po- 
lice chief), but that brought another fear, of 
a military coup against Congress. Many of 
the officers promoted under Mr Cubas 
were said to be loyal to General Oviedo. But 
in the end the armed forces gave their sup- 
port to Mr Gonzalez and Congress. 
Whether the new government can bring 
stability is another matter. Mr Gonzalez’s 
group are the political descendants of Gen- 
eral Alfredo Stroessner, Paraguay’s dictator 
for 35 years until 1989. Mr Gonzalez’s father 
served that regime as justice minister. He 
himself, a 51-year-old lawyer now married 
to a recent Miss Paraguay, was long a sec- 
ond-tier official. He seemed to greet his 
new status as another trophy, saying he 
wanted to serve out the remainder of Mr 
Cubas’s term, which lasts until 2003. 
Can he? The constitution says only that 
a new vice-president is to be elected. Mr 
Gonzalez offered that post, and gave four 
(out of ten) ministries, to the opposition. 
That may be enough to head off its demand 
for a fresh presidential election; the final 
decision may rest with the Supreme Court. 
Anewelection would further divide the 
Colorados, already deeply split between 
Oviedo and Argana supporters. Mr Gon- 
zalez promised “justice” rather than ven- 
geance, but Mr Cubas clearly did not be- 
lieve him. This week he fled to political asy- 
lum in Brazil, after an arrest warrant had 
been issued against him, despite earlier as- 
surances of safety from prosecution. Gen- 
eral Oviedo was given refuge in Argentina, 
thanks to his friendship with President 
Carlos Menem, and to Latin America’s tra- 
dition of asylum. Paraguay’s new govern- 
ment wants both fugitives sent home. But it 
is unlikely to get them, and unless his hosts 
prevent him, the general can be expected to 
seek to regain control over the Colorado 
Party. The “bonsai horseman” as this di- 
minutive ex-cavalryman is known, is not to 
be underestimated. But for the courts, it 
was he, not the little known Mr Cubas, who 
would have been elected president last 
May, and even as a second-best Mr Cubas 
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took 54%.of the vote, in the cleanest election 
in Paraguay’s history. 

Even if the opposition sticks to its de- 
mand, this might deter Mr Gonzalez from 
calling a new election. After all, he has the 
approval of the courts and Congress. Yet he 
would be foolish to assume that he enjoys 
limitless popular support. There is a recent 
regional precedent to warn him. Ecuador's 
Congress in 1997 deposed an elected presi- 
dent, for alleged “mental incapacity” (and 
real corruption and unpopular austerity 
measures). It installed its own leader in his 
stead. The new man, replaced in an elec- 
tion last year, is now in jail for corruption. 

After years of confrontation, Paraguay 
needs stable, consensual, democratic gov- 
ernment, And with the substance of democ- 
racy, if not its forms, under challenge in sev- 
eral countries, the region needs Paraguay’s 
young democratic institutions to hold fast. 





A sliver of hope 


O FOREIGNERS, Haiti is little more 

than a source of refugees, a trans-ship- 
ment point for drugs and a state where 
chaos rules, not democracy. Its 8m-odd 
people could add violent crime, worsening 
poverty and politicians barely committed 
to the task of governing. Yet may this sick 
country be past the worst? For the first time 
since 1997, it has a government. 

On March 26th, Jacques-Edouard Al- 
exis took office as prime minister. He prom- 
ised elections and an end to the political 
crisis. A tall order. Even President René 
Préval. admits the new government was 
formed in “abnormal” circumstances. In 
January he closed the legislature, which 
had blocked three previous attempts to 
form agovernment, and told all but nine of 
its members that their term was up. In 
March one of those nine, the Senate trea- 
surer, was shot dead. Mr Préval’s sister had 
been shot (but survived) in January, and 
civil unrest has flourished for months. 

Drug-running too is flourishing. Ameri- 
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can officials put last year’s flow of cocaine 
from Haiti at 54 tonnes, 17% up on their 
guess for 1997. Customs officers in Miami 
are kept busy grabbing the stuffas it arrives, 
and payments for it going the other way— 
$1m was found in one ship on March 27th. 
The flow of refugees too is swelling: 100 
died in a shipwreck in the Bahamas last 
week, and others, alive or dead, are regu- 
larly cast up on the coast of Florida. 

Can Mr Alexis put things right? He has 
sworn in nine leaders of a provisional 
council to organise local and parliamen- 
tary elections, hoping thereby to persuade 
aid donors to release long-promised cash. 
Only outside help can give Haitians alter- 
natives to drugs or leaky boats as their way 
to a better life. 

But American patience with Haiti has 
worn thin. In 1994, Bill Clinton sent nearly 
20,000 troops there to reinstate its elected 
president, Jean-Bertrand Aristide,. ousted 
by a coup in 1991. The soldiers are now 
down to 500, their tasks reduced to build- 
ing roads and schools. The United States’ 
Southern Command wants them moved, 
its commanding officer has told Congress 
so. Yes indeed, said Senator Jesse Helms 
and five other leading Republicans in a let- 
ter to President Clinton last week. The mis- 
sion will cost $20m this year, they said, yet 
there is “little progress toward perma- 
nently stable internal security”. 

And the promised elections? They will 
take months to organise. A presidential 
election is also due late next year. Whether 
the voting will promote either stability or 
good government remains to be seen. 





Suriname 


On trial 


PARAMARIBO 


HE Americans did it to Panama’s dicta- 

tor, Manuel Noriega. Now the Dutch 
have brought charges against Desi. Bou- 
terse, sometime sergeant-major but subse- 
quently army commander and strongman 
of their ex-colony, Suriname. They. accuse 
him of exporting a tonne and a half of co- 
caine to the Low Countries. The difference 
being that, unlike Mr Noriega, Mr Bouterse 
was never in the pay of his later accusers’ 
intelligence agency, and is still relaxing at 
ease in his country’s capital. 

He is a counsellor to the civilian presi- 
dent, Jules Wijdenbosch—who, along. with 
16 other leading citizens, has been sub- 
poenaed as a witness. They are not likely to 
turn up in court; Mr Bouterse even less so, 
No matter, in Dutch law: he can be tried in 
absentia, and may get a long jail sentence, 
which too he is likely to ignore, comfort- 
ably absent in Paramaribo. 

The affair is not pure farce: Mr Bouterse 








Yes, Bouterse loves children too 


may find it hard to travel outside his coun- 
try (to attend the International Olympic 
Committee, say, on which he represents it). 
The Dutch have twice tried to have him ex- 
tradited—last July from. Trinidad, and in 
1997 from Brazil. And a change of govern- 
ment in Suriname might change his luck. 

Mr Bouterse ran Suriname after a coup 
in 1980, had a dozen opponents executed, 
faced a small guerrilla rebellion and led the 
economy into chaos. Elections in 1987 
brought civilian rule, but he never quite 
gave the politicians a free hand; indeed, he 
took back control for five months after a 
coup in 1990. And like many ex-dictators, 
Mr Bouterse is not unloved: his National 
Democratic Party won some 30% of the vote 
at the last election, in 1996, and now heads 
a fractious five-party coalition that teeters 
habitually on the brink of collapse. 

The courts also are teetering, with the 
judges refusing to recognise the new chief 
justice, appointed by the government last 
July. So too is the economy, with inflation 
around 10% a month, and Suriname’s one 
big (official) industry, its aluminium 
smelter, expected to shut down soon. The 
gold fields of the interior, happily, support 
several thousand freelance miners, not 
least Brazilians, many heavily armed. And 
drug-trafficking thrives, often on barter 
terms at its lower levels: one automatic gun 
will buy you a kilo of cocaine. 

Yet many Surinamese strongly defend 
Mr Bouterse against the Dutch charges. Let- 
ters to Interpol attesting to his virtue have 
reportedly been signed by the attorney-gen- 
eral, by the president's legal adviser and by 
the chief of police. And has he not found 
God? He “has joined the spiritual revolu- 
tion”, a local newspaper wrote ironically 
this week, and “agrees wholeheartedly with 
the Christ Revival Ministries that this is the 
only way to redirect young people's lives”. 
Not least, away from drugs. 

mm 
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Mexico 


Trouble in the PRI 


MEXICO CITY 


OES Ernesto Zedillo really intend, as 

he promised, to give up the Mexican 
tradition of letting the president designate 
the man he favours to succeed him? Since 
January, critics in his Institutional Revolu- 
tionary Party (PRI) have grumbled about 
pressure to ensure that the party’s presiden- 
tial candidacy goes to the man whom Mr 
Zedillo favours, his interior minister, Fran- 
cisco Labastida. Now grumbling has be- 
come open revolt. 

The occasion was the election of a new 
party leadership. Last week the two “oppo- 
sition” runners for its chairmanship and 
general secretaryship withdrew from the 
race, claiming it was being rigged to ensure 
that allies of President Zedillo would be in 
charge of the pri primaries later this year. 
“There’s no democracy in the party,” said 
its ex-would-be general secretary. The vote 
on March 30th was a walk-over. 

Mr Zedillo’s concept of the primaries 
has also raised hackles. He favours the 
American model, with voting first, then a 
convention; just the design, say critics, to 
give the party bosses room for manoeuvre if 
the rank-and-file votes the wrong way. 

What happened to Mr Zedillo’s prom- 
ise? The answer is Manuel Bartlett, an old- 


Bartlett has other ideas 


style politico with wide rank-and-file sup- 
port and open contempt for the road down 
which technocratic presidents like Mr Ze- 
dillo have led Mexico. Eager for the pri to 
return to its populist past, he revealed his 
intention of seeking its candidacy over a 
year ago. He seemed to have a good chance 
of getting it, backed by hardliners and tra- 
ditional pri supporters in labour and agri- 
culture who have lost out in Mexico’s new, 
more open economy. 

Mr Zedillo, a technocrat’s technocrat, 
seems determined to block him. “I don’t 





know why,” says Rafael Segovia, one of Mr 
Bartlett's close advisers. Most people do. Mr 
Bartlett would be bad for Mexico, not least 
for its public relations. He has been accused 
of a role in the 1985 murder there of an 
American anti-drugs agent. Political foes 
say he helped falsify the presidential-elec- 
tion results in 1988. He has repeatedly de- 
nied it all, and has character evidence from 
three former American ambassadors. But 
in Washington his image is dark. 

So, for all his reputation as an election- 
winner, his campaign is faltering. He spent 
much of the end of last year making the 
rounds of big pri contributors—and came 
away almost empty-handed; they were not 
about to back a man opposed by the presi- 
dent. Political consultants working for Mr 
Bartlett have found contracts with other 
PRI figures abruptly cancelled. A big PRI- 
controlled trade union, the only one that 
has endorsed Mr Bartlett, is now rent by an 
internal dissident movement, set up last 
month at pri headquarters in Mexico city. 

The row could go further. There is talk 
that one, two or all of the three other de- 
clared runners for the PRI candidacy (Mr 
Labastida is not yet one) might also with- 
draw. That could leave Mr Zedillo oversee- 
ing the party’s first presidential primaries 
with only one runner, his own. Worse yet, it 
could set the stage for what is now a real PRI 
fear: that disgruntled candidates might 
abandon the party or work to subvert it. 








BOGOTA 


NEW challenge for Christianity: 

greenery. Ecologists say Colombian 
Lent and Easter traditions are damaging 
the country’s biodiversity. 

White reptile meat and eggs are a tra- 
ditional spring delicacy along the Carib- 
bean coast. Turtles, which come ashore to 
breed at this season, are especially sought 
after; their meat and eggs are believed to 
be aphrodisiacs. But now this seasonal 
fare, once confined to isolated areas, has 
become popular across the country. In- 
creased mobility and commercial aware- 
ness are two reasons. But the environ- 
ment ministry also blames the Catholic 
church's Lenten discouragement of eating 
red meat. 

The ministry reckons that more than 
150,000 alligators, turtles and iguanas, 
many of them of endangered kinds, are 
killed at this time of year, despite public- 
ity campaigns and policing. Habitats are 
also destroyed as hunters drive out their 
prey. Often female animals are cut open, 
to remove the eggs before they are laid. 
The eggs are cooked in salt water and left 
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Colombia’s Easter environment 


to dry, before being sold for a dollar or so 
apiece. Officials have seized thousands of 
eggs at urban street markets. 

Religion is also blamed for endanger- 
ing the rare wax palm, the tallest palm in 
the world and Colombia’s national tree. 
Despite poster and radio campaigns 
along the coast, it is felled for use in Palm 
Sunday processions. 

Environmental officials have per- 
suaded some local priests to advise the 
faithful of the damage they are doing, and 
to suggest greener alternatives. But senior 
clerics say that, compared with deforesta- 
tion and the illegal trade in wild animals, 
church traditions are the least of Colom- 
bia’s environmental troubles. 

In the tiny coastal village of San 
Antero, it is the noble donkey that suffers 
indignity, or worse, at this season. In a 
three-day Festival of the Donkey, dances 
and communal meals are held in its 
honour, and the festival culminates in a 
beauty contest in which the beasts are 
dressed up in women’s clothes and pa- 
raded around the village. 





Perilous Palm Sunday 


And then? Rumour says adolescent 
males in these isolated coastal communi- 
ties confirm their passage to manhood in 
intimate liaison with a donkey. The envi- 
ronment ministry does not reckon don- 
keys—or young men—are its business. 
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Neither Hutu nor Tutsi, 
just Rwandan 


TABA 


Rwanda is holding its first election since the genocide five years ago. But the 
government dares not allow much democracy 


ABA, a small country town in: Rwanda, 

was the scene of unspeakable atrocities 
in 1994. The Interahamwe, or Hutu militia- 
men, killed hundreds of Tutsi civilians; 
dozens of women were raped in the gov- 
ernment offices there. Taba’s mayor at the 
time, Jean-Paul Akayesu, later became the 
first person to be convicted of genocide by 
the International Criminal Tribunal .on 
Rwanda, receiving a life sentence. But on 
March 29th, the people of Taba, like others 
across Rwanda, went to vote. 

These were very much local elections, in 
which groups of 50-100 families chose ten- 
member committees to administer their af- 
fairs. The committees will, in their turn, 
vote for officials to run larger areas, of up to 
5,000 people. There were no parties, no bal- 
lots, no polling booths. But voters waited 
patiently on the grass outside local-govern- 
ment offices until the candidates were pre- 
sented, an order was given and they rushed 
forward to queue up behind the person of 
their choice. 

Taba’s current mayor did not want to 
discuss his dreaded predecessor. “You're 
here to monitor the elections, not to ask 
questions about the genocide,” he warned 
visiting reporters. The local army com- 
mander was of the same opinion and 
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made sure that the reporters observed his 
strictures. He laid down ground rules, ap- 
pointed himself guide, selected the people 
who could be interviewed and admon- 
ished anybody who steered the discussions 
towards the 1994 killings and present feel- 
ings about them. 

Officials in Kigali, Rwanda’s capital, de- 
scribe these elections as “an apprentice- 
ship in democracy”. Explaining that the 
country must learn to build from the grass- 
roots, they use the current buzzwords of 
western policymakers such as transpar- 
ency, accountability and empowerment. 
There is a lot of “voter education” going on. 

That seems to be as much democracy as 
the Rwandan Patriotic Front (RPF) govern- 
ment will allow for the moment. There is a 
vague commitment to hold a national elec- 
tion at a later date, if these early votes go 
well, but no timetable. 

The reason for going slow, says Protais 
Musoni, the official in charge of election 
planning, is to lessen “sectarian rivalry”—a 
euphemism for Tutsi-Hutu antagonism. “I 
wouldn't rule those sort of sentiments out, 
but they are going to be much reduced. In 
the new Rwanda you will have Tutsis vot- 
ing for Hutus and vice versa. People will be 
judged on their competence, not their eth- 





nicity,” he asserts hopefully. 

But the healing process has far to go. 
Though Tutsis account for onlya small pro- 
portion of Rwanda’s population, the most 
powerful people in the government are all 
Tutsi. They are unwilling to sanction full 
democracy until they are closer to their 
stated aim of creating a society with no 
Hutus or Tutsis, only Rwandans. eo 

Officials hate the way the Rwandan: 
government is perceived to be “Tutsi-dom- 
inated” and Vice-President Paul Kagame 
seen asa regional strongman. But the ad- 
ministration has no democratic mandate. 
Its core is the Rer, which is largely made up 
of Tutsis who launched a rebellion from 
Uganda in 1990, and then took over the 
country four years later when the Hutu- 
dominated government turned to geno- 
cide. For the sake of legitimacy and consen- 
sus, the RPF brought Hutu politicians intoa 
ruling coalition in keeping with an agree- 
ment the rebels and the Hutu government 
signed at Arusha, in Tanzania, in 1993. 

The government said it would rule for a 
five-year transition period, due to end later | 
this year, and in February some ministerial 
changes were made to bring in a bit of new 
blood, But the shuffle may also turn out to 
be an excuse to extend the transition time. 
There is certainly no sign as yet of a move 
towards a new political order. 

The 70-member parliament is also 
meant to be transitional: the deputies were 
nominated by their parties, using the 
Arusha pact asa guide. But the government 
may be trying to extend the parliament's 
life too, purging it of unwanted members. 
Mr Kagame has hinted that some deputies 
have fallen short of the required standard 
and should be ejected by their parties. 
Many of them are accused of non-atten- 
dance, others face more serious charges. 
Four Hutu deputies have already been 
thrown out of both their party and the as- 
sembly, accused of identifying with old- 
style extremism. The purge is led by the 
prime minister, Pierre Celestin Rwigema, a 
Hutu who presents himself as a progres- 
sive. But Mr Rwigema has been accused of 
involvement in the genocide and has had 
to issue fierce denials. 

Some Rwandans see the rpr’s attempt 
to promote national unity through limited 
democracy as a cynical ploy to maintain 
power. But the truth is that the government 
knows that democracy would be political 
suicide, and possibly not just political. It is 
urgently seeking a formula that would be 
reasonably democratic and, at the same 
time, protect the Tutsi minority. 
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South Africa 


Life or death 


JOHANNESBURG 


OUTER BASSON works as a heart 

surgeon in two South African state 
hospitals. He appeared before the Truth 
and Reconciliation Commission last July 
to testify about his alleged role as architect 
of the apartheid government's covert chem- 
ical- and biological-warfare programme. 
He said almost nothing there but on March 
24th was indicted on 64 charges, including 
those of murder, fraud and drug-dealing: 
he provided, says the indictment, the poi- 
sons used in at least 229 murders. And yet 
“Dr Death”, as he is known, continues to 
treat patients, including one of the 150 wit- 
nesses due to give evidence against him at 
his trial, probably in October. He is em- 
ployed by the army, which says he will soon 
be suspended, but gives no date. 

The crimes of which Dr Basson is ac- 
cused are foul. He allegedly led a team of 
researchers who tried to develop bacteria 
that would kill only blacks, and vaccines to 
make black women infertile. His scientists 


grew cholera cultures, and made huge 
quantities of narcotics, including ecstasy, 
intended for use in pacifying demon- 
strators. They developed poisoned beer, 
chocolate, cigarettes and deodorants for 
use in assassinations. An outspoken South 
African churchman, Frank Chikane, al- 
most died when his underpants were 
dusted with toxins. Most of the alleged vic- 
tims were from Namibia, where the South 
African army fought black nationalism. 
The doctor allegedly had a hand in the 
deaths of 200 Namibian prisoners, most of 
whom were injected with muscle relaxant 
so that their lungs collapsed. Their bodies 
were then dumped in the sea. 

Dr Basson’s recent patients have been 
surprised to discover the identity of their 
doctor. Most did not recognise his balding, 
bearded face, despite its frequent appear- 
ances on television. By all accounts, he is an 
extremely capable doctor with a gentle bed- 
side manner. Doubtless, he saves lives. But 
why is he still allowed to practise? 

Two possible explanations suggest 
themselves. One is that South Africa has 
such a shortage of qualified doctors that the 
military health service feels reluctant to let 
Dr Basson go until he is actually convicted 


Apparitions in Zimbabwe 


HARARE 


NCIRCLED by genuine troubles, 
Zimbabwe's Robert Mugabe this 
week invented a new one. The presi- 
dent's pet hates—journalists, homosex- 
uals and white “Rhodesians”, as he calls 
them—seem to have fused in his mind as 
a single bogeyman. Speaking to leaders 
of his ZANU-PF party, Mr Mugabe alleged 
that whites still control the press, though 
they have hired black editors and report- 
ers as their fronts—some of whom, he 
added, also serve as their gay lovers. The 
party leaders, shown on state television, 
appeared perplexed by these rantings. 
There are plenty of real problems to 
worry about. Inflation has reached 50%, 
with interest rates to match. Corruption 
scandals are unearthed every week. Chol- 
era has broken out in urban areas. Zim- 
babwe’s involvement in Congo's war 
| continues unabated and its costs are ris- 
| ing in both human and financial terms. 
| The government has refused to com- 
ment on credible reports that nearly 100 
Zimbabwean soldiers were killed re- 
cently in a battle in eastern Congo. 

A new crop of political parties are 
challenging Mr Mugabe's rule. Par- 
liamentary elections will be held next 
year, and the chances of Mr Mugabe's 
party retaining its control appear in- 
creasingly slim. Margaret Dongo, an in- 


dependent politician, has launched a 
party, the Zimbabwe Union of Demo- 
crats. The old opposition based in Bula- | 
wayo has been revived, now called zapu 
2000. The powerful trade union move- 
ment is starting a new party. 

Perhaps the sharpest threat to Mr 
Mugabe comes from a group that pro- 
fesses to be non-political: the National 
Constitutional Assembly. This body 
brings together a mix of religious, hu- 
man-rights and women’s groups, plus 
farmers and others. They claim that Zim- 
babwe’s constitution, worked out in Lon- 
don before independence, though it has 
been amended since by Mr Mugabe's | 
ZANU-PF parliament, is the root problem 
preventing good governance, and argue 
that the whole country should be in- 
volved in drawing up a replacement. 

Mr Mugabe said last week he would 
appoint a commission of 300 to write a 
new constitution. Half the commission 
would be made up of Zimbabwe's 150 
members of parliament and the rest he 
would nominate, including the leaders 
of the constitutional pressure-group. The 
group rejected this proposal. The wran- 
gle over who will control the process of | 
writing a new constitution could forge 
one of the strongest coalitions challeng- 
ing Mr Mugabe's grip on power. 
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A lovely bedside manner 


of something. The other is that he may 
know too much to be thrown to the wolves. 
Chemical and biological warfare is a sensi- 
tive area, and ugly pacts have been struck 
elsewhere in the past. After the second 
world war, the American occupation forces 
could have prosecuted Japanese doctors 
who performed plague and cholera experi- 
ments on allied prisoners-of-war. Instead, 
they let them offin return for their findings, 
which helped the American army prepare 
for possible chemical or bacterial attacks 
on its own soldiers. 

Several governments are thought to 
have tried to buy Dr Basson’s secrets. The 
South African government is understand- 
ably twitchy on the subject. In March, a 
Swiss journalist was arrested for spying 
when police discovered documents in his 
Cape Town hotel room detailing the doc- 
tor’s activities. He was released when it was 
found that the papers had been given to 
him by the truth commission. 





Middle Eastern smugglers 
A goat, a rug, 
special price? 


KHASAB, OMAN 


S DAWN breaks behind the mountains 

of Oman’s Musandem peninsula, a 
peculiar scene unfolds in the tiny port of 
Khasab, Round the headland and into the 
harbour comes a procession of 12-foot din- 
ghies, powered by outboard motors and 
steered by Iranian peasants. After two 
nerve-racking hours spent dodging the Ira- 
nian coastguard on their way across the 
Strait of Hormuz, the smugglers have 
reached their destination. As they ap- 
proach the shore, an unearthly thudding 
and yelping drifts across the water: each 
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boat is packed with 20-30 seasick sheep or 
goats, destined for the dining tables of rich 
Gulf Arabs. 

Other odd spectacles present them- 
selves across the Middle East: Iraqi taxi- 
drivers taping cigarettes to their legs or 
jerry-rigging their cars to carry extra petrol 
on their way to Jordan; Libyans stuffing 
their hub-caps full of subsidised sugar for 
resale in Tunisia; pack-mules loping across 
the mountains from Turkey to Iran laden 
with cargoes of playing cards. The region is 
a smugglers’ paradise—not just for illicit 
imports like drugs or illegal immigrants, 
but for everyday household goods subject 
to high tariffs or stifling regulation. And, as 
always, the Middle East’s complicated poli- 
tics add an extra twist. 

On their return trip from Khasab, for ex- 
ample, the Iranians load their dinghies 
with American cigarettes. These are banned 
in Iran but the well-to-do smoke nothing 
else. So three-quarters of the shops in 
Khasab’s market sell nothing but cigarettes. 
Traders in northern Iraq and Turkey grow 
rich sending other forms of contraband— 
booze, pornographic films, playing cards— 
across the mountains into Iran. 

Even legal trade is so regulated in Iran 
that many prefer to dodge official chan- 
nels, to the tune of $3 billion-4 billion a 
year. Since 1995, when new rules required 
exporters to repatriate their hard-currency 
earnings, half the saffron crop has disap- 
peared into the black market. Iranian car- 
pet exporters complain they face bank- 
ruptcy if they do not smuggle out their 
wares. In Lebanon, a thriving market in 
smuggled artefacts has sprung up partly be- 
cause legal sales are so difficult Gee box). 

Generous subsidies in some countries 
create irresistible opportunities for arbi- 
trage. Petrol costs 4.5 cents a litre in Iran, 
but 76 cents in Turkey. Libyan customs offi- 
cials at the crossing-points into Tunisia are 


tenacious in ferreting out subsidised tins of 


milk powder and sacks of flour hidden in 
cars; but they can do little 
about the caravans of the stuff 
making their way across the 
Sahara to Chad and Niger. 
The biggest incentive to 
smuggling comes from the 
high import duties levied by 
almost all the countries in the 
region. Middle- Eastern gov- 
ernments, -which . generally 
have a hard time persuading 
their citizens to pay their 
taxes, tend to rely dispropor- 
tionately on customs duties as 
a source of revenue. In Leba- 
non, import tariffs account 
for half the government's in- 
come. In most of the Gulf 
states, which do not even levy 
income tax, duties are the 
third-biggest source of govern- 
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| A Phoenician statue for my coffee-table | 


BEIRUT 


IG a hole in the ground almost any- 

where in Arabia, it is said, and oil 
| will gush out. Dig a hole in practically 
| any Lebanese hillside, and a wealth of ar- 
| chaeological artefacts will tumble forth. 
A few of these discoveries end up on dis- 
play in museums, many more in the sa- 
lons of Lebanese grandees. Look around 
and you may see a coffee-table resting on 
a Greek capital, a tiny Roman mosaic 
sprucing up the foyer, a spread of Phoe- 
nician statuettes and Byzantine coins 
strewn along the bookshelves or a dis- 
creet Crusader cannon in the courtyard. 

Lebanon, a country carpeted in his- 
torical bric-a-brac, is still recovering 
from its 1975-91 civil war. Its budget is 
hobbled by huge deficits. Archaeological 
preservation has not been a priority—un- 
til now. Since mid-March, in a series of 
| surprise raids, the police have seized 
over 5,000 artefacts from private homes 
and shops. In theory, when someone un- 
earths anything over 300 years old, he is 
supposed to contact the Directorate-Gen- 
eral of Antiquities, which has three 
months to examine the object or site be- 
fore deciding whether to commandeer it. 
In practice, the rules are flouted. 

During the civil war, many ruins and 
museums were looted. A director of the 
National Museum preserved his biggest 
and most precious pieces from theft or 


damage by encasing them in concrete, 
but other objects were treated less lov- 
ingly. The police recently discovered, for 
instance, that every single movable item 
had been stolen from the old Ottoman 
citadel at Sidon. Even now, builders reg- 
ularly pilfer, discard or pour cement over 
ancient remains to avoid the delays and 
hassle of the historical commissars. 

Until recently, the antiquities offi- 
cials were themselves part of the prob- 
lem: indeed, the police raids arose from. | 
an investigation into their department. 
A former director-general has been 
hauled in for questioning. But even hon- 
est employees, with a budget of just $5m, 
cannot keep track of the millions of arte- | 
facts in the country. The law, making it 
hard to buy or sell historical treasures, 
encourages the black market. Many peo- 
ple caught with unregistered antiquities 
claim they bought them in good faith or 
inherited them innocently. 

Some accuse the government of cur- 
rying public favour with the spectacular 
raids. They point out that those dealers 
who have already smuggled their wares 
abroad will not be affected. Moreover, 
the police do not seem to have gone after 
any senior politicians. Few Lebanese 
imagine that more than a fraction of the 
country’s crooked deals have been ex- 
posed, or ever will be. 





ment finance after oil exports and invest- 
ment income. It is cheaper, according to 
Kurdish tradesmen, to ship bananas from 
Ecuador to Turkey and then smuggle them 
through Iraq into Iran than it is to bring 
them legally from nearby India or Africa. 
Most governments do try to crack down 


on smuggling, but regional politics ham- 
pers their efforts. Given its testy relation- 
ship with the other Gulf states, Iran has a 
hard time persuading them to play ball 
over smuggling. The trade in goats and 
sheep is perfectly legal in Oman. Iraq is 
only too happy to break the all-encompass- 
ing trade embargo imposed 
on it by the United Nations. It 
smuggles its own oil out 
through the Gulf, Iran and 
Turkey and brings in food 
and consumer goods with the 
proceeds. Some 5,000 tonnes 
of diesel fuel are trucked 
across the border to Turkey ev- 
ery day, with the Turkish and 
Iraqi authorities and Kurdish 
intermediaries all taking a cut 
of the profits. The Kurds, who 
run their own affairs in a 
swathe of northern Iraq, live 
by trade with the neighbours, 
almost all of it illegal: the end- 
less stream of smugglers’ 
trucks has dug eight-inch ruts 
into the road to Turkey. 
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Executive Education, Chosen Time & Again 
For almost 50 years, executives and their sponsoring companies have turned to Kellogg to help prepare 

“them for greater management responsibilities in an increasingly global business environment. 
When you attend a general management program at Kellogg, you become a part of one of the world’s finest 
institutions for managerial studies. You share your experiences and ideas with colleagues from around the 
| globe. And, most importantly, you benefit from the real business experience and the extensive research 
of the distinguished faculty that keeps us at the top of American business schools. 
As you consider which program and which school will best prepare you for your expanding leadership and 
managerial roles, know that when you choose Kellogg, you choose a leader. 


Advanced Executive Program 
June 13-July 9, 1999 or February 13-March 10, 2000 


Designed specifically for general managers and senior functional executives who will soon have general 
management responsibility. Participants come from a wide variety of industries and countries and have 

15 to 25 years of broad management experience. The program emphasizes general management skills: with 
Northwestern a strong focus on strategy development in a highly competitive, uncertain global environment. Change 
University management and leadership are also emphasized. 


Mw Executive Development Program 
Wane May 2-21, 1999, July 11-30, 1999 or October 3-20, 1999 


of Management ‘ : 
: Offers executives a broad perspective on the functions of management and a fuller understanding of the 
concepts and tools required for higher-level responsibilities. Participants should have 10 or more years 
of experience with the potential for senior-level management in either staff or line positions. It is also an 
ideal program for entrepreneurs and owners of small companies. Ce ia i 


Call 847-467-7000 for a detailed brochure today! 


Kellogg Graduate School of Management, ‘Executive Programs, 

Northwestern University James L. Allen Center; Evanston, IL 60208-2800 
Phone: 847-467-7000 Fax: 847-491-4323 SR 
E-mail: ExecEd@nwu.edu Web Site: www.kellogg.nwu.edu_ 


Consistently rated among the top 
executive education programs in 
the world by Business Week 
and U.S. News & World Report. 




















Nico Colchester journalism fellowship 


Applications are invited from young European journalists and would-be journalists for the 
1999 Nico Colchester fellowship. This consists of a three-month internship at The Economist 
in the autumn of this year, a bursary of £4,000 to cover travel and accommodation, and a 
small weekly stipend from The Economist. 


The fellowship is established in memory of Nico Colchester, who died in 1996 at the age of 
49, after an outstanding career at the Financial Times, The Economist, and the Economist 
Intelligence Unit. Nico was one of Britain’s finest writers on foreign, especially European, 
affairs as well as technology and business. 


The trustees of the Nico Colchester foundation will award the fellowship to the applicant, 
from a European Union country other than Britain, who submits the best, specially-written 
1,000-word article, in English, on a topic relevant to political, economic, technological or 
business issues in Europe. As Nico’s work was characterised by its originality and humour, 
preference will be given to applicants who reflect those traits. 


Entries, by the closing date of May 3ist 1999, should be sent with a CV and covering letter, 
to: The Editor (Nico Colchester prize), The Economist, 25 St. James’s Street, London SWIA 
1HG. E-mail: be@economist.com 


This prize is supported by Halifax plc, the Financial Times, The Economist, BAT. ple and 
3i. The 2000 fellowship will consist of an internship at the Financial Times. 
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The challenge awaiting 
Romano Prodi 


BRUSSELS 


The European Commission’s new chief needs a free hand to shape reform. 
Will the governments that unanimously appointed him give him one? 


O MUCH for reform of the European 

Union budget, a fragile hope that ex- 
pired in Berlin on the long night of March 
25th; The £u’s heads of government ended 
their summit by proclaiming. a long- 
awaited budgetary deal for 2000.to.2006; 
they brought forth a mouse. The common 
agricultural policy, a hugely expensive and 
wasteful programme of farm subsidies that 
consumes almost half of all eu spending, 
was barely touched: farm spending will go 
on rising until 2002 at least (see page 10), 

After this result, it is hard tò hold out 
much hope for the reform of the ev’s insti- 
tutions; which is the next item on: the 
agenda. Much will depend on the guileand 
determination of Romano Prodi, a former 
centrist prime minister of Italy, chosen at 
the Berlin summit to head the next Euro- 
pean Commission. He will fill the breach 
left when Jacques Santer resigned from the 
presidency on March 16th, and his whole 
team with him, after independent investi- 
gators, appointed by the European Parlia- 
ment, had accused them of tolerating 
fraud, mismanagement and nepotism. The 
commission has stayed on in a caretaker 
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role until Mr Prodi’s team can be installed. 
The 15 heads of governments have 
backed the nomination of Mr Prodi unani- 
mously. So, by implication, they have ac- 
cepted his prior demand for an “uncondi- 
tional”. mandate in his new job. Above 
all, they: have promised to support him 
in a programme of reform designed to 
make the commission work better. A 
first meeting with him in Brussels is pen- 
cilled in for April 14th. Mr Prodi would 
do well to get the terms agreed on in writ- 
ing while he is still being courted. The ex- 
perience of past. commission presidents 


‘suggests that his relations with national 


leaders will never be as easy once he has 
taken office. 


The reforms that EU leaders want. to 


wish on Mr Prodi will probably be fairly 
technical ones, to do with managerial 
weaknesses of the kind obvious in the 
Santer commission. The British govern- 
ment, for instance, wants an external re- 
view of the way the commission handles 
money, and an overhaul of grades, pay 
scales and disciplinary proce- 

dures for civil servants. Sweden 





wants all official documents. opened. to 
public inspection, as they are in Sweden. 
All to the good. But the commission’s 
problems have deeper roots. Pushed and’ 
pulled in different directions by national 
governments over the years, and weakly led 
by Mr Santer, the commission has lost its 
confidence, its sense of purpose, and any 


clear sense of priorities, One big question © : 
Mr Prodi should ask is what governments = 


mean when they say they want a “strong” 
commission. Doubtless they want it to be 
strong in operational terms—in conduct- 
ing international trade talks, managing the 
budget, making and enforcing antitrust 
rulings, for example. But will they wantit to 
be “strong” in its role as a policymaker? The 
evidence suggests not. They have given it no 
authority over the euro, It does not feature 
much in their plans for a common foreign 
policy, and not at all in their early sketches 
of a common defence policy. If that ap- ` 
proach makes Mr Prodi unhappy, now i 
the time for him to say so. : 
He might also ask how national govern- 
ments want to restructure the “college” of 
commissioners, a matter they will discuss 
at an EU constitutional conference next 
year in preparation for an expansion that 
could bring it a dozen newcomers within 
ten or 20 years. The college is too big al- 
ready, with 20 commissioners from 15 
countries. There is only enough real work 
for half that number. Inventing work for 
even more surplus commissioners as en- 
largement proceeded, and diverting re- 
sources and staff to their use, would be an 
intolerable strain. One solution might be to 
create a hierarchy ofsenior and juniorcom- 
missioners; but which countries would ac- 
cept relegation to the second division? An- 
other possibility would be to shrink the 
college and rotate the jobs among states; 
but would a country honour instruc- 
tions from a commission on which it 
was not even represented? 

There is no ready answer yet, nor any 
particular urgency about finding one. Fig- 
ures published this week suggest that pub- 
lic opinion remains divided about expan- 


‘sion: the most enthusiastic are the Swedes, 


63% of whom back it; but only 34% of Ger- 
mans and 35% of French do. Several gov- 
ernments want to put it off as long as they 
decently can, Mr Prodi, however, is entitled 
to a public assurance that changes to the 
commission made on his watclr-will be ac- 
ceptable to him as well as to governments. 
A third big question for Mr Prodi is 
whether governments are pre- 
pared to honour the new powers 
he will gain in May when the Am- 
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sterdam treaty, signed in 1997, comes into 
force. This will give him the right to block 
nominees with no evident talents for a 
commissioner's job, and to demote lousy 
ones once in office. (Next years constitu- 
tional conference might give him the 
power to sack them outright.) But govern- 
ments could respond bitterly all the same if 
the commissioner involved is theirs. Time, 
perhaps, for Mr Prodi to test the waters. He 
could ask Britain to find somebody more 
exciting than Sir Alastair Goodlad, a wor- 
thy but colourless figure who heads its 
shortlist for Brussels. Thoroughly unfair on 
Sir Alastair, no doubt. But a good way to 
discover how free a hand the new president 
really is being offered. 





France’s shorter week 
Unintended results 


PARIS 


HE law that brought in France’s contro- 

versial 35-hour week has been in force 
for a whole year; a second bill to tidy up 
loose strings is on its way; and talks have 
begun over how to give France’s hitherto ex- 
empt workers in the public sector—4.5m of 
them—the same average cut of 10% in the 
time they are meant to spend toiling away, 
supposedly without loss of pay. Yet the one 
thing that almost nobody pretends any 
more to believe is that the new law, how- 
ever amended, is likely to create a stack of 
new jobs, as the Socialists’ manifesto two 
years ago claimed it would. Indeed, one 
minister privately admits that the measure, 
which was once hailed by the country’s big- 
gest trade union as “the most important so- 
cial advance in France since 1936”, is actu- 
ally likely to create “relatively few jobs fora 
lot of mess.” 

Martine Aubry, the employment and 
social-affairs minister, once predicted that 
the law would help create 1m more jobs in 
five years. Some pundits put the figure as 
high as 1.4m. Even Dominique Strauss- 





What price French flexibility? 
H 





Kahn, the normally prudent finance minis- 
ter, spoke of a possible 200,000-600,000 
new jobs. Nowadays, few dare make any 
such forecasts. “No one really has a clue,” a 
top government adviser admits. In its latest 
report on France, the OECD reckons that the 
35-hour week offers “considerable risks” 
and “uncertain dividends”. 

The first results are fairly feeble: 24,000 
jobs created or saved since the law arrived, 
in agreements covering only 386,000 work- 
ers out of 14m in the private sector. Few em- 
ployers have rushed to grab the promised 
government hand-out of FFr9,000 ($1,500) 
a year for five years for every job created or 
saved, available only for firms which both 
cut working hours by 10% and swell their 
workforce by at least 6% before the cut-off 
date of January 1st next year. By then, all pri- 
vate companies which employ at least 20 
people must cut their normal working 
week to 35 hours. Smaller firms must do the 
same within two years. 

Most businessmen were at first strongly 
opposed to the measure, saying that it 
would put up the cost of labour by 11% to 
make up for the four hours lost each week, 
squeeze productivity, prompt lay-offs and 
spread poverty. Denouncing a “triumph of 
ideology over reason”, Jean Gandois, leader 
of the main employers’ association, 
stepped down in protest. But many of his 
members now—ironically—find the new 
law actually turns out to be useful for mak- 
ing work practices more flexible. 

For one thing, to the unions’ dismay, 
the 35-hour week is not generally being 
taken as a weekly norm. Rather, bosses are 
calculating it on the basis of the total num- 
ber of hours worked in the year, then divid- 
ing that figure by 52. The upshot is that em- 
ployers can respond better to seasonal 
demands—often more cheaply. They tend 
to exclude coffee-breaks and other rest peri- 
ods from their working-time sums. Shift- 
work at awkward hours and six-day weeks 
are becoming more common. Though sel- 
dom actually cut, wages are often being 
held down. And instead of taking on new 
workers to make up for lost hours, many 
employers seem to prefer 
to bump up overtime and 
so to forgo the govern- 
ment's handouts. 

Ministers are putting 
on a brave face. They say it 
is too early to judge 
whether the law is working 
as intended. Even thesmall 
drop in France’s figure of 
nearly 3m unemployed 
(the rate is down from 
12.6% when the Socialists 
came to power in the sum- 
mer of 1997 to 11.4% today) 
has boosted business confi- 
dence and consumer 
spending, they argue, and 


is helping the economy. Besides, the 35- 
hour week was meant not just to create jobs 
but also to “modernise practices” and un- 
block the “social dialogue” between em- 
ployers and unions. And so it has. 

Trade union leaders are understand- 
ably glum. They demanded a shorter work- 
ing-week when the Socialist government 
took over, so they can hardly now com- 
plain if the result is not—to put it mildly— 
entirely what they had in mind. 





Spain and the Basques 
Tense times 


MADRID 


HE first police swoop on suspected 

guerrillas since ETA, the Basque separat- 
ists, declared a ceasefire last September has 
made many Spaniards nervous that full- 
blooded violence may resume. In the past 
few weeks the group’s top guerrilla has been 
arrested in Paris, one of ETA’s main com- 
mando units has been rounded up, and a 
former ETA guerrilla has been found dead 
in a field (by whose hand is unclear: police 
say he killed himself). Tension is rising. 

The raids by French and Spanish secu- 
rity forces seemed to break a tacit truce. 
Though the governments on both sides of 
the Pyrenees have never said they would 
halt their efforts to catch them, the Basque 
guerrillas reckoned there was an unspoken 
understanding that the security forces 
would hold off. Leading figures in the 
peace-minded mainstream of Basque poli- 
tics now sound almost as angry as ETA’s 
own disciples. Most Basque nationalists 
cast doubt on the government's hints that 
those from the arrested unit might have 
been planning to kill Spain’s prime minis- 
ter, Jose Maria Aznar. They denounce the 
crackdown as “a provocation”. 

A long-running campaign of street vio- 
lence in the Basque region, known by the 
guerrillas as kale borroka (the struggle in 
the streets), has already got nastier. Intimi- 
dation and attacks against people plan- 
ning to stand for national conservative and 
Socialist parties in this summer's local elec- 
tions are more frequent; several of them 
have had their homes or businesses at- 
tacked. The rhetoric of Basque nationalists, 
including those not linked to ETA, has 
grown more belligerent. The Spanish gov- 
ernment says there have been 220 violent 
incidents since September, and the rate has 
risen in the past few weeks. 

So far, however, two things have pre- 
vented a return to full-blooded terrorist vi- 
olence. First, ETA and its main political fig- 
ure, Mikel Antza, have decided to stick for 
now to their tactic, agreed on last summer 
with their brethren in the mainstream 
(non-violent) Basque parties, of pursuing 


THE ECONOMIST APRIL 3RD 1999 





peaceful politics as the best way of inching 
towards an independent Basque state. This 
might—if their wildest dreams came true— 
eventually include French bits of the 
Basque Country as well as the Spanish 
province of Navarre. Second, represen- 
tatives of ETA and the government have 
continued quietly to sound each other out; 
they may be getting on better than the an- 
gry public exchanges suggest. ETA still 
refuses to appoint an official negotiator but 
is feeling out the government through in- 
termediaries from the mainstream Basque 
National Party. 

Since it was founded three decades ago, 
ETA has several times thought of abandon- 
ing violence. But this is the first time a 
“peace faction” within the movement ap- 
pears to have the upper hand. Nowadays 
ETA violence probably alienates as many 
Basques as it draws to the separatist cause. 
A particularly cold-blooded murder of a lo 





cal conservative councillor in 1997 drew 
record numbers of protesters on to the 
streets, in the Basque Country as well as 
elsewhere in Spain. 

Mr Aznar still rules out the Basque na- 
tionalists’ long-standing demand for a 
“right to selfdetermination” (taken to 
mean the right to have a referendum), since 
this would mean altering the Spanish con- 
stitution of 1978, which declares Spain to 
be indissoluble. The Basques, he argues 
with reason, already have wide autonomy. 
He is more likely to consider sympatheti- 
cally a persistent Basque demand for the 
450 ETA prisoners in Spanish jails and for 
the 50 in French ones to be moved to pris- 
ons back home—provided that ETA fighters 
still at large lay down their arms. On that 
count, people in the Spanish interior min- 
istry say that ETA is being contained. They 
claim the movement now has only about a 
dozen experienced hitmen on the loose, 
along with about 50 guerrillas and 350-400 
people, spread around Spain, France and 
Latin America, who give them vital succour. 

So long as the tension does not become 
thorough-going violence, it seems likely 
that both sides—the government in Madrid 
and Basque nationalists across the board 
in the Basque Country—will wait until the 
elections in June before they consider 
changing tack again. Both sides hope to win 
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credit at the polls for the tentative peace 
that has held since September. If eta’s poli- 
ticians do badly, they will be less likely to 
keep their fingers off the trigger. If they do 
well, the pressure on Mr Aznar to negotiate 
with them may get stronger. But it is hard, 
all the same, to see what more he can give 
the minority of ETa-loving Basques who 
want to break away from Spain altogether. 





Turkey’s Kurds 
Muted 


BISMIL 


ALIH YALCINKAYA wants to be mayor 

of Bismil, a township north of Diyarba- 
kir, in Turkey’s mainly-Kurdish south-east, 
and he has been chosen as the candidate of 
Hadep, the pro-Kurdish People’s Democ- 
racy Party. But on March 16th he was de- 
tained, along with hundreds of other party 
members, and kept in police custody with- 
out access to a lawyer for nine days. “I was 
stripped naked, handcuffed to a door, and 
repeatedly told to leave the party,” he says. 
“But they could not come up with a single 
punishable offence I had committed, so 
they were forced to set me free.” As Turkey 
prepares for parliamentary and municipal 
elections on April 18th, Mr Yalcinkaya’s 
story is far from unique. 

Turkish officials said they detained Mr 
Yalcinkaya as a “security precaution” in or- 
der to avert violence on March zast, the start 
of the Kurdish new year, Nowrouz. But his 
troubles did not stop then. Last week his 
campaign office was shut down after police 
had told his landlord to kick him out, or 
face imprisonment. The actions against Mr 
Yalcinkaya seem to be part of an intimida- 
tion campaign designed by the Turkish au- 
thorities, who are afraid that Hadep--Tur- 
key’s only legal pro-Kurdish party since 
another was banned in February—will win 
scores of mayor’s posts in the south-east, 
and that their success will amount to a first 
step towards Kurdish autonomy. 

Examples of intimidation abound. On 
March 30th, two Hadep parliamentary 
candidates were detained, along with some 
18 other party members, as they were travel- 
ling to the township of Ergani. The party’s 
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offices there were raided by police the same 
day. Back in January, Turkey's hardline 
chief prosecutor, Vural Savas, began legal 
proceedings against Hadep in a bid to shut 
the party down altogether. In his indict- 
ment, Mr Savas said Hadep had “organic 
links” with the outlawed Kurdistan Work- 
ers’ Party (PKK) and that it had served as a 
“recruiting centre” for its guerrillas. The 
party’s chairman, Murat Bozlak, who is 
standing as a parliamentary candidate for 
Diyarbakir, is currently in a jail in Ankara, 
the capital, together with four other Hadep 
candidates, all accused of promoting Kurd- 
ish separatism. 

Though Hadep strenuously denies it, 
the PKK is widely thought to continue to ex- 
ert influence over the party. Senior rebel 
commanders are said to have played a deci- 
sive role in the drawing-up of Hadep’s list 
of candidates. Many Hadep officials 
openly voice support for the PKK, and last 
November many took part in hunger- 
strikes staged in support of Abdullah Oca- 
lan, the PKK leader currently charged with 
treason. Party supporters in the south-east . 
certainly see a link: voting for Hadep, many. 
say, “is like voting for the PKK”. 

Why, ask the handful of Kurdish intel 
lectuals who dare publicly to criticise the 
PKK, has the government not taken MrOca- ` 
lan’s arrest as a chance to relax the clamp- 
down on Kurdish groups independent of 
the pKK—by, say, ending the ban on broad- 
casting in Kurdish—and to try to win back 
the allegiance of the Kurds? Even the Dem- 
ocratic Masses’ Party, led by Serafettin Elci, 
a respected Kurdish intellectual and for- 
mer cabinet minister, was banned in Feb- 
ruary by the Constitutional Court. 

There are some signs of dissent against 
the official line. As Mr Elci points out, al- 
though six judges ruled in favour of the ban 
on his party, five ruled against it. In March 
the same court turned down Mr Savas’s de- 
mands that Hadep should be barred from 
the elections altogether because of its al- 
leged links with the PKK. The case to ban the 
party continues. 

As always, much depends on Turkey's 
powerful and popular army, which still 
keeps the politicians under its thumb. If the 
recent message issued by General Huseyin 
Kivrikoglu, the hawkish army chief, on the 
occasion of the Muslim feast of sacrifice, is 
anything to go by, military 
will is as steely as ever. 
“The Turkish armed 
forces”, he said, “stand 
ready to sacrifice their lives 
and their blood in order to 
preserve Turkey's territo- 
rial integrity and the secu- 
lar and democratic princi- 
ples of its regime.” Not 
exactly the language of 
compromise. 
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Rudolf Scharping, measured German warrior 


Wie he reluctantly took over as German defence minister 
last October, Rudolf Scharping received a curious present 
from his long-time mentor and fellow Social Democrat, Helmut 
Schmidt, the former chancellor. Sharp-eyed visitors have since 


| spotted the shrivelled gift lying on the minister's otherwise tidy 


| what if German lives are lost, and 


| to yield soon (see pages 15-19)? 


| that makes Mr Scharping hang on to 

~ |. ago, Mr Schmidt felt in his element 
' as leader of the Social Democrats in 
: parliament, just as Mr Scharping did 


| -Also like Mr Scharping, Mr Schmidt 





| complete the same cycle, with Mr 








| with the now historic chestnut, em- 


desk. Close examination reveals it to be an ancient chestnut. 

If this is a good-luck talisman, then Mr Scharping ‘needs it 
now more than ever. After only five months on the job, and ina 
shaky coalition of Social Democrats and semi-pacifist Greens, he 
has uncomfortably emerged as the first defence minister since 
1945 to send German forces abroad to fight. So far, polls show. 
that most Germans, despite some collywobbles, back their coun- 
try’s participation in the NATO. air strikes against the Serbs. But 


President Slobodan Milosevic fails 


Truth to tell, though, it is respect 
for symbolism and recent history 
rather than belief in lucky charms 


that chestnut. How so? Thirty years 


in. the same job until last autumn. 


was to his chagrin “booted upstairs” 
after a general election (in 1969) to 
take over at defence—widely thought 
an ejector-seat of a job with no para- 
chute. attached. Deeply depressed, 
Mr Schmidt feared his career had 
peaked. Not so his wife, Loki. Claim- 
ing that the richest promise lay in the 
trickiest of tasks, she presented him 








bedded in its prickly shell. Five years 
later, after shining at both the de- 
fence and finance ministries, Mr 
Schmidt was elected chancellor. 

So does Mr Scharping aim to 


Schmidt's implicit blessing, easing out Gerhard Schroder as 
chancellor one not-too-distant day? Pop the question and the 
man at the ministry is liable to laugh at, but not directly deny, 
the very idea until the tears start to cloud his spectacles. Pundits 
in Bonn, not least among Mr Scharping’s political friends, find 
the thought just as hilarious. “The good soldier Rudolf” had his 
chance back in the 1994 general election, they say, when he stood 
against the Christian Democratic chancellor, Helmut Kohl. 
Rotkohl (red cabbage), Mr Scharping was nicknamed, implying 
that he was but a modestly leftish clone of the unexciting incum- 
bent, even down to the drone of his speeches and his evident 
discomfort before the cameras. Why, it was asked, would Ger- 
mans want to throw out the model they knew for an untested 
version of the same? Sure enough, voters stuck with Mr Kohl. 
Ayear later, Mr Scharping was even bounced from the party 
chairmanship by Oskar Lafontaine, a former allyand later artful 
rival whom he underestimated until too late. A seemingly dis- 
mal record then, culminating in failure to hang on to the par- 
liamentary leadership last year, again thanks to-pressure from 
the ubiquitous Mr Lafontaine. Even Mr Scharping’s biggest fans 





mutter that for all his virtues—diligence, reliability and a photo- 
graphic memory among them—their idol has little of that “killer 
instinct” needed to get to the very top. “Oskar and Gerhard”, on 
the other hand, are said to suffer no such weaknesses—though 
Mr Lafontaine displayed his ability to self-destruct when he 
abruptly threw up his jobs.as party chairman and finance minis- 
ter last month and stomped off home to the Saarland in a huff. 
-Thatis not a style it is easy to imagine Mr Scharping emulat- 
ing (though some wrongly thought he was about to step down 
recently when he threatened unspecified “consequences” if the 
defence budget were cut—by Mr Lafontaine). A keen long-dis- 
tance cyclist, he is a man for the unspectacular long haul rather 
than the sprint. Accidents are used as a chance for self-analysis— 
literally. After a bad fall from his bike 
in 1996, he lay for days in a coma, 
then mentally ticked off his failings: 
too much ofa swot, too unwilling to 
admit mistakes, too ready to con- 
sider himself “the greatest”. The el- 
dest child-in:a poor family of seven, 
Rudolf became the star, steadily ris- 
ing—after studies in law and politics 
at Bonn University—to prise the pre- 
miership of Rhineland-Palatinate 
from the Christian Democrats in 
1991. Two years later, aged only 45, 
he was national party leader. The as- 
cent was a: mite too smooth; the sub- 
sequent crash all the more stunning. 
Still, ‘the often lonely-looking 
long-distance ‘cyclist has not only 
survived: at defence, he seems to 
have come into his own at last, a 
nasty surprise for rivals who hoped 
the challenge would spell political 
death for him. The Bundeswehr (the 
armed forces) loves his command of 
detail and enthusiasm for chatting 
to the rank-and-file; the allies, espe- 
. cially the Americans, are reassured 
~ by his readiness to slap down coali- 
tion sceptics about NATO; the par- 
liamentary opposition admits itis being kept bang up to date on 
Kosovo. Even Mr Scharping’s ploddingly methodical, but some- 
how réassuring, manner has emerged as a boon in the current 
crisis. The last thing Germans yeárn for now, at such a symbolic 
momentin their history, is tub-thumping exhortation. After all, 
only a few years ago most of them still opposed even a non-com- 
bat role for the Bundeswehr in international peacekeeping, in 
line with that post-Hitler German aversion to any use of force. 
Now, Germans have crossed a big psychological and physical 
boundary, and many feel that Mr Scharping’s measured, cau- 
tious manner has helped them to do it. 


Not that Mr Scharping faces an easy time ahead. Even if | 


NATO achieves its aim in Kosovo—a big if—there are other chal- 


lenges for the Bundeswehr: restructuring, a cash crunch, the fu- | 


ture of conscription, which Mr Scharping backs but may be un- 
able to save; He also wants to press ahead with the creation ofa 
European Union defence arm. Plenty of room for setbacks then. 
But Mr Scharping is well acquainted with such things, and he is 
still only 51. Small wonder if, as he contemplates that chestnut 
on his desk, his mind occasionally turns to even higher things. 
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Reliable banking made by WestLB. 


It's exceptional service that 
makes a bank a good bank. But 
only stability makes a good 
bank a secure bank. 

Whenever you want to 
get things moving and are 
interested in reliable partners, 
include the WestLB in your 
plans. As one of Europe's 
leading banks we are big and 
above all stable enough to 
achieve even long-term goals 
— with you. Established as a 
German wholesale bank, we 


offer you all services from one 
source, made to measure and 
for as long as you wish 

Granted, reliability doesn’t 
make everything right. But 
everything's wrong without 
reliable cooperation. 

Are you looking for a partner 
near you? Simply call our auto- 
matic fax service in Germany on 
(+49) 211 5 37 95 22 to request 
a list of our worldwide network 
straight away or visit our Web 
site: http://www.westib.com 
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Covered by Allianz Group. 


Wherever you are. Whatever you 
do. The Allianz Group is always on 


YO u r S i d e s To us risk management means thinking the unthinkable to 


prevent risk turning into loss. As one of the world’s leading insurers our financial 
strength and technical expertise combine to make Allianz Group the partner you can trust 


whenever and wherever you need us. Allianz. The Power On Your Side. 


e 
Allianz Group. Europe’s leading global insurer Al ] ] an Z 
and provider of financial services. 
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St. Martin Island, Bangladesh 


World's longest unbroken sea beach- Cox's Bazar. World's 
largest mangrove forest - the Sunderbans. Home of the 
Royal Bengal Tiger. Sparkling Rivers. Endless fields 
of green. Quiet villages. Simple artistic people. 
Unspoilt nature at its best. 

Even as the 21st century roars around there’s still a natural retreat. 
Biman can take you there ! 

7 Biman 


BANGLADESH AIRLINES 


your home in the air 
Contact your travel agent or Biman Bangladesh Airlines, Head office, Balaka, Kurmitola, Dhaka 1229, Tel : 897400-19, Fax : 897472-4 











BRITAIN 


Savings in a spin 


The government wants more people to save, especially for their retirement. Its 
complicated plans seem unlikely to have the desired result 


VERY March, it seems that every square 

inch of advertising space in Britain is 
occupied by financial companies, urging 
Britons to take advantage of their tax-free 
savings allowances before the financial 
year ends. This year, there has been an extra 
urgency. On April 6th pers (tax-free invest- 
ments, mainly in equities) and TESSAs (tax- 
free bank deposits) will be re- 
placed by less generous 
individual savings accounts, 
or isas. Meanwhile, financial 
firms have been bending the 
government’s ear as: well as 
their customers’: their last 
chance to complain to min- 
isters about proposals for 
new “stakeholder” pensions 
expired this week. 

Ask ministers why they 
are making all these changes 
and more, and they reply 
simply that they want more 
people, especially poorer 
ones, to save. The tax advan- 
tages of Pers, into which 
£9,000 ($14,600) a year can 
be stashed, and TESSAs, a ha- 
ven for £9,000 over five 
years, went mainly to the 
well-heeled. Hence ISAS, 
which have both a lower an- 
nual ceiling and fewer tax 
advantages. To attract new, 
poorer savers, the govern- 
ment proposed a new quality symbol, the 
caT mark, to denote products with low 
costs and easy access. Ministers dreamed of 
millions putting a few pounds. into their 
Isas each week at supermarket checkouts 
when paying for their groceries: what could 
be more natural, now that big supermarket 
chains have financial subsidiaries? 

Unfortunately, iss are more compli- 
cated than the products they will super- 
sede: they can contain different propor- 
tions of equities, life assurance and cash, 
and the total limits vary with the mixture. 
This may put off neophyte savers. It is cer- 
tainly vexing some Isa providers. Several 
have said that they cannot offer a product 
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which would both be profitable and win a 
caT mark. No big retail chain has yet com- 
mitted itself to selling isas in-store. Both J. 
Sainsbury and Marks and Spencer have 
ruled it out. 

The government is not only reforming 
the tax treatment of short-term savings. It 
wants to reform pensions, too. On average, 





today’s pensioners are around 50% better 
off than their counterparts in 1979, and 
fewer pensioners are poor, because increas- 
ing numbers receive income from private 
pensions aiid other investments. 

But many remain poor. In 50 years’ 
time, claim ministers, one person in three 
faces retirement on means-tested benefits if 
current policies continue. The government 
plans to increase state pension support for 
the poor: income support for the poorest 
pensioners is being increased and rechris- 
tened the minimum income guarantee 
(MiG), and low earners and carers will ben- 
efit from a new state second pension (SSP), 
which will replace the current state earn- 





ings-related pension scheme (SERPS). 

The mig and the ssp are designed for 
people earning less than £9,000.a year, who 
could not expect to save enough for a de- 
cent pension. But the government worries 
that many people earning a little more, say 
between £9,000 and £18,500, could afford 
to save and are not doing so. Either they 
mistrust private pensions, following the 
mis-selling of such investments in the late 
1980s. Or they find pensions too compli- 
cated. Or they are worried about their hard- 
won savings being eaten away by fees. The 
government's solution? The “stakeholder 
pension”, which it says will be trustworthy, 
simple and cheap. 

Hmm. Trustworthy? For most people, 
company pensions, to which employers 
chip in, offer better value. Yet some employ- 
ers may switch to offering 
stakeholder pensions in- 
stead. Simple? osi, a consul- 
tancy, claims that stake- 
holder pensions will result 
in “two legislative environ- 
ments, two regulatory. re- 
gimes and two, separate, lev- 
els of administration.” And 


before starting a stakeholder 
pension. Cheap? The govern- 
ment plans to legislate tocap 
stakeholder pension charges. 
But to set the cap, ministers 
will have to balance the in- 
dustry’s returns against the 
modest means of its putative 
new customers. 

Worse, some worry that 
stakeholder pensions will 
not suit those for whom it is 
intended. A recent study by 
the Institute for Fiscal Stud- 
ies (1s), a research body, 
finds that only 16% of those 
earning between £9,000 and 
£18,500 a year lack a private pension even 
now; and since many of these float in and 
out of employment, they would do better, 
thinks the 1Fs, to keep their savings liquid 
rather than lock them up in an inflexible | 
pension scheme. 

The pensions industry worries that the 
new proposals. may undermine the suc- 
cesses of existing private pensions, already 
burdened by increases in taxation since La- 
bour took office as well as by the legacy of 
the mis-selling scandal. The government's 
plans will mean a decade of changes: stake- 
holder pensions start in 2001; the ssp starts 
in 2002 and is due to be changed again sev- 
eral years later. This, says the National Asso- 
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people will still need advice = 














BRITAIN | 
ciation of Pension Funds, will require con- 
stant redesign of schemes, and could leave 
it unclear whether a stakeholder, company, 
or second state pension is best for an indi- 
vidual—perhaps opening the way for an- 
other mis-selling scandal. Such uncertainty 
is hardly likely to encourage more wide- 
spread long-term saving. 

Stephen Timms, the new pensions min- 
ister, recognises the importance of private 
pensions, and promises to 
look. carefully at criticisms of 
the stakeholder proposals. But 
the clarity of the government’s 
approach to pensions is not 
helped by the split of respon- 
sibilities between Mr Timms, 
who is part of the social-secu- 
rity department, and Patricia 
Hewitt, a Treasury minister, 
who looks after 1sas and pen- 
sions tax. 

Mr Timms claims to co- 








operate closely with the Treasury. But be- 
fore he was appointed last summer, the two 
departments seemed to work indepen- 
dently. Even now, their attempts at co-or- 
dination sometimes fail. Recently, the gov- 
ernment announced a new tax-free 
“wrapper”, in which either IsAs or pen- 
sions could be held, But since pensions get 
their tax-relief up-front, and-1sas when they 
are paid. out, it is still unclear how this 
wrapper will work, or indeed 
why the government wants to 
create it at all. 

Or, for that matter, what it 
will be called. The Treasury 
denied reports that it had 
dubbed the wrapper Lisa— 
short for long-term or lifetime 
1sA—~but produced no alterna- 
tive name; Ministers have 
surely achieved: a Whitehall 
first: producing more ideas 
than acronyms. 

M n 





Lords reform 


More radical than intended 


The hereditary members of the House of Lords were forced this week to debate 
their own extinction. But not everything has gone the government’s way 


TO PLAN survives direct contact with 
ALN the enemy. Tony Blair's government 
is learning that this dictum applies no less 
to reform of the House of Lords than to war 
in the Balkans. Labour's pre-election plan 
was to stop hereditary peers sitting in the 
upper house. Its manifesto foresaw wider 
refom, but said that this was a stand-alone 
change, justifiable in its own right. This 
week, in sorrow and anger, their lordships 
debated and approved a bill that will in- 
deed evict most hereditaries, But things are 
not going quite as the prime minister origi- 
nally planned. 

Mr Blairs first change of plan was 
thrust on him when William Hague tried to 
force the government to announce its long- 
term plan for the Lords by using the upper 
house’s built-in Conservative majority and 
powers of delay to obstruct the govern- 
ment’s legislative programme. The prime 
minister thereupon outflanked the Conser- 
vative leader by striking a secret deal with 
Viscount Cranborne, the Tory leader in the 
Lords. Under the deal (for which Mr Hague 
sacked him), Lord Cranborne promised to 
call off his pitched battle against the Com- 
mons if Mr Blair would spare 91 of the 750- 
odd hereditaries until the day, should it 
ever come, when the government moved 
on toa fuller second-stage reform of the up- 
per house. 

Then came another change of plan. 
When he made his arrangement with Lord 
Cranborne, Mr Blair was still in no hurry to 
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move tò the second stage of reform. But 
taunts that scrapping the. hereditaries 
would leave behind an upper house domi- 
nated by government nominees made him 
accelerate his plans. In February he asked a 
royal commission under Lord Wakeham, a 
former Tory cabinet minister, to review the 
future of the Lords by the end of this year. A 
white paper hinted: that the government 
had in mind an: upper house exercising 
powers no stronger than its present ones, 
containing a mix of nominated and elected 
members. On one reading of the paper, the 
government is less keen on direct election 
than on indirect election, under which 
members would be chosen by bodies such 
as new regional assemblies. 

So things now stand. But the govern- 
ment’s difficulties are not over. For a start, 
the hereditaries are not going without an 
almighty whinge. Lord Strathelyde, the new 
Tory leader in the upper house, indicated 
during this week's skirmishing that he will 
honour Lord Cranborne’s’ deal with Mr 
Blair. But he poked fun at. thé knots in 
which the government had tied ‘itself, and 
accused it of washing away the hereditaries 
without having a clear vision of what 
would take their place. He supported a suc- 
cessful amendment from Lord Cobbold, a 
cross-bencher, which accused the govern- 
ment of altering the upper house for party- 
political advantage. 

Provided the Cranborne deal sticks, the 
fuss from the Lords themselves is not going 





to wound the government. Ministers max 


be more alarmed by evidence of changin, 
sentiment inside the Commons abou 
what should replace the existing uppe: 
chamber. There, a Tory backbencher, An 
drew Tyrie, has persuaded mes from al 
parties to sign an early-day motion calling 


-for an elected upper house. It is surprising 


enough that he has persuaded 71 Labou 
MPs and 35 Liberal Democrats to suppor: 
him, but, perhaps more significantly, 3¢ 
other Tory mrs have added their names. Ac 
cording to Mr Tyrie, this marks a shift o; 
opinion inside his own party: when he 
published a pamphlet last year suggesting 
that the upper chamber should be directly 
elected, virtually no Conservatives agreed 
Mr Tyrie is one of many who suspect thai 
the government intends to stop o1 
minimise its reforms after abolishing the 
hereditaries, and he wants to spur it on. 

The danger for Mr Blair is that Mi 
Hague will take his revenge for the Cran- 
borne humiliation and outflank Mr Blair 
by proposing a reform more radical than 
the government's. Mr Hague has been wait- 
ing for the report of an independent in- 
quiry he set up last year under Lord Mackay 
of Clashfern, a former Tory Lord Chancel- 
lor. When it is published, it is rumoured 
that Mr Hague will call for direct:elections 
to the upper house. Mr Blair could then 
find himself on the wrong side of the argu- 
ment: knocking down the hereditaries but 
obstructing calls for an upper house that is 
elected and therefore better able to check 
the over-mighty Commons. 

In such circumstances, Mr Blair can be 
expected to take cover behind his royal 
commission. But he cannot be sure that the 
commission’s recommendations will con- 
form to the government’s modest wishes. 
And although Lord Wakeham has a reputa- 
tion as a fixer rather than a radical, his first 
consultation paper, published last week, 
surprised some constitution-watchers by 
posing more searching questions than ex- 
pected—such as whether there is a case, not 
broached in the white paper, for giving the 
upper house extra powers as a constitu- 
tional watchdog. 

In parallel with the commission's work, 
there has now arisen a cottage industry of 
constitutional authors and pamphleteers 
keen to drive Mr Blair beyond the removal 
of the hereditaries. One such is Lord Rich- 
ard, who until being replaced last summer 
by Baroness Jay was Labour leader in the 
Lords and the cabinet member responsible 
for the government's reform of it. He now 
calls for some direct election to the upper 
house so that it can better check the domi- 
nation by the executive of the lower one. 
Curbing his own power may not have been 
Mr Blair's chief wish when he embarked on 
his war against the hereditaries. But wars, it 
seems, are sometimes like that. 

e 
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Employment 


Minimum losses 


T introduction. of a national mini- 
mum wage is one of those policies of 
which ministers have boasted for so long 
that it is almost a surprise to learn that it is 
only now coming into effect. But from 
April ist workers aged 22 and over will fi- 
nally be entitled to the rate set by the gov- 
ernment last summer of £3.60 ($5.83) an 
hour. There is a lower minimum of £3.20 
for those on training programmes and a 
lower one still, of £3, for 18- to 21-year-olds. 

Just as surprising is the lack of fuss with 
which the wage floor is being introduced. 
The claims of the past that huge numbers of 
jobs will be lost are today barely heard. In 
part, this is because the minimum wage 
was set with moderation in mind. The Low 
Pay Commission, the nine-strong group of 
business people, trade unionists and aca- 
demics that advises the government on the 
minimum wage, deliberately pitched Brit- 
ain’s minimum roughly in the middle of 
the oecD pack. At 46% of full-time median 
earnings, it is comfortably below those of 
continental Europe, but above that of 
America. The lower youth rate is designed 
‘to mitigate the worst effects on jobs of high 
minimum wages, which tend to hit young 
people hardest. 

In all, estimates the Low Pay Commis- 
sion, .9m employees earn less than. the 
minimum wage (or at any rate did so last 
spring, the latest period for which data are 
available), The impact is unevenly spread, 
both geographically and occupationally. 
Only 4.3% of employees in London will be 
affected, compared with 11.6% in the north- 
east. Over 1m of those earning less than the 
minimum are part-time female workers; 
all told, one part-time employee in five is 
affected, And there is a predictable list of 
occupations with high proportions of low- 
paid workers: 29% of hotel and restaurant 
employees, for instance, and 24% of clean- 
ers and security guards. 

You might expect that employment 
would tumble in the regions and industries 
in which pay is low. Indeed, a report pub- 
lished this week by Business Strategies, a 
consultancy, forecast that 80,000 jobs 
would go in the next two to three years as a 
result of the minimum wage. More than 
half of these would be in wholesaling, ho- 
tels and catering. The number employed 
would fall by more than 0.5% in the north, 
Scotland and Wales, though by only a fifth 
that in London. 

However, Business Strategies’ 80,000 
jobs account for only 0.3% of total employ- 
ment. And there are few signs so far of even 
that many jobs being lost. Alastair Hatchett 
of Incomes Data Services, a research com- 
pany, points out that employers have 
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known that the new law was on its way for 
some time, and that some have increased 
wages in anticipation of it. Nevertheless, 
the numbers in some of the jobs most aÊ 
fected have grown over the past year. The 
increase in- service-sector employment 


(nearly 390,000) has easily outstripped the 


decline in manufacturing jobs (about 
140,000). The number of part-time employ- 
ees has risen by 175,000. The wholesale, ho- 
tel.and restaurant trades have taken on an- 
other 100,000 workers. In the past few 
months, fast food and pub firms have an- 
nounced plans to create thousands of new 
jobs for burger flippers and bar staff. 

Even so, why is the minimum wage not 
yet denting employment? Higher wages are 
by and large likelier to cost jobs than to cre- 


ate them. One reason is the low level of the 
minimum wages proposed. Another is that 
far greater forces have been pushing in the 
opposite direction. 

Until the middle of last year the econ- 
omy was growing fairly strongly. This has 
created jobs by the hundreds of thousands. 
Overlaid on this is the long-term increase 
in the importance of service and part-time 
jobs. So it is no wonder employment in 
these industries and occupations has con- 
tinued to grow. That said, employment 
may soon start to fall now that the economy 
is slowing—perhaps, say some economists, 
by 250,000 or more. In the midst of such 
big flows, the effects of the national mini- 
mum wage will be hard to discern. 





i Goldman's booty 


i j 


HO would have thought there was 


A money to be made in the Depart- 


ment of Social Security's benefit offices, 
| mostly miserable places in sore need ofa 
| lick of paint? Answer: Goldman Sachs, 
| an American investment bank. Eighteen 
| months ago it struck a contract, called 
| “Prime”, to take over and run the pss's 
| properties for 20 years. So lucrative has 
| Prime proved that it finished second in 

the bank’s biannual “deal Oscars”, just 
| ‘behind the DaimlerChrysler car merger. 
| Prime transferred nearly 800 proper- 
| ties, containing about 1.8m square me- 
tres (19.4m square feet), to a consortium 





led by the bank in return for an up-front 
payment of £250m ($408m). The consor- 
tium provides services from catering to 
heating for a performance-related fee of 
up to £260m a year. 

Both sides profess satisfaction. The 
pss is delighted to be out of the property 
business and claims it is saving £75m a 
year, more than one-fifth of its former oc- 
cupancy costs. Just how much money 
Goldman Sachs is making is unclear, but 
it is clearly substantial. In its bidding 
documents, it projected an internal rate 
of return of 11%. But this has been easily 


thanks to Labours New Deal employ- 
“ment policies and the closer integration 


exceeded because the department's de- 
mand for office space has turned out to 
be greater than was expected. 

When the contract was signed, the 
pss forecast that it needed less than two- 
thirds of the space it then occupied. 
Prime therefore arranged things so that 
the department could hand back 10% im- 
mediately, with an extra 2% to be vacated 
without penalty in each of the next 15 
years. The department, however, has 
needed more space than it forecast, 


of the Employment Service and the pss, 

Some City observers believe the con- 
tract could eventually be worth as much | 
as £1 billion to Goldman Sachs and its | 
partners over its 20-year life. Much, of | 
course, will depend on the state of the | 
property market. Development profits 
must be shared equally with the pss but | 
could still be ample. At the end of the 
contract, the department has the right to | 
buy back those properties itstill occupies | 
at their open market value. | 

So have both sides won, as they | 
claim, or has the taxpayer been quietly | 
fleeced? A report to be published next 
month by the National Audit Office 
(NAO)}is expected to give Prime a cleanish 
bill of health. One reservation is that the 
contract will penalise the department | 
heavily if its need for office space falls 
dramatically. And had the Treasury not 
insisted on the £250m initial payment, 
the rent and service charge would have 
been lower: that might have been better | 
value. Still, the NAO's broadly positive | 
verdict is important because other such | 
deals are in the pipeline. Both the Inland | 
Revenue and Customs and Excise are | 
also keen to get out of the business of | 
managing property. 
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Boxing for Britain 


ONY BLAIR, war leader, may feel a bit let down this week. He 

is discovering that party politics does not stop just because 
Britain is at war. Here he is in his hour of destiny, commanding 
the nation as its pilots risk life and limb by dropping their 
bombs on Yugoslavia. There are, he says on television, no hours 
longer in a prime minister's life than those spent waiting for the 
air crews to come safely home. He says that Britain has joined 


(NATO's bombing of Yugoslavia for the best of motives: not just 


forsome narrow British interest but to stop the Serbs from kill- 
ing the Kosovars or putting them to flight. And how do his fellow 


‚politicians reward him? By finding fault, damaging morale, 


questioning his tactics, accusing him both of risking too much 
and of daring too little. , 

It is customary when British 
servicemen are in action for the 
opposition to rally around. Up toa 
point, so they have. Only Alex 
Salmond of the Scottish National 
Party has flown completely off 
course: he denounced the NATO 
action as an “unpardonable folly” 
that will steel the resolve of the 
Serbs, just as the German blitz 
steeled the resolve of Clyde- 
bankers. William Hague and 
Paddy Ashdown lent the bombing 
their broad support. But Mr Hague 
was careful to add that the Conser- 
vatives were backing the govern- 
ment only after being reassured 
that it had weighed the risks and 
would not commit troops to an 
open-ended ground war. Mr Ash- 
down, by contrast, urged Mr Blair 
to.go further: he advocates making 
Kosovo an international protec- 


torate, which will require NATO cae 


ground troops. Mr Blair absolutely 
rules out using ground troops to 
fight their way into Kosovo. 

It is not Bagehot’s place to im- 
pugn the motives of Messrs Hague, 
Salmond and Ashdown—least of 
all those of Mr Ashdown, who quits as party leader in summer 
and is known for his long-standing fascination, uninfluenced 
by self- or party-interest, with all things Balkan. But itjust so hap- 
pens that if things go badly in Kosovo the position struck by Mr 
Hague will help the Conservatives to portray Mr Blair as a fellow 
who stumbles into adventures without thinking them through. 
It just so happens that the position struck by Mr Salmond fits 
neatly (along with his party's plans on tax) with the Scottish Na- 
tionalists’ desire to outflank Labour from the left as Scotland ap- 
proaches its parliamentary election. And, come to think of it, it 
Just so happens that the astonishing vigour with which Menzies 
Campbell (pushing 60 but a sometime Olympic athlete) has 
been putting the Lib Dem case on television and at Britain’s Har- 
rier base in Italy will do no harm to his ambition to succeed Mr 
Ashdown as party leader. Apart from these happy coincidences, 
the country’s politicians have of course been judging Mr Blair’s 
Balkan policy strictly on its merits. 

Which, in a manner of speaking, is his problem. Conserva- 
tives tend to go to war for old-fashioned causes, such as the na- 








tion’s interests or (as in the Falklands) its sovereignty. Yugoslavia 
is a different sort of war, one much more in accord with New 
Labour's claim to be prosecuting a more ethical sort of foreign 
policy.. Having described NaTo’s motives in humanitarian 
terms, Mr Blair invites the bombing to be judged by its impact 
on Kosovo's people. Early opinion polls show that most Britons 
support the bombing, but that many do not: 69% to 31%, said 
Marplan in the Sunday Times; 56% to 28%, said 1cm in the Ob- 
server. Moreover, these polls were taken before reports from 
Kosovo spread the impression that the bombing had intensified 
the very Serbian onslaught on the Kosovars that it was intended 
to block (just.as many, mainly Tory, backbenchers predicted it 

would). If the impression of disas- 
ter deepens, public support could 
swiftly “degrade”, as NATO might 
put it. Hence the vehemence, as the 
week progressed, of Mr Blair’s 
claim that the Serbian onslaught 
was already under way before the 
bombing started. 

Perhaps. And things may still 
come right. But if they do not, how 
much of the blame for any failure 
will—or should—stick to Mr Blair? 

In his defence, the prime min- 
ister can justly argue that Britain is 
notacting alone in Yugoslavia, but 
as. part of a NATO operation in- 
¿volving a dozen member coun- 
tries. Bill. Clinton has already 
started ‘to distance himself. from 
the bombing in just this way, seek-. 
ing to imply that the United States, 
though providing the bulk of the 
firepower, is merely doing loyally 
what its NATO. masters command. 






whether to act alone or to hide be- 
hind multilateral institutions. But 
Mr Blair's use of Britain’s military 
prowess to help it “punch above 
its weight” in world affairs de- 
pends largely on being able to tag 
along with someone else’s army. 

Mr Blait’s is not the first British government to pursue such 
an approach. But new thinking on defence forms a big part of 
what separates New Labour from Old. The party's support for 
unilateral. nuclear disarmament was thought to have contrib- 
uted to its defeat in the election of 1987, and so taught its 
modernisers to steer wide of any policy that might be construed 
as softness on defence. Labour’s support in opposition for the 
1991 Gulf war prompted a mini-rebellion that turned out to be 
the last hurrah of the softness crowd. Since winning power, Mr 
Blair seems to have concluded that war is something in which 
Britain has a comparative advantage that can be turned to diplo- 
matic advantage. He thinks British help for the United States in 
its intermittent bombing of Saddam Hussein boosts Britain’s 
standing in Europe. By the same token, his St Malo initiative for 
an autonomous European defence capacity was in part away to 
compensate for Britain’s abstention from monetary union. 

Fine—if you are ready when your bluff is called to pay in 
blood. A handful of British Harriers may not be enough. 
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America can at least choose- 
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Barbarians at the gate 


TOKYO 


Mergers have come to Japan, and are changing the way business works. But 
will the current boomlet turn into a boom? 


HE news of Renault’s deal with Nissan 

was managed in a very Japanese way. It 
dribbled out in bits and pieces, so that 
when Renault’s chairman, Louis Schweit- 
zer, arrived last week to sign the deal to take 
a $5.4 billion, 36.8% stake in the distressed 
Japanese car maker, everything had been 
said. But even if Renault's arrival lacked the 
drama of a Wall Street takeover, it still sent 
a charge of excitement through Japan’s 
boardrooms. A year ago, only the wild-eyed 
were suggesting that Nissan’s backward 
managers might agree to join with a rival. 
That the partner might be a gaijin (foreign) 
firm was unthinkable. 

Yet things are changing in Japan. Last 
year, Japanese firms were involved in 908 
mergers and aquisitions, 35% more than in 
1997 and more than double the 1993 figure 
(see chart on next page). There have been 
plenty more so far this year: between 
Mitsubishi Chemical and Tokyo Tanabe, a 
pharmaceuticals firm; between two big 
banks, Chuo Trust and Mitsui Trust; and, 
following Renaults purchase, between 
Calsonic and Kansei, two car-parts makers 
affiliated with Nissan. This week, Cable & 
Wireless and Nippon Telegraph and Tele- 
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phone (NTT), two telecoms giants, were 
slugging it out for Japan’s International 
Digital Communications (IDC), the first 
time a foreign company has come up 
against a domestic one in a takeover battle. 

Compared with other countries, Ja- 
pan’s merger boomlet hardly registers. In 
America last year, 11,400 mergers were an- 
nounced, Yet this activity is precisely the 
reason why Japanese mergers could now 
take off. Compared with foreign rivals, Jap- 
anese companies in a surprising number of 
industries are now either too small or too 
dependent on their home market. 

This gap is widest in banking, telecoms 
and pharmaceuticals, where mergers 
among foreign competitors have been the 
most intense. NTT has the bulk to compete 
with anyone—it is still the world’s biggest 
telecoms company by sales. But it is woe- 
fully short of foreign business in a 
globalising industry, which is why it is 
chasing 1DC, a small international carrier. 
Some Japanese banks have big foreign op- 
erations. But they all lack size, which deter- 
mines how much they can spend on tech- 
nology, and therefore, increasingly, how 
competitive they are. Only one, the 


“mighty” Bank of Tokyo-Mitsubishi, is, in 
terms of revenues, among the world’s 20 
biggest banks: it ranks 16th. 

Japanese pharmaceutical companies 
combine both weaknesses. Takeda, whose 
sales make it the biggest of Japan's drug 
firms, earns less than a third of the revenues 
of America’s Merck or Britain's Glaxo 
Wellcome. Meanwhile, foreign sales in lu- 
crative markets such as America and Ger- 
many account for only 16% of Takeda’s 
overall revenues and 19%.at rival Sankyo, 
compared with 41% at American Home 
Products or 80% at SmithKline Beecham, a 
British drug company. Garry Evans of 
HSBC, a British bank, reckons that this year 
there will be more mergers in the pharma- 
ceuticals industry than in any other. 

Now other manufacturers are at it too. 
The capital-goods industry is still in reason- 
able shape, as are consumer-electronics 
firms such as Sony and Matsushita, but the 
car makers look more wobbly. Small local 
suppliers are a large part of the problem. As 
the biggest car companies try to bolt to- 
gether global businesses, they naturally 
want parts companies that can supply their 
brakes and air conditioners worldwide. 
Outside Japan, parts makers are coming to- 
gether: America’s TRW, for instance, re- 
cently bought Britain's LucasVarity. Except 
for Bosch’s purchase of a majority stake in 
Zexel, a Japanese parts maker, in February, 
it is not yet happening in Japan. 


The old men at sea 


Merger activity in Japan could really take 
off if reforms in the country come to any- 
thing. More deregulation would help this, 
by pitching Japanese managers against bet- 
ter-capitalised and more diversified inter- 
national rivals. Japan’s “big bang” finan- 
cial deregulation is already doing just that, 
with American firms such as GE Capital, 
Citigroup and Merrill Lynch buying or 
building financial businesses in markets 
that were once protected. Similarly, the lib- 
eralisation of oil imports in 1996 has con- 
vinced Japan's oil firms that their business 
is overcrowded. Last year Nippon Oil and 
Mitsubishi Oil merged to create Japan's 
biggest oil company, with 24% of the 
market. 

The government is beginning to re- 
move some of the legal and regulatory bar- 
riers to mergers. The justice ministry, for in- 
stance, plans to rewrite Japan's commercial 
code to oblige minority shareholders to sell 
their stakes to an acquiring firm once a ma- 
jority agrees to the takeover. At the moment, 
minority shareholders can refuse to sell if 
they do not like the deal, which makes it dif- 
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ficult for one company to buy all ofanother 
one. Minority shareholders tend to block 
mergers if they are paid with the buyer’s 
shares, because they must immediately pay 
taxes on their capital gain. So the finance 
ministry may now exempt these sharehold- 
ers from capital-gains taxes, unless they sell 
their shares. 

A big remaining obstacle is Japan’s net- 
work of cross-shareholdings, which offer 
companies the protection of friendly sup- 
plier- and banker-owners. Such links are 
beginning to loosen; but, with more than 
40% of shares owned by other companies, 
it could take decades to unravel. 

Two recent developments, however, 
should speed things up. One is the restruc- 
turing of Japan’s banks, the biggest owners 
of Japanese companies. Financial distress, 
or regulatory pressure, may push them into 
selling their shareholdings. The other is a 
proposal from the ruling Liberal Demo- 
cratic Party to solve the underfunding of 
company pension schemes, which Gold- 
man Sachs, an investment bank, estimates 
is an ¥80 trillion ($670 billion) problem. 
This would let firms bolster their pension 
schemes with shareholdings in other com- 
panies. Attitudes among shareholders 
would really start to change if this were ac- 
companied by rules requiring pension- 
fund trustees to manage their investments 
in the interests of fund members, as be- 
came law in America in the 1970s. 

That leaves the small problem of the old 
men who run Japan’s companies. It is they 
who are most to blame for the rarity of 
mergers. Everything about the way Japa- 
nese boardrooms work seems to conspire 
to produce inaction—the “face-saving” 
avoidance of painful announcements; the 
requirement that radical change demands 
resignations; the fetishisation of consen- 
sus-building, which makes any sort of big 
decision difficult. This works not only to 
prevent mergers, but also to poison those 
that do occur if, after merging, there is no 
change in management or strategy. 

A few of Japan’s boardrooms are chang- 
ing. Forward-thinkers, such as Sony, Fuji 
Photo and Toshiba are leading the way by 
slashing the size of their boards, shedding 
advisers and devolving day-to-day respon- 
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sibilities to their managers. But Kathy Ma- 
tsui of Goldman Sachs points to the lack of 
change that has recently disappointed in- 
vestors involved in three mergers—be- 
tween Mitsubishi Kasei and Mitsubishi Pet- 
rochemical; between Yamashita-Shinni- 
hon Steamship and Japan Line; and 
between Chichibu Cement and Onoda Ce- 
ment. That Renault has gone and bought its 
stake in Nissan without winning manage- 
ment control of the company should make 
Mr Schweitzer’s shareholders sweat too. 
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Cross-border mergers 
Different values 


BERLIN 


UROPEAN company bosses are wọn- 

dering whether the era. of euro-in- 
spired, border-straddling deals is all it is 
cracked up to be. Several European compa- 
nies have announced marriages in the past 
year, only to call them off In March 
Hoechst, a German group, and its French 
rival, Rhéne-Poulenc, were forced to alter 
the terms of their life-sciences merger. Now 
Germany’s Viag and Switzerland’s Algroup 
have broken offa $21.5 billion engagement 
announced in November. Asa result, inves- 
tors are questioning the future of Viag, 
which staked so much on the deal. 

On the face of it, a straightforward dif- 
ference over valuation killed the merger. 
Under the original terms, accountants had 
come up with a 65:35 split in Viag’s favour. 
After a second audit, however, Viag began 
to argue for better terms or nothing. 
Algroup refused to budge, and the merger 
was off. Yet the dispute was more symptom 
than cause. Small differences rarely kill 
deals if both sides are genuinely keen. Here, 
the differences ran much deeper. 

There are several reasons why Viag 
might have wanted out. For one thing, the 
deal had been appallingly received by in- 
vestors, with both firms’ shares falling by 
around 10%. Wilhelm Simson, Viag's chief 
executive since last July, lost his nerve. The 
State of Bavaria, which owns.25% of Viag, 
but wants to sell its stake, may also have in- 
fluenced him. It opposed the deal after see- 
ing Viag’s shares fall and working out that 
many lay-offs would follow. 

From Algroup’s perspective too, the 
deal soon looked nightmarish. Viag gave 
few signs that it would let Algroup’s go-get- 
ting internal culture rub offon its own, de- 
scribed by one Algroup executive this week 
as “not exactly the most modern”. Meetings 
between Algroup managers and Viag’s 
union representatives, who were to have 
several seats on the board, went badly, con- 
vincing the Swiss they would have a hard 
time cutting costs, And the Swiss grew in- 
creasingly worried about taking on Viag’s 








Ebner’s got a grip on Algroup 


riskier businesses—in particular, telecoms, 
which is yet to make a profit, and electric- 
ity, whose profits are at the mercy of govern- 
ment plans to phase out nuclear power. 

Viag comes out of the mess looking 
shaken, Mr Simson took the helm promis- 
ing big changes at the company, which, like 
other conglomerates, had fallen out of fa- 
vour with the market. He began well, with 
plans to dispose of unpromising divisions 
and reorganise what was left. But the 
Algroup deal spooked the market, which 
saw it as a return to the bad days of over- 
diversification. Moreover, according to an 
industry analyst, Mr Simson had spent 
months “talking down his compariy’s as- 
sets” in order to justify taking on a partner. 
His attempts this week to explain that Viag 
has a strong future alone left investors 
scratching their heads. 

Germany not being America, Viag is 
probably not yet vulnerable to an un- 
wanted takeover. However, it is sure to 
come under pressure to decide which of its 
many businesses it really wants to be in 
and to speed up internal restructuring. 
That is what happened to Siemens, another 
conglomerate, which announced a radical 
overhaul in November after disillusioned 
shareholders started bailing out. 

If the sorry tale has a winner it is Martin 
Ebner, a Swiss investor famous for his as- 
saults on underperforming companies. Mr 
Ebner, who is Algroup’s biggest share- 
holder, has long wanted the chance to run a 
big company himself. He got just that when 
the chairman of Algroup supervisory board 
resigned in protest at the merger. Mr Ebner 
would have had only a small role in the 
merged group, one theory goes, which is 
why he was.probably only too happy to see 
the deal fail—and played his part in ensur- 
ing that it did. 
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Stamp duty 


RINIDAD’S postal service seems 

barely to have improved since An- 
thony Trollope published his “Travels in 
the West Indies and the Spanish Main” in 
1859, after having rearranged the Carib- 
bean end of Queen Victoria’s Royal Mail. 
Deliveries reach only half the islands’ 
households. Letters within the island take 
around a week; airmail from Britain can 
sometimes take two months. One con- 
signment of surface mail mouldered on 
the docks for a year. Fashion magazines 
with enticing pictures may get “lost” in 
the post (mysteriously, The Economist 
gets through unscathed). 

Now standards might be about to im- 
‘prove. A few weeks ago Trinidad & To- 
bago gave New Zealand Post a five-year 
contract to run its postal service. With the 
service now losing around $3m a year on 
a tiny $7m turnover, the new foreign 





Why big is 
still beautiful 


Y AST year’s huge oil industry mergers— 
Aa srs with Amoco, Exxon’s with Mobil 
and Petrofina’s with Total—were generally 
reckoned to have been driven by the low oil 
price. So now that the price of a barrel has 
leapt by 50% to nearly $15 in four weeks, 
thanks to a temporary coalition of OPECs 
Gulf-state members and non-OPEc produc- 
ers such as Mexico and Norway, has the ra- 
tionale for them disappeared? And if so, is 
sp Amoco making a mistake in planning a 
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managers seem, so far, to 
have been welcomed by 
staff and public alike. 
Most governments 
worldwide are still emo- 
tionally attached to public 
ownership of the post. But 
Trinidad is not the only 
country willing to out- 
source its page in the 
stamp album. South Africa 
plans such a move this 
year; New Zealand Post is 
on the shortlist to run the country’s post, 
this time in partnership with Britain's 
Royal Mail. Her Majesty's post office al- 
ready has a 30-year franchise to deliver 
the letters in Argentina. Thailand also ex- 
pects to privatise, again probably this 
year, And New Zealand Post is keen on 
competing overseas precisely because it 
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no longer has a legally pro- 
tected monopoly on its 
home patch. 

Obviously, there is 
money to be made from 
running postal services 
‘more efficiently. Even so, 
you might think that in the 
age of the e-mail, the dead- 
tree end of communica- 
tions had no future. Yet 
one hope is from the Inter- 
net itself. Virtual shopping 
malls need someone to 
anann Pluck goodies out of 

cyberspace and get them 
to the front door. Less welcome for Trini- 
dad is junk mail. North Americans re- 
ceive around 600 letters a year each, al- 
most all of it direct-marketing material. 
Trinidadians receive around 20. New 
Zealand Post’s new managers think 
there’s room for growth in this land of no 
mailshots. They are probably right. 
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merger with Atlantic Richfield? 

The combined group, which will in- 
clude most of Alaska’s oil, will have reserves 
of 11.8 billion barrels and produce 2.7m 
barrels of oil a day. Exxon-and-Mobil's 
combined market value of $253 billion still 
outstrips the new group's $188 billion, but, 
in terms of output and reserves, the com- 
bination of gp Amoco and Arco (as Atlantic 
Richfield is familiarly known) will be the 
biggest publicly quoted oil company in the 
world. Still, there is more than hubris to 
this. deal. The arguments for big oil 
companes getting bigger remain. 

The market likes these mergers. pp-and- 
Amoco’s combined market value has risen 
by $65 billion since their merger was first 
announced, One reason is the belief that a 
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BP Amoco and Arco own Alaska 
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combined group can make huge savings. 

Big companies have the scope to pursue 
bold policies in upstream exploration and 
production. The bigger the company, the 
bigger the bets it can place on new oilfields. 
And with more reserves under its belt, Bp 
Amoco can apply its cost-cutting expertise 
and technical drilling skills across a wider 
arena. It reckons the Amoco deal will soon 
be saving it $2 billion a year. 

The latest deal, although less than half 
the size of the $55 billion Amoco merger, 
should carry on the process of cost sav- 
ings-~-though with Br Amoco’s managers al- 
ready stretched, it may take time for them 
to be realised. In theory, not only will there 
be economies upstream in Alaska, where 
the two can make savings on the oilfields 
they already run jointly, but Arco’s strong 
retail position in California is also a boost 
to BP Amoco’s American market share. 

The jump in the oil price may well 
prove temporary. Producer groups are gen- 
erally fissiparous; and a lifting of sanctions 
on Iraq could double its output to 5m bar- 
rels a day and blow orec out of the water 
again, sending oil prices back down into 
single figures. There is an oil industry say- 
ing that when the oil price is in the dol- 
drums, the cheapest place to drill is Wall 
Street. Bp’s $25 billion deal, assuming no 
last-minute hitches, will bring Bp Amoco 
4.48 billion barrels of oil and gas reserves 
for a price (in shares) of just over $5 a bar- 
rel—though some of the gas may be hard to 
exploit. 

But even with the oil price climbing, the 
pressures on the oil majors to expand have 
been growing. Their oilfields (especially in 
North America and Europe) are old, expen- 
sive and running down. For example, pro- 
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duction of the Prudhoe Bay Alaskan field is 
down from 1.6m barrels per day at its peak 
toabout 800,000 barrels, and is'still falling. 
In the North Sea, companies have been 
scraping the barrel with new technology. 

The balance of recoverable reserves ina 
world of low oil prices is tilting back in fa- 
vour of the Middle East, where the:cost of 
extracting oil is as low as $2 a barrel. That 
makes it imperative to use consolidation to 
reduce production costs at fields elsewhere 
in the world. It also encourages companies 
to find ways to. move back into the Middle 
East to help out the cash-strapped Saudi 
Arabians and others, who are thinking of 
liberalising their industries. Only the big- 
gest of the big will have the political clout in 
both America and Europe to do that. 





Novell 
Re-born.com 


SAN FRANCISCO 


HEN Eric Schmidt, formerly chief 

technology officer at Sun Micro- 
systems, took over the top spot at Novell in 
April 1997, many in Silicon Valley pitied 
him. The Utah-based software firm was ina 
terrible mess. 

Today, a lot of those high-tech managers 
would love to be in his shoes, for Mr 
Schmidt has engineered an impressive 
turnaround. Novell recently posted its 
sixth profitable quarter in a row, doubling 
earnings and increasing revenues by 13%, 
to $286m. Its share price has quadrupled to 
around $25. 

Mr Schmidt cut costs and shipped a 
new version of Novell's chief product, 
NetWare. But his brightest move was to 
place another program at the heart of the 
company—Novell. Directory Services. NDS 
is a kind of comprehensive telephone book 
that is essential if rr administrators are to 
keep track ofall the millions of “objects” on 
their increasingly complex networks—the 
PCs, servers, routers, software applications, 
files and even human users. 

Consumers too will be able to use a ver- 
sion of the technology. Nps is the basis for 
digitalme, which is not just a typographical 
abomination, but also a product launched 
last week that gives Internet users greater 
control over their personal information. 
Novell hopes that digitalme, which will be 
available as a free download, will raise its 
profile in the consumer market and help 
evangelise the directory. 

Network directories have been around 
for years, but only recently has directory 
software become easy to maintain and ca- 
pable of efficiently tracking millions of ob- 
jects. The need for such programs has also 
been growing. They make it much cheaper 
for companies to run large nétworks, be- 
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cause all of the important information can 
be stored centrally. 

The Internet, however, is the main 
driver of the demand for directories. Sites 
involved in e-commerce need the software 
to maintain the customer profiles that let 
them personalise their service. Internet-ser- 
vice providers will use the programs to 
keep track of who can use how much band- 
width and for which application. 

Novell, despite its travails, was well po- 
sitioned to take advantage of these oppor- 
tunities. The company’s directory software 
had been around for six years as part of 
NetWare, Novell’s network operating sys- 
tem. But Mr Schmidt has turned it into a 
market-leading product in its own right. 
First, he unbundled Nps and made it run 
on other operating systems, such as Sun’s 
Solaris or Windows Nt. Then he cut the 
price. Finally, in early March he released a 
new version of Nps called scaps (Scaleable 
Directory Services), which is the most pow- 
erful directory ever built. 

Equally important, Mr Schmidt has 
convinced other companies to build NDS 





into their products, in particular makers of 
routers, which direct packets of data to 
their destination on the network. Nortel 
and Lucent Technologies, for example, will 
integrate the software into their network- 
administration products. Cisco. Systems 
has also agreed to support it. 

Last but not least, Novell is actively fos- 
tering a market for the applications that 
will run on Nps. It has set up a.$50m fund 
to finance start-ups developing such soft- 
ware, and is expanding its own line of 
products. 

Its competitors are not. asleep, however. 
Netscape already has an Internet directory 
on the market, and Oracle is working on a 
powerful “meta-directory”. But the main 
opposition will come from Microsoft. 
When Windows 2000 is released, it will 
come bundled with its own “Active Direc- 
tory.” Mr Schmidt says the two products 
can co-exist, because NDS is aimed more at 
the Internet and is vastly more powerful. 
This is true today, but may not be so forever. 





Novell has a different kind of worry 
too. The Silicon Valley rumour-mill has i 
that Mr Schmidt may be lured to the top jok 
at ailing Hewlett-Packard, where Lew Plati 
recently announced his departure. 





ICI 
Lord Hanson's 
ghost 


HIS week the battered shares of IC1, a 

British chemicals group, rose 6% when 
the company confirmed it was discussing 
the sale of its industrial-chemicals business 
to America’s Huntsman. 1ci desperately 
needs the $3 billion this might bring to cut 
its £4 billion ($6.4 billion) pile of debt, ac 
quired two years ago when it borrowed 
£4.8 billion to buy the specialty-chemicals 
businesses of Unilever, an Anglo-Dutch 
group. The strategy was to sell bulk chemi- 
cals, leaving ici as a producer of high-tech 
specialties—expensive chemicals that make 
products look, smell or taste nice. 

On paper this plan looked as glossy as 
ICI paint, even though the group’s total 
debt hit a peak of £6 billion. A year ago ICI 
was riding high, with shares worth more 
than £12 at their peak in May. Investors 


` liked the move upmarket. Then bulk chem- 


icals turned down: Ici was stranded, with 
unsold assets falling in value and losing 
money. The share slide gathered speed 
when America’s Federal Trade Commis- 
sion in October and January blocked two 
ict deals to dispose of industrial-chemicals 
businesses to three American groups, W.R. 
Grace, DuPont and N1 Industries. 

ICi has sold 41 small companies. Never- 
theless, until this latest deal is sealed itre- 
mains £1.5 billion short of the £5 billion it 
promised to raise from sales. Net debt at the 
end of 1998 rose to £4.17 billion, more than 
the group’s market capitalisation; divi- 
dend cover from profits was thin. Even af- 
ter a recent rally, the shares were less than 
half their peak value of last May. 

Huntsman’s arrival at least spares ICI 
from having to negotiate with Quantum, 
an American chemical company that is the 
rump of the old Hanson conglomerate. 
Lord Hanson tried to buy Icr in 1991, was 
seen off, and-his disparate businesses were 
dismantled: Quantum was the likeliest 
buyer after DuPont. 

“Hanson” and “conglomerate” are still 
dirty words to IcI veterans. But now that 
ici has sold off most of its old core busi- 
nesses, even Brendan O'Neil the former 
Guinness boss: who becomes chief execu- 
tive later this month, recognises that the 1C1 
he will be running-is halfway to being a 
conglomerate itself. 

a 
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Asia’s hubs 


Last men standing 


HONG KONG, JAKARTA AND SINGAPORE 


Two years ago every Asian city with an airport and a dock saw itself as a re- 
gional business hub. Now only Singapore and Hong Kong are left 


NDONESIA’S Jakarta Tower, begun in- 

auspiciously in August 1997, was to be 
the tallest building in the world. Towering 
558 metres (1,830 feet) over the city’s busy 
new stock-exchange building, it was de- 
signed to trump the just-finished Petronas 
Twin Towers of Kuala Lumpur, in neigh- 
bouring Malaysia. As the multimedia 
centrepiece of an ultra-modern business 
district, its lofty splendour represented the 
city’s bid to challenge Hong Kong and Sin- 
gapore as the main business hub in Asia. 

The builders got as far as the founda- 
tion before Indonesia collapsed. Today a 
tent-city of colourful food stalls stands on 
what would have been the tower's marbled 
ground floor. Here in the graveyard of 
grand. ideas, a stall selling an excellent 
curry does good business propped up 
against a concrete pillar a half-kilometre or 
so shorter than it was meant to be. 
"These days the idea of riot-torn Jakarta 
rivalling Hong Kong and Singapore may 
seem ludicrous, but two years ago the city 
was just one of half a dozen aspirants. 
Kuala Lumpur was about to finish a vast 
airport, and was buildinga Multimedia Su- 
per Corridor, with its vision of leaping 
straight from palm plantations to palm 
computing. Taiwan was promoting Taipei 
as the region's operations centre, and a safe 
launching pad into mainland China. 
China was building a Hong-Kong-sized fi- 
nancial centre on reclaimed land in Shang- 
hai, complete with a stock exchange boast- 
ing the largest trading floor in the world. 
Sydney, Bangkok, Subic Bay and Shenzhen 
each had their masterplan. 

But these days nobody talks seriously 
about the Bangkoks and Manilas as busi- 
ness hubs. Their new financial districts are 
now ghost towns. All those trading desks on 
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Shanghai's stockmarket floor were empty 
for most of February: the market was closed 
for Chinese new year for three sleepy weeks. 
As if the precipitous decline in Malaysia’s 
economy was not enough to scotch KUS 
chances, the country last year imposed re- 
strictions on taking money abroad. 


Hubbub 


As the pretenders have fallen by the way- 
side, the long-standing rivalry between Sin- 
gapore and Hong Kong has reached a fever 
pitch. Each city’s newspapers crow or de- 
spair over every suggestion their home 
town is winning or losing market share, 
whether the indicator is competitiveness, 
cost rankings, or the volume of financial 
transactions. Even as their leaders publicly 
play down the rivalry, pointing out that the 
success of one will only improve the region 
to the benefit of the other, they compete 
fiercely behind the scenes. 

Two hundred years ago, the favoured 
city for multinational headquarters in Asia 
was Rangoon, in Burma, now Yangon, in 
Myanmar. Then trade with China boomed, 
and Shanghai became the regional busi- 
ness hub, until the communist takeover 
closed the country, As economies recovered 
after the second world war, Tokyo became 
the natural hub. By the 1980s, Japan’s econ- 
omy overshadowed the rest of Asia, so com- 
panies split off their Japanese operations 
and moved the rest to new regional head- 
quarters, typically in Hong Kong. 

Uncertainty about Hong Kong’s future 
grew after Tiananmen Square in 1989 and 
before the city’s handover from Britain to 
China in 1997. Companies started to move 
their headquarters to Singapore, with its 
Californian climate and its unCalifornian 
orderliness. Since then, there has been a 
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Hong Kong is still on top 


stream of reports of multinationals moving 
from Hong Kong to Singapore, but hardly 
any of moves in the opposite direction. 

Today, Hong Kong and Singapore seem 
relatively evenly matched, although there 
are no reliable statistics. Singapore often 
quotes a figure of 5,000 headquarters that 
was once published in a magazine; Hong 
Kong has its own figure of 819. 

Each figure is distorted by problems 
with definition and bias. Singapore gives 
firms a tax break if their local office is a 
“headquarters” and its survey included 
Singaporean firms as well as multination- 
als. Hong Kong's estimate, by contrast, is 
taken from a postal survey that missed 
many headquarters. A telephone survey of 
the Fortune Global 500 by The Economist 
(combined with a 1998 survey by 
PriceWaterhouseCoopers, a consultancy) 
gives a clearer picture: Hong Kong is still 
ahead, but is losing ground (see chart). 

The balance has.shifted again, as a re- 
sult of Asia’s crisis. Under pressure from 
mainland China to maintain. stability, 
Hong Kong protected its currency and, 
through government intervention, _ its 
stockmarket. This cost it both economic 
competitiveness (it shows up on some 
rankings, fairly or not, as the most expen- 
sive city in the world) and its treasured Her- 
itage Foundation rating as the world’s fre- 
est market. 

Singapore tried harder to adapt to the 
region’s new economic reality, but it could 
do nothing to change its position at the 
heart of the crisis in South-East Asia. In the 
early 1990s Singapore thrived thanks to its 
links with its booming neighbours. Now 
those same links are dragging the city-state 
down as the region’s economic balance tilts 
towards China, Hong Kong and Taiwan, 
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which have been less severely hit. 

As a result, Singapore is no longer gain- 
ingas fast as it was in the years before Hong 
Kong's handover. Only a handful of multi- 
nationals, such as Honeywell, have de- 
fected to Singapore over the past year, most 
of these joining already existing clusters, 
such as the retail, licensing and petroleum 
industries—or,in Honeywell's case, simply 
reflecting the balance of employees by 
moving a few top brass to the larger office. 

The rivalry is most intense in finance. 
Singapore now leads in foreign exchange, 
derivatives, oil futures and gold trading. 
But Hong Kong still has the bigger presence 
in debt, fund management, investment 


banking, venture capital and bigger overall 
markets, along with more foreign banks. 
Last November, the Singapore stock ex- 
change offered trading in Hong Kong fu- 
tures contracts, a provocative grab for one 
of the highest-volume parts of the Hong 
Kong market. But almost no one took Sin- 
gapore up on the offer and days now go by 
without a single trade. And just as Hong 
Kong has no chance of winning Singa- 
pore’s oil business, Singapore can hardly 
challenge Hong Kong as a financial gate- 
way to China. 

But Hong Kong is still vulnerable. The 
threats are that China’s economy will slow 
down and that Taiwan will trade directly 





with the mainland, instead of througt 
Hong Kong. Hong Kong knows it can nc 
longer take its status as a hub for granted. I 
has embraced schemes that are right out o 
Singapore’s book—everything from = 
Disneyland to a “cyberport”. The questior 
is whether Hong Kong is ready to take more 
painful measures, such as breaking the car 
tel that keeps its property prices among the 
highest in the world and doing something 
about its air pollution. Two years ago, when 
every city still fancied itself an interna 
tional business centre, such sacrifices did 
not seem necessary. Now they do. Remem- 
ber Rangoon? 








Berlin’s blues 


BERLIN 


DECADE ago there was excited talk 
of Berlin regaining its pre-war im- 
portance as a business centre. It certainly 
needed a boost: most companies in West 
Berlin during the cold war were only 
there to take advantage of generous subsi- 
| dies. When the handouts disappeared af- 
| ter 1990, so did the companies. They have 
| not been replaced. 
| Many of Germany’s biggest 100 com- 
| panies were based in Berlin before the 
| second world war. A few, such as Siemens 
| and DaimlerChrysler, have moved sub- 
| 
| 
t 
| 





sidiaries to the city since 1990, but not a 
single one has moved its head office 
there: Schering remains the only Dax-30 
company with a Berlin address. The 
_ banks have stayed put in Frankfurt. Only 
| one big media firm, Sat, has settled on 
the Spree. “We aren't waiting any more 
for Deutsche Bank or Volkswagen,” ad- 
mits Volker Hassemer, who runs Partner 
for Berlin, an investment agency. 


Nor have foreign firms come flocking. 
Sony is building a new European head- 
quarters on the crane-infested Potsdamer 
Platz, and Coca-Cola has opened a big of- 
fice nearby. But few other multinationals 
seem tempted to move. “Why would I 
want to take my people to a chaotic build- 
ing site that far east?” asks.an executive 
from one foreign firm. Coca-Cola says it 
may consider leaving Berlin unless the lo- 
cal market picks up. No wonder office 
rents have tumbled since the early 1990s 
(see chart). 

A shortage of direct flights is com- 
pounding the problem. Intercontinental 
flying is direct—so long as you are coming 
from Havana or Ulan Bator. Lufthansa, 
Germany's national carrier, has sharply 
cut its flights from Berlin, and the big 
American airlines have stopped flying 
there altogether. 

These troubles are partly self-inflicted. 
Berlin’s government loves red tape. Poten- 
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tial investors have been put off by the 
sheer number of city-backed investment 
agencies they are supposed to deal with: 
six at last count. “When things don’t get 
better their answer has been to set up an- 
other agency,” complains Kurt Geppert of 
DIW, a Berlin economic institute. 

There is a glimmer of hope from the 
east. The city, which has 30,000 Russian 
speakers, has attracted hundreds of— 
mostly small—East European trading 
firms, and its stockmarket specialises in 
East European shares. But it has not yet 
proved that it could do a better job than 
Vienna. Mr Hassemer's boast that Berlin 
has attracted 19 Russian banks is hardly a 
ringing endorsement. 

Berlin’s designs on becoming a centre 
for new industries such as media and bio- 
technology are more promising. Some 
300 small media firms have set up in or... 
near the city since 1994, many of them 
clustered around the Babelsberg film stu- 
dios, once Germany’s biggest. And several 
departments of Berlin’s Humboldt Uni- 
versity have moved to the Adlershof in- 
dustrial park in an eastern suburb, to 
work closely with the 200-plus technol- 
ogy firms that have already moved in. 
Still, Berlin has a long way to go. As one 
Berlin-based expatriate puts it: “This city 
is buzzing from midnight till şam. The 
problem is midday to 5pm.” 
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| edly shaped Microsoft's corporate cul- 
| ture—more, some even argue, than Mr 
i- Gates himself. Since joining the company 
| in 1980, after marketing cake mixes. at 


| 


ee 





+ might be between Steve Ballmer and John D. 
“Archbold, the co-pilots of Microsoft now 


“needs is more, more, more Windows.” 





Bill’s bull-horn 


Steve Ballmer would lay down his life for Microsoft—but what the software firm needs 
now is somebody to save it from itself 


ILL GATES is often compared to John D. 
Rockefeller, but the closer parallel 


and Standard Oil 100 years ago. Both got to 
know the industry titans in their early days, 
Mr Archbold as a surrogate son and court 
jester, Mr Ballmer as a college housemate 
and poker buddy. And both took over daily 
operations at a time when their company 
was fighting a crucial antitrust battle, the 
first in 1897, the latter in July last year. 
Archbold proved to be exactly the wrong 
choice to head Standard Oil. He financed 
overseas expansion by keeping domestic 
prices high, inflaming public opinion and 
fuelling the political pressure to break the 
company up. Mr Ballmer is about to be put 
to the same test. 
He has just made his first big move as 
Microsoft’s president, designing the long-awaited restructuring 
the firm announced on March 29th. Microsoft will no longer be 


organised around products such as operating systems, but 
around customer groups: rT managers, wired employees, devel- 


opers and consumers. Mr Ballmer hopes this will inspire pro- 
grammers to write the software that customers want—not prod- 
ucts dictated by the mushrooming Microsoft bureaucracy. 

it is understandable that Mr Ballmer would want to under- 
take such a reorganisation. Before he was promoted, he spent six 


years as Microsoft’s chief salesman. It was Mr Ballmer and his 


team who took the telephone calls from angry customers who 
complained again and again about software that is difficult to 
install, crashes regularly and has too many unwieldy features. 

What is more surprising is that he has been given the chance. 
When Mr Ballmer gets excited, it’s time to unpack the earplugs. 
Dressing down subordinates, he can be heard echoing through 
the air-conditioning vents at Microsoft. His maniacal shouting 
has already resulted in throat surgery. 

Mr Ballmer’s verbal outbursts have also hurt his company’s 
reputation. Shortly after the Department of Justice (poj) began 
its latest battle with Microsoft in October 1997, he bellowed at 


_ reporters: “To heck with [Attorney-General] Janet Reno.” A few 


weeks later at a trade show, he screamed “What the consumer 








has become a sort of rapid intervention 


the software firm would have been much 
less commercially successful. He regularly 


petitors’ products—sometimes, it is said, 
with dire threats. 


Bully for you 
Possibly that alone should have disqualified 


a time when it is accused of being a reckless 
monopoly. And he is a rum choice to teach 
superaggressive Microsofties to play by the 


have shown they need to learn. If Microsoft 
is officially declared a monopoly, an unBall- 


tural” remedies of the kind the poy would 
like—perhaps including the forced licensing of Windows to 
competitors—Microsoft would have to re-invent itself. 

Even with a more favourable legal outcome, Mr Ballmer 
faces difficult times ahead. It is no longer fanciful to suggest that 
Microsofts big, fully-featured computer-operating systems 
could go the way of 15m’s all-conquering mainframes. This is, in 
part, its own fault. To protect and expand its monopoly, it has 
added ever more features to Windows, turning it into a hairball 
of software. Development of Windows 2000 is already more 
than two years behind schedule, because bugs multiply as fast as 
Microsoft’s programmers can splat them. 

More importantly, the world is no longer going Microsoft's 
way. Televisions, telephones, and portable organisers with mini 
operating systems threaten the hegemony of the Windows-based 
pc; Linux, a rival operating system, is gaining ground; firms are 
starting to rent both software and processing power. Money is 


moving from software to services, where Microsoft has little 


worthwhile experience. It has, for example, invested huge sums 


in its consumer websites, and made no money. Mr Ballmer | 
seems to be aware of this weakness, moving his office to the divi- | 


sion that produces online services. 


Microsoft still has time to shift its amazingly lucrative busi- | 


ness, and nobody should underestimate the intelligence and en- 
ergy it will bring to bear when it decides it 





He says he regrets those comments, 
and wants to “stop saying stupid things”. 
But when this big, balding man starts 
gesticulating wildly to make a point, one 
minute a tyrant, the next a little boy, you 
wonder whether his efforts to tone him- 
self down can possibly last. As Mr Gates 
says, Mr Ballmer “exudes exuberance”. 

This huge personality has undoubt- 





Procter & Gamble and dropping out of 
Stanford University business school, he 








has to. Whether Mr Ballmer is the right 
person to drive Microsoft over the bumpy 
road ahead is another matter. He has the 
brutality and insider knowledge to im- 
pose painful choices. Yet should Mr Gates 
withdraw further from the day-to-day run- 
ning of the company, Mr Ballmer may 
lack the techie credentials necessary to 
carry Microsofts talented engineers into 
new fields. 

The biggest danger, though, is that Mr 
Ballmer channels his terrifying dyna- 
mism into a fight to the finish for Win- 
dows. If he does, he will go down in his- 
tory as the Archbold of the digital age. 








force. Without his relentless salesmanship, | 


called up customers who had chosen com- | 


Mr Ballmer from the top job at Microsoft at | 


rules—-something the antitrust proceedings | 


merish restraint will become essential. | 
Should the court go further and order “struc- | 
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The Higher Education Securitised 
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of student loans in Europe 
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When the UK Greenwich NatWest, an established leader in 
Government elected European securitisation, created an entirely 
to privatise the first new asset class through a special purpose 

tranche of state loans Vehicle, The Higher Education Securitised 

to students, after a Investments Series (THESIS). The complex 

: etitiv offering was a significant benchmark raising 

year-long competitive 01 63 billion, with the first tranche | 

process, their oversubscribed. Despite having only two 
advisers turned to weeks and two days from receipt of the 

Greenwich NatWest. mandate, Greenwich NatWest was successful 
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The second coming? — 


Emerging markets are back from the dead. But many investors are still shun- 


ning them as not worth the risk _ 


EJOICE! The Dow has, for the first time, 
closed above 10,000. Those doubting 
Thomases, The Economist included, who 


think America’s stockmarket has lost touch. 


with reality (the stockmarket has doubled 
in only 40 months) reckoned without di- 
vine intervention. America’s economy and 
its stockmarket appear not to be guided by 
mere mortals. If Wall Street had: its: way, 
Alan Greenspan, chairman of the Federal 
Reserve would, at the very least, be 
“eanonised. Under his stewardship, Amer- 
-ica has saved the world from depression. 

Or so the story goes. Only six months 
ago, the general expectation was that the fi- 
nancial world was about to fall off a cliff. 
‘Asia had collapsed; Brazil seemed about to; 
Russia had defaulted on its debts. The 
world, in Bill Clinton’s words, faced its 
worst financial crisis in 50 years. Enter Mr 
Greenspan. Three swift interest-rate cuts 
later and everything was fine. More mirac- 
ulous is that, Lazarus-like, emerging mar- 
kets, where the problems started, are also 
showing signs of life. 

A recent conference of the Inter-Ameri- 
can Development Bank was chock-a-block 
with Latin borrowers with uplifting stories 
to tell (though this may have had some- 
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thing to do with its being held in Paris in 
the springtime) The Brazilians, having 
hired:a clutch of investment bankers, in- 
cluding a .central-bank chief, Arminio 
Fraga, from Soros Fund Management, were 
particularly impressive, despite their coun- 
try’s having been forced to devalue in Janu- 
ary. Asia, too, seems to be turning. 

Theré are numbers to justify the opti- 
mism. The ire's emerging-market stock- 
market index and J.P. Morgan’s emerging- 
market bond index have both risen by a 
third from last September’s lows (see chart 
on next page), Some markets have per- 
formed spectacularly (though from a low 
base): Mexico's has risen by a quarter, in 
dollar terms, since the beginning of the 
year. The differerice in yield between bonds 
issued by emerging countries and Ameri- 
can Treasuries has fallen. In September, for 
example, South Korean bonds yielded six 
percentage points over Treasuries; now 
they yield only 2.5 percentage points more. 

But this shift in sentiment says as much 
about renewed confidence in the rich 
world as it does about resurgent hopes for 
emerging markets. Economists have been 
ratcheting up their forecasts of how much 
America, in particular, will grow this year. 





In January, The Economist's poll of pundits 
thought it would grow by 2.1% this year; 
now the consensus is that it will grow by 
3.2%. For Asia~and for commodity prices— 
however, the key is that people are also less 
gloomy about Japan (though official statis- 
tics and most growth estimates have yet to 
justify such optimism). 

Higher growth in the.rich world means 
more imports from developing countries 
and greater consumption of commodities, 
on which many developing countries rely. 
As measured by our commodity-price ine 
dex, after a prolonged and savage slide; 
prices seem—fingers crossed—to. have 
stopped falling, The price of oil, which is 
not included in our index, is now up 50% 
from its low-point. 

Healthier trade balances have stabi- 
lised currencies. Even the devaluation of x 
Brazil’s real in January did not set off an- ° 
other round of panic. Calm in the foreign- 
exchange markets and lower interest rates 
in developed countries have allowed rates 
in emerging markets to fall, too. Deutsche 
Bank calculates that, in real terms, short- 
term interest rates in Asia fell from an aver- 
age of 8.4% in February 1998 to 2.1% a year 
later. In Latin America they rose, from 
14.4% to 19.3%, mostly because Brazil was 
forced to jack up interest rates so much. But: 
even there rates are beginning to come 
down: on March 24th short-term rates were: 
cut from 45% to 42%—no small matter 
given that three-quarters of Brazil’s debt is 
indexed to overnight rates. 

Falling interest rates make both bonds 
and shares look more attractive, especially 
compared with the high prices in markets 
in emerged economies. But it is hard to 
work out quite how cheap emerging-mar- 
ket shares are. Price-earnings and price-to- 
book ratios are pretty meaningless when 


there are few (ifany) profits. Nobody knows: : 


what companies’ assets are worth, because 


markets for them have dried up. Still, Deut- 


sche calculates that emerging markets as a 
whole are trading ona price-to-book multi- 
ple of 1.3 compared with an average so far 
this decade of 1.7. By these measures, emerg- 
ing Asia looks fairly priced, and Latin 
America. looks. positively cheap. As for 
bonds, they are much more expensive than 
they have been, but they are a lot cheaper 
than they were before the crisis. 


After the fall 


So are investors snapping up all manner of 
emerging-market goodies? Hardly. Almost 
the only buyers of emerging-market shares 
are dedicated emerging-market funds. 
Fearful of being left out when the things in 
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which they invest are actually going up, 
they have been scrabbling to get back into 
the market. 

Few others have been tempted. This is 
partly because they have been burnt before; 
and many emerging economies are still 
stuck in deep recessions. The sharp contrac- 
tions seen in Asia last year may be easing, 
but the growth prospects in Latin America 
are worsening. And many emerging stock- 
markets are now too small to be worth the 
bother. At $139 billion and $178 billion, the 
total market capitalisations of Brazil and 
Taiwan, the biggest emerging stockmarkets 
in Latin America and Asia, are. together 
smaller than that of Microsoft, America’s 


The state they’re in 


HERE are investors putting their 
money and what does it mean? 
The questions matter: how vulnerable, 
for example, are emerging markets to 
portfolio flows? But usually they are an- 
| swered only through a few flip brokers’ 
; comments or out-of-date statistics from 
the Bank for International Settlements 
or central banks. Now, State Street, an 
American bank, has a better answer. 
“The world is awash with informa- 
| tion about prices; this is the best in- 
_ formation about quantities,” says State 
| Street's Stanley Shelton. It is tricky to dis- 
| agree. With $4.8 trillion of bonds and eq- 
| uities—~a tenth of the world’s tradable se- 
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biggest company. Americas total stock- 
market capitalisation is some $12 trillion, 
according to Morgan Stanley, as against $2 
trillion for all the emerging markets. Asian 
markets are dominated by banks and prop- 
erty companies, almost none of which will 
make money for years. Worse; stockmarket 
volumes are tiny. 

Nor have bond markets recovered as 
much as the number of recent sovereign 
and sovereign-guaranteed issues might sug- 
gest. For most companies, the market is still 
largely closed. Even for the sovereigns, 
things are much harsher than they were, for 
two reasons. The first goes by the name of 
Russia. Until Russia defaulted on its debt 
last August, most investors and traders 
thought it unlikely that defaulters’ debt 
would trade much lower than 20-30 cents 
in the dollar. Russia ended that notion. 
Some of its debt became literally worthless, 

Then there is the vexed question of who 
defaults on what. Russia, its government 
was at pains to point out, defaulted on its 
old Soviet-era debt, not its recent obliga- 
tions under a new regime. Might other gov- 
ernments wield similar arguments for past 
liabilities? And on which of their debts? Eu- 
robonds are a particular bugbear. The Paris 
Club of official creditors recently told Paki- 
stan that if it wanted more help, it should 





curities—State Street is one of the world’s 
largest custodians of financial assets. It is 
custodian for 90% of America’s top 300 
money managers. Every day they buy 
and sell these securities. This provides a 
good sample of global capital-flows— 
and State Street is willing to share the in- 
formation electronically with its 
customers. 

It provides a map. of these flows, 
weighted according to how consistently 
they have moved in.a given direction. 
Where the map is red; investors have in 
general been pulling out money; where 
it is blue they are putting it in. 

Useful enough, certainly, but State _ 
Street goes a step further:itanalyses what 
these flows mean. And it has hired the | 
great and the good of académia—mit's 
Rudi Dornbusch, Harvard's: Kenneth | 
Froot et al, to help it. Click on. one icon | 
and you will, for example, hear Mr | 
Dornbusch spout about emerging mar- | 
kets.Click on a country and you will get a 
summary of what, in State Street’s view, 
motivated investors. By its own admis- 
sion, although State Street happens to 


‘havea banking licence, it is really a tech- 


nology company. And a success story: | 
more than you could say for most of the | 
economies it covers. 
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include Eurobonds—not just bank loans— 
in its renegotiation of its commercial debt. 
There are many other potential defaulters— 
not least Russia, though the mmr this week 
seemed willing to lend more money to 
stave off national bankruptcy. But in the 
bond markets “the downside risk is now 
much worse”, says Rachel Hines, managing 
director of Latin American capital markets 
at J.P. Morgan. 

Small, illiquid, volatile markets in re- 
cession-bound economies: no wonder that 
many investors doubt it is worth buying 
such assets. Yes, many markets. probably 
fell more than they should have done, and 
so had room to rise a lot; and, yes, such 
economies and their stockmarkets will 
(probably) grow faster than those in devel- 
oped countries in the long term. But they 
are extremely dependent on rich-country 
growth. Quite simply, argues Ms Hines, 
emerging markets are more volatile proxies 
for developed economies, especially Amer- 
ica’s. But when the American market is scal- 
ing new heights, why bother going else- 
where? In other words, emerging markets 
should not count on an influx of money 
from Wall Street. Its religious fervour is a 
home-spun affair. 











Game theory 


The invisible 
foot 


CONOMISTS, like football pundits, are 

renowned for stating the obvious. So 
economic analysis of soccer seems point- 
less. Yet a new study applies “game theory” 
to football, with interesting results. 

True, many of its conclusions will come 
as no surprise. The authors, Frédéric Palo- 
mino, Luca Rigotti and Aldo Rustichini of 
Tilburg University in. the Netherlands, 
“can only confirm the widespread opinion 
that ... the skills of the two teams are a key 
component...in explaining the game of 
soccer”. They also find that “teams react ra- 
tionally to... changes in the current score” 
by attacking more when they are losing, for 
instance. But it also finds behaviour 
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“which is difficult to characterise as ratio- 
nal”. The best example is that teams per- 
form better at home than they do away. 

Chuckles aside, the importance of “ir- 
rationality” in football seems greater than 
even most fans would claim. Skill (as mea- 
sured by a team’s scoring average and de- 
fensive strength for the season) has less ef- 
fect on the likelihood of a team scoring 
than emotion (playing at home). According 
to data from 2,885 matches in Italy, Eng- 
land and Spain, a bad team playing at 
home is more likely to score than a good 
one playing away. 

For economists, the research suggests 
that emotion and strategy interact in more 
complicated ways than they usually as- 
sume. For football fans, it provides support 
for many of their prejudices. Italian teams, 
for instance, are more likely to settle for a 
one-nil win than Spanish ones. It may also 
help explain the success of Arséne Wenger, 
Arsenal's manager, who led his team to the 
English “double” of both cup and cham- 
pionship last season. He happens to be an 
economics graduate. 

a 





Russia 
Recovery time 


Moscow 


ponr money into Russia was a 
good job while it lasted. Getting it back 
can be quite lucrative too—at least for the 
financial engineers involved. From the tens 
of billions invested in Russia since 1991, 
some foreigners have been left with bonds 
and equities trading at a tiny fraction of 
theiroriginal value; in the case ofsome rou- 
ble loans to dodgy borrowers, the value is 
literally zero. 

That leaves investors with three op- 
tions: to wait; to sue—if the borrower has 
actually defaulted—or to haggle. None 
looks very attractive. The wait could be eter- 
nal. Russian managers are adept at switch- 
ing liabilities to one company, and assets 





Sifting for an instalment 
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Spotting the ear of Michel Camdessus, the IMF’s boss, Yevgeny Primakov, Rus- 
sia’s prime minister, takes the opportunity to whisper sweet nothings—a fair 
summary of his government's financial resources. Or perhaps he is thanking Mr 
Camdessus for the post-dated cheque handed over on March 29th. Without fresh 
IMF loans, Russia had no means of avoiding default on its foreign-currency 
debt—including that owed to the Fund. But the IMF has agreed to forestall Rus- 
sia’s bankruptcy, in return for the usual promise of fiscal stringency—in this case a 
primary budget surplus (ie, before interest payments) of 2% of GDP. Other de- 
tails—amount, timing, and conditions—are to be discussed in Moscow next week. 
Until then, the IMF’s cheque remains blank and unsigned. 





and cashflow to another, leaving outside 
investors with nothing. 

Suing is expensive and likely to be fruit- 
less. Few Russian borrowers have assets 
abroad, Courts in Russia usually prove 
toothless, or even corrupt. And any for- 
eigner whostarts a law-suit risks gaining an 
unwelcome reputation as hostile and 
arrogant. 

At first sight, haggling looks difficult 
too. Investors with small holdings of debt 
or equity barely feature in Russian manag- 
ers’ world-view. Even if Russians are pre- 
pared to negotiate, the assets on offer (typi- 
cally raw materials or the production from 
a factory) are rarely looked on as prized tro- 
phies in western boardrooms. 

If you consolidate the holdings to in- 
crease bargaining power, and use an inter- 
mediary to turn the proffered assets into 
cash, the picture looks more encouraging. 
This is where Russia’s newest financial ser- 
vice, asset recovery, hopes to make its mark. 
Modelled on the example of Latin America 
in the 1980s, the aim is to turn non-per- 
forming Russian assets into performing 
dollar ones (albeit at a huge discount—25 
cents on the original dollar is regarded as 
excellent). 

Early examples include the Samara re- 
gion, which is now paying some of its rou- 
ble-bond holders in oil; and Russia’s main 





diamond producer, Alrosa, which has 
swapped its non-performing rouble and 
dollar debt, originally worth $100m, into 
$40m in dollar bonds, secured against 
gem-export revenues guaranteed by De 
Beers, an international diamond company. 

More are to come. Victor Huaco of Rus- 
sia Capital Recovery, which has brokered 
more than a dozen deals, including those 
with Alrosa and Samara, says that one of 
the country’s biggest cities is close to a deal 
that involves swapping its debt-obligations 
for buildings. Unlike timid foreign inves- 
tors, specialist asset-recovery companies 
such as his are not afraid to sue. 

None of this helps cure Russia’s ail- 
ments, of lousy corporate governance, mac- 
roeconomic weakness, and low productiv- 
ity. And whereas some well-organised 
investors cut and run, others wait and get 
nothing, which is hardly evidence of an or- 
derly market. Nor does the vogue for asset 
recovery say much for perceptions of Rus- 
sia’s economic prospects. Nonetheless, that 
asset recovery is working at all is a small 
gleam of light. Mr Huaco and others have 
shown that a lawsuit—or a well-adminis- 
tered reminder of the costs of defaulting— 
can make Russian borrowers think a bit 
harder about their investors’ interests. A 
shame it wouldn’t work for the IMF. 
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Share options 
Executive relief 


NEW YORK 


ALL STREET'S record-breaking bull 

market is increasingly driven by the 
people who run corporate America. Com- 
panies have been buying back their shares 
from outside investors in unprecedented 
volumes. In 1998, net equity repurchases 
totalled a record $263 billion, and there is 
no sign that company bosses are losing 
their appetite for such purchases. Indeed, 
in a growing number of cases, firms are bor- 
rowing to finance share buy-backs. 

Taken at face value, this should cure the 
altitude sickness some investors might feel 
when they buy shares at current prices. The 
managers of a company know their busi- 
ness better than anybody. If they think its 
shares are good value, who are the rest of us 
to disagree? Cynics, however, note that the 
proliferation of executive share-options 
makes the prosperity of American bosses 
dependent on the price of their shares go- 
ing up. Using their firm’s cash—and its bor- 
rowing power—to buy them back can help 
make this happen. 

Further justifying scepticism is the cur- 
rent popularity of derivatives that allow 
managers to hedge their exposure to their 
own company’s shares. These have become 
a lucrative product line for many of the 
world’s leading investment banks. They are 
coy about the scale of such business. But 
privately they confirm it is already worth 
hundred of millions of dollars. 

A few years ago, bosses used simple “eq- 
uity swaps”. The manager contracted to 
hand over the future returns on his shares. 
In exchange, an investment bank agreed to 
pay either a rate of interest or the returns on 
another financial instrument, such as the 
S&P 500 index. These contracts have now 
largely disappeared, after the tax authori- 
ties ruled in 1997 that entering into an eq- 
uity swap incurred a capital-gains-tax li- 
ability. 

Today’s hot derivative is the “zero-cost 
collar”—the manager buys a put option on 
his company’s shares from the investment 
bank, and finances this by selling it a call 
option. Typically, the exercise price of the 
put option—which lets the manager 
offload his shares—is only slightly below 
the current market price for the shares, 
whereas the exercise price of the call option, 
which obliges him to hand over his shares, 
is well above the current market-price. As 
the manager still bears some of the risk that 


* “Can insiders hide trades in their own equity? An em- 
pirical examination of the use of zero-cost collars and eq- 
uity swaps by corporate insiders”, by Carr Bettis, John 
Bizjak & Michael Lemmon, Arizona State University 
working paper, January 1999. 


66 


the share price will move, the tax authori- 
ties have not—yet—imposed capital gains 
tax on such derivative-trading. 

Such hedging is wholly against the 
spirit of the massive awards of shares and 
share options in recent years. They were in- 
tended to align the incentives of managers 
with the interests of the shareholders who 
own a firm. If managers can hedge their ex- 
posure, this aim is thwarted. 

Outside investors take a great interest 
whenever managers decide to sell some of 
their shares directly. But the rules govern- 
ing the disclosure of their derivative-trades 
are unclear and ambiguous compared with 
those covering direct sales and purchases of 
shares. Nor, until recently, have those deriv- 
ative-trades that do get reported to the Se- 
curities and Exchange Commission (SEC) 
been monitored by the companies that 
track managers’ share dealings, 

A new study of those hedges that were 
notified to the sec during 1996-98* sug- 


gests that outside shareholders should take 
an intense interest in them. Typically, man- 
agers used derivatives to hedge shortly be- 
fore a significant fall in their firm’s share 
price—down by 7% on average relative to a 
stockmarket benchmark 20 days after the 
hedge, and by almost 30% after 120 days. By 
comparison, when managers sell some of 
their shares directly, the average price fall 
after 100 days is only around 5%. 

This suggests that managers hedge 
when they know something very bad about 
their firm, and want to exploit that knowl- 
edge covertly. Needless to say, the invest- 
ment banks selling these derivatives do not 
get hurt by the falling share price, as they 
too will take the first opportunity to hedge 
their exposure. Cynics would not be sur- 
prised to find that they also regard the man- 
agers’ desire to hedge as a powerful sell sig- 
nal. In that case, they would be in a position 
to adjust their own portfolios accordingly, 
and, potentially, make a killing. 





China and the WTO 


Long march 


BEIJING 


The finishing line may be in sight in China’s marathon negotiations to rejoin 
the world-trading system. But the final stretch will be gruelling 


T HEY “have made black hair turn grey”, 
grumbles Zhu Rongji, China’s prime 
minister, of negotiations on his country’s 
admission to the World Trade Organisa- 
tion (wTO). It was excluded from the world- 
trading regime in 1950, just after the com- 
munist revolution, and for three decades 
pursued autarky. However, China has since 
become the world’s tenth-largest trading 
nation. For 13 years it has been trying to get 
back into, first, the General Agreement on 
Tariffs and Trade, and then its successor, 
the wro. Recently hopes have risen that 
success may be in reach long before Mr 


Zhu, a septuagenarian, loses his mysteri- 
ously impressive head of dark hair. 
Chinese officials talk of joining the 
wTo before the year’s end. William Daley, 
the United States commerce secretary, said 
in Beijing on March 29th that Americans 
“were getting down to the final negotia- 
tions” with China. On March 30th 
Charlene Barshefky, the American trade 
ambassador, paid a flying visit to Beijing, 
her second in a month. There was no break- 
through. But some Americans still hoped 
for one before Mr Zhu’s visit to America on 
April 6th. Once the Americans are happy, 





Daley seems to have waited longer than Zhu 
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` Dwindling dinars 


| HEN the baggy-trousered guerr- 
| illas of Iraqi Kurdistan rose up 
against Saddam Hussein’s soldiers in 
1991, they also rebelled against his mone- 
tary policy. So when the rest of the coun- 
try switched to locally printed dinars, the 
Kurds stuck with their old money. The re- 
sult is a mighty monetary mess. 

Iraq was forced to switch currencies 
by the nine-year-old United Nations 
sanctions regime. It covers all imports, in- 
cluding banknotes, which were printed 
in Switzerland. Inflation ate away at the 
value of money in circulation, while wear 
and tear reduced the amount. So Mr Hus- 
sein, ever resourceful, recalled all the 
“Swiss” dinars and printed his own, 
which the Kurds rejected. This left them 
with a shrinking amount of banknotes, 
and without any banks or credit cards to 
help. According to one former Kurdish fi- 
nance minister's estimate, some 2 billion 
Swiss dinars are in circulation; another 
| billion sit, ready but useless, in 
Switzerland. 

The problem could get worse, if, as the 
Kurds hope, the UN starts spending more 
of its aid budget for Kurdistan in the re- 


| gion itself (at present about half is spent 





on imported food and medicine). That 
could force the Kurds to eke another 14 
billion dinars-worth of economic activity 
each year out of the same physical supply 
of cash. Furthermore, since Swiss dinars 
are in such short supply, they have appre- 
ciated massively against the local dinar— 
from one to one in 1991 to one to 100 now. 
This presents an enormous temptation to 
Mr Hussein, who has billions of Swiss di- 
nars squirreled away in warehouses. 
Kurdish officials say his agents pay a local 
tax on smuggled rice out of this stash of 
Swiss dinars. This slightly eases the short- 
age of notes. But it also hints at the capri- 
cious Mr Hussein’s power to cripple the 
Kurdish economy overnight, should he 
decide to flood it by releasing billions of 
Swiss dinars. 

The Kurdish authorities have few 
monetary options. They have used dollars 
earned from customs fees to buy all the 
Swiss dinars left in the hands of Iranian 
and Turkish merchants, but that bought 
them merely a reprieve. They could print 
their own money, but such a brazen dis- 
play of sovereignty would alarm neigh- 
bouring countries that have their own 
Kurdish minorities. Or the government 








An expert on Gresham’s law 


could pay its employees in the mix of re- 
gional currencies collected by customs, 
but since the Turkish lira and the Iranian 
riyal are almost as shaky as the printed di- 
nar, that is not an appealing option. So 
the Kurds might end up using not a 
unique currency, but a ubiquitous one: 
the American dollar. 





China is all-but-assured of wro accession. 

All this may well prove premature. But 
certainly, a new impetus is coming from 
the Chinese government, whose reluctance 
to dismantle protectionist barriers has long 
been blamed by the West for the delays. In 
particular, the foreign-trade ministry 
(MoFTEC), which leads the wro negotia- 
tions, has begun to make authoritative of- 
fers of concessions. That makes a change. 
MOFTEC Officials used to admit that they 
were constrained by problems of what they 
called “domestic co-ordination”: that is, 
powerful lobbies (chiefly the state banks 
and insurers, the telecoms monopoly and 
the army, with its business interests) which 
stymied efforts to open their patches. 

Under orders from Mr Zhu, Long 
Yongtu, MOFTEC’s chief negotiator, has ap- 
parently been able to elbow rival lobbies 
out of the process, so he can report direct to 
the prime minister. Market-opening offers 
to both the Americans and the European 
Union (the other bloc China needs to 
please) have been emerging with unaccus- 
tomed speed. 

Why now? The American political time- 
table and an impending new round of 
global-trade talks have sharpened minds 
about China’s wTo accession. Though per- 
haps not a matter of now or never, it is cer- 
tainly now or not for a long time. External 
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pressures alone, however, rarely explain 
Chinese policy shifts. Perhaps Mr Zhu and 
his allies are so worried by the sluggish 
economy that they would even welcome 
foreign capital into previously protected 
areas. Foreign investment dropped by 48% 
in the first two months of this year, the first 
measured fall in years. Yet the opposite 
may also be true: that liberalisation will 
hurt even more when the state sector is tot- 
tering and unemployment rising. 

Another possibility is that Mr Zhu’s re- 
forms are meeting domestic resistance, and 
that his own position is not as secure as it 
seems. If so, he might hope foreign compe- 
tition would flatten opposition to his 
plans. Mr Zhu has openly declared war on 
the Ministry of Information Industry (M11), 
which oversees telecoms and squashes po- 
tential competitors. The mirs powerful 
head, Wu Jichuan, had been facing at- 
tempts by Mr Zhu to get him out. Neither 
Americans nor Europeans could agree to 
China’s wro accession without a greatly 
liberalised telecoms market, an end that 
Mr Zhu also seeks, and which Mr Wu faces 
pressure to endorse. 

Perhaps China sees its rocky current re- 
lations with America as a chance to gain an 
advantage. In the view of Congress, Bill 
Clinton’ vaunted strategy of “engage- 
ment” with China has been a failure and it 


is time to send the ring back. China’s gigan- 
tic bilateral trade surplus is growing; hu- 
man-rights violations continue; it has been 
stealing missile technology; and it has been 
fiercely critical of NATO's bombing of Yugo- 
slavia. The Clinton administration wants 
success—any success—to show for its China 
policy. The possibility that Zhu Rongji 
might have no reason to come to Washing- 
ton would have been an embarrassment 
more to America than to China. 

The Chinese are putting quite a bit on 
the negotiating table. In the past few years, 
average levels of tariffs on imports have 
fallen from 43% to 17%, with a fall to 10% 
promised. Concessions now seem to be 
coming in the areas of greatest contention: 
agriculture, telecoms and financial ser- 
vices. The American farm lobby, the Chi- 
nese understand, needs to be bought off. 
They have apparently offered to allow in 
American citrus imports, hitherto banned, 
and north-western wheat. In telecoms, for- 
eigners are being offered the chance to take 
stakes in regional companies. In financial 
services, foreign banks are being promised 
the chance to compete more against do- 
mestic banks, particularly for local-cur- 
rency business, and insurers the opportu- 
nity to increase their miserable presence— 
there are currently only seven, operating in 
just Shanghai and Guangzhou—is also be- 
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demonstration of support by undersigned US members of Congress and endorsed by J. Dennis 
‘Hastert, Speaker of the House of Representatives, in recognition of the enduring friendship and 
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the first country to recognize American independence. 
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Independence of the United States o 
1787 a treaty of friendship and cooperation, the first of its kind 
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The United States and Morocco continue to share common values of 

liberty, democracy and peace as well as common interests and goals in: 
global security, particularly in Africa, the Middle East and the 

Mediterranean region. “ 


The continued maintenance of stability in the Magreb region and its 
environs, depends in great measure on the capacity of Morocco to 
continue to function as a stable and free country for all its people, 
advocating modernity and progress while being respectful to its own 
culture and heritage. 


Under the leadership of His Majesty King Hassan II, Morocco has 
repeatedly demonstrated its resolve to foster the advancement of 
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justice, democracy and human rights nationally and through its role in 
the international community. 


We the undersigned members of the United States Congress hereby 
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“FRIENDS OF MOROCCO IN THE 
UNITED STATES CONGRESS” 


For the following purposes: 


The continued enhancement of awareness of the particular role 


Morbcca and its Sovereign His Majesty King Hassan II have played 
and can continue to play in the Middle East peace process stemming, 
from first bringing the parties together to Morocco’s role in hosting 
the first Middle East and North Africa Economic Summit in 


Casablanca in 1994 Oe 
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two nations have made in unison aimed at the promotion of regional 


peace and stability : 


for all. 
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the foundation of tolerance and human dignity 


The continued expansion of trade and investment between our 
two nations based on the realization of the unique advantages 
Morocco offers in tourism, industry and natural resources, and on 
the great opportunities it offers for American products, franchises 
and other commercial ties with the region. 


The continued expansion of cultural exchange between 
academic institutions, non-governmental organizations and through 
visits by scholars, political leaders and the media. 
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FINANCE AND ECONOMICS 
ing promised. 

Still, huge differences remain, both 
with America and with Europe. The Eu still 
complains that Chinese tariffs on some 
goods—such as wine, say, and cars—are out- 
rageously high. Besides, foreign businesses’ 
real source of frustration is China’s many 
non-tariff measures such as quotas, regula- 
tions (many of them unpublished) and im- 


port bans. Such impositions have, if any- 
thing, increased in recent months. 

While China's leaders basked in west- 
ern praise last year for not devaluing their 
currency, they were trying to ease the pain 
for domestic producers by raising non-tar- 
iff barriers. At the same time, new currency 
restrictions made it much harder for firms 
based on the mainland to buy imports and 





for multinationals to repatriate profits. 

As always, the trickiest issues for the 
trade negotiators appear to have been left 
until last, including the warehousing and 
distribution of consumer goods in China, 
an area currently closed to foreigners. So 
the wait for a deal may yet turn Mr Zhu’s 
black hairs grey, if not his brown eyes blue. 








Big MacCurrencies 


_ The Economist offers some hot tips on exchange rates 


OME readers find our Big Mac index 

hard to swallow. This year, however, 
has been one to relish for burgernomics. 
When the euro was launched at the start 
of the year, most forecasters expected it to 
rise. The Big Mac index, however, sug- 
gested the euro was overvalued against 
the dollar—and it has indeed fallen. 

The Big Mac index was devised 13 
years ago as a light-hearted guide to 
whether currencies are at their “correct” 
level. It is based upon one of the oldest 
concepts in international 
economics: purchasing- 
power parity (ppe)—the no- 
tion that a dollar, say, 
should buy the same 
amount in all countries. In 
the long run, argue ppp fans, 
currencies should move to- 
wards the rate which 
equalises the prices of an 
identical basket of goods 
and services in each country. 

Our “basket” is a Mc- 
Donalds’ Big Mac, which is 
produced in more than 100 
countries. The Big Mac ppp is 
the exchange rate that would 
leave hamburgers costing 
the same in America as 
abroad. Comparing actual 
exchange rates with PPPs sig- 
nals whether a currency is 
under- or over-valued. 

Our correspondents 
have once again been 
munching their way around 
the globe. The first column 
of the table shows local-cur- 
rency prices ofa Big Mac; the 
| second converts them into 
| dollars. The American price 
_ (the average in four cities, in- 
| cluding tax) has dropped by 
5% over the past year, to 
$2.43. Elsewhere, the cheap- 
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most overvalued currency (by 64%), the 
ringgit the most undervalued (by 51%). 
The third column calculates Big Mac 
ppps. For example, dividing the Japanese 
price by the American price gives a dollar 
ppp of ¥121, implying that the yen is spot 
on MeParity. The price ofa Big Mac varies 
widely within the euro area, but the aver- 
age price (weighted by GDP) in the 11 coun- 
tries is €2.52, or $2.71 at current exchange 
rates. This implies that despite its fall, the 
euro is still 11% overvalued. The table also 







shows prices in the euro’s biggest member 
countries—ranging from the equivalent 
of $2.87 in France to $2.43 in Spain. Since 
their currencies are now irrevocably 
fixed, this gap can only be narrowed by 
prices falling in France or rising in Spain. 
The currencies of the Eu- 





ropean economies that have 
decided to stay outside the 
euro are all noticeably over- 
valued. For example, accord- 
ing to the Big Mac index, 
sterling is overvalued by 
26% against the dollar and 
by 13% against the euro. 

In contrast, most of the 
emerging-market curren- | 
cies, notably those in East | 





Asia, Russia and Brazil, are 
significantly undervalued 
against the dollar, following | 
large devaluations. There is | 
one big exception: the Israeli | 
shekel is 42% overvalued. 

We admit that the Big 
Mac is an imperfect mea- 
sure of ppp, because prices 
may be distorted by trade 
barriers, sales taxes and dif- 
ferences in the cost of non- 
traded inputs such as rents. 
But experience suggests that 
investors ignore burger- 
nomics at their peril. 

It is now time to lay 
down our chips: according 
to the Big Mac index, sterling 
and the other non-euro cur- 
rencies will fall over the next 
year or so; the shekel is likely 
to suffer a sharp fall; but 
China, where Big Macs are 








($1.19), whereas in Switzer- 
land it costs a beefy $3.97. 
Hence the Swiss franc is the 





| 
| est Big Mac is in Malaysia 
| 





almost as cheap as in Malay- 
sia, does not need to devalue 








the yuan. 
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The QWERTY myth 





Economists adore a nice case of market failure. The dogged persistence of 
the standard typewriter keyboard, held to be a technological anachronism, 
is a great favourite. Yet the charges against qwerty were long ago disproved 


T A conference attended the other day 
by your reporter, a distinguished ac- 
ademic economist (who had better re- 
main nameless) cited the “QWERTY” lay- 
out of the standard typewriter keyboard 
as a clear example of how markets “can 
make mistakes”. It may have been the mil- 
lionth such reference. Many a textbook 
cites this case as proof of a certain kind of 
market failure—that associated with the 
adoption and locking-in of a bad stan- 
dard. For years, if you cited an example of 
a “pure public good” (another kind of 
market failure), it had to be a lighthouse. If 
you needed a case of “positive external- 
ities” (yet another), you would very likely 
go for beekeeping. In its field, QWERTY has 
achieved the same iconic eminence. 

Which is only apt, because the tale of 
QWERTY is a myth—just like those other 
two cases. More than 25 years ago, Ronald 
Coase, a Nobel laureate, showed that 
when lighthouses were first built in Brit- 
ain they were provided by private enter- 
prise; tolls were collected when ships 
reached port. So lighthouses are not pure 
public goods. At about the same time Ste- 
ven Cheung examined beekeeping and 
apple-growing in the state of Washington. 
He found that apple-growers paid bee- 
keepers for their bees’ pollinating endeav- 
ours; those services were not, in fact, an 
unpriced “externality”. 

Mr Cheung’s article was called “The 
Fable of the Bees”. That is why the paper 
on QWERTY published a mere nine years 
ago by Stan Liebowitz of the University of 
Texas at Dallas and Stephen Margolis of 
the University of California, Los Angeles, 
was called “The Fable of the Keys”. It tells 
you plenty about the history of the type- 
writer—but what every economist should 
have concluded from it was that another 
example of “locking in” had better be 
found. QWERTY simply will not do. 

The myth goes roughly as follows. The 
QWERTY design (patented by Christopher 
Sholes in 1868 and sold to Remington in 





1873) aimed to solve a mechanical prob- 
lem of early typewriters. When certain 
combinations ofkeys were struck quickly, 
the type bars often jammed. To avoid this, 
the Qwerty layout put the keys most 
likely to be hit in rapid succession on op- 
posite sides. This made the keyboard 
slow, the story goes, but that was the idea. 
A different layout, which had been pat- 
ented by August Dvorak in 1936, was 
shown to be much faster. Yet the Dvorak 
layout has never been widely adopted, 
even though (with electric typewriters 
and then pcs) the anti-jamming rationale 
for QwERTY has been defunct for years. 

Why has the bad design endured? Be- 
cause, the story continues, that first inef- 
ficient standard became locked in. Even 
though the costs of new keyboards and re- 
training for the Dvorak layout would be 
quickly recovered, typists won't switch 
unless others do so as well; likewise, the 
keyboard manufacturers refuse to move 
first. There is a co-ordination failure—that 
is, a market failure. 


Carriage return 


A fine tale, but largely fiction. The paper 
by Messrs Liebowitz and Margolis shows, 
in the first place, that the first evidence 
supporting claims of Dvorak’s superiority 
was extremely thin. The main study was 
carried out by the United States Navy in 
1944 (doubtless a time when every second 
counted in the typing pools). The speed of 
14 typists retrained on Dvorak was com- 
pared with the speed of 18 given supple- 
mentary training on QWERTY. The Dvo- 
rak typists did better—but it is impossible 
to say from the official report whether the 
experiment was properly controlled. 
There are a variety of oddities and possi- 
ble biases: all of them, it so happens, 
seeming to favour Dvorak. 

But then it turns out—-something else 






the report forgot to mention—that the ex- 
periments. were conducted by one Lieu- 
tenant-Commander August Dvorak, the 
navy’s top time-and-motion man, and 
owner of the Dvorak layout patent. 

In 1956 a carefully designed study by 
the General Services Administration 
found that QWERTY typists were about as 
fast as Dvorak typists, or faster. Interest in 
Dvorak among companies and govern- 
ment agencies had lately been increasing, 
but it came to an end with that finding. 
Since then, as “The Fable of the Keys” ex- 
plains, there have been a variety of other 
experiments and studies. They find that 
neither design of keyboard has a clear ad- 
vantage over the other. Ergonomists point 
out that QWERTY’s bad points (such as un- 
balanced loads on left and right hand; ex- 
cess loading on the top row) are out- 
weighed by presumably accidental 
benefits (notably, that alternating hand 
sequences make for speedier typing). 

Which is all very interesting, but the 
point is this: if you have learned to type 
on a QWERTY keyboard, the cost of re- 
training for Dvorak (however modest) is 
not worth paying. This implies, in turn, 
that the Qwerty standard is efficient. 
There is no market failure. 

Undaunted by the resilience of the 
QWERTY myth, Messrs Liebowitz and 
Margolis devote the first chapter of a 
forthcoming book on supposed market 
failures, technology and Microsoft to the 
fable of the keys. They go on to argue that 
the fashion for finding new kinds of mar- 
ket failure (lock in, path dependence, net- 
work effects, and so on) in high-tech in- 
dustries is misconceived: QWERTY is just 
one example among many. Their views 
on this larger question are for another ar- 
ticle. For now, merely note that the failure 
illustrated by the QwERTY myth has more 
to do with the study of economics than 
with markets. For some reason, econo- 
mists seem to adopt bogus anecdotal his- 
tories and then get locked in. 





All the articles were published in The Journal of Law 
and Economics. “The Lighthouse in Economics” by 
Ronald Coase was in the issue of October 1974, and 
“The Fable of the Bees: An Economic Investigation” by 
Steven Cheung in April 1973. “The Fable of the Keys” by 
Stan Liebowitz and Stephen Margolis appeared in April 
1990. It can be read on the Intemet at http: 
/wwwpubutdallas.edu/-liebowit/keyst.html. 
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SCIENCE AND TECHNOLOGY 





The biology of at i 





Few areas of knowledge escape scientific scrutiny these days—even those 
often thought of as being at the opposite end of the intellectual spectrum 


CIENCE is generally the farthest thing 

from people’s minds when they take in 
the beauty of a Van Gogh or a Monet. And by 
the same token, artists rarely consult scien- 
tists before painting a canvas. But it was not 
always so. During the Italian Renaissance, 
when many of the conventions of western 
art were first established, what is now called 
science frequently informed the way that 
people painted. And some artists went far- 
ther, not only using the new knowledge of 


geometry and anatomy to improve their art, 


but also speculating about how and why art 
was perceived in particular ways. 

Leonardo da Vinci, that archetypal Re- 
naissance man, conceived of what he called 
the ten functions of the eye. These were 
darkness, light, body, colour, shape, loca- 
tion, distance, closeness, motion and rest. He 
also came up with the idea that although the 
images of objects travel physically from the 
front of the eye to the imprensiva (now 
called the retina), they are actually formed 
in the sensus communis (the imagination or 
the brain). 

Those were bold guesses. But as neuro- 
physiologists have investigated the way in 
which vision works, they have found that 
Leonardo was righton both counts. 

On top of that, over the past few years, 
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they have discovered ways in which the 
tricks employed by artists exploit these div- 
isions of labour to create illusions of reality. 
That provides some answers to the question 
“how?”. Neither is the question “why?” be- 
ing ignored. Evolutionary biologists are now 
asking themselves just what art is for. And 
some are concluding that it is not merely an 
accidental manifestation of human intelli- 
gence, but a specific, evolved capacity with a 
clearly defined purpose. 


Art for science’s sake 


When a beam of light is focused by the cor- 
nea and the lens, at the front of the eye, on to 
the retina, at the back, it stimulates photo- 
sensitive cells known as rods and cones. 
Rods are sensitive to all wavelengths. Cones, 
which are responsible for colour vision, 
come in three varieties, each tuned to a par- 
ticular wavelength. 

A stimulated rod or cone emits an elec- 
trical impulse, which in turn stimulates an 
impulse in a nerve cell. This travels into the 
brain along an optic nerve (there is one for 
each eye) to arrive at one of two small elus- 
ters of nerve cells called the lateral geniculate 
bodies. These are split into two layers, the 
magnocellular and parvocellular systems. 
The role of the magno cells is to signal con- 





trasts in brightness, while the parvo cells re- 
act to both brightness and colour. After that, 
the divided signal is channelled for analysis 
to the visual cortex, a large, convoluted re- 
gion at the very back of the brain. 

It is here, in the visual cortex, that artists 
play their games. For it is here that the signal 
is really chopped into Leonardo-like catego- 
ries before it finally emerges, by processes as 
yet poorly understood, as what the posses- 
sor of the brain in question perceives as vi- 
sual reality. 

The visual cortex is divided into some 
two dozen areas, but the most thoroughly 
investigated are those that handle the in- 
coming signal first. These are named, rather 
prosaically, v1, v2, v3, v4 and v5, Each hasa 
specific function or functions. The first, vi, 
has three subdivisions of cells, each of which 
processes a particular part of the signal from 
the magno or parvo cells, and then sends the 
result to the second area, v2. 

One of the leading exponents of research 
on these areas is David Hubel, of Harvard 
University. A few years ago his colleague 
Margaret Livingstone realised that the re- 
sults might be brought to bear on the ques- 
tion of artistic technique. 

To determine which visual signals are 
the most important to each subdivision of 
vi, Dr Hubel’s group (among others) has 
measured the electrical responses of its 
nerve cells to a range of stimuli. The differ- 
ences between individual cells are striking. 
Some are activated by colour or brightness 
but not at all by shape or movement, Others 
are sensitive to orientation but not to colour 
or movement. 

The researchers then turned to v2-(the 
next region to receive the signal) andexposed_- 
it to the same stimuli. By following the path 
of the signal electrically—-and viewing slices 
of v2 tissue under the microscope—~they dis- 
covered that v2 also has three subdivisions, 
each of which receives its input from one of 
vrs subdivisions. 

The role of the other three regions, v3, v4 
and v5, is the province of another group that 
is interested in the science of art. This group 
works at University College London under 
the tutelage of Semir Zeki and his colleague 
Matthew Lamb. 

Initially, Dr Zeki employed a scanning 
technique called positron-emission tomog- 
raphy to investigate these regions. PET uses 
radioactive oxygen to measure blood flow 
(and therefore activity) in different parts of 
the brain. per scanning showed Dr Zeki that 
regions v3.and v5 are particularly sensitive 
to movement, an observation corroborated 
by the fact that people who sustain damage 
to v5 (from a stroke, for example) suffer 
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Descending towards V5 


from so-called motion blindness. 

As with other areas of the visual cortex, 
the sensitivity of v3 and v5 cells is special- 
ised. v3 cells respond to diagonally oriented 
lines, especially when they are in motion. v5 
cells react to motion in general, with each cell 
responding particularly strongly to motion 
in one preferred direction. Both v3 and vs, 
however, are indifferent to colour. That 
“function of the eye” is the province of v4. 
So if a stroke or tumour damages a person’s 
v4 region, he will become completely col- 
our-blind. 

The brain’s interpretation of colour is 
actually a three-step process. First, the 
wavelength-composition of the light from 
all points in the visual field is analysed and 
registered by vı and v2. Second, this infor- 
mation is sent to v4, where the light reflected 
from a surface is compared with that reflect- 
ed from surrounding surfaces, in order to 
control for relative rather than absolute 
brightness. Third, the results of this analysis 
are relayed back to v1 and va for reinterpre- 
tation, after which the signal is sent to the 
parts of the brain where the impression of an 
image seems to emerge. 

Put all these observations together, and 
visual processing seems to follow three sep- 
arate, but intertwined, pathways through 
particular regions of vı and v2 and then on 
to v3, v4 or v5. The first path runs from the 
magno cells via vı and v2 to v5. The second 
runs from both magno and parvo cells via vı 
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and v2 to v4. And the third runs ex- 
clusively from the parvo cells, via v1 
and v2 to v3. According to Dr Zeki 
and Dr Lamb, this analysis goes a long 
way towards explaining how differ- 
ent art movements achieve their par- 
ticular effects. 


The cortex of the beholder 


The kinetic art movement that began 
around 1914—when artists felt the 
urge to incorporate the illusion, and 
ultimately the reality, of motion into 
their work—was the first artistic 
school to be analysed by Dr Zeki and 
Dr Lamb. Artists’ first attempts at ex- 
perimenting with motion were crude, 
as in Duchamp’s “Nude Descending 
the Staircase”. This collage of col- 
oured human forms only feebly sug- 
gests motion, since the emphasised 
colours and forms stimulate v4, 
while the motion-sensitive v3 and v5 
regions are ignored. True artistic ex- 
ploitation of motion neurobiology 
did not appear until the 1930s, with 
Calder’s mobiles. These, of course, 
moved. But by abandoning colour 
entirely, and making his mobiles 
black, Calder unknowingly min- 
imised the activation of the colour 
pathway while optimally stimulating 
v3and vs. 

In Harvard, a different artistic 
school attracted the researchers’ attentions. 
Dr Livingstone looked at the late-19th-cen- 
tury impressionists, such as Seurat, who 
were playing their tricks on other parts of the 
visual cortex. 

According to Dr Livingstone, although 
the individual brush-strokes or dots of im- 
pressionist paintings are large enough to be 
seen by the predominantly form-sensitive 
third pathway, they are too fine to be detect- 
ed by the colour-sensitive second pathway. 
So, when such a painting is observed from a 
distance, the colours blend. Up close, how- 
ever, the dots are large enough to stimulate 
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Black and white Boogie 


those few form-sensitive nerve cells that are 
part of the second pathway, and are thus 
perceived as separate. The result is that the 
colours no longer blend. (This effect may be 
noted in the living room as well as the art gal- 
lery. Itis what allows you to watch television 
without seeing the individual “pixels” that 
make up the picture.) 

Op-art represents yet another artistic 
flirtation with neurophysiology. For exam- 
ple, Mondrian’s painting “Broadway Boogie 
Woogie” is widely perceived as unstable, as 
if it is jumping all the over the canvas. Ac- 
cording to Dr Livingstone, the colour combi- 
nations here (yellow lines against an off- 
white background) are strong stimuli for 
pathway three, the shape detector, and weak 
activators of pathway one, which looks for 
edges but cannot reliably find any between 
these two colours and so cannot fix the posi- 
tion of what itis looking at. 

Dr Zeki’s most recent foray is into fau- 
vism, an art movement whose aim was to 
shock the viewer with vibrant colours. He 
decided to explore the colour pathway be- 
yond v4, to work out which brain areas are 
used when objects are seen in their natural 
colours and when they are seen in the wrong 
colours. A vivid example of this is André De- 
rain's “Charing Cross Bridge”, which re- 
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quires the viewer to recognise that 
although the river does not look like 
water (it is yellow—not a natural 
colour, even for the Thames), it 
nonetheless is just that. 

For these experiments, Dr Zeki 
used a second brain-scanning tech- 
nique, functional magnetic-reso- 
nance imaging (fmr1). This jiggles 
hydrogen atoms into giving off ra- 
dio waves that can be turned into a 
picture of a brain (or, indeed, any 
other part of a body). Since most of 
the molecules of which the brain is 
made contain hydrogen—but do so 
in varying quantities—fine-grain- 
ed maps of the organ can be built up 
by looking at the hydrogen density, 
and changes in blood flow tracked 
rapidly. It is therefore possible to see which 
areas are active during specific tasks. 

Dr Zeki and his colleagues asked people 
to view scenes of fruits, vegetables, animals 
and landscapes in both their natural colours 
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and in abnormal colours. The fmri results 
showed that naturally coloured objects 
stimulate four areas of the brain that lie be- 
yond v4. These regions are known to have 
sophisticated roles, such as memory-stor- 
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age, in the brain's integration of the 
various “functions of the eye” into a 
meaningful visual experience. 
However, none of them was activa- 
ted when the people inside the fai 
machine were shown pictures of 
objects in the wrong colour. 

There is also comfort for those 
who wonder about the aesthetic 
value of much of modern art. Ina 
separate fmri experiment Dr Zeki 
discovered that multi-coloured ab- 
stract paintings, like Mondrian’s, 
stimulate the brain up toarea v4 but 
not beyond it. Representational art, 
by contrast, goes all the way. By re- 
ducing the features of the visual 
world to simpler elements, modern 
artists have also minimised the 
number of visual pathways used to view 
their work. That simplification surely can- 
not mean that it is more easily appreciated 
by simple minds. Can it? 





Come up and see my etchings 


CCTS IT art?” is a question that is asked 

not only by critics. Archaeologists 
have an interest in the matter, too. Man- 
kind’s ancestors have been fabricating ar- 
tefacts for at least 2.5m years. But for most 
of that time, those artefacts were merely 
undecorated stone tools. 

The flowering of ancient art happened 
quite recently. The oldest known artistic 
manifestations in Western Europe—one of 
the world’s better explored crannies—date 
from about 35,000 years ago. This was the 
time when modern people were replacing 
Neanderthals in that part of the world. Art 
objects in the form of jewellery (beads and 
pendants) began to appear and, most spec- 
tacularly, the cave paintings of Spain and 
France began to be composed. Art had ar- 
rived with a vengeance. 

That pattern is repeated elsewhere. Itis 
the appearance of modern man, Homosa- 
piens, that coincides with the appearance 
of art. The older species of man that were 
displaced by him showed little inclination 
to pick upa paint brush. 

Why that was so is a matter of debate. 
Some scholars believe art is merely an acci- 
dental manifestation of a change in hu- 
man cognitive processes. Modern people, 
this school of thought contends, “see” the 
world differently from their predecessors. 
This cognitive difference permits them to 
make, and embroider, external represen- 
tations of that world—in other words, to 
create art. l 

Itmay well be true thatsuch acognitive 
change occurred. Certainly something 
mustexplain the success of Homo sapiens, 
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and the speed with which the species 
spread and swept other hominids away. 
Since there are few anatomical differences 
between human species, cognitive ones are 
the most likely cause of modern man’s pre- 
dominance. But to permit something is not 
to ensure that it happens. And a second 
line of reasoning leads to the idea that art 
has quite a specific function—that of 
showing off to the opposite sex. 

The originator of this theory is Geof- 
frey Miller, of University College London. 
He believes that the capacity to produce art 
evolved in a way similar to that famous 
piece of natural frippery, the peacock’s tail. 

This process is known as sexual selec- 
tion (to distinguish it from the more gener- 
al process of natural selection). Natural se- 
lection eliminates organisms from the gene 
pool by killing them. Sexual selection acts 
even more directly. It eliminates orga- 
nisms from the gene pool by preventing 
them from finding a mate. Sexual selection 
emphasises the development of character- 
istics that demonstrate in a way that can- 
not be faked just how fit that characteris- 
tic’s possessor is to father (or mother) 
another individual's offspring. 

Sometimes the characteristics are sub- 
tle. Though people are generally unaware 
of it, one of the most important things that 
makes them (and many other species) at- 
tractive to the opposite sex is bodily 
symmetry. Perfectly symmetrical growth 
is difficult to achieve. So someone who is 
exactly symmetrical probably has very 
good genes indeed. 

Often, however, the characteristic is 
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spectacularly gaudy—like the peacock’s 


tail. No unhealthy bird could possibly 
grow such an appendage, soitis a clear sign 
of good genes. 

According to Dr Miller, artis like this. A 
number of important skills are involved in 
producing it. Decorative art in almost ev- 
ery human culture includes precisely re- 
peated patterns such as stripes, checks, 
stars, lattices and knots. Any deviation 
from perfect repetition in such a pattern is 
noticed easily. 

Before the age of mechanical repro- 
duction, artists would have required great 
skill, dedication, time and energy to pro- 
duce such exact repetitions. Just asitisonly 
genetically fit peacocks that can grow sym- 
metrical tails with perfectly repeated eye- 
spots, only genetically fit artists, with good 
muscular co-ordination and perfect vi- 
sion, can produce accurate repetitions of 
complex, symmetrical motifs. 

Representational art also tests these 
skills—and, in addition to them, taxes the 
imagination and intelligence of the artist. 
Humans, like many mammals, are known 
tobe attracted tonovelty for novelty’s sake. 
Thatis probably why originality is so high- 
ly valued in art (and therefore why repro- 
ductions-—-even high-quality ones—are 
less esteemed than the work from which 
they have been copied). To produce an un- 
imaginative or derivative work of art, 
therefore, will not have as desirable an ef- 
fect on potential partners. 

Co-ordination, vision, imagination 
and intelligence. An individual with all of 
these is likely to make a good mate—in ge- 
netic terms, at least. Whether an artist of 
genius can abide the pram in the hall is a 
different question entirely. 
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America is going soft 


MONROE, LOUISTANA AND VICKSBURG, MISSISSIPPI 


Soda pop is an American invention. The nostalgia for clean-cut living is 
turning fizzy soft drinks into a surprising new piece of Americana 


NE summer day in 1894, Joe Bieden- 

harn, a candy retailer in Vicksburg, 
Mississippi; had an idea. Every day people 
flocked to his candy store to escape the heat 
and down a glass of Coca-Cola, a drink that 
was then less than a decade old. So, Bieden- 
harn thought, why not supply Coca-Cola to 
residents in outlying areas? He already de- 
livered stoppered bottles of soda water 
throughout the Vicksburg vicinity; all he 
had to do was add some Coca-Cola syrup to 
the carbonated water. Thus was born the 
first Coca-Cola bottler. Other cities have 
played up their role in the history of the 
world’s most popular fizzy drink, notably 
Atlanta, where Coke was first concocted. 
But in smaller, subtler ways, Vicksburg and 
Monroe, Louisiana-~the Biedenharns’ 
home turf—better epitomise the soda nos- 
talgia craze now gripping America. 

In Vicksburg, more than 35,000 people 
every year visit a small museum on the 
premises of the original Biedenharn 
candy store to look over the collection 
of Coke ephemera as well as a restored 
soda fountain. An hour or so west, 
across the Mississippi River in Mon- 
roe, the Emy-Lou Biedenharn Foun- 
dation runs the family’s ancestral 
home, a stately garden and one of the 
world’s leading Bible museums. The 
biggest draw, though, is a simple, old- 
fashioned Coke vending machine in 
the courtyard—one of the snazzy, 
cherry-red machines from the 19408 
and 19508 that still dispenses a now- 
raré 8-ounce bottle of Coke for a nick- 
el. (The price is subsidised by the fam- 
ily fortune.) 

In just a few years, it has dis- 
pensed bottles to 14,000 soda pil- 
grims. Soda nostalgia is booming, par- 
ticularly in the south, where many 
famed soft drinks originated. Analy- 
sts credit that to the south’s hot cli- 
mate, as well as its strong religious cul- 
ture, which frowned upon harder 
beverages. These new-old enterprises 
seek to preserve the aspects of soft 
drinks that disappeared with the ad- 
vancement of modernity: drug-store 
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soda fountains (killed off by home refriger- 
ation and declining profit margins); soda 
bottles (overtaken by cheaper aluminium 
and plastic containers); and the once-vast 
array of regional brands and unusual fla- 
vours (squeezed out by the ever-growing 
domination of Coke and Pepsi). 

Many American inventions—especially 
those born out of sheer get-up-and-go in- 
ventiveness—continue to exert a strong pull 
on its citizens. In Memphis, Tennessee, there 
is a museum to speedy postal deliveries, put 
up by Federal Express, while the grand- 
daddy of folksy corporate museums is in 
Hershey, Pennsylvania. 

In Waco, Texas, the Dr Pepper Museum 
chronicles the history of the entire industry. 
More than 60,000 visitors pass through each 
year, while an affiliated institution, the Free 
Enterprise Institute, invites school-children 
in to concoct their own flavoured drinks, 
and to design packages for them, as well as 
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“Coca-Cola” 
known, too, a4 





devising advertising and marketing plans. 

Two hours away in Dublin, Texas, a 107- 
year-old bottling plant produces Dr Pepper, 
Big Red, Nu-Grape, Frostie Root Beer and 
Sun Crest orange soda, all using their origi- 
nal cane sugar recipes—a highly prized item 
among aficionados, but now rarely used in 
America. Oklahoma also boasts several re- 
juvenated soda haunts. One is the Grateful 
Bean Café in Oklahoma City, the current in- 
carnation of Kaiser’s, a family-run icecream 
parlour that closed, after 71 years of oper- 
ation, during a regional slump in 1990. 

A non-profit group eventually took it 
over, polishing its black-and-white checked 
floor and restoring its 1950 soda fountain. 
Now, the Grateful Bean looks more or less as 
itdid in the 1950s, when it was a high-school 
hangout~-the main difference being that the 
menu is.dominated by vegetarian food and 
luscious-but-fatty favourites like ice cream 
sodas, milkshakes and malts. The café oc- 
casionally invites back former soda jerks— 
the counter employees who “jerked” the 
old-style soda dispensers—to show off their 
now-obsolete craft. 

A half-hour north of Oklahoma City, in 
the old capital, Guthrie, is the Oklahoma 
Frontier Drug Store Museum, a restored 
pharmacy where visitors can observe how 
sodas were originally dispensed~—amid ton- 
ics, snake-oil salves and rheumatism lini- 
ments. In the oil city of Tulsa, the family that 
owns Weber's Superior Root Beer still 
| produces small batches of their 
prized, 108-year-old brew, which 
they sell from their small chain of lo- 
cal grill stands, where hamburgers are 
said to have been invented more than 
acentury ago. 

Part of the resurgence in soda nos- 
talgia stems from collectors, who have 
snapped up old signs, painted-label 
‘bottles and other memorabilia. “The 
~ market took off in the mid-1980s, 
when Coke closed some of their 
plants and sold off their old assets,” 
says Steven Wulff, who owns a soda 
collectibles shop in Jefferson, Texas, 
two hours east of Dallas. “When good 
merchandise showed up, restaurants 
started decorating with it.” 

Niche sodas are also blossoming 
on store shelves. Some new entrants 
seek shock value, such as the Skele- 
teens line, which includes flavours 
like “poa” and “Brainwash”; the lat- 
ter stains your mouth blue for two 
days. Others offer exotic flavours, 
such as ginseng or guarana, a natural- 
ly caffeinated bean native to South 
America. Others mimic old-time fla- 
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vours by using new and innovative recipes, 
such as Root 66 root beer from Virginia or 
Mad River black cherry soda from Vermont. 
And some older brands are staging come- 
backs after long periods of decline, such as 
Moxie, Cheerwine or Vernor’s ginger ale, 
from Massachusetts, North Carolina and 
Detroit, respectively. 

There are now so many niche sodas 
available that Hamilton Rousseau, a one- 
time advertising and marketing man, has 
been able to make a living by operating a so- 
da-and-tobacco-only emporium called Ifs, 
Ands & Butts in an artsy neighbourhood of 





Spirits 
Grapes of wrath 


COGNAC 


HE protest which erupted in Cognac last 

September had all the hallmarks of the 
standard French peasant revolt against the 
reality of modern agro-economics. So did 
the reply. Within a week, the government 
had promised FFr6om ($10.5m) worth of 
grants, mostly to growers who agreed to 
move out of grape production. Nevertheless 
the event marked a watershed. 

Cognac is probably the second best- 
known town in France. For 300 years the 
chalk slopes leading down to the Charente 
river have produced the acid white wines 
which alone are suitable for the finest bran- 
dy. Distilled twice in small pot stills, the li- 
quor matures for up to 50 years in small oak 
casks resulting in a spirit of incomparable 
richness and delicacy. Cognac has been so 
successful that even after 10,000 hectares 
(25,000 acres) of vines have been uprooted 
in the past 15 years, vines still occupy 80,000 
hectares of the Cognac region—an area four- 
fifths the size of France’s largest vineyard, 
Bordeaux—and 18,000 growers still live to- 
tally or partially from the spirit. 

Until recently, most growers have been 
largely insulated from the market-place. 
They sold their grapes, wines or newly-dis- 
tilled spirit to four big companies: Hennessy, 
Martell, Rémy Martin and Courvoisier. Co- 
gnac has known bad times in the past—most 
obviously the 70 years after the phylloxera 
bug devastated the vineyard in the late 
1870s. But the community enjoyed unprece- 
dented prosperity after 1945. Then came a 
bad attack of hubris. The area under vines 
was increased just in time for demand to be 
hit by the first oil shock. Prosperity returned, 
but on a different and more unsustainable 
footing, when, in the 1980s and 1990s, the 
Japanese and the overseas Chinese (scat- 
tered from Singapore up to Thailand, Hong 
Kong and Taiwan) took to the best brandies 
in a big way. Life remained good, but the 
warning signs were already there. 

The Cognagais relied too heavily on 
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Dallas. There, and on the Internet, Mr Rous- 
seau sells 125 different varieties of soda, in- 
cluding 23 imports; by the end of the year, he 
plans to increase his selection to 200. But de- 
spite the resurgence of niche sodas, Ameri- 
ca’s top three soda companies—Coca-Cola, 
Pepsi-Cola and Dr Pepper/Seven Up (own- 
ed by Britain's Cadbury Schweppes) —still 
control 89% of the market, leaving the up- 
starts to carve out lilliputian slices of what's 
left. Then again, the persistent stranglehold 
of a few soda giants is exactly what's been 
driving some consumers to go out and seek 
something completely different. 


mystique. Unlike the purveyors of malt 
whisky, they defined the innumerable cate- 
gories—vs, vsop, Napoleon, Extra, xo and 
the like—only very vaguely by age. They 
were crippled in their battle against the Scots 
by the simple fact that wine, their raw mate- 
rial, cost up to 20 times the price of barley. 
They neglected their home market. And fi- 
nally they ignored the elementary rule that 
children rarely choose their parents’ drinks, 
which meant that the young Chinese, often 
educated in America, took to wine or beer, 
disdaining the bottle of cognac which had 
formed the centrepiece of their parents’ din- 
ing tables. 

The figures show what happened. In 
1998, sales in volume terms were down 9% to 
just over 110m bottles, the level of the early 
1970s. Thanks to the economic slump, as 
well as changing tastes, in East Asia, where 
the bulk of the more expensive categories 
was sold, their value fell by a quarter. Never- 
theless even in a time of disaster Cognac still 
helped the French balance of payments to 
the tune of FFr7.4 billion, scarcely a mark of 





a region in terminal decline. But in the short 
term the only bright spots were America and 
in France, where a campaign to promote co- 
gnac asa long drink (with tonic, which is not, 
unlike soda water or ginger ale, really a nat- 
ural accompaniment) raised sales for the 
second year running. In other traditional 
markets people stopped drinking spirits af- 
ter dinner. The only exception is Ireland 
where people believe that Hennessy, found- 
ed by a refugee Catholic in 1765, is as Irish a 
drink as Guinness. 

In the future, intermediate grades will 
suffer more than fine cognacs. In fact, sales 
of the very best cognacs are booming as 
drinkers think of a suitable way to toast the 
arrival of the millennium. And there is hope 
for a gradual return to the days when afinea 
l'eau (brandy and water) was the staple diet 
of France's more serious drinkers, though 
today it is likely to be a brandy and coke. 

But before any new balance is establish- 
ed the region is in for a rough time. Recent 
strains have finally broken the historic link 
between growers and merchants, who are 
also under enormous strain with one of the 
oldest, Hardy, going into liquidation. The 
growers are increasingly in debt. Permitted 
only to sell a third of their crop for distill- 
ation into cognac, they turn the rest—un- 
profitably—into industrial alcohol. 

In the past the growers blamed the au- 
thorities or the merchants, or both. But an 
increasing number accept that life has 
changed. Many have started to age, bottle 
and sell their brandies under their own 
names. Others have accepted the need to di- 
versify—although the sunflower, the first 
diversification crop, is no longer as profit- 
able as it was. 

But most growers agree with Gérard Ra- 
by, himself alsoa grower, who says “Iam ve- 
ry much a peasant, I will do anything to 
avoid uprooting my vines.” This means 
grafting other grape varieties on to the root- 
stock of his vines, the universal ugni blanc 
variety rarely produces a marketable table 
wine. Fortunately other varieties more 
in demand—notably the fragrant 
sauvignon blanc and the fruity black 
merlot—also do well in the Charentais. 
None of the resulting wines are entitled 
to be called aoc (appellation d'origine 
contrôlée) although many drinkers pre- 
fer to know the grape variety from 
which the wine is being made rather 
than where it came from. Mr Raby for 
one is confident that his wines will find 
a ready market. And this willingness 
marks a true revolution. Mr Raby is 
mayor of Segonzac, the little town 
which is at the heart of the Grande 
Champagne, the stretch of vines that 
produces unquestionably the greatest 
cognacs in the world. If he can accept 
the harsh reality of the market then 
there’s hope for the entire region. 
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Diaper movies 


Tommy and Dill 


HEN itcomes to toddlers and rv, par- 

ents just can’t win. First there was 
“Teletubbies”, about four brightly coloured 
infant aliens, and now there is “Rugrats”, 
about five terrifyingly precocious human 
babies (Tommy Pickles; his neighbours, Phil 
and Lil; his neurotic best friend, Chuckie; 
and his nasty cousin, Angelica). Though the 
“Rugrats” universe is the polar opposite of 
“Teletubbies”, it has proved equally popular 
among children—and equally controversial 
among their mums and dads. 

It’s not hard to see why. While “Teletub- 
bies” has been excoriated for being too sug- 
ar-coated, “Rugrats” is seen as too grown- 
up. The Teletubbies speak in baby talk; the 
Rugrats in adult malapropisms, methodi- 
cally exploding the myth of innocence. Par- 
ents fret that “Teletubbies” isn’t challenging 
their children but that the Rugrats’ kno- 
wingness may be overly knowing. Can a 
three-year-old and a thirtysomething share 
the same joke? Just consider the “Rugrats” 
film which opened in America in November 
and in Britain in time for Easter. 

The film tells the story of “Dill” Pickles, 
Tommy’s younger brother, who is born in 
Act L in Act H, he cries a lot and steals his 
brother’s toys. Fed up with the noise, smells 
and selfishness, the older Rugrats decide to 
trade the baby in. Conveniently, Tommy’s 
luckless inventor father has recently created 
a new toy, the “reptar” (a dragon go-cart) 
and the kids pilein. This leads to Act Il, vari- 
ous scary experiences in the woods with a 
river, a wolf and some escaped circus mon- 
keys, and the inevitable happy ending, It’s 
your basic adventure story—but there isn’t 
anything Disney about the dialogue. 

This includes Angelica informing Tom- 
my that when the new baby comes, it’s cur- 
tains for him as far as parental attention 
goes; an Ras tune, sung in the hospital's neo- 
natal unit, about the desire to return to the 
womb; and Tommy’s father and his brother, 
asuccessful banker, engaging in unremitting 
sibling rivalry. The “Rugrats” world isn’t 
idealised, by anyone’s standards, but it is fa- 
miliar, if disturbingly so. 

Which is, of course, the point. Interest- 
ingly, both “Teletubbies” and “Rugrats” got 
to where they are by similar means—study~ 
ing their target audience. The fact that they 
ended up with such different products has to 
do with the fact that those audiences are, re- 
spectively, pre- and post-verbal. At the 
“Rag Doll” store, for example, (Rag Doll be- 
ing the “Teletubbies” production company), 
staff are instructed to watch visiting children 
and pass on their observations to the makers 
of the show. This is the reason that the 
“sound trumpet”, a trumpet that emerges 
from the ground to make announcements, 
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exists; a saleswoman observed that children 
rarély take in two speakers simultaneously, 
but rush from one to the other to listen. Like- 
wise Angelica exists because, according to 
one programme creator, childhood is about 
dealing with bullies. In both cases, the result 
is programming that isn’t parent-friendly, 
but child-friendly. 

Very friendly. Powered by their pint- 
sized fans, “Teletubbies” made £500m 
($830m) last year in America alone, and the 
“Rugrats” film has pulled in $100m since its 
premiere last November. There are planned 
tie-ins with Heinz soups, Kp Skips, Burger 
King, Boots and Marks & Spencer, as well as 
seven new “Rugrats” books. Soon there will 
be no avoiding the fact that, whether parents 
like it or not, children don’t live on Sesame 
Street—or even in Mr Roger's neighbour- 
hood—anymore. 





















































It’s my turn now 


Mobster comedies 
A mafia capo 
and his shrink 


MERICA is a country full of passionate 
dissent, but on one thing there is agree- 
ment: that “The Sopranos”, an HBO mini- 
series about a depressed mobster who’s see- 
ing a shrink, is the best thing ever on televi- 
sion. Americans have been signing up for 
HBO in droves just to watch it. It’s gripping, 
it’s funny, it'sdeep—and, most extraordina- 
rily, it’s on cable. It is the best evidence yet 
thatcable, now that it is rich enough, can de- 
liver as good programming as broadcast ever 
could, if not better. 
“The Sopranos” tells the story of the two 
families—-the mob one and the real one—of 
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Tony Soprano, a second-ranking capo of the 
New Jersey mafia, and of their slow implo- 
sion. It is a sprawling, 19th-century novel of 
a drama; a tense thriller which builds to a 
fearful climax; and a psychological portrait 
of aman who doesn’t really want to be who 
he is, but can’t see a way of being different. 

The broadcast networks were. offered 
the script. Fox got some way towards devel- 
oping it and gave up, for which we must be 
grateful: it would never have been so good if 
it had been made for broadcast. Broadcast 
television lives by huge ratings. Each pro- 
gramme must please a lotof people a bit, and 
cannot afford to offend anybody. Cable, 
which makes its money through subscrip- 
tion, can live closer to the edge. It makes 
money if its programmes appeal toa smaller 
number of people intensely. 

“The Sopranos” is shot on location in 
New Jersey. The solid middle-classness of 
Tony’s homelife makes the audience feel he 
is the guy next door; the down-at-heel envi- 
ronment of his work shows the mafia as just 
another decaying industry. A broadcast net- 
work would have shot it on a Hollywood set. 
And it could not have cast the wonderful, 
but relatively unknown, James Gandolfini 
as Tony. The part would have gone to an A- 
list smoothie. 

There is more violence in it than could 
have been shown on broadcast. This is nec- 
essary. A key scene is between Tony and his 
teenage daughter, Meadow, whom he takes 
on a tour of prospective colleges. She asks 
him if he is in the mafia. He denies it, then is 
half-honest, and there is a great closeness. 
Then, while she is looking round one college, 
he murders a police informant he has spot- 
ted. She asks where he has been; he lies; she 
knows he is lying; the relationship fractures 
again. We need to see the murder to remem- 
ber just who heis. 

“The Sopranos” is not alone in putting 
the mob on the couch. A successful new 
Warner movie, “Analyze This”, pairs Robert 
de Niro as a mobster who has anxiety at- 
tacks with Billy Crystal as his psycho-bab- 
bling therapist. The director, Harold Ramis, 
who wrote “Animal House” and “Ghost- 
busters”, has packed this new farce with the 
sort of gag line at which Mr De Niro shines. 
“Will someone,” he shouts at one point, 
“please tell me what ‘closure’ means.” The 
film. slows towards the end but had made 
more than $50m at the box office less than 
three weeks. after release. Perhaps good 
things really do come in twos. 
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MOREOVER 
Guided tours 


English eccentrics 


HERE was this man whodreamt he died 

and went to heaven. It was everything he 
had hoped for and more: gourmet food, ele- 
gant wine, good company. When he awoke, 
he no longer feared death. Many years later 
he died, but this time when he got to heaven 
it was more like a dentist’s waiting room. 
Nothing to eat or drink, no music and, for 
entertainment, only superannuated copies 
of Hello. He went to God and complained. 
“Last time you were here,” God explained, 
“you were a tourist; now you're a resident.” 

This is the story with which one Lon- 
doner begins a guided tour of the city. He 
heard it from a Tel Aviv taxi driver who 
wanted to emphasise that living in Israel 
might not be as enjoyable as tourists be- 
lieved. In London the situation is reversed, 
this guide explains. It’s a wonderful place to 
live in; not necessarily so great for tourists. 

The guide once worked for the sac, and 
wrote several books on London. When he 
was considering a career change, it seemed 
sensible to approach David Tucker, founder 
of The Original London Walks, a specialist 
guided-tour company. So long as any walk 
devised by a would-be guide does not en- 
croach on those already in the business, Mr 
Tucker is happy to consider including it in 
his brochure. This particular guide came up 
with something called “Eccentric London”. 
He liked it because it was flexible, and also 
because the obscure information he hoped 
to impart could be culled from his battered 
collection of esoteric London books. He 
hoped he wouldn’t be caught out too often 
by the wandering smartalecs. 

Thus, apprehensive and shivering (his 
debut walk was in mid-winter), he told his 
first clutch of clients all about the clock atop 
Shell Mex House, the biggest clock in Lon- 
don, which those who work for the oil com- 
pany call “Big Benzine”, and the curious but 
observable fact that the statue of Sir Arthur 
Sullivan in Victoria Embankment Gardens 
always has pigeon droppings on its right 
temple. They seemed receptive and to be- 
lieve everything he said. He tested their cre- 
dulity further. Did they know, he enquired, 
that the word “twirp” comes from T.W. 
Earp, the sculptor who was responsible for 
the figures of Queen Eleanor at Charing 
Cross? Earp may have been an excellent 
sculptor but his private life, it seems, left 
much to be desired, the twirp. The walkers 
chuckled at this eccentricity, though the 
Scandinavians looked at each other in puz- 
zlement. Twirp? Twirp? 

It was Scandinavians too who chal- 
lenged him when he told them that the 
bronze plaques around Nelson’s Column 
represented examples of his famous victo- 
ries. They had been taught at school that the 
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Siege of Copenhagen represented a signal 
victory for the Danes. This raised discretion- 
ary questions in the tour guide’s mind. If 
there are Germans on the walk—and fre- 
quently there are—should one mention that 
the Baedeker raids on historic monuments 
during the Blitz left St Paul’s Cathedral vir- 
tually undamaged, or might they conclude 
that their countrymen were notjust vandals, 
but incompetent ones at that? What he 
needed were stories of vandalism among his 
own countrymen to keep the record bal- 


Show me the way 


anced. Fortunately, around the front of the 
second floor of what is now Zimbabwe 
House are a series of blatantly nude ana- 
tomical sculptures. These were commis- 
sioned from Jacob Epstein by the British 
Medical Association which built the place, 
but the perceived indecency of the statues 
caused such a furore that iconoclasts 
climbed up and knocked all their heads off. 
When this guide was planning his first walk, 
one of the questions he put to Mary Tucker 
(Mr Tucker’s wife is also a guide) was: what 
happens when it rains? 

“Itdoesn't,” she said. 

“But surely, Mary ... I mean ... in Lon- 
don?” 

“Well if it should,” Mary conceded, 
“you carry on just the same. But it doesn’t.” 

Mary was right. It doesn’t. Well, in the 
first two years it did just twice. Once was a 
foul November evening, bitterly cold and 


wet. Only one walker turned up for a pub 
walk. The guide felt it was absurd to offer 
him the full spiel, but he said no, he wanted 
to be treated just like any other group of 
walkers. On reaching the first pub, the guide 
offered to buy him a beer. No, he said, he 
didn’t drink. 

The guide introduced a quiz into his 
walk. If any of those present could identify 
an English word with six “I's” in it and no 
other vowel, they would get their money 
back. “Easy for me,” said a bespectacled 
American. “I happen to be a nuclear physi- 
cist, and the word is ‘indivisibility’.” 

The guide tries to ensure that his walkers 
(and he does feel proprietorial about them) 
enjoy their stay in the capital. He explains 
how to see the second half of a West End 
show for nothing. When hotel prices began 
going through the roof, he even told them 
that Brixton Prison occasionally offered a 
bed-and-breakfast service. 

Once when he showed them Goodwin's 
Court, a quaintly picturesque alleyway in 
the centre of the bustling West End, he ex- 
plained that rents and rates had risen so 
much that no real people could afford to live 
there anymore. At that moment, a window 
opened and a head poked out. 

“Tm real,” said the head. 

On another occasion, in the middle of 
Soho, when the guide was reassuring his 
flock that the days of gang warfare, of the 
Maltese and Cypriot protection rackets and 
the Silk Stocking Murders, were long since 
gone, a ramraider drove his truck through 
the plate-glass window ofa sex shop. 

“What was that all about?” he asked an 
attendant policeman. 

“Oh just a revenge killing,” the copper 
replied. 

So for two hours they come together. 
Visitors open their beaks wide for sustaining 
information and the guide pops in what he 
calls his dubious worms of erudition. 
Then—after a cream tea—they part, and if 
he has done his job well, his clients realise 
that this great city is no longer quite so stern 
and secretive, while he feels just a little less 
alone in it than he might have imagined. 

More than 200 yearsago, Dr Johnson fa- 
mously announced that whoever was tired 
of London was tired of life. The guide thinks 
not. It is quite easy, and especially on a wet 
and wretched November night, when the 
buses come in convoys or not at all, to be 
tired of London. But for a Londoner—espe- 
cially such a proud guide as this—to be tired 
of visitors to London, that would be a linger- 
ing kind of death. 


m 








| Correction 

| The American publisher of “The New Flower 
Expert” by D.G. Hessayon is Sterling, and not 
Pan Britannica as stated in our issue of March 
27th. 
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Jesus 


HE search for an historical Je- 

sus is a very human one. Bri- 
tain’s Prince Philip, not perhaps a 
particularly wild thinker, once 
mused that Jesus “might be de- 
scribed as an underprivileged, co- 
lonial, working-class victim of 
political and religious persecu- 
tion.” George Bernard Shaw ad- 
mired Jesus as a “political econo- 
mist”, presumably a reference to 
his successful feeding of some 
5,000 people with remarkably 
few provisions. 

Imagination adds colour to 
the reminiscences of Matthew, 
Mark, Luke and John, the four 
narrators of the Christian story, 
The Gospels are short and leave 
the reader seeking more, No crib is 
mentioned in the Gospels, but it is 
difficult to imagine a children’s 
nativity play without one. Little is 
said about Jesus’s boyhood, but 
there are mentions in Mark and 
Matthew that he had four broth- 
ers and at least two sisters, The 
description in John of Jesus’s pro- 
vision of wine at a wedding at Ca- 
na may indicate that Jesus him- 
self was married, as indeed most 
Jewish men would have been by 
the time they were in their 30s. 

Such speculation has provid- 
ed the material for hundreds of 





estine? John’s account suggests 
nearly three years, but Mark’s 
covers only 50 days. When was 
Jesus born? Not, it seems, in year 
one, the formal start to the Chris- 
tian era, as determined in the 
sixth century. There is a reference 
in Matthew to Jesus living in the 
time of Herod, who died in 4 8c. 
It seems the second millennium 
commemorating Jesus’s birth 
passed several years ago, without 
fuss. 

Anyone writing about the 
mortal life of Jesus tends to use 
the cop-out words “seems” and 
“probably”. How should Mary 
Magdalene’s gospel be viewed? In 
it she sees herself as a disciple in 
the otherwise all-male band of 
followers. There is Thomas's gos- 
pel, short and sharp, which 
claims to record Jesus’s sayings, 
but has no narration. And there is 
the mysterious “Q” gospel. This is 
believed by some to have been 
plagiarised by Matthew and 
Luke, but later lost or destroyed. 
Enthusiasts are trying to recon- 
struct it. There are a few other 
sources. Flavius Josephus, a first- 
century historian, and not a 
Christian, has a reference to Jesus 
in one of his books. Tacitus also 
mentions him, Such sources pro- 





books, plays and films, of doubt- 
ful veracity, but which have done 
no harm to the progress of Chris- 
tianity. Purists, though, tend to go 
back to the Gospels with their 
spare story. They tell of a wandering preacher who performed 
miracles, got into trouble with the authorities, was put to death 
but physically left his grave and went to heaven. Jesus's teachings 
and his practical demonstration that there is life after death led his 
followers to believe that he was the long-awaited Christ (anointed 
one) sent by God to redeem the world. Jesus’s words are what 
matter. And such elegant and powerful words: those translated 
into English by William Tyndale (who went to the stake for his 
presumption). “In the beginning was the Word...” No wonder 
congregations get to their feet for John’s text. 


The millennium question 


In Jesus’s name the greatest art has been created and the greatest 
wars have been fought. Christianity has become by far the 
world’s largest religion, claiming 1.9 billion adherents. A few cen- 
turies ago the author of an article raising questions about the Gos- 
pels risked being called a heretic and, like Tyndale, sent to the 
stake. Yet many of the clever scholars who had chosen the church 
for their career must privately have pondered over inconsistencies 
in the texts. The way Jesus talks in John is quite different from the 
accounts in the other three Gospels. How accurate was the report- 
ing? For how long in fact did Jesus preach in the villages of Pal- 


Jesus, the founder of Christianity, died 
about 2,000 years ago, in his mid-30s 





vide unbiased, near contempo~ 
rary, indications that Jesus ac- 
tually existed. 

Bishop Irenaenus of Lyon 
sought to keep things simple in 
180 when he and a group of clerics restricted the texts used for 
worship to the four Gospels that have since become so familiar. 
Although they vary in detail, all tell essentially the same story, of 
the life, death and resurrection of Jesus. They became the 
preacher's essential aid in spreading the Christian belief: that Je- 
sus was God incarnate. Christianity was not yet the religion of 
Rome, and many people were reluctant to be wooed away from 
the old gods, such as Jupiter, and his jolly companions Venus and 
Bacchus. 

The uncompromising Christian message of love, humility 
and charity is at variance with common human behaviour. Yet 
nearly two billion people unblushingly call themselves Chris- 
tian, happily breaking almost every commandment should the 
occasion arise, serving Mammon and goodness knows who else. 
Christian churches may now require only one sincere affirma- 
tion: that you believe Jesus rose from the dead. “No resurrection, 
no Christianity,” summed up Michael Ramsey, a former arch- 
bishop of Canterbury. “Christ is risen,” remains the ancient sal- 
utation at Easter, even for the most liberal Christians who cover 
any doubts about life after death by arguing that the festival is es- 
sentially a symbol of renewal. For the obituarist, it would seem 
that Jesus, in his older years, has grown more tolerant. 


| 
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Harvard Institute for International 


Development 


August 8 - August 28, 1999 
Cambridge, Massachusetts, USA 
A three-week intensive training program for professionals 
working in the area of micro enterprise finance, and 

commercial banking for small and medium sized businesses 
Topics include (but not limited to): 
* Financial Statements Analysis 
* Monitoring Loans & Managing Arrears 
* Designing Credit & Savings Instruments 
* Management Information Systems 


* Guarantee Funds 
* Credit Scoring 


* Financing Start-Up Businesses 


* Venture Capital 


for more information, contact: 
Dr. Hatice P. Jenkins, FIPED 
Harvard Institute for international Development 
14 Story Street, Cambridge, MA 02138, USA 


Tel: 617-495-4511 Fax: 617-495-1239 E-Mail: filped@hiid.harvard.edu 


oS 


The Lester B. Pearson 
Canadian Intemational Peacekeeping 
‘Training Centre 


412 to 23 April, 1999 


INTERDISCIPLINARY 
CO-OPERATION: 
The New Peacekeeping 
Partnership in Action 


A course examining the many 
peacekeeping partners, their 
roles and means of co- 
operation. 


3 to 14 May, 1999 


“AS Pass On The Seas...” 
The Maritime Dimension of 
Peacekeeping 


This course is to provide 
participants with an in-depth 
understanding of the theory, 
issues and techniques of 
maritime operations as they 
apply to modern peacekeeping. 


Le centre canadien international 
Lester B. Pearson pour la 
formation en matntien de la pate 


12 April to 7 May, 1999 


The Advanced Course: 
Issues in Modern 
Peacekeeping 

An in depth study of the 
foundations and operational 
aspects of modern peace- 
keeping which includes an 
excursion to the United Nations 
at New York and mission in 
Haiti. 


10 to 21 May, 1999 


“To Secure The Peace” 
Civil-Military Co-operation in Modern 
Peacekeeping 

This course aims to prepare 
officers and senior non- 
commissioned members of the 
Canadian Forces to fill positions 
in civil-military operations 
command and staff positions 
on modern peacekeeping 
missions. 


For further course information, contact: 


ark, PO Box 100 
t Nova Scotia 
Bos TEO 


Clementsp 
Canada 


folephone: (902) 638-8611 ext. 109 
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WORLD 
BANK 
INSTITUTE 


presents an advanced course on 


Building Knowledge and Expertise 
in Infrastructure Finance 


Course Objective 
To provide systematic coverage 
on how infrastructure projects 
are analyzed, appraised, 
managed, and financed 


Sector Coverage 
Power and transport 


Topic Coverage 


Concepts, techniques, and relevant 
case studies in project selection, risk 
mitigation through derivatives 
(swaps, forwards), contract design, 
concession award, international 
financing opportunities, sensitivity 
analysis, Monte Carlo simulation 
techniques, and public policy issues 
in infrastructure project finance 


| Faculty 


Professors from leading business 
schools, World Bank Group staff, and 
industry experts and practitioners 


ay 


Audience 
Government officials, private 
executives, and financiers dealing 
directly with infrastructure 
financing and development 


Teaching Method 
A combination of lectures, 
computer simulations, hands-on 
case studies, and group 
discussions. The course will be 
conducted in English. 


Date and Location 
7-18 June 1999, Washington, D.C, 


Deadline for Application 
28 April 1999 





For more information, please contact 
Ms, Sevil Etili via email 
at setili@worldbank.org, 
or via fax at + 7-202-334-8350, 


Extend your global reach 


MBA 


© AMBA Accredited Degree. 


e An intensive nine month bilingual program (French/English). 


e The leading school in Political Science and Economics, 
founded in 1871. 


© A distinguished international faculty. 


@ An urban campus in the heart of Paris. 


e Next Information Session : Thursday 8" April 1999 
at 6.30 p.m. in our premises in Paris. 


174, Bd Saint-G 


nip: 


75006 PARIS - FRANCE - Tel. : 00 33 145 448 
www. sciences-po.fr - E-Mail : mb: 


-Fax 0033 1 45 44 88 92 


lences-po.tr 
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COURSES 


Templeton 


The Oxford 
Advanced 
Management 
Programme 


20 June — 18 July 1999 


Please send details of 


The Oxford Advanced Management Programme 


Return to 

Caroline Lomas, Templeton College 

University of Oxford 

Oxford 0X1 5NY, England 

Tel +44 (0)1865 422771 Fax +44 (0)1865 422501 
Email amp@templeton.oxford.ac.uk 
www.templeton.ox.ac.uk 
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Name 


Address 


Tel 


Fax 


Email 


a 
a 

` ` 
A$: Dr: 


Presents a global overview of the 
business enterprise and its strategic 
challenges. This programme at 
Templeton provides a unique 
opportunity to stand back and pursue 
your own learning agenda, assisted by 
a world class team of individual tutors 
and in the company of some of the 
most international and high calibre 


senior executives. 
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‘COURSES 





MONTICELLO UNIVERSITY 


Masters in Finance 


London Business School’s Masters in Finance is a 












—nmmemannnmennnnneennmenm BACHELORS > MASTERS «© PH.D. 
America’s 
Preferred + No classroom attendance « Distance learning. 

; + Distinguished faculty « Accelerated degree programs 
Distance * Credit for work exaerlence . Students from $6 
Learning countries and 30 states in the USA. 

M Washington International University 

: à P.O. Box 1138, Bryn Mawr, PA 19010-USA 

(mainly evening) attendance at the School. TERMS aS Fax:610-527-1008 - €-mali: washuniv@aop.net, 


specialist programme designed for people pursuing a 







successful career in finance. It can be completed in 






one year of full-time study or two years of part-time 






The Masters in Finance is rigorous, practical and 






career oriented, and is taught by the School’s 










internationally renowned finance faculty. To find out 







s Your education, any time, any where 
High quality program 

Affordable & cost effective 

*Badchdor, MBA and Ph.D. in Business 
eLive student-faculty videoconferencing 







more, come to an information session: 





Tel: (714) 816-0366 
Fax: (714) 816-0367 









10542 Calle Lee Suite 102 
Los Alamitos, CA 90720 






Email: registration@tovurouniversity.edu 
Web Site: www.tourouniversity.edu 











The Department of Economics at Essex offers a large and varied range of 
opportunities for study at the postgraduate level. It has consistently been 
rated grade 5 in the Research Assessment Exercise and has a strong 

commitment to postgraduate education and training. i | 


The MSc Programme includes the following areas of specialisation: 


MSc in Economics | 
| MSc in International Economics 

MSc In Financial and Business Economics 
MSc in Accounting and Financial Economics 
MSc in Financial Economics and Econometrics 
MSc in Economics and Econometrics 

MSc in Applied Economics and Data Analysis 








Information about our MBA and Sloan Masters in Management 
will also be available at all sessions. 


For further information contact: The Finance Programmes Information 
Office, London Business School, Sussex Place, Regent's Park, 
London NW1 4SA, UK. Telephone: +44 (0)171 706 6840 

Fax: +44 (0)174: 723 1788 

emall: mifinfo@ibs.ac.uk Web site: www.lbs.ac.uk 


Please send me information on the Masters in Finance: |__/full-time | }part-time 
MBA: |__/ful-time (_/part-time Stoan Masters in Management 







The Department also offers one-year Postgraduate Diplomas leading on 
to study at the MSc level. 






$ 

t 
PhD in Economics | 
Opportunities to undertake research for a Doctorate are available for | 
students with an MSc or equivalent. Areas of special expertise include: | 
economic theory, labour economics, public economics, trade and 
development, and econometrics. Teaching assistantships and bursaries | 
are available to outstanding applicants. | 
| 

| 

i 









EC2.4.99 











For further details, please contact: Graduate Secretary, 
Department of Economics, University of Essex, Wivenhoe Park, 


London | Colchester C04 3SQ, UK 
par errvorerrrr rrr Telephone: +44 (0)1206 872726; Facsimile: +44 (0)1206 872724; 


B usi ness | E-mail: juner@essex.ac.uk; 














URL: hitp://www.essex.ac.uk/economice/ 
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School 


tosssseoosevesesosose 















London Business Schoo! exists to advance learning and research in business and management 
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UNIVERSITY DEGREE 


For Life, Academic & Work Experience 


Degrees for people who want to be more effective 
and secure in their jobs or professions. 


Earn your BACHELOR'S, MASTER'S or DOCTORATE degree by 
Match your utilizing your lH a als experience, aac Soe eae are 
given for your: ary, cOMpaly ing, usti 
position with a | Courses, seminars and business pies $ 
togal degree We accept college credits no matter when taken. 


and Our graduates are recognized for their achievements in business and 


transcripts industry. We will assist you in completing your degree requirements 
at your own pace through home study. 


"As you know Send/ax detailed resume for a NO COST evaluation. 


pee ig Pacific Western University 

GH ihe Hes 1210 Auahi Street, Dept 137, Honolulu, HÌ 96814-4922 

teacher... But 14808) 597-1909 

degrees open CALL: (800) 423-3244 ext. 137 UK: O800-960-413 
doors. Fax: (310) 471-6456 E-Mail: admissions@pwu.com 


htto:/Avww.pwu-hi.edu 


London Hotel School offers the 
opportunity to qualify to work in : 
the worid's biggest & fastest ds 
growing epee ee, Choose from London Hotel School 
5 UK & USA accredited hospitality * Hospitality General 
Diploma courses of 12 theory units Management 

which you can start any month, + Human Resources 


er 


followed by a one year paid * Hospitality Fi 
internship in a London hotel. i R pend where 


L.H.S. the management fast track. , Hospitality & Tourism 


a brochure } 


University College Dublin 


An Coláiste Ollscoile Baile Atha Cliath 





Master's Degree in European Economic 
and Public Affairs 


This interdisciplinary programme focuses on the economic, 
business, legal and political aspects of European integration and 
the European Union. The disciplines involved in. the programme 
are Economics, Business Studies, Law and Political Science. 
Students take courses in all four disciplines and write a 15,000 
word dissertation. The programme also includes extended study 
visits to Brussels and to Florence. 


Master's Degree in European Studies 


This:is a broadly based interdisciplinary programme of European 
Studies, including Geography, History, History of Art, Library and 
Information Studies, Sociology, and Modem European Languages, 
as well as Economics and Politics, Students take four courses 
and a modern European language and write a 15,000 word 
dissertation. 


For further information and application forms relating to these 
two courses, contact: Dolores Burke, Centre for European 
Economic and Public Affairs, University College Dublin, 
Belfield, Dublin 4, ireland. Telephone: (353 1) 706 7634, 
Fax: (353 1) 269 2589. Email: dolores.burke@ucd.ie 


Website Address: www.ucd.ie/~ceepa 
University College Dublin - National University of Ireland, Dublin 



















ones 


EUROPEAN 
CENTRE FOR 

PUBLIC AFFAIRS 

BRUSSELS” 


Your fast track to Brussels 




































Working with the EU 


* ideal for these needing immediate 
pr cal insights inte bow Europe 
works and how best to work Europe. 





ed to action - with detailed guidance 
examples on how to lobby, manage 
rporate publie affairs arid tender most 
y within the BU. 













A Dip TEFL, MBA or PhO by distance leamingfife experience! 
honorary award fram $400, impossible? Leam about 1,600+ 
nontraditional universities worldwide (including many widely 
auivoriised). Atleast one afers a § yew unconditional refund 
guarantee if your status and carser pmspects de not impr! 


essential information, 
Email 2@kimba.net 
Fax 1662 634 7565 Quote Dept: 2. Give street address 
473/3 Surawong Ri (Block 121), Bangkok, 10600 


NO CLASSROOM ATTENDANCE. 
SEND/FAX VOURORESUME FOR 
A EREE a 


6400 UPTOWN BLVD NE + SUITE 396-W 
Dept.34 ' ALBUQ., HM S7110-USA 
A 1-505-889-2711 


MBA by Distance Learning. Bachelors 
not always required. Additional 
international faculty needed. 

370 Anchor Drive Ste. 250, Dakota: Dunes 
SD 57049 U5, Phone: 605-232-6039 
Fax: 605-232-6011 ec@distancemba.com 


www.distancemba.com 
BUSINESS 
OPPORTUNITY 


Financing Worldwide from $10 mill. 
To $5 bill. & up. 712% 
Acquisitions Mortgage Corporation 


215-343-9180, Fax 215-343-5969 
3146 Bristol Rd. Warrington, 
PA, USA 18976 
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Institutional Relations and Public Affairs 





7-Day Intensive Programme 
3 alternative weeks in 1999 
July 11-17 * Oct 17-23 + Nov 28-Dec 4 






CREDIT FOR WORK EXPERIENCE, | 

























25 sessions: lectures, 








me 





çials and practitioners. 
* Personal, power-assisted caaching 
through group work projects. 





y it is to become a Certified: 
Consultant (CPC) in your 
own field, Write for free catalogue. 


The Consultants Institute 
30466 Prince William Street, Prindess Anime | 
4885 
institute. com 


NISH 
ised 


el, 15, 28000 Madrid (Spain) 
BOG.) Fax: 494.914.015.084) 
E-naisinio@ wliseda.com 


[www.a 





International Careers! 


Kennedy’s 
International Directory 
of Executive Recruiters 


2,508 recruiters in 59 countries, indexed by 
functions, industries, key principals and more. 
676 pages, US$149 (+shipping). 


Call +1 603.586.3101 or Fax +1 603.586.6401 
Emal; bookstore@kennedyinfo.com 
Web: www.kennedyinfo.com 


















4 KENNEDY INFORMATION 
One Kennedy Place, Route 12 South 
em Fitzwilliam, NH 03447 USA 
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SENIOR HEALTH & POPULATION 
ADVISER (post 1) 


(SOUTHERN AFRICA) 


HEALTH & POPULATION ADVISERS 
(POSTS 2 + 3) 
(Lavin AMERICA/CARIBBEAN/ATLANTIC AND TANZANIA) 


Opportunities now exist for three advisers to ensure our health and population strategies are developed and implemented in (i) Southern 
Africa (ii) Tanzania and (iii) Latin America, the Caribbean and St Helena. (This last post is London-based). 

Health and Population strategies emphasise the need for national health systems to respond to priority health needs of poor people. In 
particular, there is a need to encourage improvements in sexual, reproductive and maternal health, improvements in child health, reductions 
in suffering due to debilitating ill-health from communicable diseases such as malaria, and improved health through better access to clean 
water and better sanitation, 

You can expect to be working as a member of an inter-disciplinary team on a range of issues, including: strategy, project planning and 
management, the implementation of processes of change and the tactics of providing advice in complex organisational environments. Your 
remit will include the following tasks: building relationships with the national and local authorities within the region or country; understanding 
the health issues that affect poor people; ensuring that high quality advice is given to DFID programme managers on ways to help countries 
tackle priority health problems; recruiting DFID-funded personnel to provide advice on the identification, appraisal, monitoring, and evaluation 
of programmes at country and regional level; supervising the work of DFID's health and population field managers; and co-ordinating with 
other health programmes in the region or country to ensure common goals are achieved, 

QUALIFICATIONS 

Wide, practical experience of international health and population issues is essential, including experience gained in poorer countries, preferably 
within a government or international agency. In addition, a‘ relevant qualification (eg. A Masters degree or equivalent in Public Health: and/or 
Heath Economics) is required, backed up by an understanding: of the economic, social and institutional aspects of health development in 
poor countries, Personal qualities should include excellent oral and written communication skills, team-working and other inter-personal skills, 
and managerial experience. Applicants will need to be able to liaise effectively with a wide range of organisations, to build consensus where 
it may not exist, and to work in pursuit of the International Development goals. for the Latin America/Canbbean/Atlantic post, you should 
have a working knowledge of Spanish and/or Portuguese. 

TERMS OF APPOINTMENT 

The appointment will either be on Home Civil Service or Corps of Specialists terms and initially for a period of 3 years, with the possibility 
of extension or redeployment within the cadre, The locations for the posts are: Southern Africa - Pretoria, Tanzania - Dar es Salaam, The 
Latin America and Carnbean post is London-based. 

For the Advisers’ Post salary will be in the range £30,000 - £40,000 and for the Senior Adviser in the range £35,000 - £45,000 depending 
on qualifications and past experience. A relocation allowance could be payable and the Southern Africa and Tanzanian posts have a range 
of overseas allowances. 

Candidates should be.either nationals of Member States of the European Economic Area (EEA), or Commonwealth citizens who have an 
established right of abode and the right to work in the United Kingdom. 

Candidates short listed for any of these posts, will be required to attend an assessment centre in London. 

Closing date for completed applications: 30th April 1999. 


Department for 
' International 
Development 
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APPOINTMENTS 


Enterprise plc is one of Europe's leading management services 
companies. The company delivers a comprehensive range of 
management and consultancy services across a broad spectrum 
that includes regeneration, economic research, social policy, 
enterprise development, innovation and technology: 
management, environmental services and careers development. 
As part of its ambitious expansion plans, the company is looking 
to recruit a number of professionals within the Regional 
Development Division. 


| Head of Regional Policy 7 v 


<c £40,000 


The successful candidate will manage the design, development, promotion 
and delivery of products and services in the field of regional policy, 
principally in the UK and the European Union, but also internationally, 
The role involves the management of a team of specialist staff and 
supervising on-going research into regional policy issues and trends in 
the UK and Europe. 


Candidates must have a thorough knowledge of regional policy issues and 
be familiar with the main institutions and government agencies involved 
in the sector, Strong leadership and management are essential as are skills 
in strategic and business planning, monitoring and evaluation. Additionally, 
they must have operational experience in a commercial consultancy 
environment with UK and international donor agencies. 


| Applications, in writing, should be addressed to 
-Barbara Edwards, Personnel Manager, * 
enterprise 


Enterprise plc, Enterprise House, 
“17 Ribblesdale Place Preston PR1 3NA. 

< ‘The closing date for applications is Monday 12 April 1999. = 
Enterprise plc is an equal opportunities employer. 





i To continue the 
development of 
our activities 
and following 
our recent 
EQUIS 
accreditation, 

; we are opening 
i 5 new 


aed inet >» Faculty 
Positions in the areas of 
Management Control, 


Finance, 
Organisational Behaviour 


H 





Yo have a relevant PhD, significant teaching experience 
at both undergraduate and graduate levels, and 
international recognition for your research publications. 


Please send a full CMV, cover letter, photo and references to : 
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United Nations Development Programme 
Sustainable human development 


PROJECT MANAGER 


FOR COMBATING TRAFFICKING 
IN WOMEN AND CHILDREN 
IN THE MEKONG SUB-REGION 
Bangkok, Thailand 
The UN system in the Mekong Sub-region (Cambodia, China, Lao 
PDR, Myanmar, Thailand and Vietnam), in partnership with 
governments, non-governmental and community-based organizations, 
will seek to reduce the trafficking in women and children in these. 
countries and address the problems related to trafficking by facilitating 
the coordination of local, national and sub-regional level activities. To 
this end, a project (RAS/98/HO1) will reinforce and develop new 
national and sub-regional dialogue, action, and mutual support systems; 
support and develop locally-initiated, innovative approaches to 
prevention, protection, recovery and reintegration; and increase 
national capacities and sub-regional cooperation in strengthening 
laws and policies against trafficking-particularly against perpetrators. 


UNDP, as the lead agency, seeks a highly qualified candidate to 
manage this UN inter-agency project. The Project Manager will 
be diredtly responsible for managing and coordinating the 
implementation of project activities on the sub-regional level and 
providing substantive support in planning and implementing national 
level activities in each of the participating countries. She/he will be 
guided by the policies and directions to be set out by a Project Steering 
Committee. 





Qualifications: 


* Post-graduate degree, preferably at the doctoral level, in a relevant 
social science discipline or law with substantial experience in 
addressing women's and children's issues and concerns 

* At least 3 years operational experience, with established networks, 
in addressing the preblem of trafficking in women and children.in 
the sub-region; having lived in the sub-region for an extended 
period of time would be an advantage 

* At least 3 years experience in project coordination. and 
implementation on a (sub) regional level f 

* At least 5 years experience, preferably at the managerial level, in 
working with the UN system and/or its agencies, other international 
organizations, governments, and NGOs 

* Fluency in oral and written English, knowledge of one or more 

languages of the sub-region would be an advantage 

Professional drafting and communication skills 

Experience in public relations, including acting as liaison with media 

Relevant experience in working in a multicultural environment 

Familiarity with Windows-based computer applications 


%* * 8 E. 


Women and candidates from the sub-region are strongly 
encouraged to apply. Please send detailed resume, 

in English, referencing RAS/98/HO1, to: 

Mr. Vishwa Khanna, 

Deputy Resident Representative (Operations), 

GPO Box 618, Bangkok 10501; Fax: (66-2) 280 0556. 


Applications for this position must be received by 16 April 1999, 
Acknowledgement will be sent only to short-listed candidates, 
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JOB HUNTING INTERNATIONALLY? 


Executive earning $50K-500K+. Career searching into, within or out of 


Asia/Europe/U.S.? A new position is closer than you think! Free info. 
mee co.uk 
FATH 


Fp %, Fax: 
TE (662) z Res S (662) 
+ 


ae 2674685 KY 2674688 Tape ec? 


© INTERNATIONAL CENTRE FOR DIARRHOEAL 
DISEASE RESEARCH, BANGLADESH (ICDDR,B) 


ee VACANCY 

ICDDR,B is a non-profit international medical research organization situated in 
Dhaka,.Bangladesh. ICDDR,B's activities include research and training in 
diarrhoeal disease and related subjects of nutrition and population, It also aims to 
develop improved health programmes in developing countries and is involved in 
major demographic surveys. The ICDDR,B: Centre for Health and Population 
Research is a leading international research centre for population studies, 
reproductive and sexual health, and child survival. Training is among the 
-Centre's highest priorities. 

HEAD 


TRAINING & EDUCATION DEPARTMENT 
Pay Level: P4 (UN/WHO) 


The Centre, through this announcement, seeks a Head for its Training & 
Education Department (TED). 


Duties/Functions 

Reporting to the Director, the Head, TED, in close collaboration with the Division 
Directors and other senior scientific and management staff of the Centre, and 
with other relevant. organizations and academia will 1) initiate, develop, 
implement and assess both short and long term national and international 
training courses on health and population conducted by the TED; 2) be 
responsible for leading the strategic planning for the Centre’s training programme 
as wall as the growth and development of the TED; 3) direct the Centre's 
activities in the course development and coordination of variety of national and 
international courses as well as the Centre's national and international clinical 
and research fellowships; 4) manage the human, physical and financial 
resources of the TED which includes the supervision of the activities of the 
ICDDR,B dissemination and information services centre comprising, among 
other activities, the most comprehensive health and population studies library in 
the region; 5) encourage and support the professional growth of the staff, and 6) 
maintain international standards of achievement and excellence. 


Qualifications & Experience 

A-PhD in educational technology or MD/PHD in health/scientific discipline with 
relevant expertise in both areas and proven skills in training pedagogy. At least 
10 years. of professional experience is a requirement and some administrative 
experience an advantage. 


The position ideally requires a record of effective interaction with donors and 
various training and educational institutions. Candidates must have worked with 
cross-cultural participants from both developed and developing countries and 
must have proficiency in English and possess excellent communication, writing 
and interpersonal! skills. 


The initial appointment is for three years with possibility of extension by mutual 
agreement. 


Applications should be sent with a covering letter and a comprehensive 
curriculum vitae, together with the names, addresses and contact numbers 
(telephone, fax and e-mail) of three referees to Wahabuzzaman Ahmed, Chief 
Personnel Officer, ICDDR,B, GPO Box-128, Dhaka-1000, Bangladesh (Fax 880- 
2-883116, email: wzaman@icddrb.org) preferably within six weeks of this 
announcement. 


This vacancy is open to applicants of EITHER SEX. 
Applications from WOMEN are encouraged. 





BUSINESS OPPORTUNITIES 


E-mail: cpasia@bkk.loxinfo.co.th 













ax Planning 





The Nordic Africa Institute 


Uppeala, Sweden 
VEDEN EEEREN ANNAN 


Invites applications for the position of 


Research Director 





For further information, and application forms, see our 
website http://www.nal.uu.se or contact the Institute on 
address: The Nordic Africa Institute, P O Box 1703, 
SE-751 47 UPPSALA, SWEDEN. Fax: +46-18-69 56 29 





ECONOMIC/INDUSTRY ANALYST 


Metal Bulletin Research Ltd (MBR) is one of the leading suppliers of 
economic research and consultancy services to the metals and mining 
industry. Due to ongoing expansion, MBR is looking to recruit a recent 
graduate to join the team. The ideal candidate. will. possess an 
economics degree and have excellent analytical and.written skills. 
Language skills are also desirable given that overseas travel is required. 
More experienced candidates with relevant experience will also be 
considered, as will those with knowledge of the metals/mining industry. 
A competitive salary and benefits package are offered, and there are 
excellent promotion prospects for the right person. Candidates must 


have the right to work in the EU. 


Please send your c.v, to: Research Director, MBR Ltd 
METAL BULLETIN RESEARCH 















16 Lower Marsh, London SE1 7RJ 
Email: nbuxton@metalbulletin.pic.uk 
Web site: www.metalbulletin.co.uk 








UNOPS & 


The United Nations Office for Project Services (UNOPS), Executing Agency for the 
United Nations Development Programme (UNDP) project - Capacity Building of the 
Organization for African Unity, (QAU) Mechanism for Conflict Prevention, 
Management and Resolution (CPMR), invites qualified persons for posts of 
Information Analyst (IA), 


Duties & Responsibilities: Within the CMD and under the direct supervision of the 
Project Director, the LA will be responsible for, among others: 

a) enhancing the research and analytical capacity of the OAU - (CMD), t) analyzing, 
information and providing early-warning of potential conflicts if Africa. ¢) preparing: 
analysis of strategic options for the prevention and management of conflicts before 
crisis erupts. d) supporting dissemination of information on the OAU mechanism for 
CPMR e) training the CMD staff, 

Academic & Professional requirements: Advanced degree in Social Sciences, 
preferably PhD in International Relations or Strategic Studies. 7 to 10 years experience. 
Good knowledge of a) all aspects of Social Science Research including: methodologies 
for data collection and analysis, b) Excellent computer skills including LAN, Internet & 
www. 


Salary:.P4 level or equivalent. Duration: One year - available immediately. 

Duty Station: OAU headquarters - Conflict Management Division (CMD), Addis 
Ababa, Ethiopia 

Language: Proficiency in English (working knowledge of French a plus) 

Closing date: one month after publication of this ad. 


Candidates should submit a detailed CV to: 


Mrs Haji-Mohamud, UNOPS, Rm.DN 1590, 
220 E 42nd St, N.Y, N.Y 10017, USA, Ref: RAP/97/028 
Fax, 212-906-6963 


HONG KONG: 
Tek +852 2542 1177 

Fax: +852 2545 0550 
hk@sovereigngroup.com 
UNITED. KINGDOM: 

Tel: +44 (0) 700059 60 61 
Fax: #4410700089 99 00 
uk@sovereignigroup.com 
UNITED STATES OF AMERICA: 
Tek, #1757 363-9669 

Fax: +1757 363 9668 


Trusts 








ERNST ee a SEN QUALITY SERVICE - REASONABLE COST | ra E aap cons 
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Finacial OWENT ena Proactive Opportunity 
or 








lat apii ey "anor allen 

40 years of Corporate, Public and Priv 
goieprencadal experience. 
emtive financial solutions. 






Start up IPOs and 
Contmmnieate t0: 












2ND PASSPORTS, DRIVER’S 
LICENCES, DEGREES, BANK 
“s, CAMOUFLAGE PASSPORTS. 
i GMC 

Fax +3120-5241407 





IMMIGRATE TO CANADA 
“We Can Help” 


25 Years Experience in Immigration Matters 
The Jaw diem of Semjon & Peterson 


Conch in in setting up ‘9 ft, 

Cote eee hye ee AE 
We provide confidential 
2 pyra ea 

a 
3511 Strasse Rd, #10540 DE USA T900 
eet a E Ea 

Emanik compCrehag.com © tutermet: hiip://akog.com 


PARTNERS SOUGHT for 


altavantage.com 
ukvantage.com 
hiremeonline.com 
lildudes.com 
James McDonald #104 11817 123s. 
Edmonton AB. Canada T 5L OG7 


CANADA IMMIGRATION l 
















U.S. Bank Account 
Opening Service 


CALL ANYTIME Tel: 1.800.423.2993 
(toll free) or +302.996.5819 
Fax: 1.800.423.0423 (USA/Canada only} 
or Fax; +302.996.5818 
E-mail: inc_info@delbusinc.com 
internet: http://www.delbusinc.com 
Delaware pus aperat ine. 


DISCOUNT LONG DISTANCE. 



































CHOOSE FROM A SELECTION OF BEAUTIFULLY 
APPOINTED STUDIO AND ONE BEDROOM 
APARTMENTS IN KNIGHTSBRIDGE 
ALL FULLY EQUIPPED WITH MODERN FACILITIES 


42 OVINGTON SQUARE 

KNIGHTSBRIDGE SWHILE 
TEL: 071-401 S466 FAX: (174-584 2912 
E-Mail: info@tondonsuites.com 





Web Site: www. CONTE 
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OFFSHORE 
COMMERCIAL BANK 
with established correspondent 
relationship, Class A license. 
Management available. 
IMMEDIATE DELIVERY. US $ 45,000 
Tel: 403-233-8488 
Fax: 403-233-8988 


NEW AUTHORS 
Publish Your Work 


Fiction, Non-fiction, Biography, 
Religious, Poetry, Children’s 





werte or geet your thanvecript to: 
MINERVA PRESS 


918-9317 REGENT STABET, LONDON WIR 7YB, ENGLAND 
www. minerva- pres 00 uk 





START YOUR OWN 
IMPORT/EXPORT AGENCY 
No capital or exp, req. No risk, Work 

from home. Part/Full time. Help Desk. 

© Established 1946, Clients in 120 countries. 
r Free Booklet. 

a WADE WORLD TRADE 

L Dept 2024 50 Burnhill Road 

i Beckenham Kent BRI 3LA 

' Tat. +44 (0) 187 650 0186 (24hrs) 

Fax: +44 (0) 184 663 3212 
‘ http./www.wadetrade.com 
hom w m ee) 


ane eee ee mmn 





APARTMEN’ 


Iver y our 
family’s history 
Debrett’s ancestry gees back over 
200 years. Now etus trace yours! 
SEND FOR OUR EREE INFORMATION PACK 


Debratt Ancestry Research itd, Dept. EN, PO, Box 7, 
Alresford, Hants, UK, 8024 VEN, Tels (M1962 752676 
Fans) 1982 734040 bhipviwwwdebrettancestry.demon.ce gk 


PAY ONLY 20% TAX IN THE UK 


UK Accountants & Tax Specialists 
Will set up your UK company, deal with 
AIL UK VAT, bookkeeping and 
accounting requirements. We can also run 
the company for you if you are overseas. 


Phone: +44(0)171 433 1513 


Fax: +44(0)171 433 1838 
E-Mail: hm-co@dircon.co.uk 


COMING TO LONDON? 


Then why not stey at Badsleigh Court where you 
ean be sure of a Friendly and courteous welcome | 
Our large block is centrally situated, offers self | 
contained studio apartments with well equipped 
kitchen and bathroom 
April :999-Septetber 1999 from £409 per week | 
Oetoher 1999-March 2000 from “£352 per week. 
A limited mmber of one and two bedroom 
apartments are available 





For further details contact:~ 
ENDSLEIGH COURT 

24 UPPER WOBURN PLACE 
LONDON WC1H OHA 
Jetephone: 0171 878 0050 

Fax : 017; 380 G286 
AS major credit cards accepted 
* This pric 





acides à pine charge 








PUBLICATIONS 














C EE 


“America’s top economic research institute 
publishes new academic papers on its website 


every week... 


son-line working papers are 
available immediately 


free downloads to individuals in 
emerging market countries and at 


subscribing institutions 


slow cost downloads and 
subscriptions for others 


www.nber.org 


The National Bureau of Economic Research 


THE WORLD DEVELOPMENT REPORT 


There are gems which can be 

downloaded free. The search facility is excellent 

and there are interesting economic databases.” 
The Economist, March 13, 1999. 











NBER 





1998/99: 


KNOWLEDGE FOR DEVELOPMENT 






World Bank 


Publications 


ANRE. 


89 























BUSINESS & PERSONAL 












Immigration & Investment 
i A, Canada, 
ralia & Spain 
Are you looking for 
permanent residency in the 
independent category or as 
an investor? 
Documentation including 
investment opportunities 
oo jor ody $50 USD 


OFFSHORE 
COMPANIES 


COST EFFECTIVE 
NOMINEE & MANAGEMENT SERVICES 
AVAILABLE 


BVI £275 
GIBRALTAR £275 
ISLE OF MAN £275 
IRISH £275 
BAHAMAS £275 


OTHER JURISDICTIONS AVAILABLE 


PROFESSIONAL SERVICE PROVIDED BY 
IN HOUSE LAWYERS & ACCOUNTANTS 
CREDIT CARDS ACCEPTED 


FIDUCIARY MANAGEMENT 
SERVICES LIMITED 
13 WIMPOLE STREET 
LONDON W1M 7AB 
TEL: 0171 436 8100 


FAX: 0171 436 8188 


E-Mail: CoForm uciary.Co.uk 
http://www. FiduciaryGroup.com 


| 








ASHBURN GARD) 
3 Ashburn Gardens, London SW? 4DG. UK. 
















mt & SERVICE Sincer 

Modern, comfortable 44e 

Serviced Apartments offering Best Value ‘or Money. 
Unbeatable location in South Kensington. 

2 person apartment from £70 per night 

4 person apartment fum ini per night 





rd Commended 
JEN APARTMENTS 


Tourist 









Tel: ++ 44 171 370 2683 
ARDEN 








& 
TAX-FREE 
companies world-wide 


formation and administration 
of companies opening of bank accounts 
tel/fax/mail for 


LAVECO-GROUP Head Office 
Clos de Saignie, Sark, 
United Kingdom GY9 OSF 
Raymond Terry Gibson Fax: +44-1481-832 116 
Hungary LAW ECO Kit-Main Customer Service 
33/a Raday str., Budapest, Hungary 1092 
Contact languages: English, French, 
Russian, Bulgarian 
216-54-13-Bax; +36-1-217-44-14 























Romania-LAV ECO /Romania/ s.r 
BLV. KOGALNICGEANU NR 60 
ET IIAP 9, Bucharest Romania 
Contact languages: German, English, Hungarian 
Tek: +40-92-326 329-Fax: +40-92-518-252 
Far East-Export and Import Bank Corp. 
Contact languages: English, Russian 
Tel: +742-3-4] 47 666 Fax: +742-3-41 47 dad 


e-mail: lavecotmail.matav.hu 
Website: www.laveco. hu 









1402 TEANECK ROAD > SUITE 114 - TEANECK, NEW JERSEY - 07666 ° USA 
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ANALYTICS, INC 





economic consulting and advising 
for international tax planning, 
transfer pricing, foreign investment, 
business reorganization, mergers and 
acquisitions, and Joint ventures. 
$494 BLACKISTONE RD, 


BETHESDA, MD goBrG.1827 YEL: 
USA 


yaleo torg 
Wie 2ag-eParyg 
WWW ORELVA-ANALY TICS. COM 


INCORPORATE IN USA 
BY FAX OR PHONE 


s Corporations and LLCs TYPICAL INCORPORATING FEES 


» Free name reservation Delaware $199.00 
e Personal assets shielded Wyoming $285 00 
e Confidential and cost effective || Nevada $380.00 
e Full registered agent services Utah $270.00 


FAX: 302-421-5753 TEL: 302-421-5750 


: E Mail: corp@dca.net 
Registered Agents, Ltd. Web Site: www.incusa.com 














1220 N. Market Street, Suite 606 * Wilmington, Delaware 19801 


OFFSHORE COMPANIES 


TRUSTS & FOUNDATIONS 
Fiscal Migration / 2nd Citizenship 


Since 1977 the ICSL organisation has specialised in the establishment and 
administration of offshore companies and other structures with emphasis 
on cost. effective tax mitigation, asset protection and privacy. 


* Incorporation in ALL TYPICAL INCORPORATION FEES 
offshore jurisdictions 
Ireland .... 


* Post incorporation services 
* Bank accounts opened Isle of Man 
* Trust services Dominica. 
* Banks. & insurance 

companies formed 
* Migration consultancy 


F INTERNATIONAL COMPANY 


SERVICES LIMITED 
The Offshore Professionals 


www.ICSL.com 


Paul Brennock FCIS, Sovereign House, St Johns, isle of Man, IM4 3AJ 
Tel: +44 1624 801801 Fax: +44 1624 801800 E-Mail: iom@ICSL.com 
LONDON, UK CZECH REPUBLIC SWITZERLAND 

Peyman Zia Charles Zidek Astrid Fuenzalida 
Tel: +44 471 493 4244 Tel; +420 2 573 20706 Tel: +41 22 311 3080 
Fax: +44.171 491 0605 Fax: +420 2 538 928 Fax: +41 22 310 4879 
E-Mail uk@icst.com E-Mail: firstconv@traveller.cz E-Mail: ICSL@cortex.ch 


UKRAINE USA CARIBBEAN 

Mark Rayner Jerry Bakerjian Paul Winder 
Tel: +380 44 464 1191 Tel: +1 954 943 1498 Tel: +1 649.94 62828 
Fax: +380 44 464 1193 Fax: +1 954-943 1499 Fax: +1 649 94 62825 
E-Mail: ICSL@gu.kiev.ua E-Mail: usa@icsl.com E-Mail: tci@icsl.com 


_US$600 


a ie 
faa Mir a 
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niacin 












































OFFSHORE 
COMPANIES 


FROM THE 
WORLDS No. 1 
PROVIDER 


Since 1975 our world wide staff 
of over 300 multi-disciplined 
professionals including lawyers, 
chartered accountants, chartered 
secretaries, economists and bankers 
have been providing our clients with 
innovativ ufions in the field of 
international tax and asset protection 
using all of the major low tax areas, g 
Throughout our network of 
international offices we 


arrange : WORLDWIDE OFFICES 
Oe a= CAN PROVIDE: ©: 
@ BANK INTRODUCTIONS 

g Asset protection trusts E | o FULL NOMINEE FACIES 

j @ FOUNDATION REGISTRATION 


Traveling Well in a Nutshell 


We make Traveler's Briefcases with Flexible Unwreckable™ 


OFFSHORE 
COMPANIES 


BY LAWYERS 


SCF is one of the world’s largest tax 
planning practices. Fully owned and 
operated by lawyers and accountants. 
Ail our consultants are professionally 
trained and will ensure your affairs will 
be dealt. within an atmosphere of the 
utmost privacy and confidentiality, 













frames to double as laptop bags, 
and make Insiders™ dividers to 

















custom organize your bag, We 















consult with each customer to 
help analyze your requirements. 
| We sell direct to you. 














Burt what if the bag you carry 





to beat the two-bag limit is 





larger than the bag you need in town? 









TM 


Pack an Insiders™ portfolio in your 


Glaser Traveler's Briefcase, leave 
the big bag at your hotel, and take 


your portfolio to meetings. @ TAX PLANNING ADVICE FROM GUALIRED 
nominee services LAWYERS & ACCOUNTANTS 

MI © COPYRIGHT & PATENT REGISTRATION 
@ ASSET PROTECTION TRUSTS 
@ VESSEL/VACHT REGISTRATION 


@ FISCAL MIGRATION2ND CITRENSHIP 


Please call for our free catalog. m Arrangements of 





Travelers Briefcases. Walnut or black leather Various sizes $750. ta $1,030. 
insiders Portfolios Legal ar Ad size Walnut or black leather $375, to $475. 


GLASER DESIGNS 


Travet Gooos MAKERS 
32 OTIS ST. SAN FRANCISCO, CA 94103 
PHONE 415-552-3188 FAX 415-431-3999 


sit our award 
winning website: 
www.scfgroup.com 



















COMPANIES AVAILABLE LONDON 
FROM us$350 90-100 Sydney St 























TOLL FREE 800-234-1075 BCON@GLASERDESIGNS.COM TkERBOURG MADEIRA Chelsea, London 
Eveline Kart D Fiske De Gouveia “yp y 
Tar -352 228 268 ION aS, SW3 6NJ, UK 


Tel:+44 171 352 2274 
Fax: +44 171 795 0016 


Fay: +852 224 287 


FINLAND 
Jenny Kompulainen 









SINGAPORE 




























The Orginal Ter +358 96960 2569 Diana Bean E-mail offshore@scfgroup.com 
Fax: +368 9 6989 2588 a be ean 3GA 
dina ae DUBLIN 
Laszlo Kiss 8% (Econ) i : 
Ta 1981951 9559 Mata ie) 27-29 Lower Pembroke St. 
Fax s36 125) 9958 Ter +962 26220172 Dublin 2, Ireland 
CYPRUS Fax: +882 25211190 


Tel:+ 353 1662 1388 
Fax: + 353 1 662 1554 
E-mail: offshore@scfintl jolie 


Chris Vassiliades USA - AICS Ltd 


Attorney-abLow Revin Mirecki 
Tek +357 2673211 Teh +1 714 79 4A 
ry F 357 2 673 463 Fa 714 979 3300 


Call to the U.S. from: SCF INT. TRUST & MGT CO. 


ee For a free colour 
Hong Kong...29¢ Germany.....21¢ brochure or without 


aE An E peal T , i obligation appointment 
ingapore....33¢ Australia......19¢ o | please telephone: 
U.K... esses 1I5@ France.........20¢ ne CUERSEAS COMPANY FREEPHONE 
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| INFLATION Consumer-price inflation 


| is 1.6%, and prices are falling in Japan. But 


OUTPUT, DEMAND AND JOBS Japan’s unemployment rate rose above America’s in Feb- 
tuary, to 4.6%. Its industrial production slumped by 5.2% in the year to February. Denmark’s 


GDP growth slowed to 2.7% in the year to the fourth quarter; output contracted at an annual 
rate of 0.3% in the last three months of 1998. 












































































































% change at annual rate The Economist poll industrial Retail sales Unemployment 
GDP _ GDP forecasts production (volume) _ % rate 

3mthst 1year 1999 2000 3mthst 1 year 1 year latest year ago 

Australia +43 +47 06 + 27 74 Feb golin 

Austria na + 27 O38 +4 21 +26 ona + 08 Nov +23 De 44 F 

Belgium +11 422 93 +19 

Britain +07 +13 %4 +05 

Canada +46 +2804. +25 

Denmark -03 +27 %4 +16 

France +29 +28 Q4 +21 

Germany zie +25% +16 + 

Italy zil +0904 +18. 

Japan z322 7284 -08 

Netherlands + AB +31 A +23 +26 0 26 27 De + 59 De 36 fe 4 

Spain +30 +3694 +33 

Sweden +57 +32% 4 21, i 

Switzerland +10 +12 Q4 +13 ; JA A fet 49 

United States + 61 +43 94 +32 +22 + 0.9 + 7.2 Jan AA Feb 46 





Euro-11 08 +240 +21 + 











PRICES AND WAGES Japan slipped back into deflation: consumer prices fell by 0.1% in the 
year to February. They rose by 0.8% in the euro area over the same period. Swiss inflation 
edged up to.0.5% in the year to March. Workers in the euro area received a pay increase of 2.1% 
in the year to the fourth quarter. 





% change at annual rate The Economist poll 
















































































Consumer prices* consumer prices forecast: Producer prices* Wages/earnings 

3mths? 1 year 1999 2000 3 mths? t year 3mthst 1year 
Australia +20 + 16 Q4 +17 +22 ~ 26 + 18 g 
Austria + 0.8 +05 Feb + na 
Belgium + 18 +12 Mar + +25 Q4. 
Britain ~ 15 +21 Feb + + 4.1 Jan** 
Canada +04 + 0.7 feb + + 0.7 Dec 
Denmark + 0.8 + 2.0 Feb +2) 421 2 24 - 16 Feb + 4.3 Auge 
France -03 + 02 Feb + + 2.0 Oct" 
Germany -01 + 0.2 Feb + + 1.9 Dect 
Italy + 1.0 + 1.2 Feb + + 1.8 Jant 
Japan ec 2T . 204 feb ~ 3.8 Jan 
Netherlands +11 + 2.1 Feb + + 2.4 lan 
Spain +20 + 18 fe I9 4 240 25 18 en 8B + 21 O38 
Sweden - O1 + 0.6 Feb + : + 2.4 Dect 
Switzerland +17 + 05 Mar + 0. ~29 feb na + 0.5 1997 
United States +24 + 1.6 Feb ti +05 feb #36 + 3.6 fe 
Euro-11 +01 +08 Feb + ~ 2.5 Dec na + 2.1 galt 

















*Not seasonally adjusted. | Average of latest 3 months compared with average of previous 3 months, at annual rate: **New series. T Economist estimate: 


weighted average of countries listed above 
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ONONTISE 


COMMODITY PRICE INDEX 
Brazil, the world’s second-larg- 
est cocoa producer as recently as 1993-94, 
is this season expected to harvest its small- 
est crop for 30 years. Output has fallen by 
half in the 1990s, to around. 160,000 








| tonnes, because of the spread of witch’s 


broom fungus. Brazilian processors now 
have to import beans to boost supplies. 
But Brazil’s declining output has been out- 
weighed by rising production elsewhere. 
World cocoa production in the year end- 
ing September is forecast to be only 5% be- 
low the record 1995-96 crop. Even so, there 
will be a deficit for the third year in a row, 
reducing stocks to 1m tonnes. Prices have 


| yet to respond; they have fallen by 30% in 
_ ten months, to five-year lows. 
























































1990=100 % change on 
Mar 23rd = Mar 29th* one one 
month year 
Dollar index = 
All items 83.1 840 +23 -158 
Food 92.0 94.8 + 30 ~19.4 
Industrials 
All 75.3 746 +16 114 
Nfat 90.6 390.7 - 05 = 73 
Metals 66.1 648 + 35 -147 
Sterling index 
All items 90.9 926 +22 ~129 
Food 100.6 1045 + 28 16,6 
Industrials 
All 82.4 822 + 15 = 84 
Nfa 99.1 100.1 ~ 07 = 41 
_Metals 72.3 7A + 33 -117 
SDR index 
All items 82.5 833 + 17 ~175 
Food 91.3 94.4.4 23 ~21.0 
Industrials : 
All 74.8 FAO 4% 10 = 13.2 
Nfat 90.0 90.0 = 4.0 = 92 
Metals 65.6 643.429 -164 
Gold ' 
$ per oz 283.75 2814.15 ~ 24 -~ 67 
Crude oil North Sea Brent 
$ per barrel 13.88 1454 +333 + 08 





* Provisional. Ù Non-food agriculturals. 











in the euro area is at its lowest for half a 
century. Prices rose by only 0.8% in the 
year to February. America’s inflation rate 


inflation rates vary across the euro area. 
According to Eurostat’s harmonised mea- 
sures, German inflation is only 0.1% and 
France’s 0.3%, compared with 18% in 
Spain and 2% or more in Ireland, Portugal 
and the Netherlands. These four countries 
would not qualify to join the euro if the 
Maastricht criteria were applied today. 
This divergence in inflation complicates 
the European Central Bank’s job. Condi- 
tions in Portugal and Ireland argue for a 
rise in rates at its next meeting on April 
8th. But conditions in the euro area as a 





























whole suggest a cut is needed. 
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FINANCIAL INDICATORS 














MONEY AND INTEREST RATES America’s Federal Reserve decided to leave interest rates WE CATASTROPHES The long-term cost 
unchanged at its meeting on March 30th. Sweden, which remains outside the euro, trimmed of natural disasters rose sharply in 1998, 
its key interest rate to 2.9%, below the euro area's rate of 3%. | according to Munich Re, an insurance 
_Money supply* Interest rates % p.a. (Mar 30th 1999) < company. Economic losses caused by ca- 
2-year “corporate tastrophes amounted to $93 billion, a to- 
prime gov't bonds latest? year ago bonds _ tal that has been exceeded only in 1995. Of 
2 _ these losses, $15 billion were borne by the 
| insurance industry. Some 707 events met 
the standard definition of natural catas- 
_ trophe in 1998, up from 530-600 in recent | 
| years. This may be due to rising global 
| temperatures. The biggest economic loss 
_ caused by a single event was $30 billion, 
_ caused by flooding in China. Next came | 
: 30-year 5.54% | Hurricane Georges, which ravaged Amer- 
“oro Mesara ton sa oe be banks otters ws senka | ica and the Caribbean, at $10 billion. The 
| deadliest catastrophe, a cyclone in India | 
STOCKMARKETS On March 29th the Dow Jones Industrial Average closed above 10,000 that killed 10,000 people, had relatively 
for the first time. Wall Street rose 2.5% in the week to March 30th, thanks in part to talk of | low economic costs of $1.7 billion. | 
another big oil-company merger. London had a good week too, ending 3.4% higher. | 
















































































































































Market indices 
high inlocal in$ 
currency terms 
Australia (All Ordinaries) 2,996.6 
Austria (ATX) _ 82d 42134, 
Belgium (Bel 20), 3,681.9 3,165. 
Britain tain (FTSE 00) 6,335.7 5,770.2. 
Canada (Toronto Composite) _ 6,868.9 6,180.3 
Denmark k (Copenhagen SE) 650.7 5655, 
“France (SBF 250) 2,698.3 2,500.0 
Germany (DAX) 5,443.6 
ttaly (BCI) 1,598.8 1, 3966 
‘Japan (Nikkei 225) _16,378.8 13,2327 
„(Topi 
Netherlands (EQE)* 
Spain (Madrid SE) 
Sweden (Affarsvariden Gen) 6 
Switzerland (Swiss Market) 7 7,668, a 
ued States (DJIA) 33 10, 006.8 


(S&P 500) 














1, "199. Oo 4, 133, 3 

orld k = 459.8 430 

sin eurò terms, Morgan Stanley Capital international index includes individual 
¥ Salomon Brothers World Government Bond Index, total return, in dollar terms. 





TRADE, EXCHANGE RATES AND BUDGETS Fears about the escalating crisis in Kosovo depressed the euro, which touched a new low of 
$1.068 on March 29th—9% below the rate at its launch in January. In trade-weighted terms, the yen dropped by 1.7% in the week to March | 
30th, and the dollar rose by 1.6%. Sweden's visible-trade surplus narrowed to $1.4 billion in February. 


„Trade balance*, Sbn PR Current account Exchange rate 


“trade-weighted* 
Mar 30th year ago 





$ 
_Mar 30th yearago 











4.68 Jan 

1.80 Jan : “= 12.4 04° 
0.19 Dec ‘ = 2.6 De 
3.07 Dec i + 40.0 Dec 
7.19 jaa 

3.10 Bec 

















BE 85.07 166 
"43.43 





~ 23 42 tan 
+ 8.08 Dec 








Thei sera adjusted a *New series 
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E CURRENT ACCOUNTS The current 
account balances of many emerging econ- 
omies have shifted dramatically in recent 
years. In Asia, the combination of finan- 
cial crisis, sharp currency depreciations 
and the sudden withdrawal of foreign 
capital has caused big swings from cur- 
rent-account deficit to surplus. Thailand 
had a deficit of 8.1% of GDP in 1996; in 
1998 it had a surplus of almost 12% of GDP. 
In Malaysia the turnaround was even 
more extreme: from a deficit of 8.6% to a 
surplus of 13.2%. A currency crisis has also 
forced a large change in the Czech Repub- 
lic’s current account. In 1996 the Czechs 
had a deficit of almost 8% of GDP; by 1998 
it was below 2% of GDP. 

In many other emerging economies 
current-account deficits widened over the 
same period. All the Latin American coun- 
tries in our chart saw their external ac- 
counts worsen between 1996 and 1998. 
However, as foreign finance becomes 
scarce, they are all now tightening their 
belts. According to Goldman Sachs’s latest 
forecasts, the current-account deficit of ev- 
ery Latin American economy except Ven- 
ezuela will shrink in 1999. 





























EMERGING-MARKET INDICATORS 











ECONOMY Turkey's c GDP growth slowed too. Thi in the year to the fourth quarter. Growth in 
1998 was 3.8%, down from 8.3% in 1997. South Korea’s industrial-output growth slowed to 
4.0% in the year to February; over the same period, Chile’s fell by 4.0% Hong Kong’s trade 
deficit narrowed to $8.5 billion in the 12 months to February. 


% change on year earlier 


Latest 12 months, $bn 


Foreign reserves*, $bn 





















































































































































GDP industrial Consumer Trade Current Latest Year ago 
production prices balance account. 

China + 9.6 04 +10.6 Feb ~ 13 feb +40.0 Feb +31.1 1998 +6 149.2 dec 142.8 

1.7 feb - 8.5 Feb + 0.5 mog? ‘89.8 feb 96.7 

9.4 ton gpr 8.8 jan 10 @ 374 Jan 3 “24.5 

i -44.2 Q + 53.4 Feb +214 de + 30 o 23.8 Jan 18.1 

Malaysia 8.6 03 -11.2 un + 38feb +15.6 hn + 92 199° 230 Now 218 

Philippines __ ~1900 - 3.7 in + 99 feb + 0.7 Jan + 13 04 9.2 Dec 73 

Singapore ~ 08 a4 10.0 en O.6 feb + 84 Feb +176 04 749 Nov 74.4 
at +40 reo + 05 Ma 4377 fe 4389 Fen 53.5 Jan 242 

Taiwan + 37 94 ~ 63 fe + 21 feb + 80fb + 3.8 04 "92.6 Feb 84.0 

Thailand 8.0 1998" ~ 1.0 tan + 2.9 Feb +11.7 Feb +142. 98 28,3. Jan 25.9 

Argentina fi + 0.5 feb ~ 5.2 Jan ~ 12,2. Sep 23,9 Jan 21.1 

Brazil + 3i feb - G1 feb ~34.9 04 42.6 o« 50.8 

Chile + ~ 45.03 15.41 163 

Colombia _ me ~ 7.0 t998"* 8.3 dec 9.5 

Mexico 715.8 A 317 Jan 29.2 
Venezuela ~ 0.5.93 11,9. Dec a4 

Egypt + 573985 +8 ~ 2.6 a 18.2 _ Nov 18.9 

Greece + 3.5 19 ~ 3.4 Aug 20.7 wn ‘13.2 

israel + = 17 be. 226. lon 219 
South Africa + B k 23 QA 44 an 4S ex 

Turkey ~ 8.2 Jan + 63.9 Feb 19,0 ‘dec + 27) bee 20.3 Jan 19.6 

Czech Republic Z413 2.8 feb ~ 24 Feb ~ 1,094 12.6 Dec 9.7 

Hungary + 72h + 94 Feb ~ 2.0 jan = 2.7 tan 87 Nov “88 

Poland 290 5.6 f + 56 Feb z131 feb = 65n 26.7. Jan 22.9 

Russia -3.7 isb + 103.3 Feb +16.3 Jan - 5.4 0 2A dan 10.5 





*Exctuding gold, except Singapore, IMF definition: Visible and invisible trade balance. Fear beginning April 15%. Year ending Jung, * “Estimate, 





ER AE ERROR 


FINANCIAL MARKETS Latin American stockmarkets followed Wall Street higher i in the 


week to March 30th. Brazil's real continues to bounce back: it has strengthened by 
its low of almost 2.2 reais to the dollar in early March. The markets in Russia had a 
| while the government negotiated a promise of further money from the IMF; 









-26% since 


siet week 


% aan on. 





























































































































Currency units Interest rates. _Stockmarkets : 
per $ perf short-term Mar30th Dec 34st:1998 
Mar 30th year ago Mar 30th % p.a. one intocat ee 
week currency “terms 
China 8.28 9.00 1,232.1 a V2 ee BQ OTD 
HongKong 7.75 564 109402 = 09i a 89 + BB 
42.4 875 3,683.5 = 2.0. #206 + 208 
8,725 3968 393.6 Aoa ere 11 - 99 
3.80 6.35 498.6 ~ 10S TAS 148 
388 62 10.56 2,0120 AES EE A2 + 25 
Singapore 173 o 1 R 736 1,518.1 KATO E G0 + 37 
South Korea 1,223 T55 618.1 +06 4 99 4 Bt 
Taiwan. 332 645 6,898.7 SORE ES ke Aa? 
Thailand 376 6.00 3998 0 16 ee aA 
Argentina 1,00 6.53 | 419.0 4:44 nb ER? 
EIEE 41.97 11,028.0 +59 A7626 + 135 
a 484 “A54 781 8:21* 4,083.6 +18 +0 1360 HILO 
1533 1,361 2,473 27.04 920 -17 = 178. +470 
9,54 852. 154 en 4,882.0 +54 ob 239 #278 
Venezuela 583 525 941 34.54 4,072.5 +55 = 1800 = 477 
Egypt 3.41 3.41 5.50 8.84 10,313.6 +15 + 128 + 129 
Greece 30 320 488 1012 3,511.0 ~ 35 4+ 283 4 188 
Israel 404360 6.51 10.20 351.9 $30 Gr 17A + 210 
South Africa 622 504 100 1465 6422900 oe Oe IBB. + 
Turkey «372,780 243,055 601,518 80.00 4554.)* 4 58 4 53 + 
Czech Republic 35.7 342 576 7.22 381.6 TE 
Hungary 237 213 383 15.81 5,318.7 ~ O02: C=. YSI = 235 
Poland _ 398 3456.42 13.24 14192) -03 + 109 -~ 21 
Russia 24.7 6.00 39.9 60.00 8121 +03. + 581 + 378 





*iiflation-adjusted. Tin dollár terms. #March 26th. 


Sources: National statistics offices, centrat banks and stock exchanges; Datastrearmn/iCV; EtU; Reutersi Warburg Dillon Read; 


Monetary Authority, Ceritre tor Monitoring Indian Economy; 
Deutsche Bank; Russian Economic Trends. 





LP. Morgan; Hong Kang 
FIEL; EFG-Hermes; Bank Leumi Le-lsrael; Standard Bank Group; Akbank; Bank Ekspres; 
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Crisis in Kosovo 


Sir—I agree with you that the 
peace agreement in Bosnia & 
Hercegovina “has worked re- 
markably well” (March 27th). 
However, you raise the possibility 
of Serbia “gaining a bit of Bos- 
nia”. I can think of no surer way 
to undermine the huge interna- 
tional and domestic effort that 
has been made so far to imple- 

ment the peace agreement. 
Bosnia & Hercegovina is not 
merely a territory to be bartered 
away by others but an interna- 
tionally recognised state and a 
member of the un and osce. The 
armchair re-drawers of borders 
in the Balkans should leave Bos- 
nia in peace, on its way to stabil- 
ity and development. We have 
passed through three and a half 
years of terrible war costing a 
quarter of a million Bosnian lives. 
What right does anyone have to 
suggest rewarding the Belgrade 
regime with part of our country, 
now that it is at peace, under a 
settlement arranged by major 

powers, including Britain? 
OSMAN TOPCAGIC 
Ambassador to Bosnia 
& Hercegovina 


Sir—If the bombing campaign 
fails to achieve its political goal of 
bringing Slobodan Milosevic to 
sign the Rambouillet agreement, a 
change of political tack will be in 
order. To force Mr Milosevic to 
relent we should consider using 
the fear of international recog- 
nition of Kosovo, which may be 
the only significant lever we have 
left. He would have to think hard 






before refusing, since such recog- 

nition would provide the West 

with a legal and political basis for 

providing military and other as- 
sistance to the Kosovars. 

FRANÇOIS HEISBOURG 

Geneva Centre for 


Geneva Security Policy 


Str —During the past year the Ko- 
sovo Liberation Army murdered 
more civilians in Kosovo than the 
Serbs. By bombing Serbia for not 
capitulating, nato has; in effect, 
sided with the «ta, which re- 
mains the primary obstacle to 
peace. America and Britain once 
again betray the Serbs, who were 
loyal allies in two world wars. 

London GEORGE TINTOR 


Sir—You say that armies owned 
and operated by the state cannot 
fight bloody ground wars abroad 
because of political resistance at 
home. The conclusion is clear: 
private armies should do the job. 
Rootless but well-paid mercenar- 
ies could do the dirty work 
backed up by state-owned high- 
tech wizardry in the air. 

As for the fear that a private 
army would commit more atroc- 
ities, it is simply a technical ques- 
tion of devising legal and mone- 
tary incentives and constraints. 


Berkeley, 

California ISTVAN ZSOLDOS 
nine aa tel ly „m 
Child benefit? 


Sir--You mention the “spectac- 
ular” job that welfare reform has 
done in the state of Wisconsin 
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(March 20th).:This is an all-too 
common evaluation of the far- 
reaching effects of w-2 (“Wiscon- 
sin. Works”), Governor Tommy 
Thompson's reform programme. 
Because w-2 eliminates the guar- 
antee of childcare to participants 
in the work programmes by the 
installation of a subsidy, the state 
has, in effect; given ip its respon- 
sibility for the safety and well- 
being of the children affected. 
Under w-2 the childcare sub- 
sidy decreases as .wages increase 
but state officials pinpoint where 
families. will “fall off the cliff’: 
when they are at 200% of the 
poverty line the subsidy drops by 
$5,000 and. childcare suddenly 
consumes 40% of disposable in- 
come. As a result families try to 
find cheaper childcare. The plan 
estimated that 56,000 children 
would be partially covered under 
this programme. Today, only 
19,000 are accounted for. The rest 
arë in childcare that is unlicensed, 
possibly unsafe and definitely 
unmonitorable. The “miracle” is 
only in the eyes of Mr Thomp- 
son’s administration. 
Madison, 
Wisconsin 


“Last Broadcast” first 


MANAL STULGAITIS 
co | 





Sir—Your article on digital pro- 
jection (March 27th) is in error. 
The film “The Last Broadcast” 
was distributed by satellite and 
projected digitally in October 
1998. Customers in a few theatres 
around America paid to see this 
“first” digital broadcast, direct to 
theatres, of a feature film. Hence, 
George Lucas will be about eight 
months behind the independents 
in this case. 


Sag Harbor, 

New York DENNIS ROWAN 
EA E EE E ae] 
BBC genteelists 


Sir—One BBC: faction may be 
“turning. snobbery on its head” 
(Johnson, March 27th) by in- 
venting its own regional accent. 
But another is ensuring the prin- 
ciple of balance by a gradual pro- 
motion of what sociolinguists 
term. “genteelism”—a_ creeping 
policy of hypercorrection and 
“pronunciation.as spelt”. 

One senior newsreader has 
been pronouncing “parliament” 
with four syllables for years—it is 
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the stuff of legend—but the gen- 
teelists have lately: grown bolder. 
Rhyming says with plays rather 
than with fez is now fashionable. 
Silent letters are mysteriously re- 
instated: calm has its recalcitrant 
l restored; presumably other ob- 
vious targets like benign and 
honour are soon tobe knocked 
back into shape. And the rules for 
the indefinite article are rewritten 
to allow the affected “an horren- 
dous” or “an humanitarian”. 
Heathfield, 

East Sussex G. R. King 


P EEE EAO NEEE EA OA O EE E PEE nell 
Cutting schools 


Sir~You say in your survey 
(March 2oth) that Egypt’s IMF 
stand-by agreement, which end- 
ed without renewal in 1998, 
“worked like a charm”. Yet, in an 
analysis of Egypt’s poor you con- 
tend that the bad state of educa- 
tion and health care has “nothing 
to do with economic reform.” 

IME stabilisation and adjust- 
ment policies focus on short-term 
aggregate macroeconomic targets. 
Little attention is given to the im- 
pact on poor people. Neither the 
World Bank nor the mmr publicly 
endorses charging fees. for pri- 
mary education. However, edu- 
cation is typically the largest item 
in the budget, so mF fiscal targets 
can make cuts in education diffi- 
cult to avoid. In many countries, 
cuts in education spending have 
led to cost increases being passed 
on to parents and lower enrol- 
ment. Apart from the stop-gap 
Social Development Fund, the 
World Bank has failed to use its 
influence to challenge the in- 
creasing use of cost recovery for 
basic services. 

What is the measure of success 
of an economic reform pro- 
gramme if it leads to a worse sit- 
uation for poor people? 

VEENA SIDDHARTH 

Oxfam 

Washington, Dc International 
amanatna ek a ntl m 


Cheeky monkey 


Sr—If, as it seems, we Austra- 
lans are now officially all 
“mates” (“It won't do, mate”, 
April 3rd), then our leader must 
be a prime mate. 

Southport, 

Curis MURPHY 


Published every week, except for a year-end double issue. © 1999 The Economist Newspaper Limited. All rights reserved. Neither this publication nor any part of it may be reproduced, stored in a retrieval system, or transmitted 
mechanical, photocopying, recording or otherwise, without the prict permission oP The Economist Newspaper Limited. Fhe Economist is a registered trademark of The Economist 
Newspaper Limited. Printed in Singapore by Times Printers Pte.Ltd. Publisher ‘The Economist Newspaper Limited i 
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£ Negotiate strategic and complex M&A 
deals in a global context 


BT is one of the world’s largest communications strong appreciation of the technology or 

companies. We have established a powerful family of telecommunications sector Some background in 
alliances with partners and joint ventures in every major corporate finance is essential, either within a bank or 
region, of the world, delivering everything from voice consultancy or within the M&A team of a major blue- 
calls to advanced e-commerce sérvices. Having chip. You must be educated to degree - or ideally - MBA 
completed over 40 of these ventures this makes us a level. Given the size and complexity of the deals, you 
major player.in our field of mergers and acquisitions. will need the presence and authority to negotiate 
Intent on continuing this expansion, we now need a internationally at a senior level and will probably have 
number of experienced M&A professionals. no less than ten years’ experience in the field. Strategic 
vision, global awareness and a creative, determined 
approach should be matched by the ability to plan, 
organise and manage projects through to completion. 

A second language and willingness to travel are both 
essential. Future career opportunities, either within the 
math group, or subsidiaries/ventures, are excellent. 


As an International Development Manager with BT 
Worldwide, you'll do more than advise on deals, you'll 
actually close them. From the acquisition of small 
software companies to joint ventires with other major 
telecommunications businesses, you'll seek out 
opportunities to expand and develop BT's global 
business interests. You'll lead-a multi-disciplinary team To apply, please send your CY, quoting reference BTMA 
In ternat i ona ] of specialists to qualify projects, negotiate and execute to: Talisman Information Systems Resourcing, 
them. Confidence in your own ability to present deals to River Wing, Latimer Park, Latimer, Bucks. HP5 ITT. 
D eve lopm ent senior managers within the group will also be required. Fax: 01494 546624, E-mail: boma@talismanis.co.uk 





To succeed, you'll need a good understanding of Sys BT is an equal opportunity 
Me anagers mergers and acquisitions, ideally combined with a W employer 


Highly competitive : 
salary + benefits | Information Systems Resourcing 


Chief Executive 
THE BRITECH FOUNDATION 


London to £100,000 package 


BRITECH is a new £15m fund to provide support for British and Israeli firms to work together on leading-edge R&D 
projects leading to new product development, especially in biotechnology, software and communications. The 
‘Foundation is currently baing set up and the Directors; drawn from the DTI and the Office of the Chief Scientist of Israel, 


now wish to appoint a Chief Executive to manage and promote the BRITECH Fund. 


The Role: The Person: 
Establish a significant profile for the Fund inthe œ Strong business manager with a technology 
UK and Israel, bias. 
Maximise the commercial benefit for the UK and Top flight interpersonal, negotiation and 
Israel to be gained from BRITECH support. presentation skills. 
Identify and target businesses and match-make Credibility with businesses across high technology 
partners. sectors at all levels. 
Provide policy advice to the Board on the Understanding of the link between technology, 
development of BRITECH. innovation and the bottom line. 


Please write in confidence, with full career and current salary details, quoting reference PBH/1662E 
Closing date, 7th May 1999. 


Tel: 0171 499 8811 Fax: 0171 499 6725 7 Curzon Street, 


e-mail: WoolmerJ@odgers.com l London W1Y 7FL 
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EXECUTIVE FOCUS _ 


Financial /Policy Analysts 


Central London 


The Civil Aviation Authority is responsible for the economic regulation 
of the UK civil aviation industry. A new position has been created for 
a Financial Analyst and two vacancies have arisen for Policy Analysts 
within the Economic Policy and Regulation Division. 


FINANCIAL ANALYST 

The position 

You will be responsible for: 

Advising senior management on all financial aspects of the CAA’s 
economic regulatory role in relation to UK airports and, potentially, 
in relation to the National Air Traffic Services. 

Ensuring the application of best practice financial analysis and 
accounting in the CAA’s economic regulatory activities, including 
issues relating to the cost of capital and optimal financial structures. 


Attributes sought 
A good degree, and preferably a post-graduate qualification, in a 
discipline with a strong financial analysis content. 


The ability to analyse complex financial and operating information in 
an economic regulatory and public policy context. 


A fully qualified CCAB accountant. 


An up-to-date knowledge of both UK GAAP and UK Financial 
Reporting Standards. 


The ability to communicate the implications of your analyses fo senior 
management and externally. 


The contract 
The position is offered on a five year pensionable contract witha 


remuneration package in excess of £40,000 and a performance- 
related bonus scheme. 


POLICY ANALYSTS 

The position 

You will be a member of a team working on the application of 
economic analysis, both theoretical and applied, to a wide range of 
regulatory and competition policy issues in the airline, airport and air 
traffic control sectors of the aviation industry. 


Attributes sought 

You will be able to demonstrate that you have: 

A good degree, and preferably a post-graduate qualification, with a 
strong microeconomics content, preferably including industrial 
organisation and/or regulatory economics. 


Strong quantitative skills. 
A pro-active and energetic approach to problem solving. 


The ability to put your analytical outputs into a broader policy context 
and communicate the implications to senior management and externally. 


The contract 

The position is offered on a five year pensionable contract. 

We envisage an attractive remuneration package, subject to level 
of experience, and including a performance-related bonus scheme. 


In the first instance, please send your full CV. with 
a covering letter to: Lucy Clarke, Civil Aviation |” 
Authority; HQ Personnel, Room-T1309, CAA 
House, 45-59 Kingsway, London WC2B 6TE. 
Applications to be received by 21st April 1999. 


THE CAA IS AN EQUAL OPPORTUNITIES EMPLOYER 





j m a MASSACHUSETTS INSTITUTE OF TECHNOLOGY 
I ll EXECUTIVE DIRECTOR-MBA PROGRAM 
Laa SLOAN SCHOOL OF MANAGEMENT 
Massachusetts Institute of Technology 
Cambridge, MA 





The Stoan School seeks an Executive Director of its MBA Program who will strengthen 
its standing and. reputation among the leading business schools in the U.S. A recent poll 
ranked Sloan among the top five schools nationally, Sloan offers MBA, MS and Ph:D. 
degrees to: over 700'students through more than 100 full-time faculty. 







The Executive Director will be-given appropriate staff and resources to recognize and 
renew all aspects of the, MBA program. The school’s specific goals for the program 
include enhancing external recognition, improving student services, and increasing 
alumni involvement. ` 










Criteria for the position include: 


* a graduate degree, preferably an MBA; 

+ familiarity with current professional-and circular topics in management; $ 
+ demonstrated leadership ability within business-education or corporate environments; © 
* skill in team-building and working with diverse constituencies to set priorities and 
balance competing needs; 

ability to be an articulate and effective representative of Sloan within MIT, among 
alumni, and with the business communities; and 

e appreciation of the teaching, research, and community service aspects of the school’s 
mission. 











Korn/Ferry International is assisting with the search. Confidential inquiries should be 
directed. to Monisha Kaplan (tel: 202/822-9444: fax: 202/822-8127; e-mail: 
monisha.kaplan@kornferry.com), The position, available July 1, 1999, is open. until 
filled. Credentials will be reviewed upon receipt. Candidates with either academic or 
non-academic careers will be considered. Nominations and applications, which should 
include a current resume and letter explaining relevant experience, will be held in 
absolute confidence and should be directed to 









John Kuhnie, Managing Director 
Korn/Ferry International 
900 19th St., NW, Suite 800 
Washington, DC 20006-2105 








Visit the homepage of the Sloan School of Management at masters(@isloan/mit.edu 
MIT is an AA/EO Employer 






ICSU: The International Council for Science 
seeks an 
EXECUTIVE DIRECTOR 
for its International Secretariat, based in Paris, France. 


The International Council for Science (ICSU) is a non-governmental organization 
dedicated to the promotion of international scientific cooperation for the benefit. 
of humanity. ICSU's Secretariat of 8 people is located in Paris. 


The Executive Director has overall responsibility for the ICSU Secretariat and for 

the day-to-day operations of ICSU, reporting to the elected Officers and 

Executive Board. 

In addition, the incumbent will be expected to: 

* facilitate the achievement of ICSU’s mandate 

* work with the various parts of the ICSU network of Member Scientific Unions, 
National Scientific Members and ICSU Interdisciplinary bodies 
ensure effective links between ICSU and its numerous partiers in the UN and 
in the non-governmental sectors. 

ICSU is secking candidates who: 

* havea background in science 

* have experience in intemational collaboration and management of programmes 

* are-prepared to conduct extensive world-wide travel 

> possess'a full command of written and spoken English and are familiar with 
French. Knowledge of other languages is helpful. 


The initial appointment will be for a period of one year, starting on 1 September 
1999, or as soon as possible thereafter, renewable. ` 


Further information may be obtained by writing in confidence to the Secretary 
General at ICSU, headquarters, or by email to secretariat@icsu.org. 


Applications with full. CV.and names of three referees should be addressed to the 
Secretary General, ICSU, 51 Bd. de Montmorency; 75016 Paris, France, by:30 
May 1999, in an envelope marked Personal or-by-fax to-33° 1642-8894 3h 
Interviews for short-listed candidates will be arranged in Budapest in late June 
1999 or in Patis: in early July. : 
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EXECUTIVE FOCUS. 


Energy Consultants 


ILEX is one of the UK’s leading energy consultants, specialising in 
the competitive gas and electricity markets. We have an outstanding 
reputation in the market, enjoying continued and significant growth 
each year, and have an extensive client base throughout the UK 

and in Europe. 


Our clients come from a wide range of UK and International 
organisations. They include electricity and gas producers, suppliers 
and distributors, as well as merchant banks, the European 
Commission, government bodies, and industry regulators. 


Our range of work is equally broad, from strategic advice at board level, 
to mainstream commercial activities (including mergers and acquisitions, 
and price projections), to economic and regulatory analysis, both for 
regulators and those being regulated, We also work extensively for 
public policy makers at both national and international levels. 


We are looking for talented people to join our team, either as 
Consultants or Senior Consultants, and to share in our 
continuing success. 


The work is very varied, but focuses on the in-depth analysis of 
client’s needs, the development of practical solutions to their problems 
and challenges, and the provision of high-quality commercial advice. 


Oxford 


The minimum experience you will require is: 


Consultant: two years’ post-graduation experience, be it in 
consultancy, an energy company or other relevant activity. 


Senior Consultant: at least five years’ experience in one or more of 
the above activities, 


In addition, we are looking for: 


* a good degree - ideally in a numerate discipline, such as maths, a 
science, engineering or economics - and a probing, analytical mind; 


e advanced problem-solving and modelling skills; 
* polished communications and report-writing skills, 


Fluency in a major European language, in addition to English, would 
be a significant advantage. 

A certain amount of travel in the UK or overseas is involved, but the 
majority of the work is Oxford-based. 

The working environment is lively, stimulating, supportive and 
friendly. The work is demanding, but the working hours are generally 
civilised. The rewards are excellent. 


To apply, please write (or e-mail) a full CV and details of your current remuneration package to Hugh Babington Smith, ILEX, King Charles House, 
Park End Street, Oxford OX1 1]D. (energy.consult@ilex.co.uk). wwww.ilex.co.uk 


ENERGY, ECONOMICS, ENVIRONMENT 
awe 


Head of Department - Investment Business Division 


By working to encourage high standards of product quality 
within markets for financial services, the FSA has a high 
profile role to play in protecting investors’ interests. 


In this senior post, your contribution will be equally visible. 


Leading a team of 170, currently organised as the PIA Firms 
Department, you will assume overall responsibility for 
monitoring the business conduct of some 4000 regulated 
firms ~ from sole trader independent IFAs to household 
name life insurance companies. 

At the same time you will lead on a range of top level 
policy and management issues, and you will be proactive in 
spotting emerging trends and devising any appropriate 
regulatory response within an industry for which the needs 
and interests of customers should always be paramount. 


Financial Services Authority 
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Few roles will give you as broad an overview of the 
retail financial services market as this. Fewer still can 
offer the scope to make such a key contribution to its 
development. That is why we are looking to appoint a 
consummate professional, possibly from a compliance 
background, who combines first class analytical, drafting, 
negotiation and presentation skills with the presence and 
managerial flair to take a large team through periods of 
significant change. 


Someone, in short, who can lead from the top. 
If that someone is you, please telephone 
0171 269 6204 quoting reference GP412. 
Closing date for receipt of 

applications: 26th April 1999. 











EXECUTIVE FOCUS. 


Te lead VSO in the achievement of its strategic objectives 
* To oversee planning and budgeting for a turnover of £25m (EI, from FID grant) 
oe To lead, direct and manage VSO’s 400 staff through 6 divisional director ai 
i ‘To set the corporate ethos and style of working throughout VSO 
i>» To represent VSO to government and the media in the UK and worldw! 


THE PERSON 

* An adept, accomplished director of a large, complex organisation, who underaeands” 
international development and volunteering 

* A skilled and determined diplomat committed to the work of VSO and its people, 
able to travel extensively and at times uncomfortably, 


Please request an application pack (no CVs) by post, email or fax from 
Susanna Johnstone & Associates, PO Box 25159, London SWIP IFF 
Email: s.,johnstonead@mcmail, 20171 828 3632 Tel: 0171 828 1977 
Closing date: f Ith May. First inter May. Final interviews: 25th June 1999. 


YSO aims to be an equal opportunitie 
qualified women and members of ethi 
senior levels, You can learn more di 


s are encouraged from 
under-represented at 





The Inter-American Development Bank, the largest regionál 
multilateral development institution, based in Washington, DC, USA, 
has a vacancy for a: 


Health Specialist 


Provide technical leadership and expertise to project team members and country 
counterparts in the development, implementation and evaluation of health projects 
which involve health sector reform, institutional restructuring and social safety net 
interventions. 


PRINCIPAL FUNCTIONS: a) Project Development: Provide technical 
leadership and support in the definition, development, and implementation of 
health sector programs, including: (1) preparation of background studies and health 
sector analyses; (2) conceptualization and definition of policy areas and their 
corresponding interventions; and (3) development, design, and implementation of 
specific project activities. b) Policy Dialogue: Provide policy and technical 
guidance to clients on complex issues related to the development of policy driven 
health sector programs, such as policy reform, institutional, restructuring and 
establishment of social safety nets. c) Bank Strategy: Develop and articulate 
country level strategies to guide future Bank support to the health sector. Keep 
contact with other national and international agencies to foster coordination and 
avoid duplication of efforts. 





REQUIREMENTS: Education: Master’s degree or equivalent level of education 
in Health Economics, Public Health, Health Management, Nutrition or related 
field. (Ph.D. preferred). Experience: At least six years of relevant professional 
experience, preferably in Latin America in the areas of policy formulation, reform, 
economic analysis, implementation and evaluation in the health sector. 
Languages: Proficiency in English and Spanish (both written and spoken). 
Interested applicants should send cover letter and resume (in duplicate), including 
salary history, by April 23, 1999 to: Attention: NA/HS/TE; Inter-American 
Development Bank STOP E0507; 1300 New York Avenue NW, Washington, DC 
20877 USA; or Fax (202) 623-3014. 


For additional information on this posting, please refer to Vacancy Announcement 
No, 99/17 at: http://www.iadb.org/dpa/jobpost! .htm 


As a reflection of its commitment to its borrowing member countries, the Bank 
may require staff to accept assignments in both country offices and headquarters, 
Only applications which best match the requirements of the position will be 
acknowledged, The IDB encourages gender equality in its hiring practices. 





INTERNATIONAL ECONOMIST 


FERI: Corporation is an international economic research’ and fund 
management company located in Bad Homburg, Germany. We 
produce detailed analysis and forecasts for many countries 
including both developed and emerging markets for our clients‘in 
industry, banking and various associations. FERI has developed its 
own proprietary software systems and over the past 10 years has 
developed comprehensive databases for more than 60 countries. 


In the course of expanding we are looking for an international 
economist. As a competent analyst this person will have a thorough 
knowledge of economic theory and be familiar with quantitative 
economic research. Good skills with the PC are a must. Ideally you 
have several years of professional experience and are 
internationally oriented. Furthermore you are confident and self- 
assured; an important criteria as we work very closely with our 
clients. 


We are offering a challenging position in a fast-growing company 
with a salary based on performance and the opportunity of 
becoming a member of a very successful team of highly trained 
professionals striving to achieve a high standard through co- 
operative effort. 


If you find this opportunity attractive we would appreciate 
receiving your resume, including salary expectations and an 
indication of the earliest date for commencing employment with us. 


Please send your application to: 


FERI GmbH 
Attn. Maria E. Kinberger, Am Pilgerrain 17 
Harald Quandt Haus, 
D-61352 Bad Homburg 






Probusinessbank, Moscow, Russia 
Restructuring Project PROJECT MANAGER 
We-are a Russian commercial bank operating in Moscow and nearby regions of Russia. Since-our 
foundation in 1993, our growth rates and effectiveness have been one of most-high among Russian 
banks, Our capital is 330 million roubles, our assets are above 2.203. million roubles, that-is $14 
min: and: $92 min respectively. Our positioning as a universal bank free of dominance’ of large.” 
business-and political groups helps us to avoid high political and industry risks. Our main clientele 
are small-and medium businesses operating in automobile, food and construction industries, We 
are among the dominant providers of auto car loans to individuals in the Moscow market. 


















We are actively participating in the programs of the Russian economy restructurization sponsored 
by the international finance organizations. 

Unlike major Russian banks failed in the crisis of August 1998, we have successfully survived due 
to our cautious credit and financial policy. The present competitive situation offers us a. unique 
opportunity to gain a substantial market share and to become an important provider of banking 
services to the large Russian corporations. In order to get this chance we are planning a 
comprehensive program of upgrading systems and implementing modern banking practices and 
technologies. 


















The areas (modules) to be strengthened are: 
* Strategic Planning and Organisation * Financial Management 
+ Marketing + Credit Management 
« Management Information Systems « Branch Management 
and IT Management + Human resource management, 


We need a full time project manager able and willing to assume the responsibility for the design 
and implementation of the programme. He/she shall be on the. senior management level within the 
bank with adequate authority to implement change jointly with the Management Board. He/she 
shall meet the following requirements: 


- skills and abilities to manage a multitask structural project of the scale and objectives as 

briefly described above 

- experienve in banking at senior positions and specific skills in one or two above areas 

- experience in Russia or Eastern Europe or other emerging markets; 

- preferably Russian language skills 

- long term (up to 2-years} commitment to the project 

The project manager shall propose for approval other members of his/her team to be area 
(module) leaders. The principles and major components of the work plan are to be agreed with the 
Management Board. 

The forms of co-operation with such a project manager may be: 

+ A contract on restructuring project with an international consulting company, including that 
one of consultant's staff becomes our full-time executive and project manager on a 
secondment basis. 

+ Engaging a mature, independent consultant, preferably specialist in the bank organisation and 
project manager. 

Applicants are required to send their CV x and proposals to the address: 
15, Petrovka Street, Moscow, Russia, 103031, Alexander Savelyev 
Fax: +7 (095) 928-2409; or E-mail: asavelev@iprbb.ru 
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United Nations Industrial Development Organization 


-a a \, UNIDO is the UN agency providing specialized services for sustainable and 
U N l DO environmentally sound industrial development. 


KP 


~ 


Director, D-1 

Buildings Management Service 

Responsible for directing the operation, maintenance and repair of the 
Vienna Internationa! Centre buildings (202,000 m2), the United Nations 
headquarters in Austria. 

Vacancy VA-99/002 


Director, D-1 
investment and Technology Promotion Branch 


Responsible for defining strategies and directing UNIDO's programme tosi: 


assist developing countries and transition economies in building up their 
institutional capacities and professional’skilis to attractinvestment and 
technology for industrial projects, establish international industrial part: 
nerships and implement the full ey of innovation, investmen}, and” 
technology transfer. F: j 
Vacancy VA-99/003 

Director, D-1 


To deliver these services and to make a definitive contribution to achieving the goals 
of the newly transformed UNIDO, the Director-General is looking for men and women 
of the highest level of competency and integrity to join his team at headquarters. 


Montreal Protocol Branch 

Responsible for policy formulation and directing UNIDO's programme to 
assist developing countries and transition econornies to achieve the 
objectives of the Montreal Protocol by reducing the use of ozone 
depleting substances in industrial processes and products. 

Vacancy VA-99/004 


Director, D-1 

Staff Development and Management Branch 

Responsible for providing leadership in the development and application 
of moderm:human resource management practices and the management 
andcoordination processes related to staff planning, recruitment and 
selection, development of staff; st security; and application of 


UN-related staff rules ahd regulation 








Associate Sy: 
Treasury, Financi 
Responsible for an 
implementing and’ 
training staff on syste: 


participating in govertin 
organizing international 
programmes; and 
Vacancy VA-99/007 


sectors programme; developing co ating approaches and 
strategies for the Environmental Policies Framew pestablishi 
networks and liaising with other organize 
environmental institutions. 


Vacancy VA-99/008 


industrial Development Officer, P-4 

Cleaner Production and Environmental Management Branch 
Responsible for formulating, promoting and implementing technical 
cooperation programmes in cleaner production specifically in chemical 
industries; analyzing country reports to identify individual country needs 
related to environmentally sound technologies; formulating technical 
papers; leading and/or participating in international missions; participating 
in cleaner technology meetings; and monitoring project implementation. 
Vacancy VA-99/009 


ide conversion 


and alternatives to 
ulting services in ozone 
thy! bromide; 


aes and projects related to 
nuous improvement and management system 
i eparatory assistance and programming 
slic f ISO 9000 and 14000. 
Vacancy! VA-99/01 2 


Industrial Development Officer, P-4 

Private Sector Development Branch 

Responsible for designing and implementing partnership programmes 
between UNIDO and private sector institutions and enterprises; providing 
direct advisory functions to governments and institutions concerned with 
small- and medium-scale enterprises; reviewing regional and country 
level trends related to the developmental role and impact of private sector 
entities; and liaising with other UN organizations and developmental 
assistance agencies. 

Vacancy VA-99/013 


Detailed information on the positions is available through the internet at the UNIDO home page address: http://Awww.unido.org (Who We Are/Career 
Opportunities). UNIDO offers attractive remuneration packages and benefits in line with the United Nations common system. Female candidates from 
all UNIDO Member States are particularly encouraged to-apply. interested candidates should complete a UNIDO personal history form and submit it 

to: Chief, Staff Planning and Development Section, P.O. Box 300, A-1400 Vienna, Austria (Fax: 00431 2692669 or 26026 6834; 
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O E-mail: psd@unido.org). Deadline for receipt of applications; 30 April 1999. 



















THE LOGISTICS 
INSTITUTE - ASIA 





















Founded 1 905 


EXECUTIVE DIRECTOR 


The Logistics Institute - Asia (TLI-A) invites 
applicants for the position of Executive Director. 
TLI-A is a premier Institute located at the National 
University of Singapore, focusing on research and 
development in logistics supporting both the 
manufacturing and service industries. It is a 
collaboration between Georgia Institute of 
Technology in USA and the National University of 
Singapore. 


The successful candidate will establish and direct 
world-class research and education programmes in 
logistics, and to promote innovative industry- 
oriented logistics solutions. He will have the 
responsibility to provide leadership and vision to 
develop, implement and oversee the following major 
programmes of the Institute: 





- Professional Education 


- M.Sc. Programme 





- Leaders in Logistics Programme 
- Joint Research Programme 


Applicants should hold a Ph.D. degree with 
substantial relevant experience in a logistics-related 
field and must have demonstrated strong leadership 
in managing logistics programmes or firms, 
including experience in directing industrial research 
projects, A person is sought who possesses a strong 
record of research and education, excellent 
communication and leadership skills, and proven 
ability to attract research funding. This will be an 
Associate or Full Professor position. Opportunities 
will exist for conducting research and teaching 
within this position. Salary and benefits will be 
commensurate with experience and qualification. 


Send Curriculum Vitae to: 


Prof. Chow Shui Nee 
Deputy Director of Research 
Office of Research 

National University of Singapore 
10 Kent Ridge Crescent 
Singapore 119260 

Fax: (65) 7756467 

Email: orewts@nus.edu.sg 


Clasing date: 10 July, 1999 
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OFFICE OF FAIR TRADING 













CASE OFFICER ECONOMISTS 
£31,000 - £46,000 pa London based. 





The Office of Fair Trading is an independent, non-ministerial government 
department, established in. 1973, arid headed by the Director. General of 
Fair Trading. It plays a key role in the enforcement of competition law. 





The Competition Act 1998 gives the Director General greatly enhanced 
powers to investigate and act against conduct that restricts competition. 
The OFT is expanding to meet this challenge and is seeking a number of 
additional economists to be Case Officers under the new regime. 


















The job will be.to undertake casework including the initial assessment of 
cases, investigation of the more significant cases, and drafting decisions. 
Successful applicants should have excellent analytical and 
communication skills, and a professional background. in economics, 
preferably including a Masters Degree and experience of applying 
economic analysis in the private or public sectors. The job also requires 
development of a working knowledge of competition law and policy; 
training will be provided where necessary, Good team-working skills are 
essential. : 



























Salaries for the posts will be determined in relation to qualifications and 
experience, 













For further information about the posts please ring Peter Bamford, | 
Chief. Economist (tel 0171 211 8784). For an application form, contact 
Debbie Marshall, Office of Fair Trading, Room C522, Chancery House, 
Chancery Lane, London WC2A ISP (tel 0171.211 8392, fax 0171 2118773). 
Closing date for applications is 30 April. 1999. 












THE OFT IS AN EQUAL OPPORTUNITY EMPLOYER 






@ 


REGIONAL ADVISER ON DEVELOPMENT 
ECONOMICS AND PLANNING 
Port Vila, Vanuatu 






The United Nations Economic and Social Commission for Asia and the 
Pacific (ESCAP) invites applications for the above-mentioned post from 
highly qualified candidates with postgraduate degree from an 
internationally recognized university in economics and one or a 
combination of these fields: business management, development planning, 
public finance and project analysis. Good grounding in macroeconomics is 
essential. A minimum of ten years of professional experience relating to 
economic development, policy management, planning, informal, semi- 
formal and formal financial systems, role of local governments and quality 
management is a requirement. Work experience in these fields in small 
island economies particularly in the Pacific would be an asset. Major duties 
include; providing advisory services to the Governments of the Pacific 
Island countries in economic analysis, development planning and 
implementation, financial systems, quality management, and preparation 
of medium term strategic corporate plans. The Adviser is also required to 
conduct national and regional training courses/ workshops. The candidate 
should be. proficient.in English. A good knowledge of French would be an 
advantage. Duty station: Port Vila, Vanuatu with frequent travels to 
member states. 
















United. Nations offers competitive salaries, benefits and allowances, 
commensurate with education and experience. Initially one-year 
appointment with possible extension. 

Qualified: women are encouraged to apply. 

Apply. with detailed curriculum vitae and references by 30 April 1999 to 
Chief, Personnel Services Section, Division of Administration, 
ESCAP, United Nations Building, Rajdamnern Avenue. 

. Bangkok 10200, Thailand. 
Fax: (66 2) 288-1045. E-mail address: <escap_personnel_services@un.org>. 


Please refer to <http://www.un.org/Depts/OHRM/guidenew.htm> for 
guidelines for preparation of resume. ves 







Due to volume of applications, only candidates under positive 
consideration will be informed of the outcome. 
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International Institute 
Mhe London band for Strategic Studies 


International Institute for 
-Strategic Studies (ISS) 
seeks two new members for 
its Directing Staff. Remuneration packages for both posts, which it aims to fill by October 1999, will be on an 
“international scale. In response to the recent expansion of its activities and capacities, the Institute is looking for 
candidates with an established reputation in the fields of international relations and political-military strategy. The 
post-holders will report to the Director and. assist him in further developing the Institute and its work while 
conducting the following specific duties: | 


Assistant Di rector an international staff of nearly 50. In collaboration with 


the Director, the Director of Studies and other senior 

members of staff, the Assistant Director will help 
The Assistant Director will manage the Institute’s organise conferences relevant to the Institute’s research 
relations with its Corporate Members, lead the Institute's programme and corporate activities. Candidates for this 
initiative to provide its information and analysis to position must have management experience at a senior 

: Members and subscribers in a greater variety of level and a proven professional record in analysing 

electronic forms, organise the Institute’s speaker international relations and strategy. Some direct 
programmes, brief visiting delegations on. matters of experience of the corporate sector, electronic publishing 
international strategy that fall within the Institute’s and marketing would be an asset. Depending on the 
competence, assist in fund-raising for the Institute's results of the Institute’s restructuring, the post-holder 
various activities, and support the Director in managing may in time become Deputy Director. 





| Seni or Fellow for US Security publication, commissioning of articles and substantive 


St di Ed it f S : I ee of ete querer He i she will ea 
hd j i the journal's marketing and development. Candidates 
n ne ore BIVIVa cull pee hold a PRD in fnesrianonal relations or a 
The Senior Fellow will write and comment. on US related discipline and have considerable professional 
security policy and US foreign policy forthe HSS and experience of commentating on international affairs and 
organise occasional conferences and workshops. policy-making. An area of expertise in Europe or another 
Additionally the holder will supervise a proportion of strategically significant region. in addition to the US 
the Institute’s research programme in collaboration with would be an asset, as would competence in languages 
the Director of Studies and assist in fundraising for other than English. Previous editorial experience is 
research projects. As Editor of Survival, the ISS quarterly highly desirable. The Institute will welcome candidates 
journal, the Senior Fellow will be responsible for with experience of US government service. The post is on 
handling the flow of unsolicited articles for potential a three-to-five-year renewable contract. 





Written applications detailing qualifications, enclosing a full curriculum vitae and providing names of three referees 
should be made in confidence, preferably by post, to Dr John Chipman, Director, HSS, 23 Tavistock Street, London 
WC2E 9NQ, UK; fax +44 (0)171 836 3108; The deadline for applications is 6 May 1999. General salary details will be 
made available on request to those who submit complete applications. The IISS is an international organisation and 
hires the best available candidates on an equal-opportunity basis. 


http://www.isn.ethz.ch/iiss 
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EXECUTIVE FOCUS _ 


REPUBLIC OF GHANA. 
MINISTRY OF FINANCE 


The Government. of Ghana requires for immediate appointment, suitably qualified 
Ghanaian for the under méntioned position: 


+ INFORMATION TECHNOLOGY ADVISORY EXPERT 


REPUBLIC OF GHANA 


Background Information 


The Government of Ghana in collaboration with the World Bank is undertaking a 
comprehensive Public Financial Management Reform Programme (PLIFMARP? to 
Improve financial management in the country. The system is expected to be 
computerised and integrated in such way that the Government achieves, single reliable 
data base-to and from which all financial data flows and shared by all-the financial users. 
that. will make for timely and accurate report of all financial data, The PUFMARP 
framework identifies component parts of the project which could be implemented 
through independent consultants and donors. 


PROJECT OBJECTIVES: 


To design a modern governmental accounting system, 

To provide accurate, timely and reliable financial information to Central Government 
and Decentralized institutions and organisations, 

To improve budgetary, finance management and reporting systems. 

To improve accountability, control, monitoring and auditing of government finances. 
To strengthen financial management skills and capabilities. 


The Project is managed by a Steering Committee. Vacancy currently exists for selection 
of a suitable candidate as Information Technology expert, who would be expected to 
assist the Government set praject/internal standards for the introduction of the system as 
well as the management of the process and its overall computerised system. 


QUALIFICATIONS AND EXPERIENCE: 


* INFORMATION TECHNOLOGY ADVISORY EXPERT 
QUALIFICATIONS: 


Minimum of MSc Degree in computer science or the equivalent 

in addition, Knowledge of public sector financial management will be advantageous; 
At least 5 years relevant post qualification experience in managing large scale IT 
projects in the public sector. 


The information Technology Advisory Expert will work very closely with the Project's 
Technical Advisory Team Members and the Project Administrator and report to the 
Project Steering Committee through the Chief Director; 


© Design an efficient national strategy for information system, Assist with setting out 
guidelines and standards for in-house maintenance, assist in determination of 
services for contracting - out, data Communications standards compatible with 
standards and common software protocols, data security and back-ups file and data 
naming conventions etc. Liaise with MDAs, MMDASs on specific aspects of the 
project as may be directed by the Project Steering Committee. 


Ensure liaison with the Central Systems Development Unit of the Government to 
assist with the establishment of efficient functioning unit which would play a 
supportive role for the management of the overall IT components of PUFMARP. 


Ensure effective operation of the management information system in the 
governmental setting as well as providing quality assurance. 


Coordinate all aspects of information management technology of the project, as well 
as train counterpart staff for implementation and replication of system across the 
MDAs and MMDAs. 


OTHER INFORMATION 
DUTY STATION: Accra, Ghana 


SALARY AND BENEFITS: Attractive and comparable to those offered by other 
international institutions 


TERMS OF APPOINTMENTS: Two (2) Year Contract appointment renewable on 
satisfactory performance of duties. 


Applications with Curriculum Vitae and copies of relevant Certificates and names, and 
addresses and telephone numbers of three referees should be submitted not later than 
25th April 1999, 


All applications should be directed to: 


CHIEF DIRECTOR 
MINISTRY OF FINANCE 
BOX M40 
ACCRA 


ATTN: KOFI OPOKU-MANU 
FAX NO: 233-21-663854 


NB: ONLY SHORT LISTED APPLICANTS WILL BE CONTACTED 
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SENIOR TRADE ADVISOR 
Lusaka, Zambia 


The- U.S: Agency for International Development in Lusaka, Zambia 
seeks a Senior Trade Policy Advisor to work: with the Zambian 
Ministry. of Commerce, Trade and Industry fora one to.two. year 
period. 


Zambia is currently engaged in intensive trade negotiations ir several 
forums, including bilateral free trade. arrangements, | regional 
negotiations on the SADC Trade Protocol, and. multilateral 
renegotiation of the Lome Convention between ACP countries and 
the EU. 


The Senior Trade Policy Advisor will provide assistance to Zambian 
trade authorities in the detailed preparatory work and participation f 
in key negotiations. He/she will assist in assessing the impact of 
proposed trade agreements and facilitating policy adoption to 
maximize benefits from new trading opportunities. 


Qualifications: At least 5 years international trade negotiation 
experience. Excellent communication ‘skills, ability- to write. reports 
clearly in English and the ability to function harmoniously as part of 
a multicultural team of professionals, 

Academic Qualifications: Minimum Masters Degree or ‘LL.M. 


To apply: Please fax or email a cover letter and resume by April 30, 
1999 to the Executive Office, USAID /Zambia, 
351 Independence Avenue, P.O. Box 32481, Lusaka, Zambia. 
Fax: 260-1-254-532 
Phone: 260-1-254303 /6; 
email:sugale@usaid.gov 


XS 
LECTURER/STATISTICIAN 


Statistical Institute for Asia and the Pacific (SIAP) 
Tokyo, Japan 


The United Nations Economic and Social Commission for Asia and the 
Pacific (ESCAP) invites applications for the above post from persons with 


post graduate qualifications in economics/statistics/mathematics and} 


considerable practical experience in statistical. work, particularly in the area 

of sample design, survey methodology, micro and macro economic 

statistics and data management. Ability and experience in teaching and 

conducting training sessions are required. Experience or knowledge on the | 
use of statistics in policy analysis and formulation in the developing 

countries of the Asia and Pacific region is desirable, Familiarity with 

statistical software packages will be an advantage. Duty station: Tokyo, 

Japan, with mission travel to countries in the region. 


Duties involve conducting professional training on statistics, sampling 
applications, statistical and survey methods, national accounts and 
economic statistics through lectures, workshops and practical sessions for 
official statisticians in the Asia/Pacific region, and preparing and updating 
training materials for courses organized by the Institute. 


United ‘Nations. offers competitive salaries commensurate with education 
and experience, benefits and allowances. Initially one-year appointment 
with possible extension. 


Apply with detailed curriculum vitae and references by 20th April 1999 
to Chief, Personnel Services Section, Division of Administration, ESCAP 
United Nations Building, Rajdamnern Avenue, Bangkok 10200, Thailand. 
Fax: (66 2) 288-1045, 288-1000, 288-1001. 

E-mail address: <escap, personnel_services@un.org> 

Please refer to <hitp://www.un.org/Depts(OHRM/guidenew.htm> for 
guidelines for preparation of resume. 

Due tọ volume of applications, only candidates. under positive 
consideration will be informed of the outcome, 
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United Nations Environment Programme 


Tad kasal pl gale «SCRE 
PHUGRAMME DES NATIONS UNIES FOUR CENVIHONNEMEN™ PROGHAMA DE LAS NACIONES UNIDAS PARA EL MEDIO AMBIENTE 
HPOPP AMMA OFT AVA OB DELMMEHHEIA, ¢ 


_ DIRECTOR, (D-1) INTERNATIONAL ENVIRONMENTAL 
TECHNOLOGY CENTRE (IETC) | 


VACANCY ANNOUNCEMENT NO. NA-99-14 


DEADLINE FOR APPLICATIONS 3 MAY 1999 


| The United Nations Environment Programme (UNEP), the global environmental 
authority, is seeking a Director to manage its International Environmental Technology | 
Centre (IETC) in Japan. This is a senior position in the organisation and you will play 
an active role in ensuring that UNEP fulfills it’s role as the environmental voice of the 
United Nations and the environmental agency of the world community. 


Functions 


| As part of the UNEP Division of Technology, Industry and Economics, you will be 
responsible for the management of IETC’s offices in Osaka and Shiga. You will design 
UNEP strategy and policy for promoting the development; use and transfer of 
| environmentally sound technologies to developing countries and economies in 
transition, and formulate work programmes and projects that deal with urban and 
| fresh-water basin environmental problems. 


Qualifications 


Strong leadership and a readiness to take initiative are important. The selected 

candidate is likely to have an advanced university degree in a relevant discipline. 

Twenty years management experience and a proven track record in the use of |. 
“environmentally sound technologies. Fluency in English is required. 


A competitive salary and benefits are offered. 


Applications for the position should be received by 3 May 1999. Copies of the- 

¿vacancy announcement with descriptions of job qualifications may be obtained from, 
and detailed curriculum vitae including date of birth, nationality, educational 
qualifications should be sent to: Chief, Recruitment Section, Human Resources 
Management Service, United Nations office at Nairobi (UNON), P.O. Box 67578, 
Nairobi, Kenya, Facsimile 254-2-624134/622615/622624 


| IN ALL CORRESPONDENCE OR INQUIRIES PLEASE QUOTE 
| VACANCY ANNOUNCEMENT NO. NA-99-14 
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What did we say when they asked us 
for a mission-critical network? 


Computer networks are the central 
nervous systems of modern banking 
and financial institutions. Without 
them, virtually every aspect of the 
company’s international trade and 
commerce grinds to a halt. The 
impact on earnings — not to mention 
customers — can be disastrous. 


To give you an edge in mission- 
critical networking — 24 hours a 
day, 7 days a week, 365 days a 
year — Olicom has developed 
ClearSession™, the world's most 
advanced set of solutions for 
keeping computer networks up 





No problem ` 


financial institutions ask us for 
mission-critical networks. 


and running year in, year out. 
ClearSession, an essential element 
of Olicom’s ClearStep™ 
strategy, is implemented 
throughout our range of 
quality-engineered Token-Ring, 
Fast Ethernet and ATM 
networking equipment. Its 
unique failsafe functionality 
automatically ensures the 
availability of the systems and 
applications that drive your 
business. 


Olicom is also the only 
networking company in 
the world offering a 
detailed high-speed 
networking migration 
roadmap. Our ClearStep strategy 
allows you to safely and cost- 
effectively build high-speed, 
mission-critical networks capable 
of handling the needs of 
tomorrow, today. For more 
information, please visit 
www.olicom.com. 


olicom <2 


olicom & 


ClearStep’ 


The Token-Ring 
Migration Strategy 





That’s why we say “no problem” 
when the world’s biggest banks and 


Olicom offices: United Kingdom (+44) 1494 556600, Denmark (+45) 45 27 00 00, Austraka (+61) 2 9955 1755, Benelux (+31) 73 6 49 15 46, Canada (+1) 416 977 2400, France (+33) 1 4191 1717, Germany: (+49) 6105 28920, 
Ibérica (+34) 91 372 9814, Japan (+81) 3 5753 0221, Poland (+48) 58 348 15 00, South Africa (+27) 11 432 3295, Sweden (+46) 8 594 704 94, USA (+1) 972 907 4600. www.olicom.com 


ClearSession is a trademark and ClearStep is a servcemark of Olicom A/S. Olicom is a registered trademark. 1999 copyright Olicom A/S 


Fhe 
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Don't let the endgame be his 


OW is the war in Kosovo going to end? 

After little more than two weeks of 
western air attacks, it may seem premature to 
be asking such a question. It is certainly not 
prompted by Slobodan Milosevic's guileful 
offer of a temporary ceasefire, nor even by the 
belief that NATO's bombing campaign may at 
last be causing some discomfort to his malign 
regime. Yet the West has never sought the out- 
right defeat of Mr Milosevic, still less the out- 
right victory of the Kosovo Liberation Army. 
Rather it has sought an end to the ethnic 
cleansing of Kosovo's Albanians. In this, so 
far at least, it has failed: about 1.1m of the 
province’s 1.8m people have by now been 
driven from their homes, and in the past fortnight alone over 
360,000 have fled the country. 

The immediate plight of these wretched refugees is, un- 
derstandably and rightly, a pressing concern for western gov- 
ernments, as well as for the aid agencies trying to give them 
succour. Should they be kept in the Balkans, as close to home 
as possible? (Yes, if possible.) Or simply taken to a place of 
safety, perhaps far away? (Yes, if necessary.) The refugees seem, 
however, to have come as a complete surprise to the West. 
Indeed, it seems to have been as unprepared in its humanitar- 
ian planning as it was in the military preparation of Opera- 
tion Allied Force, whose unfortunate acronym is OAF. 

On the one hand military officers have been explaining 
that sortie after sortie of bombers has come to nothing be- 
cause of low cloud; that even when the cloud has dispersed so 
too has the enemy; and that meanwhile cruise-missile sup- 
plies have run low. On the other, government ministers have 
been at sixes and sevens over the refugees. Little practical pro- 
vision was made for this huge movement of people. Little po- 
litical preparation was made to ensure that a vast influx of 
ethnic Albanians did not upset the unstable equilibrium of 
the neighbours, in particular of Macedonia. 

The humanitarian arguments for insisting that the refu- 
gees should go home are powerful. After so much killing, rape 
and destruction, it would be an outrage if the Serbs were to 
add to the misery of the Kosovars by permanently depriving 
them of their homes. But such outrages have happened be- 
fore—in Bosnia, Rwanda, the Soviet Union, Palestine and all 
too many other places, and the ethnic cleansers have got away 
with their crimes. Sometimes, after all, it may be better that 
people live apart, if the alternative is living together at each 
other's throats. Yet if such a separation is to happen in Koso- 
vo, it must not be at the ethnic Albanians’ expense. The geo- 
political dangers, as well as the human costs, are far too great. 

Macedonia, with a Slav-dominated government and an 
ethnic-Albanian minority making up a quarter to a third of 
the population, is just one country in the neighbourhood 
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waiting to disintegrate. Were it to do so, Bul- 
garia, Greece and Turkey would not feel able 
to stand idly by. Montenegro, the tiny repub- 
lic which with Serbia is all that remains of Yu- 
goslavia, is also teetering. Its pro-western gov- 
ernment has been strained to the limit by 
NATO’s bombing. Albania itself may soon be- 
come a target for Serbian attack now that it is 
to play host to NATO's “deep strike” forces— 
Apache helicopters, multiple-launch rocket 
systems and army tactical missile systems. 
Long the most insular country in Europe, it is 
also the poorest and one of the most politi- 
cally turbulent. A permanent population of 
exiled Kosovars would alter the country’s po- 
litical balance. It would also ensure that Albania became a 
base for guerrilla or terrorist operations. 

Add to this a jerry-built Bosnia, just about held together by 
the West, and the scene is set for a potential collapse of terrify- 
ing proportions. Terrifying, that is, to all but Mr Milosevic. 
Out of the general wreckage of the Balkans, he would certainly 
expect to build a greater Serbia, cleansed of Muslims and of 
most other ethnic minorities. It is essential that he should be 
thwarted in this ambition and disabused of any idea he may 
have that the West would tolerate it. But it has to be admitted 
that so far too many events have been going his way. That is 
why NATO's campaign must continue—and on NATO’s terms. 


Partial victory, partial defeat? 


The West says it will go on until Serbia’s troops are out of Ko- 
sovo and the refugees can return home, there to run their own 
affairs, protected by a NATO force. That, however, is what was 
on offer, and what was rejected, at the talks in Rambouillet 
before the war began. So what will make Mr Milosevic change 
his mind? Or, if you like, how is the war going to end? 

The hope must be that NATO will still be able to inflict 
enough damage from the air to make Mr Milosevic yield. The 
likelihood, however, is still that it won’t. Unless the West is 
ready to use ground troops, and accept casualties, it may have 
to settle for a partial victory, which is a way of saying a partial 
defeat. Call it what you will, it will mean concessions, maybe 
over the unimportant matter of what the eventual Kosovo 
force is called (NATO-led or something else), maybe over the 
more important matter of how much of Kosovo is handed 
over to autonomous rule by the ethnic Albanians. It should be 
the entire province, with special provision for access by the 
Serbs to their holy places. But it may have to be less. That will 
be the price of going to war without the will to do the job 
properly. It will be a high price, but an acceptable one—so 
long as a wider Balkan break-up is averted. This time, in any 
event, the West needs to think its strategy through. 





LEADERS 


The top suspects may not be facing justice in the Netherlands, but a trial will 
now certainly take place. Well-aimed sanctions can take much of the credit 


ANCTIONS are a famously blunt instrument, liable to 

give anybody but their intended target a bloody nose. The 
United Nations sanctions imposed on Libya in.1992 are 
something of an exception: they had a precise aim, they se- 
verely inconvenienced Libya’s top people without doing any- 
thing lethal to ordinary citizens and, in the end, they got their 
men. Forget, for the moment, that the men—Abdel Basset al- 
Megrahi and Al-Amin Khalifa Fhimah, the two Libyans 
_ charged with planting the bomb in the Pan Am airliner that 
blew up over Lockerbie in December 1988, killing 270 peo- 
ple—are probably small cogs in a scary wheel and that it took 
along time and considerable compromise to get them to trial. 
Thanks at least partly to economic pressure from. well-aimed 
measures, the laborious process of publicly investigating a 
vile terrorist incident is now under way. 

The sanctions, suspended as arranged after the two men 
arrived on April 5th in Camp Zeist, the temporary bit of Scot- 
land in the Netherlands where they will eventually be tried by 
three Scottish judges (see page 46), were a great nuisance to 
Libya and, in one way or another, cost it a lot of money. But, 
unlike the sanctions on Iraq, they did no direct harm to ordi- 
nary Libyans. They banned all flights to or from Libya (though 
some African countries have recently been breaking that em- 
bargo); they forbade the sale of spare parts for oil refineries; 
and they froze some of Libya’s assets abroad. In three months’ 
time, after Kofi Annan, the UN secretary-general, has. reported 
on the completeness of Libya’s disavowal of terrorism, the Se- 
curity Council may lift the sanctions. Even if America were to 
oppose that, as its secretary of state, Madeleine Albright, has 


-hinted it may, it would find it hard to persuade its fellow 


council members to vote to reimpose the measures. 

A spokesman for the families of the 189 Americans who 
died over Lockerbie wonders, reasonably enough, about the 
point of trying the hitmen while the godfather walks free. (By 
contrast, the British families, who tend just to want to get on 


Lockerbie and the Libyans 









with the trial and a public inquiry, were instrumental in per- 
suading Robin Cook, Britain’s foreign secretary, to accept the 
compromise.) The two suspects, who worked for Libyan Arab 
Airlines, are charged with murder and conspiracy to murder, 
acting on behalf of Libya’s Intelligence Services—all of which 
they deny. But the suspicion is that Muammar Qaddafi 
would not have agreed to the trial unless he had received as- 
surances that the process would be unlikely to burrow its way 
to the very top of those services. Mr Annan denies that he has 
made any such promises, but the two suspects will not be 
questioned by American or British security officials and wit- 
nesses will not be called from Libya. 


An acceptable ex-terrorist? 
What happens if, and it is a big if, the prosecution is able to 
prove the suspects guilty and, more speculatively still, that the 
line of guilt stretches up to Mr Qaddafi himself? Libya’s leader 
seems in recent years to have cut himself off from his old ter- 
rorist protégés. Perhaps he finds that it is no longer fun or 
profitable to try to run the world that way. He now seems 
pretty harmless, though many of his own people would not 
agree, But are either America or Britain prepared to accept 
him as a reformed member of the club of eminent ex-terror- 
ists? He will certainly be treated with the utmost suspicion. 
For now, however, the conditions for suspending UN 
sanctions have been fulfilled. America’s unilateral sanctions 
against Libya, banning most trade, will remain in place. They 
were first imposed in the 1980s, when Libya was accused of 
sponsoring terrorism, then expanded in 1996 when Libya 
was added almost as an afterthought to the secondary sanc- 
tions that set out to penalise foreign firms that invest in Ira- 
nian or Libyan oil. Since they do not specify exactly what 
Libya (or Iran) has to do to bring them to an end, these blun- 
derbuss measures are the kind of punishment that has given 
so many sanctions a bad name. It is time to lift them too. 








Fruitless but not harmless 


America is declaring victory in its absurd banana war with Europe. The 


damage from the dispute may prove lasting 


FTER six long years, America this week claimed to have 
won its battle with the European Union over bananas— 
a fruit of which neither side is a serious producer. Yet again 
the World Trade Organisation has ruled that the Eu’s banana- 
import rules are illegal. These favour bananas from ex-colo- 
nies in the Caribbean, distributed by European firms, over 
Latin American bananas, distributed by American. ones. Eu- 
rope is clearly in the wrong, and it should scrap its rules im- 
mediately. Yet America’s “victory” is a hollow one; and the 
damage to the world trade system is real. 


16. 





For one thing, the war is not over. Despite promising to 
abide by the wro’s judgment, Sir Leon Brittan, the Eu’s trade 
commissioner, says the EU may appeal against some aspects 
of it. This is. a'cynical ploy, since the wro has ruled against the 
entire regime for an unprecedented third time. 

- Meanwhile America has wro approval to retaliate by 
slapping import tariffs on a range of European luxury goods. 
These will be applied retroactively to March 3rd, when Amer-. 
ica imposed sanctions on such products as Scottish cashmere 
sweaters and Parma ham. (Some will now escape further pun- 
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-ishment, because the wro ruled that retaliation was permis- 
sible only against $191m of imports, rather than America’s 
initial target of $520m.) European exporters who have noth- 
ing to do with bananas will suffer; so will American consum- 
ers, deprived of their favourite European imports. The longer 
the war drags on, the more bad blood it will create—which 
will infect other looming disputes too. 

The biggest reason why American triumphalism is mis- 
guided is that the wTo itself has been left looking rickety. The 
banana dispute has exposed weaknesses that cast doubt on 
how effectively it can enforce world trade rules. The flaws in 
the wro dispute-settlement mechanism need to be rectified 
urgently, even before new trade talks begin in December. 
Countries will not negotiate seriously if they cannot later be 
held to their commitments. 

Even more importantly, America and Europe, the leading 
proponents of world trade rules, must show that they are will- 
ing to stick by them. Their behaviour over bananas sets a bad 
precedent that invites others to play fast and loose with the 
law. America’s bully-boy tactics will stiffen European resolve 
in disputes over beef and much else. And Europe's refusal to 


Glittering economic prizes 


There are reasons to query the widespread assumption that America’s 


economic model automatically delivers the best results 


CONOMIC models can be victims of fashion just as much 

as the long-legged sort. The Swedish model, the German 
model, the Japanese model, the East Asian model have all 
been much admired in the past; now all are showing their 
age. Today it is the lean and flexible American economic 
model that is deemed triumphant, as the United States enjoys 
rapid growth, low unemployment and low inflation— 
enough, it seems, to support ever dizzier highs on Wall Street. 
The American model has proved its superiority. But has it? 

Conventional wisdom certainly holds that America’s 
economy is outpacing all its rivals. That is true for the past 
seven years. But measured over a decade, to adjust for the eco- 
nomic cycle, America’s GDP per head-—the best measure of 
prosperity—has risen by an annual average of only 1.6%, 
about the same as Japan and Germany (after stripping out the 
impact of unification). On other measures, America’s ten-year 
performance is more disappointing still (see page 67). 

Perceptions about relative performance are hugely dis- 
torted by cyclical factors. In the late 1980s many Americans, 
terrified of being overtaken by Japan, urged that aspects of the 
Japanese model be adopted. Today America is close to the 
peak of its cycle; Japan, in contrast, is mired in recession, and 
Germany is slipping towards one. When America next meets 
recession, its model too may quickly lose its glamour. 

One lesson is that getting monetary and fiscal policies 
right may be even more important than picking the best eco- 
nomic model. No model in the world can prevent a financial 
bubble if monetary policy is too lax, or a recession if it is too 
tight. Recent declines in output in both Japan and Germany 
_ are largely due to inadequate demand caused by overly tight 

monetary policy, and not to supply-side constraints imposed 
“by the failings of their models. 
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scrap its regime will only encourage growing feelings of hos- 
tility towards the wro in the American Congress. 

But surely, a soft liberal might plead, the EU should pro- 
tect poor Caribbean banana growers against heartless Ameri- 
can multinationals? Is not bending world trade rules a bit 
merely a small price to pay for helping the poor? 


Aid, not trade 

No, it is a large price to pay, and for not very much help. Trade 
restrictions are not a good way to help poor countries; trade - 
rules are too important to global prosperity to be bent at will. 
Moreover, the European banana regime is a rich man’s racket, 
not a boon for the poor. It costs European consumers around 
$2 billion a year—s5o cents per kilo of bananas. Of that, 
around $1 billion goes to the distributors. Banana growers in 
the poor countries that the Europeans claim to care about 
gain only $150m a year. And the equally poor countries that 
the eu does not favour, such as Ecuador and Honduras, lose. 
Ifthe Eu really wants to help, it should throw open its banana 
market and use the savings to its consumers to increase direct 
aid to the Caribbean. 





If there is a puzzle, it is actually over why America’s more 
flexible economy has not delivered even faster growth, for 
even longer. One explanation may be that economies have 
more in common than apparent differences in models might 
suggest. America, Japan and Germany are all relatively open 
to foreign trade, have modern infrastructure and enjoy the 
rule of law—some of the crucial ingredients for growth. And 
the models’ differences are themselves often exaggerated. In- 
terventionists once attributed Japan’s success to industrial 
policy and to close relations between groups of firms and 
banks. Yet Japan's success was greatest among its exporting 
giants, who were in the least controlled parts of the economy 
and the most exposed to foreign competition. 

Another explanation, however, is that the American 
model is itself far from perfect. America may boast highly effi- 
cient labour and capital markets, but these advantages are 
partly offset by poor primary and secondary education, run- 
down public infrastructure, and inadequate saving that 
makes the country dependent on foreign capital. Germany’s 
better-educated workforce partly compensates for its arthritic 
labour market. Japan's higher saving and investment has 
helped to make up for its relatively low return on capital. 


What productivity miracle? 

One point remains undeniable: America has a far superior 
record in creating jobs. In Europe high taxes, high minimum 
wages, restrictions on working hours and product-market 
regulations deter firms from hiring workers. But they may be 
less of a barrier to overall growth, because firms respond to 
higher labour costs by boosting productivity. For all the talk 
about America’s productivity miracle, Germany's productiv- 
ity growth has actually been more than twice as fast as Ameri- 
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ca’s over the past decade. 

This is not to say that America should now junk its model. 
Rather, the point is that while elements of the model may well 
be important, they are not the whole story. In the 1960s and 
1970s, America may well already have had a superior model, 
on paper, to those in Japan and Germany—more flexible, in- 
novative and so on. But other factors swamped that advan- 
tage: poor macroeconomic policy made it more inflation- 
prone and hindered investment planning; and Japan and 
Germany could anyway grow more easily by i importing tech- 
nology during their long catch-up phases. 






Now, with fast-changing information technology putting 
a premium on innovation, America’s flexible model may be 
coming into its own. But, again, that is not the end of the story. 
Success tends to breed complacency and excesses, seen.in to- 
day's loose monetary policy. and stockmarket bubble. If that 
bursts, America’s model may easily turn out to be tomorrow’s 
has-been, especially if, in the longer term, it does not correct 
its poor education and low saving. After all; if Germany and 
Japan can grow as fastas America even when their incentives 
are blunted by an inflexible model, imagine what they might 
do were their economies to be set free. 


sats i stt 





Education, education, education 


The British government should persist with its current education 


reforms—and introduce new, more radical ideas 


AVID BLUNKETT could well, on the face of it, be the cab- 

inet minister least likely to provoke a fight with the La- 
bour Party’s traditional supporters in the public sector. Hav- 
-ing worked his way up through the trade union movement 
and local government, and being much admired for the te- 
nacity with which he has overcome his blindness, the educa- 
tion secretary is sometimes portrayed as the voice of the left. 

For all this, Mr Blunkett’s education reforms may provoke 
the first real confrontation between New Labour and the pub- 
lic sector. At their Easter conferences the teachers’ unions 
threatened to strike over the government's plans to close fail- 
ing schools and to link pay to performance. In response, the 
government promised to delay implementing its pay plans. 
Delay is all it should be. Taken together with the reforms in- 
troduced by the Conservatives, Mr Blunkett’s latest proposals 
are an important stage in tackling the endemic failings in the 
school system. 

Britain’s education reforms are best understood as a con- 
certed attack on the mushier version of the “comprehensive 
ideal” of the 1960s and 70s. In the name of egalitarianism this 
held that all pupils, all teachers and all schools should be 
treated identically. Any comparisons were invidious. The 
idea was that standards would rise for everybody, But the cur- 
rent system has failed. A recent study revealed that 19% of Brit- 
ish adults in their mid-30s have problems with basic reading. 

In response to these problems, Britain’s education re- 
forms have tried to be much tougher about discriminating 
between successful and failing schools. League tables of 
schools, based on exam results, are published every year. The 
government has begun to close failing schools and is encour- 
aging private-sector managers to get involved. Within schools 
“progressive” teaching methods are being discouraged, and 
there is more of a focus on basic literacy and numeracy. 
Mixed-ability teaching is being discouraged in favour of 
streaming by ability. Measurable progress is being made. 


The next step 

The introduction of performance-related pay for teachers is 
part of this trend. But the government should go even further. 
“One-size-fits-all” is not a philosophy that satisfies consumers 
in any other walk of life. It should be ditched in education. 
The government should continue to-insist that schools meet 
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certain basic educational targets, and should inspect them, 
and publish their exam results, But within that basic frame- 
work schools should be given much more latitude to special- 
ise and experiment, and parents should be given much more 
choice over where to send their children. Successful schools 
will be over-subscribed and this will mean allowing them to 
select their pupils on any fair and open criteria they choose— 
including academic ability. But it will also mean allowing 
popular schools to expand, and to take over failing and un- 
popular schools. The best mechanism for this would be to 
attach funding to pupils, not schools, so giving successful 
schools the money and the incentive to expand. 

Proposals such as these will meet a storm of protest. The 
first line of attack will be that they are impracticable. But ele- 
ments of such schemes are already in place. An under-per- 
forming state school in Guildford in southern England has 
already been taken over by the private-sector arm of a success- 
ful west Midlands school. The government has also adver- 
tised for other private companies to bid to take over failing 
schools. The hope will be that, as with private schools, success- 
ful institutions will develop brands which inspire confi- 
dence and attract parents. 

Getting private firms to manage schools under contract to 


the state should just be a start. Attaching funding to pupils, 


not schools, is the next stage. Similar schemes were intro- 
duced with patients in the National Health Service, and have 
proved successful enough to be retained by the Labour Party. 
The last government made a start by introducing vouchers for 
nursery schools—a move regrettably scrapped by Labour. Al- 
ternatively schools could be given a per-capita grant, as in 
Ireland. This process has the virtue of having a natural correc- 
tion mechanism built in. If schools expand too fast, they will 
lose popularity and pupi ls and be forced to shrink. 

Another criticism is that this would be socially divisive. 
The rich would peel off into their own schools, leaving the 
poor to fail in “sink” schools. But sink schools exist already. 
The rich already opt out, by going private or moving to the 
suburbs. As Andrew Adonis, now a Downing Street adviser, 
has written: “The comprehensive revolution has not re- 
moved the link between education and class, it has strength- 
ened it.” School choice would expand opportunity for all. 
cll 
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A widening conflict 


NATO’s air strikes against military targets in Serbia are now taking their toll, 
but ethnic cleansing continues in Kosovo and the refugee crisis grows, intensi- 
fying debate about the use of NATO ground troops 


$ BETTER weather and reinforcements 
have enabled Nato to intensify its 
bombing of military targets in Serbia, the 
Kosovo inferno is being stoked by mis- 
calculation on both sides. NATO govern- 
ments clearly underestimated the deter- 
mination of Slobodan Milosevic to tighten 
Serbia's grip on Kosovo. Although his push 
against the ethnic Albanians there started 
even before peace talks collapsed last 
month, alliance officials have been ap- 
palled at the ferocity of the ethnic cleansing 
now under way and all but overwhelmed 
by the torrent of refugees it has created (see 
next story). But Mr Milosevic too has some 
concerns. His barbarity in Kosovo has con- 
vinced many erstwhile doubters that 
NATO's bombing campaign is justified. In 
the latest twist of horror, refugees ap- 
proaching the Albanian and Macedonian 
borders were being stopped and sent back 
into Kosovo by the Serbs—possibly for use 
as human shields. This will strengthen calls 
for the use of NATO ground troops to end 
the Serb atrocities more quickly than 
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bombs alone can do. 

Mr Milosevic’s declaration of a unilat- 
eral ceasefire on April 6th, supposedly to 
last until the Orthodox Easter on April 11th, 
was partly a cynical attempt to reopen dif- 
ferences within NATO over prolonged mili- 
tary action and was dismissed out of hand 
by NATO governments. But it also suggests 
that Mr Milosevic is getting rattled. “Koso- 
vo can only be lost in battle,” Serbia’s nego- 
tiator had said defiantly at the failed peace 
talks before the bombing started. Now 
NATO's widening air campaign, hitting 
military targets throughout Serbia, as well 
as roads, bridges and fuel dumps in and 
around Kosovo, is starting to take its toll on 
the Yugoslav army, whose tanks are being 
used to support police and paramilitary 
operations against the Kosovars. Behind 
Serb public defiance of the NATO strikes is 
perhaps a dawning realisation that the 
price of hanging on to Kosovo may prove 
too high. 

That is precisely the message NATO is at- 
tempting to deliver through its bomb 


sights. For much of the first two weeks, for 
reasons of prudence and bad weather, 
strikes were aimed chiefly at suppressing 
Yugoslavia’s air defences. The shooting 
down of a sophisticated F117 Stealth 
fighter-bomber was an early indication 
that Serb air defences were going to be a lot 
tougher to crack than those of Iraq, where 
American and British planes have easy con- 
trol of the skies. But clearer weather is now 
helping the bombers, and NATO is increas- 
ingly able to use lower-flying tank-busting 
aircraft. Some 24 Apache helicopter-gun- 
ships are soon to be based in Albania. Such 
close-in operations are vital if NATO is to 
slow down and eventually halt the brutal 
clearing and destruction of Albanian-pop- 
ulated villages and towns. 

As the target list widens, air power, 
though a bluntish instrument, can clearly 
inflict a lot more damage on Mr Milosevic’s 
war machine. Yet even its warmest admir- 
ers do not imagine that air power alone can 
win the battle for Kosovo quickly or deci- 
sively enough to prevent further killing 
there, let alone to impose a peace settle- 
ment. And NATO has made clear yet again 
this week that its aims go far beyond a sim- 
ple ceasefire. They include a multi-ethnic, 
democratic Kosovo; a withdrawal of Serb 
forces and an end to repression of the Koso- 
vars; guarantees that refugees and dis- 
placed people can return quickly and 
safely to their homes; a political solution, 
based on the peace accords rejected by Ser- 
bia last month, giving Kosovo a far-reach- 
ing degree of autonomy; and a NATO-led 
international military presence at least for 
a period to ensure that such an agreement 
would be kept. 

So far NATO governments continue to 
insist that ground troops will not be used 
in the war for Kosovo. The 12,000 NATO 
troops now in Macedonia were originally 
intended as the spearhead of a peace- 
keeping force once a peace deal had been 
signed. Both they and the 6,000 to be sent 
to Albania will help with the logistics of 
coping with the thousands of refugees and, 
says NATO, when conditions permit will es- 
cort many of the refugees safely back home. 

But might they, along with the 2,000 or 
so American army troops being sent to Al- 
bania to help man and protect the Apache 
helicopters based there, instead form the 
spearhead of something seen, at least out- 
side western government circles, as increas- 
ingly necessary: a NATO ground force capa- 
ble of fighting back the Serbs before Koso- 
vo, which has already seen well over half its 
Albanian population displaced over the 
past year (and half of those in the past few 
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weeks), is completely emptied of its 
Albanian inhabitants? 

Western military planners have 
talked cautiously of the need for up 
to 200,000 troops to fight a success- 
ful ground war for Kosovo. Others 
outside government suggest that 
50,000 to 60,000 could do it, given 
robust air support. Yet even if politi- 
cians were ready to commit ground 
troops, the obstacles would be for- 
midable. Assembling the troops 
would take weeks or months. 
Whereas in the Gulf war America 
and its allies were able to use mod- 
ern Saudi ports and airfields for 
their six-month build-up, the ports, 
airports and even roads of Albania 
and Macedonia, the likeliest staging- 
grounds for such a force, are poor to 
non-existent. The geography too is 
difficult: few routes run across the 
mountainous borders of Kosovo. 

And the alternatives? One option 
would be to recognise Kosovo as an inde- 
pendent country and supply arms to what 
remains of the Kosovo Liberation Army. 
But western governments rule that out as 
the start of a redrawing of boundaries in 
the Balkans which they have long resisted, 
and which could strengthen demands for a 
Greater Albania and merely widen the war 
to other fragile countries, such as Albania, 
Macedonia and Bosnia. Yet officials do in- 
creasingly recognise that, however an even- 
tual peace comes about, Kosovo for some 
time will have to become a virtual NATO 
protectorate. Too many barbarous things 
have happened for most refugees to return 
without NATO soldiers staying on to defend 
them. One way or another NATO’s troops, 
not just its aircraft, have a difficult and dan- 
gerous assignment ahead of them. 





The refugees 


Still they flee 


KUKES, ALBANIA 


NTIL the Serbs closed the border 
crossings this week, the safest place of 
refuge for persecuted ethnic Albanians was, 
not surprisingly, Albania itself: While other 
states in the neighbourhood—above all 
Macedonia, which has processed refugees 
with agonising slowness, and has turned 
back refugee trains and closed some border 
crossings altogether—worry first about the 
effect of Kosovo's outcasts on their own sta- 
bility and welfare, the response of Europe’s 
poorest country to the plight of its ethnic 
cousins has been impressively generous. 
The town of Kukes—a place of extraor- 
dinary natural beauty and human squa- 
lor—has more than quintupled in size 
since becoming, over the past three weeks, 
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the main entry point for nearly 300,000 
destitute people, swelling Albania’s total 
population by around 10%. Almost every 
rusting truck and smoke-belching bus in 
the country has been requisitioned to ferry 
the Kosovar refugees onwards and disperse 
them to homes, camps and sports stadiums 
in other parts of Albania. 

If it is lucky, a Kosovar family’s Alba- 
nian sojourn may begin in one of Kukes’s 
crude breeze-block apartments, where 
many of the 20,000 townspeople have 
opened their doors. But informal hospital- 
ity has its limits: far more of the new arriv- 
als have spent their first few nights on the 
exposed mountainside, huddling together 
under plastic sheeting to protect them from 
the icy wind. Virtually every displaced 
household is in mourning for loved ones 
who are missing or dead and (to their great 
distress) unburied. The men tell of narrow 
escapes from Serb attempts to round them 
up and shoot them. They are determined to 
go back and fight as soon as their families 
are settled. The women describe the verbal 
and sometimes physical abuse of soldiers 
who—within hours of the first western 
bombs falling—descended on their villages 
and screamed at them: “Get out of Serbia, 
go to your NATO, go to your Clinton!” 

The road that takes the refugees south 
from Kukes—whether by bus, tractor or bat- 
tered private car (whose Kosovar origin can 
be recognised by the absence of number- 
plates, seized by the Serbs)—is pockmarked 
with reminders that Albania is desperately 
ill-equipped to receive them. The ruins of 
an autarkic Chinese-inspired experiment 
in communism can be seen from every 
spine-tingling hairpin bend: disused 
mines, disused factories, disused political 
prison camps, mangy beasts of burden. 
Apart from wages earned in Germany or 
Greece, the only thing that has kept places 
like Kukes alive has been exports to nearby 
Kosovo, mainly kitchen furnishings and 





other household essentials such as 
automatic rifles. 

This week the Albanians’ imme- 
diate burden was being relieved by 
NATO's deepening involvement in 
their country—a mixed blessing, per- 
haps, but one that the authorities 
seem to have welcomed. American 
and Italian soldiers were helping to 
build and run tent cities for the refu- 
gees, even as Apache attack helicop- 
ters, multiple rocket-launchers and 
sophisticated ground-to-air missiles 
were on their way for possible use 
against Yugoslavia. 

Apart from the Serb retaliation 
that this deadly weaponry might in- 
vite, Albanians fear that the Kosovo 
crisis, and the influx of refugees, will 
threaten their society in more insid- 
ious ways. Even in their current, des- 
titute condition, the Kosovars are a 
more sophisticated lot than their Albanian 
cousins. They were never isolated from the 
world, as Albania was under communism. 
They have rich relations in Western Eu- 
rope—and some have connections with the 
international drug trade. 

In the medium term, the Kosovars 
could become a dominant force in Alba- 
nia; and in the short term, they could tip 
the country’s delicate internal balance in 
favour of the north (where support for Ko- 
sovar independence has always been 
strong) and against the more prosperous, 
Greek-oriented south—whose represen- 
tatives now form the government. Ex-Presi- 
dent Sali Berisha, a northerner and staunch 
backer of the Kosovar struggle, made a 
clumsy attempt to regain power by force 
last autumn; his heavily armed supporters 
may have another go if they feel the Kosovo 
crisis has strengthened their hand. 

Also at risk from the war next door 
could be Albania’s status as an oasis of reli- 
gious tolerance in a sea of sectarian hatred. 
With an inter-confessional divide—pitting 
Orthodox Serbs and Greeks against Mus- 
lim Bosnians and Turks—looming in 
south-eastern Europe, Albania stands out 
as a country where Muslims (who form a 
slight majority), Roman Catholics and Or- 
thodox Christians get along reasonably 
well. Its senior Orthodox prelate, Arch- 
bishop Anastasios, a scholarly figure with a 
deep knowledge of Islam, has been raising 
money from western churches to help the 
Kosovo refugees, and will use this week- 
end’s Orthodox Christian Easter celebra- 
tions to pray for all victims of ethnic hatred. 
“Tolerance is literally our only hope for sur- 
vival in south-eastern Europe,” he says. 

But Albania’s religious balance, as well 
as its political equilibrium, could be upset 
by the influx of Kosovars who are over- 
whelmingly (though not very zealously) 
Muslim and now have bitter experience of 
people who claim to be acting in the name 
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of Orthodox Christianity. Already, day-to- 
day relations between the 400,000 Albani- 
ans working in Greece and their host coun- 
try have been strained by the upsurge of 
pro-Serb feeling among the Greeks, espe- 
cially the Greek church. 

And in Albania, the fact that the young 
prime minister, Pandeli Majko, is from the 
country’s Greekish south has been held 
against him by his domestic opponents, to 
judge by a slogan that has appeared on Ti- 
rana’s dilapidated walls: “Majko equals 
Greece equals Serbia”. 

Trying to avoid such tensions, Macedo- 
nia has turned a far harder face to the refu- 
gees. By this week about 45,000 distraught 
Albanians spent several days in an increas- 
ingly squalid patch of no-man’s-land at the 
border without shelter, food or sanitation. 
It was only after the start of an airlift to take 
some of the refugees out of Macedonia—at 
first to Turkey and Norway, but other 
groups will go to America, Germany and 
elsewhere in Europe—that this group was 
allowed into the country. On April 7th sev- 
eral thousand were transported by bus to.a 
camp hastily erected by French soldiers, 
part of the 12,000-strong NATO force in 
Macedonia. As the border plight eased, 
there were complaints from international 
aid agencies that in their haste to move the 
refugees on, Macedonian officials were sep- 
arating families and forcing people on to 
buses against their will. And by mid-week 
some 10,000 remained unaccounted for. 

As in Albania, the ethnic-Albanians in 
Macedonia, who may number up to 35% of 
the 2.2m population, have been doing their 
best to look after their destitute cousins. An 
Albanian-language television ‘station has 
transformed itself into a family reunion 
service. But ethnic-Albanian aid workers 
say they have been harassed by the Slav po- 
lice and that inter-ethnic tensions are ris- 
ing. The Slav fear is that ifa large number of 
refugees from Kosovo stay on in Macedo- 
nia, the country’s ethnic balance will be up- 
set and Macedonia will be dragged into the 
conflict. True or not, the official welcome in 
Macedonia for Kosovo's refugees has been 
a cold one. 

E 





Troops or no troops? 


Not by bombs 
alone 


WASHINGTON, OC 


S IT bombards Serbia, the Clinton ad- 
ministration is sustaining a meta- 
phorical bombardment over the question 
of the use of ground troops to back up the 
air war in Kosovo. From the outset of the 
fighting, the administration has staked 
NATO's credibility on ending the ethnic 
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least in favour of keeping the option 
of using them open. John McCain, 
an influential voice in the Senate as 





well as a Republican presidential as- 
pirant, has put aside his early doubts 





about getting sucked into another 
Bosnia, and declared that NATO 





must do whatever it takes to defeat 
the Milosevic regime. His chief rivals 





for the Republican nomination, 
Governor George Bush of Texas and 
Elizabeth Dole, are also open to the 














cleansing of Kosovo, and on returning Ko- 
sovar refugees quickly and safely to their 
homes. Indeed, in its more expansive mo- 
ments, the administration has declared 
that NATO will underpin the security of all 
of the Balkans for years into the future. Yet 
these grand goals are coupled with modest 
methods: the administration appears de- 
termined to rely on air power, ruling out 
the use of ground forces. Not surprisingly, 
the administration’s critics have seized 
upon this gap between goals and methods, 
and have denounced it wherever a micro- 
phone is to be seen. 

At the start of the war, President Bill 
Clinton set his face against a ground de- 
ployment for two reasons. He apparently 
believed that air strikes would bring Serbia 
to the negotiating table quickly; and he 
reckoned that neither public opinion nor 
Congress would tolerate the idea of a 
ground campaign, with all the likely conse- 
quences, including casualties, in Kosovo. 
Both judgments now look suspect. Far from 
negotiating, the Serbs have herded Koso- 
vars out of their homeland at an ever faster 
rate. Far from resisting the idea of ground 
intervention, both public and Congress 
seem to favour it. 

When the bombing began, opinion 
polls found that a minority—only 31% ac- 
cording to one survey—supported the de- 
ployment of ground troops in Kosovo, al- 
though there was a majority, a growing one, 
in support of air strikes, not just in America 
but also in much of Western Europe (see ta- 
ble). Then, on April 6th the Washington 
Post published a poll suggesting that Amer- 
ican support for using ground troops had 
jumped to 55%. The Post also found that 
68% reckoned that air strikes alone would 
not accomplish the goals that NATO had set 
for itself: Television images of stranded and 
destitute refugees, coupled with a televi- 
sion commentariat that hugely favours 
ground deployment, seems to have turned 
public opinion round. 

America’s political mood reflects this. 
The leading foreign-policy heavyweights in 
the Senate—Dick Lugar on the Republican 
side, Joe Biden for the Democrats—have 
come out in favour of ground troops, or at 





possibility of a ground deployment 
(see page 31). 

Goaded by public and political 
sentiment, as well as by Serb atroc- 
ities, the administration seemed at one 
point to be reconsidering its reluctance to 
use ground forces. It agreed to the dispatch 
of 24 Apache attack helicopters to neigh- 
bouring Albania, along with a contingent 
of 2,000 support troops. And, subtly, it 
changed its rhetoric. Rather than say that 
the Milosevic government must accept a 
NATO force in Kosovo before NATO went 
there, it said merely that the environment 
in Kosovo should be “permissive”. On 
April 4th the secretary of state, Madeleine 
Albright, seemed to suggest that bombing 
Serbia's army to pieces might be one way to 
secure the permissiveness necessary for a 
ground deployment. 

This seemed to be a clever way to escape 
from the president’s initial commitment 
not to send troops in. But the cleverness 
was brief. The next day Joe Lockhart, Mr 
Clinton's spokesman, returned to the origi- 
nal formulation: NATO troops would not 
go to Kosovo without some sort of agree- 
ment with Serbia, he said. On April 6th Mrs 
Albright changed her tune too, saying that 
bomb damage to the Serbs’ forces did not 
meet her definition of permissive. Officials 
at the Defence Department are privately 
saying the same thing. 

And so, for the moment at least, the 
Clinton team is united in ruling out the op- 
tion of ground troops. Other sorts of dis- 
unity have leaked into the media: the CIA 
claims to have predicted that bombing 
would provoke intensified atrocities in Ko- 
sovo, and the Defence Department has let it 
be known that in the debate that preceded 
the decision to use air strikes it had deep 
reservations about the use of military force 
in a situation where it was uncertain that 
air power alone could achieve the adminis- 
tration’s political goals. 

But nobody in any corner of the admin- 
istration will confess to the heresy of want- 
ing ground troops. Instead, the Clintonites 
are hoping that air power will break Ser- 
bia’s defiance, and they are prepared to 
bomb for weeks in order to be proved right. 
Their policy is saving the lives of American 
servicemen. Meanwhile, Kosovo is being 
emptied and burned. 

a 
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Exodus and anger 


NATO’s bombing of Yugosla- 
via entered its third week and 
Serb attacks on ethnic Albani- 
ans in Kosovo continued. 
Some 360,000 refugees are 
said to have fled to neigh- 
bouring countries in the past 
two weeks. Macedonia, fear- 
ful of the impact of refugees, 
at first refused them entry un- 
less western countries prom- 
ised to move them on. As the 
world watched the suffering 
of those stranded at the bor- 
der, it then lifted the barriers. 
About 900,000 people have 
been forced from their homes 
in the past year, of whom 
two-thirds have left Kosovo. 


Yugoslavia’s President Slobo- 
dan Milosevic offered a 
ceasefire in Kosovo but was 
rebuffed by NATO leaders. He 
was also reported to have of- 
fered to release three cap- 
tured American soldiers. Kofi 
Annan, the UN secretary-gen- 
eral, said Yugoslavia’s rulers 
were committing genocide. 


In Russia the chief public 
prosecutor, whom President 
Boris Yeltsin wants to sack, 
confirmed that a business- 
man friend of Mr Yeltsin, 
Boris Berezovsky, faces ar- 
rest for corruption if he re- 
turns to Russia. Mr 
Berezovsky was sacked as ex- 
ecutive secretary of the Com- 
monwealth of Independent 
States a week ago. 


Campaigning for the new 
Scottish and Welsh assem- 
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blies began in earnest. Polls 
showed that, in Scotland, the 
Labour Party is ahead of the 
Scottish Nationalists. Voting 
takes place next month. 


Murder links 


In Paraguay investigators 
claimed to have evidence 
connecting General Lino 
Oviedo to the murder of the 
vice-president, Luis Maria 
Argafia, and to later snipings | 
that killed six demonstrators. 
A judge asked Interpol to 
help get the general, now in 
Argentina, arrested; and Con- 
gress to strip ex-President 
Raul Cubas, now in Brazil, of 
his immunity. 


Mexico’s left-leaning Party of | 
the Democratic Revolution 
annulled internal elections 
for a new party president. The 
poll on March 14th had been 
full of fraud, it said; it would 
try again later. 


The Spanish judge pursuing 
General Pinochet sent de- 
tails of many post-1988 tor- 
ture cases alleged against him 
to Britain’s home secretary, 
who must decide on Spain’s 
request for his extradition. Ac- 
tivists in the United States ar- 
gued for him to be extradited 
there, for a notorious 1976 
murder in Washington. 





China's prime minister, Zhu 
Rongji, visited the United 
States to patch up relations 
that have become soured by 
trade and security issues. 


President Clinton asked Con- 
gress to expand federal laws 
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against hate crimes to in- 
clude offences against homo- 
sexuals. In Wyoming, one of 
the murderers of Matthew 
Shepard, a homosexual at- 
tacked and left to die, was 
given a life sentence. 


The Supreme Court ruled that 
police could search a car 
without a warrant when law- 
fully seeking evidence against 
the driver. 


Spreading fear 






Twenty-five people were re- 
ported to have been killed in 
an attack on a church in East 
Timor. An Indonesian para- 
military group opposed to 
plans to offer the Timorese 
independence was blamed 
for the attack, but the army 
denied involvement. Xanana 
Gusmao, a guerrilla leader 
under house arrest in Jakarta, 
called for a popular uprising 
against Indonesian forces in 
the territory. 


The number of deaths from 
an outbreak of Japanese 
encephalitis, in Malaysia, 
rose to OL. 


Cambodia said it would al- 
low foreign legal experts to 
take part in the proposed 
trial of Ta Mok, a Khmer 
Rouge leader, to ensure the 
proceedings meet interna- 
tional standards. 


India’s wobbly coalition gov- 
ernment faced possible de- 
feat in Parliament after one 
of its parties threatened to 
withdraw support over the 
sacking of an admiral. 


















POLITICS THIS WEEK 








Mahathir Mohamad, the 
Malaysian prime minister, 
went to hospital with a re- 
ported lung infection. Dr 
Mahathir, 73, had a heart by- 
| pass operation in 1989. 


Terrorism revisited 


More than ten years after a 
Pan Am airliner exploded 
over Lockerbie, two Libyan 
suspects arrived in the Neth- 
erlands to be indicted for 
murder. When their defence 
lawyers are ready, they will be 
tried under Scottish law be- 
fore three Scottish judges. UN 
sanctions, imposed on Libya 
in 1992, were suspended. 


Iran signed a $300m oil- 
development deal with 
France’s Elf Aquitaine and 
Canada’s Bow Valley Energy. 
America, expressing “disap- 
pointment”, said the deal 
would be assessed under the 
law that imposes sanctions 
on firms that invest in Ira- 
nian oil. Sanctions were 
waived last year when a 
French-Russian-Malaysian 
consortium signed a gas deal. 


Three former ministers of 
Rwanda’s Hutu government, 
which was behind the geno- 
cide there five years ago, were 
arrested, said the chief pros- 
ecutor of the international 
war-crimes tribunal based in 
Tanzania. 


Nigeria’s Court of Appeal re- 
jected a claim that February’s 
presidential election had 
been unfair, removing the 
last legal obstacle:to Olusegun 
Obasanjo becoming leader. 
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Business sentiment in Japan 
„improved for the first time in 
| nearly two years, reported the 
| Bank of Japan in its quarterly 
| Tankan survey, but the rise 

was small. For every 100 com- 
| panies expressing optimism, 
147 were pessimistic in 
March, compared with 149 in 
December. But big cuts in 
capital spending are planned 
this year as company restruc- 
turing continues. 


Japan’s nine biggest commer- 
cial banks sold a record ¥3 
trillion ($25 billion) of bad 
loans in the year to end- 
March. The total is still a tiny 
part of the bad loans weigh- 
ing down Japanese banks, 
but at least it is three times 
higher than the year before. 
| Shares in Tokyo rose to their 
| highest in over a year. So far 
this year Tokyo has outper- 
formed other major stock- 
markets. London and New 
York both hit new records, 
buoyed by good economic 
“news. The European Central 
Bank cut interest rates by half 
a point, more than expected, 
| to 2.5%, after a quarter-point 
cut by the Bank of England. 


The World Trade Organisa- 
tion once again ruled against 
ithe European Union's ba- 
nana-import regime, which 
favours bananas from former 
colonies mainly in the Carib- 
bean, Once again, the Eu said 
| it might appeal. The wro 
panel, though, reduced the 
amount of retaliation that 

|) America is allowed to impose 
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on European luxury goods 
from $520m-worth to $191m. 


| In-fighting 


The three-way struggle in 
French banking continues. 
The boards of both Société 
Générale and Paribas, which 
hope to merge with each 
other, decided to spurn a hos- 
tile $37 billion bid from 
Banque Nationale de Paris. 
But BNP reckons that in a 
couple of months or so it will 
still get the huge banking 
group it wants. 


Olivetti’s shareholders ap- 
proved a capital increase of 5 
trillion lire ($2.8 billion) to fi- 
nance the group’s hostile bid 
for Telecom Italia. A day 
earlier, shareholders in 
Olivetti’s Tecnost, the vehicle 
for the bid, agreed to a mas- 
sive capital increase of 23 tril- 
lion lire, Italy’s largest ever. 


Juggling 


Rupert Murdoch’s News 
Corp is boosting its Ameri- 


| can television and sports em- 


pire by handing over $1.43 
billion-worth of non-voting 


| shares to Liberty Media for 


the half of Fox/Liberty Net- 
works that it does not al- 
ready own. Liberty Media will 
also- buy half of mci World- 
Com’s 5% stake in News Corp 
for $700m, turning Liberty 
into News Corp’s largest 
shareholder, with a stake 
worth about $2.1 billion, after 
the Murdoch family. 


Troubled Revion, controlled 
by Ronald Perelman, said it 
may sell some of its busi- 
nesses to repay debt. Uni- 
lever, which wants to get into 


| colour cosmetics (lipstick and 


so on) in America, is taking a 
look; Shiseido and Procter & 
Gamble could also be bid- 
ders. Revion’s shares have 
risen by 75% since March 
18th; the whole company, 
with debt, might be worth 
$3.5 billion. 
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Universal, Seagram’s mega- | 
music group, and BMG, a unit 
of Bertelsmann, announced | 
that they were merging their 
Internet music interests, and 
forming an online music 
store called Getmusic.com: 
The new combine would con- 
trol 45% of the American mu- 
sic market. 


eToys is to sell. an 8% stake in 
itself that will value the Inter- 
net toy retailer at more than 
$1.1 billion. 

















Source 





For the 11th year running, rev- 
enues at General Motors kept 
the car maker at the top of the 
Fortune 500 list of Ameri- 
ca’s biggest companies, but its | 
sales fell by nearly 10% last | 
year. Overall, revenues rose by 
4% last year, less than half 
1997's rate. Microsoft, only | 
109th in the list, nevertheless | 
had the highest market value | 
($419 billion). A new entry in | 





the top ten, Citigroup, has the | 
most assets ($669 billion). 


Britain’s Zeneca and Swe- 
den’s Astra completed their 
$37.7 billion merger to be- 
come one of the biggest drug 
and agrochemical companies 
in the world, known as 
AstraZeneca. The merger is 
the biggest so far in a Euro- 
pean industry that is consoli- 
dating fast. 


British Telecom chose its 
route into the Chinese mo- 
bile-phone market with a 20% 
stake in SmarTone. It paid 
HK$3.02 billion ($390m) for 
the Hong Kong mobile-phone 
operator. 


se N E NEEE ANET A ACC al aa 


GTE, an American telecoms 
group, is paying $3.3 billion 
for about half of Ameritech’s 
mobile-telephone operations. 


If its merger with Bell Atlantic 


also goes ahead, GTE will be 
confirmed as America’s larg- 
est cellular provider, with 
around 20% of the market. 


A turbulent 12 years on the 
London stockmarket is over 
for Tie Rack, which agreed to 
a £22.6m ($36m) takeover by 
Frangi of Italy, a family firm 
that makes scarves and ties. 
Frangi plans to revitalise the 
specialist British retailer, 
which expanded a little too 


| rapidly in the 1980s. 


Bravely, the Financial Times, 
the Wall Street Journal and 
the Moscow Times, published 
by Independent Media, are 
joining forces to publish a 
new Russian-language busi- 
ness daily. The as-yet-un- 
named paper, they say, “will 
be Russia’s only truly inde- 
pendent business newspa- 
per”. It is due to be launched 
in August. 





Marks and Spencer, which 
is going through its own crisis 
of confidence and a restruc- 
turing to boot, launched a 
campaign to restore confi- 
dence to its customers as well. 


Ford announced healthy ve- 
hicle sales in America in 
March—up 13.2% on a year 
earlier—following 
DaimlerChrysler’s 16% rise for 
Chrysler brands. But General 
Motors, America’s biggest car 
maker, said sales fell by 2%. 
Its biggest seller is pickup 
trucks; GM claimed it could 
not keep up with demand. 





23 





| 





I 














Want to see your 
name in this magazine? 
Get a pen. 





For now, you'll have to write it yourself. But after brightening your gray matter at one of our programs in 
Barcelona, you may well be transformed into the sort who gets written about in these hallowed pages. 
These courses are led by the same Chicago faculty that has made the Graduate School of Business 
one of the world’s elite. Take just a minute to fill in this advertisement, cut it out, and fax it to us at 


+1312 464 8731. And remember to tell everyone to look for your name in future issues. 


Name: 





Address: 





Please send me information on the following Programs for Experienced Executives: 
C The Executive Development Program: The Transition from Functional to General Management; June 6 - 18, 1999 
O Strategic Sales Management; June 28 - July 2, 1999. 5 

i) Erha pndekip Performance: The Leader as Teacher; June 28 z July 2, 1999 


The University of Chicago Graduate School of Business 


Executive Education in Barcelona. 
Aragé 27108007 Barcelona, Spain 





minnie perma EE ein cae oe nee ee ao 


EEE 


Visit gshwww.nehicago.edu/progiamsfexec-ed oF & Shaik: exec. cd@esh.iehicago edu 


eee ee eee ee ee 








Will the army defend or defeat 
Indonesia's new democracy? 


JAKARTA 


The second in a series of articles about Indonesia’s future looks at the armed 
forces, which may end up choosing the next president. It is followed by a re- 
port on the army’s role in the latest violence in East Timor 


“THE government may 
change every day; the army 
remains the same.” General 
Sudirman, the first com- 
mander of Indonesia’s 
SUHARTO army and the man who ut- 
tered those words in 1947, turned out to be 
wrong on both counts. For more than five 
decades after it declared independence in 
1945, Indonesia’s government changed 
hands only once—when its founding presi- 
dent, Sukarno, was replaced by Suharto af- 
ter an attempted (some say successful) coup 
in the 1960s. And during Mr Suharto’s 32 
years of strong-armed rule, which ended 
when he stepped down last May amid vio- 
lent street protests, the once-revered army 
changed slowly but surely for the worse. As 
Indonesia prepares to hold free elections 
on June 7th, the armed forces now have an 
opportunity to change for the better and, 
perhaps, to regain the public’s trust. 

Many Indonesians believe that such a 
change is crucial ifthe nation is to make the 
transition to democracy and hold together. 
Atrocities committed by the army in Aceh, 
Irian Jaya and East Timor have fuelled de- 
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mands for independence in all three prov- 
inces. Last November, it was anger towards 
the army that led students to storm a spe- 
cial session of parliament; their hatred 
only intensified after troops responded by 
opening fire, leaving 14 people dead. Fac- 
tions within the armed forces have also 
been blamed for inciting much of the civil- 
ian violence that has swept the country. 
And even when blood is not being spilled, 
many Indonesians resent the soldiers’ eco- 
nomic and political clout. 

After a little house-cleaning, the armed 
forces are now in the charge of a handful of 
potential reformers, including the defence 
minister and commander-in-chief, Gen- 
eral Wiranto. But if the reformers are to 
make a difference, they must overcome 
four seemingly intractable problems. First, 
it will be hard to win the public’s trust with- 
out digging into the army’s past misdeeds, 
which would no doubt implicate some 
powerful people. Second, Indonesia’s sol- 
diers are skilled at using violence to protect 
their own interests, but most of them have 
neither the desire nor the competence to 
protect innocent people. Third, during Mr 


Suharto’s rule the army developed a 
sprawling illicit business empire, which 
will prove difficult to scale back. And, 
lastly, the armed forces will retain a role in 
politics—including 38 seats in Indonesia’s 
new 500-member parliament. 

The army’s efforts to deal with past 
scandals have been feeble. On April 6th, for 
example, a military court gave sentences of 
12 to 22 months to 11 members of the army’s 
special forces, after finding them guilty of 
kidnapping nine political activists in the 
months before Mr Suharto’s downfall. Al- 
though the culprits included eight junior 
officers, the court opted against stiffer pun- 
ishments because the defendants were not 
the masterminds of the kidnappings and 
“still can be cultivated to be good soldiers”. 
Human-rights activists had already de- 
nounced the trial for setting its sights too 
far down the chain of command. 

The kidnappings are believed to have 
been orchestrated by Lieut-General Prabo- 
wo Subianto, Mr Suharto’s son-in-law, who 
was relieved of his special-forces command 
soon after the president's resignation and 
is now said to be living abroad. Although 
disturbing, they hardly stand out against 
some of the other atrocities committed by 
the army, which its leaders have been 
equally slow to investigate. Independent 
human-rights groups continue to uncover 
evidence of murder and torture in Aceh. An 
investigation by the United Nations found 
that rape has been used as a systematic 
form of intimidation throughout the coun- 
try. The army continues to support pro- 
integrationist gangs in East Timor, despite 
repeated denials. 

The only time the soldiers fail to use 
force, it appears, is when innocent people 
need protection. During outbreaks of vio- 
lence across the country in the past few 
months, the army has been almost useless. 
Last month in Borneo, Dayaks and Malays 
were allowed to hunt down Madurese set- 
tlers, against whom they have a long- 
standing grudge, almost at will. The sol- 
diers who had been brought in to restore 
order devoted their efforts to roasting pi- 
geons and looting homes. Clashes between 
Muslims and Christians have occurred in 
the Molucca islands for months. Thenum- 
ber of dead there has now risen to over 250. 

Partly in response to these failures, the 
government announced on April ist that it 
would restructure the armed forces, placing 
the police under a separate command. The 
idea is to let the army, navy and air force 
concentrate on external threats, while im- 
proving the ability of the police to main- 
tain law and order at home. Though long 
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overdue, this change alone will not be 
enough. The police will still report directly 
to the defence minister, rather than to local 
authorities. Many policemen lack the right 
training, and indeed the right attitude for 
the job. And when internal trouble breaks 
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out, it is still unclear where the du- 
ties of the police end and those of 
the army begin. 

Then there is the question of re- 
sources. With only 200,000 men, 
the police do not have the man- 
power they need for a country of 
200m people spread across 13,000 
islands. More money will also be 
needed ifa newly independent po- 
lice force is to maintain law and or- 
der. In a huge and sprawling coun- 
try such as Indonesia, there is also a case for 
channelling more of the army's resources to 
the navy and air force, which can do a bet- 
ter job of defending the archipelago against 
piracy and smuggling, as well as countering 
any genuine military threats. 


East Timor, adrift and violent 


LIQUICA 


N END to the 23-year conflict in East 
Timor may be in the sights of the 
United Nations’ negotiators, but it is slip- 
ping beyond reach inside the territory. 
For the past three months pro-Indone- 
sian paramilitary groups have formed 
roadblocks and armed patrols to menace 
supporters of the pro-independence 
movement. In the town of Liquiça this 
week, they went much further. 

Father Raphael dos Santos, the local 
Roman Catholic priest, described how on 
April 6th a large group of armed men 
chased several hundred of his parishio- 
ners into the church, then opened fire 
and hacked their victims with machetes. 
Dozens of people suffered horrific 
wounds. A day later, the floor of the dis- 
trict chief’s house was still awash with the 
blood of the victims. No one is sure of the 
exact death toll, but East Timor’s 
Nobel-prize winner, Bishop Carlos 
Belo, says he was told by the army 
commander that 25 bodies had 
been found and many other peo- 
ple were still missing. 

This was not just another case 
of unrest erupting in Indonesia’s 
increasingly unstable annexed ter- 
ritory. Father dos Santos went on to 
describe how Indonesian soldiers, 
whose barracks are just 100 metres 
from the church, stood back and let 
the militiamen go about their 
grisly task. When a group of people 
fled into the priest’s house for sanc- 
tuary, he said, the troops fired tear 
gas through the windows to drive 
them out into the arms of the wait- 
ing killers. 

The attack on Liquiga was the 
worst in a series of violent inci- 
dents this year in East Timor. 
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Bloodied victims of the militias 


Nearly all have involved pro-Indonesian 
militias, which have proliferated since 
the fall of President Suharto and an 
abrupt change in official policy towards 
the former Portuguese colony, which In- 
donesia invaded in 1975 and annexed in 
1976. The present government of BJ. 
Habibie has now dropped its opposition 
to independence, if the East Timorese re- 
ject autonomy in a UN-sponsored ballot. 

The militiamen seem to have other 
ideas. Last month, a paramilitary leader 
ended a meeting with Australia’s foreign 
minister, Alexander Downer, by placing a 
letter on his desk which contained a 
threat to kill Australian journalists and 
diplomats because of their perceived sup- 
port for independence, 

Who backs these militias? One group 
is to be found among the Indonesian 
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The armed forces also derive much of 
their income from their own, usually 
shady, business activities. Unless the new 
government increases the budget alloca- 
tion—currently 1.7-1.8% of Gpp—there is lit- 
tle hope of weakening the soldiers’ grip on 
the economy. Given their unpopularity, 
and Indonesia's battered economy, such a 
shift in resources will be hard for any new 
president to sell. “We cannot force our gov- 
ernment to get more cake for the military,” 
says Lieut-General Bambang Yudhoyono, 
one of the chief reformers. 

But it is the army’s political role that 
could prove most divisive after the election. 
The new parliament will go on to pick a 
president. Since the new government is al- 
most bound to be formed from a coalition, 


army garrison in East Timor, where para- 
military leaders regularly go for consulta- 
tions. They have also been given weapons 
by the army. The commander of the 
armed forces, General Wiranto, still in- 
sists that his men are neutral, but a visit to 
East Timor would provide him with 
abundent evidence to the contrary. 

The behaviour of the army in East Ti- 
mor makes little sense. One theory is that 
local troops have sympathy for pro-Indo- 
nesia groups and are arming them in defi- 
ance of their superiors in Jakarta. But it is 
also possible that some elements of the 
army leadership do not like Mr Habibie’s 
new approach to East Timor and are try- 
ing to subvert it on the ground. In the past, 
promotion to the highest ranks usually 
depended on a tour of duty in the terri- 
tory, and many officers have made 
money in business there. 

From the start there has been a sense 
of unreality about Indonesia’s new policy 
for East Timor. It was announced without 
warning during a cabinet meeting 
in January, after more than two de- 
cades of intransigence. It has led to 
plenty of confusion, but at least it 
seemed to offer a real hope of peace 
in the territory for the first time. 

That hope is now fading. East 
Timor’s rebel leader, Xanana Gus- 
mao, who was recently moved 
from prison to house arrest in Ja- 
karta, has responded to the grow- 
ing violence on the island by call- 
ing on his supporters to launch 
what he calls a popular insurrec- 
tion against the militias. For 
months Mr Gusmao had been urg- 
ing restraint and reconciliation. 
He argues that only the deploy- 
ment of a UN peacekeeping force 
can prevent the turmoil in East Ti- 
mor from growing worse. But, in a 
world preoccupied with the war in 
Kosovo, will anyone be listening? 
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the armed forces’ 38 seats will be crucial. If 
the generals choose badly, it could prove a 
disaster. General Bambang insists that the 
armed forces will remain neutral during 
the campaign. But he admits that the pos- 
sibility of a tie-breaking vote has forced 
them to “watch closely”. 





India 


The admiral starts 
a mutiny 


MUMBAI 


HEN the Indian government sacked 

its naval chief, Admiral Vishnu Bhag- 
wat, last December, it could hardly have 
imagined that the political tremors would 
last so long and eventually threaten its own 
survival. But this week the nationalist 
Bharatiya Janata Party (ByP) saw its main co- 
alition partner withdraw its two represen- 
tatives from the cabinet as the row over the 
sacking grew worse. The government now 
risks a no-confidence motion when Parlia- 
ment reconvenes on April 15th. 

Admiral Bhagwat was sacked after he 
refused to accept the government's choice 
for the post of his deputy. In late February, 
he publicly claimed that his dismissal was 
politically motivated. He also accused the 
defence minister, George Fernandes, of 
pandering to an arms lobby and having 
sympathies for rebel groups. This week Mr 
Fernandes hit back, accusing the admiral 
of, among other things, leaking details of a 
secret defence project. 

The government fumbled the issue 
from the start. It ignored repeated 
skirmishes between the defence minister 
and the admiral, even though they began 
soon after it came to power just over a year 
ago. It dismissed Admiral Bhagwat without 
giving him a hearing and declined to di- 
vulge full details, citing national security. 
Since Admiral Bhagwat went public with 
his accusations, it has refused demands for 
a parliamentary inquiry. 

Now the All India Anna Dravida Mun- 
netra Kazagham (AIADMK), a small party 
from the state of Tamil Nadu, is saying that 
the government must back down and hold 
an inquiry. It also wants the defence minis- 
ter sacked and Admiral Bhagwat rein- 
stated. The AIADMK has only 18 seats in the 
545-Seat Parliament, but the Bjr has relied 
on it to help shore up its slim majority. AF 
ter removing its two members from the cab- 
inet, the AIADMK now threatens to with- 
draw its support completely unless the 
government agrees to its demands. 

Whether it will attempt to bring down 
the government is unclear. The AIADMK's 
leader, Jayalalitha Jayaram, is a controver- 
sial former actress who has threatened such 
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action before only to withdraw after win- 
ning concessions. This time, however, the 
prime minister, Atal Behari Vajpayee, 
seems adamant that he will not give in. He 
says he is prepared to face a no-confidence 
vote even without the support of the 
AIADMK. BJP Officials are casting around 
for new allies and hope to attract the sup- 
port of other small parties. 

If they fail and the government does 
fall, the president could ask the opposition 
Congress party to form a government. 
Smelling blood, Congress insists on an in- 
quiry into the admiral’s allegations. Its 
leader, Sonia Gandhi, met Miss Jayalalitha 
at a well-publicised tea party last week. Al- 
though this has fuelled speculation that a 
Congress-led government could be in the 
making, some analysts believe Congress 
would rather try to make life as uncomfort- 
able as possible for the syr for a while yet 
until its chances of an outright victory in a 
general election improve. 

If the government does survive, its next 
job will be to repair the morale of the 
armed forces. Unlike their counterparts in 
neighbouring countries, India’s generals 
have never posed a challenge to democracy 
and enjoy widespread public confidence. 
After Admiral Bhagwat'’s dismissal, several 





Bhagwat rocks the boat 


retired military chiefs have added their 
voices to the concerns about politicians’ in- 
creased meddling in military appoint- 
ments and arms procurement. They are the 
sort of complaints any democratic govern- 
ment would do well to pay heed to. 

a 








What North Korea has to sell 


SEOUL 


| OR a state that claims to practise com- 

| munism in its purest form, North Ko- 
rea seems to have an unusually keen eye 
for profit. It demands $150m a year from 
South Korea for southerners to make 
nostalgic trips to the North, even though 
all they get is a glimpse of a mountain 
just beyond the demilitarised zone. In 
addition, the South is giving the North 

| 100,000 tonnes of fertiliser this year. 

America is always seen as good for a 
touch. The Americans have been keen to 
get access to a site in Kumchang-ri, near 
the capital, Pyongyang, which may or 
may not have some connection with nu- 
clear-weapons activities. The North first 
set an admission fee of $300m, but has 
agreed to take 600,000 tonnes of grain 
instead. Now it is asking the Americans 
for $3 billion in return for a pledge to 
stop making and exporting missiles and 
related technology. 

Money matters were being discussed 
this week by the Supreme People’s As- 
sembly, the North’s parliament, which 
met on April 7th. The government pre- 
sented its first budget since 1994, when 
President Kim II Sung died. The budget 
was passed by the compliant delegates 
but details were not made public. Even a 
doctored account of North Korea’s econ- 


omy would look depressing. 
The government may be worried | 
about possible urban unrest among 
hard-up North Koreans, many of whom, 
according to some accounts, are close to 
starving. South Korea’s intelligence ser- 
vice says that some 2m people are being 
moved from Pyongyang and other cities 
to the countryside. Last year the North | 
started to move people to rural areas to | 
provide more agricultural labour, but | 
not on the scale now claimed by the 
South. Any forced migration would in 
any event be unlawful under the North's 
constitution, revised last September, | 
which guarantees “freedom of residence | 
and travel”. But the government seems 
above the law. Anyone committing a 
“counter-revolutionary” crime may be 
sent to a concentration camp, according 
to Kang Chol Hwan, who defected to the 
South after escaping from such a camp. 
Everyone seems under suspicion, 
even officials. Diplomats have to leave at 
least one family member at home as hos- 
tage when they are posted abroad. Yet de- 
fections continue at all levels. South Ko- 
rea said this week that five northerners 
had arrived in the South recently, among 
them an army captain. So far this year 32 
defections have been reported. 
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Japan 


The man who keeps saying no 


TOKYO 


As Shintaro Ishihara campaigns to become governor of Tokyo, the contest re- 


veals a mood swing in national politics 


OUR years ago, the people of Tokyo 

voted themselves a comedian as their 
governor. On April 11th, goes the latest joke, 
Tokyoites will elect themselves another. 
Yukio Aoshima, a former television comic, 
is not standing again after being over- 
whelmed by the task of running a nearly 
bankrupt city of almost 12m, with clogged 
arteries, polluted air, a shrinking tax base 
and an increasingly ugly army of homeless 
people. He may be replaced by Shintaro 
Ishihara, a former conservative politician 
and author, who rose to fame a decade ago 
with a bestseller (written jointly with Akio 
Morita, then chairman of Sony) called “A 
Japan That Can Say No”. 

Whether he wins or not, Mr Ishihara 
matters. An old chestnut of Japanese poli- 
tics says the election of Tokyo's governor re- 
flects the national mood precisely. This 
time 19 candidates are competing, al- 
though only six are taken seriously. Of 
these, the polls forecast that Mr Ishihara, 
standing as an independent, could nar- 
rowly beat his closest rival, Kunio Hato- 
yama, of the Democratic Party. Consider- 
ing Mr Hatoyama’s access to a family 
fortune, a well-oiled party machine and the 
belated support of other opposition 
groups, that makes Mr Ishihara an ex- 
tremely strong challenger. 

Mr Ishihara’s confrontational style and 
revisionist views have helped his popular- 
ity. Some say ordinary Japanese like him 
because they hanker after an outspoken, 
larger-than-life figure with simplistic an- 
swers to enliven these dreary times. Or it 
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could be something more sinister. Perhaps 
the pent-up frustration felt by Japanese 
who have been battered by soaring bank- 
ruptcies and rising unemployment is now 
giving way to darker expressions of nation- 
alism and insularity. 

Mr Ishihara’s manifesto, “A Tokyo That 
Can Say No”, lists as an early priority the 
return to Japan of the American air force's 
sprawling Yokota base in the city’s western 
suburbs. “I will ask the American adminis- 
tration how it will act ifJapanese territory— 
including the [disputed] Senkaku Islands— 
is attacked,” Mr Ishihara tells a cheering 
crowd. “If the United States intends to do 
nothing, I say we do not need the security 
alliance—and we can look for other uses of 
the air base.” 

Though it is not the Tokyo governor's 
job to shape foreign policy, someone of Mr 
Ishihara’s bent could cause major difficul- 
ties in Washington. Mr Ishihara would ex- 
ploit any incident similar to the rape of an 
Okinawan schoolgirl by three American 
marines in 1995. That was used by the gov- 
ernor of Okinawa to prise considerable 
concessions from America, including the 
return of the big Futenma air station. 

In his timing, Mr Ishihara’s return to 
public life has been masterly. Having risen 
through the ranks of the Liberal Demo- 
cratic Party (LDP) to become transport min- 
ister, in 1995 he declared he could do no 
more for the country as a politician, so re- 
signed the seat in the Diet (parliament) that 
he had held for 25 years. Back then he was 
dismissed as something of a neanderthal. 


But today Mr Ishihara’s well-known criti- 
cism of Japan’s inability to say no to Ameri- 
can demands, and his desire to see the 
country’s war-renouncing constitution re- 
vised, are popular. They resonate with 
views expressed by the increasingly vocal 
right wing of the LoP and its hawkish coali- 
tion partner, the Liberal Party. 

The ascendant right has been encour- 
aged by the debate under way in the Diet 
over a revised set of guidelines for the type 
of logistical support that Japan could offer 
American forces should they be called 
upon to fight a war in the region. The hawks 
have also exploited recent provocations by 
North Korea, which fired a three-stage mis- 
sile over northern Japan last August and 
sent two spy ships into Japanese waters last 
month. These incidents have done more 
than the decades of screeching by Japanese 
militarists with their loud-speaker vans to 
nudge the country into taking tougher mea- 
sures to defend itself. 

They have also contributed to a resur- 
gence in America-bashing. Mr Ishihara is 
by no means alone in viewing Japan as a 
puppet that is jerked around by the Ameri- 
cans. Jun Eto, a conservative commentator, 
has been castigating the Japanese govern- 
ment for making too many market-open- 
ing concessions to America, as well as 
agreeing to the revised set of defence guide- 
lines—branding them as Japan’s “second 
defeat”. Other malcontents blame America 
for most of Japan’s current woes. Tsuneo 
lida, an economist at Chubu University, 
claims that the financial mess left after the 
bursting of Japan’s bubble economy was 
the Americans’ fault. It would never have 
happened, he says, if they had not pressed 
Japan in the mid-1980s to stimulate de- 
mand. Such views have started to find a 
ready audience in Japan. 

Yet economic and diplomatic prob- 
lems aside, the Tokyo election also shows 
how the style of political campaigning is 
changing in Japan. Candidates are becom- 
ing shriller and less bland as they confront 
increasing apathy among the voters. Issues 
are being replaced by images, arguments by 
sound bites, and the hustings by the televi- 
sion studio. By mid-week over 40% of peo- 
ple eligible to vote had still not made up 
their minds. Such a huge floating vote is 
now a feature of Japanese politics, and the 
only way candidates feel they can catch the 
attention of the great undecided is to be 
outspoken or even outrageous. 

Noone understands this better than Mr 
Ishihara. His nationalism is real, but most 
of his strident talk is, at the moment, aimed 
strictly at the floating Tokyo voter. If he is 
elected, Mr Ishihara is unlikely to run the 
city any better than the current comedian. 
By next year even he could be forced to rely 
upon the central government to guarantee 
the floundering city’s mounting debts. 
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THEY WON 161 MILLION U.S. DOLLARS 


Winners received a US$161,496,959.00 Jackpot prize cheque 


omplete streets became blocked as people rushed to 

buy their tickets. This was the phenomenon that the 
record American Powerball lottery Jackpot prize pool 
created. 

Ever since the original American Powerball lottery started 
more than eleven years ago, people have: elected to get in 
line to buy their tickets. 

Many of the people when asked why). ‘they choose to 

stand in huge lines to buy a lottery ticket, their response is 
“How else can | win a hundred million dollars”. The chance 
to win.the biggest prize ever is something people are not 
“prepared to miss out on. 


What Happens To The People Who Win Millions 


Highlighted interviews reveal previous winners. clearly have 
a big change in lifestyle. Apart from the obvious, buying 
themselves new houses, changing the old car or travelling 
overseas, many winners give gifts to those less fortunate. It 
is very heartwarming to hear the stories of winners who 
chose to donate to charities, assist in schooling for the 
“family children and paying off-friends debts with their new 
found wealth. But let’s face it, a hundred million dollars 
stretches a long way. 
Some of the recent Jackpot amounts that have put big 
smiles on the faces of lucky. winners 


-US$66,406,469 Winners - Jason & Mary S 
~US$104,269,458 Winners - Frank & Shirley C 


~US$161,496,959 Winners - Elected to remain Anonymous 


What bank manager wouldn’t welcome a cheque of ‘these 
proportions. Red carpet service would be the order of the day. 


dackpot Has No Limit 


Twenty American states contribute to the prize pool for the 
two draws held each week. The starting Jackpot first prize 
is Ten Million US Dollars. This regularly. reaches over One 
Hundred Million US Dollars. 

The official draws take place on Wednesdays and 
Saturdays. If the first prize is not claimed it jackpots. to the 
the following draw. Great interest is generated in 
anticipation of the new Jackpot prize amount. 


Rules To Winning 


The Powerball game is very easy to win in. By matching the 
Powerball number you are guaranteed a prize. Match all six 
numbers drawn and you are deemed an American 
Powerball first prize winner. There are nine divisions in total 
to win from. If you are interested in winning millions of US 
dollars the American Powerball is a good place to start. The 
American Powerball gives you the choice of a cash option 
payment. This means that when you win there’s no waiting 


for your cash. You can collect a 
lump sum cash payment instantly. 





Amazing Instant Wealth There For The Taking 


Winning the American Powerball can put you into the same 
leaque as the rich and famous. 

Dining in restaurants that are frequented by movie stars. 
Shopping in the same stores that only the rich can. 
Indulgence at its finest, all this from a single ticket in a 
lottery that can make you wealthy beyond the dreams of the 
avaricious. 

It is now possible for non residents of the U.S.A. to enter 
the American Powerball. You can find out how to stake your 
claim to over One Hundred Million Dollars, by writing to: 
PRIZETEC, D 11-AWA PO BOX 555, CH-8058 Zurich 58 
AWA, Switzerland stating your name and address. 
Po eee eee eee 
FREE opportunity to enter the American 
Powerball. 

You will receive information that can show you how and 
when to enter. 


Ql am interested in learning how to enter the American 
Powerball and win 100 Hundred Million Dollars. 


For your FREE no obligation information on the 
American Powerball, complete this coupon, then cut out 
and mail to the following address: 


INTERNATIONAL MEMBERSHIP 


PRIZETEC, D 11-AWA PO BOX 555, CH-8058 Zurich 
58 AWA, Switzerland. 


Do you use O Cheque Q Money Order or Q Credit Card 
for your Mail Order Purchases? (Tick your choice) 


Name: ma/mrs/miss/or 

















Address: 
Zip Code: 
Telephone Number:( ) 
Email Address: 
Date Of Birth: / S once E 


For priority service include US$5.00 
Fax inquiries to: 011 617 5538 2260 
Email inquiries: custserv@fan.net.au 
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"ESSEC: The first European Business 
School to become an accredited 
member of the most prestigious 

international association. 
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AACSB accreditation confirms the international recognition 
of one of Europe's leading business schools. 


The United States has long been the 
dream of generations of students. Leaving 
for San Francisco, Boston or New York was 
the guarantee of quality training anda 
recognized degree. Today, Paris-Cergy has 
become part of this legend. In April 1997, 
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ESSEC 


ESSEC Business School received accredi- 
tation. from AACSB. ~The International 
Association for Management Education, 
putting it in company with the most 
prestigious international business schools 
such as Harvard, Cornell, Columbia, etc. 
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MBA ~ MBA’ 


This label of excellence and inter- 
national recognition sanctions the 
quality of the learning provided in 
ESSEC's various business. degree pro- 
grams, as well as the quality of its 


faculty and students. 
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UNITED STATES 


The Kosovo test 


WASHINGTON, DC 


Suddenly, a pre-primary electability indicator 


6¢ FT REMINDS the country,” says 

Lamar Alexander, the former Ten- 
nessee governor, “that the question before 
the primary voters is ‘Who's ready to be 
president? ...Who do we trust on Korea, 
China, the Middle East, Kosovo?’.” Well put, 
since the war in Kosovo is just the sort of 
unforeseen issue to test presidential candi- 
dates beyond their poll-tested scripts. A sin- 
gle wrong word before the Tv cam- 
eras can sabotage the best-funded 
campaign—but so too could a si- 
lence that the voters recognise as a 
mite too studied. In the hard world 
of politics, the war in Kosovo is also 
part of the war to be America’s next 
president. 

And unfortunately for Mr Alex- 
ander, a perennial runner for the 
White House, in a crowded field of 
Republican hopefuls it is Senator 
John McCain of Arizona who is so 
far picking up the applause. As 
Norm Ornstein of the American 
Enterprise Institute puts it: “The 
hands-down winner now is John 
McCain, in that he’s been forth- 
right, honest and prepared to set 
out a policy—he didn’t just start by 
ripping apart the president's 
policy.” 

True enough. Last month, when 
his Republican colleagues were vot- 
ing 38-16 against NATO air-strikes 
on Serbia, Mr McCain was arguing 
that it would be irresponsible to un- 
dermine the president's authority 
and, by extension, the credibility of 
both the United States and NATO. 
Now he seems to be on every TV screen, ar- 
guing that the bombing should have been 
much heavier (civilian casualties notwith- 
standing) and that America’s ground 
troops should be readied to do “whatever is 
necessary”. When he says, “You can’t win a 
war if you’re not going to wage it,” he clev- 
erly highlights the poll-watching weakness 
of Bill Clinton in forswearing the use of 
ground troops to make peace as opposed to 
keeping it. He also catches the evolving 
mood of the American public, increasingly 
moved by the evidence of “ethnic cleans- 
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ing” in Kosovo. But most of all Mr McCain 
can advocate action because he is a genuine 
war hero, imprisoned for more than five 
years by the Vietnamese. In short, for Re- 
publican competitors to attack him is to 
risk looking both spiteful and unpatriotic. 
So what should his rivals do? Ironically, 
the best answer is probably to take a view 
that is the polar opposite. For all the inter- 





One hawk at the White House, at least 


nationalism of Mr McCain and colleagues 
such as Richard Lugar of Indiana, there has 
always been a strong vein of isolationism 
running through the Republican Party. It is 
this vein that is tapped by New Hamp- 
shire’s Senator Bob Smith, who last year op- 
posed NATO expansion and who now, in 
his presidential bid, witheringly accuses 
MrClinton of being “in over his head” with 
a Balkan intervention that “has no exit 
strategy and no endgame.” 

Unhappily for Mr Smith, however, his 
is the type of personality that is televisually 


invisible. John Kasich, chairman of the 
House Budget Committee, makes the same 
points better. But the best exponent of Re- 
publican isolationism is surely the 
televisually expert Pat Buchanan. Long be- 
fore the air-strikes began, Mr Buchanan 
was arguing that America “has no moral 
mandate either for opposing the Albanian 
Kosovars’ desire for independence or wag- 
ing war on Serbia for struggling to keep its 
historical territory intact.” Moreover, “no 
vital Us interest is at risk,” and most Ameri- 
cans (as Mr Clinton has himself admitted) 
“could probably not even locate Kosovo on 
a map.” 

With Mr McCain at one end of the spec- 
trum and Mr Buchanan at the other, the 
risk for the rest of the Republican field is 
that of appearing to be either intellectually 
uncertain or a fence-sitting poll- 
watcher. George W. Bush, long the 
front-runner for the nomination, 
was derided by Mr Buchanan for 
his initial silence on Kosovo—until 
he eventually declared that he 
could not second-guess the presi- 
dent but did believe, unsurpris- 
ingly, that “we must have a clear 
mission, an achievable goal and a 
credible exit strategy.” 

Elizabeth Dole, Mr Bush’s clos- 
est competitor, has been similarly 
obvious, but can at least prosper by 
association with her husband, Bob 
Dole, who is a long-time symp- 
athiser with the Kosovo Albanians. 
As for the others—Dan Quayle, for 
example, or Steve Forbes—they are 
left muddling through: in favour of 
the air-strikes, but not of their 
preparation; against ground 
troops, more-or-less on principle in 
Mr Forbes’s case and, in Mr 
Quayle’s case, because if Mr Clinton 
did use troops it would be “half 
hearted”. 

For his part, Mr Alexander, a 
professed internationalist, argues 
for more air-strikes and more pa- 
tience, and the massing of troops in Mac- 
edonia and Albania to protect the refugees. 
But he then adds that America should not 
“slide into a ground war”. Meanwhile, Gary 
Bauer, on leave from the Family Research 
Council, disapproves of the administra- 
tion’s Balkan strategy but, in proposing a 
foreign policy that supports human rights 
and the banning of abortion, is anxious not 
to be seen as a Buchanan-style isolationist. 

All of which will doubtless look pretty 
muddled to the voters. But is muddling- 
through such a bad thing? The Iowa cau- 
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UNITED STATES 
cuses are still ten months away, and it is 
hard to see the Kosovo crisis dominating 
the public mood for all that time. After all, 
America’s war of aerial attrition against 
Iraq these days barely merits a mention 
even within the Washington Beltway. In 
the end, what will matter most for the elec- 
tion campaign is money. Mr Bush already 
has plenty from his supporters (and from 
friends of his father); so too, not least from 
his own pockets, does Mr Forbes. For Mr 
McCain, the war is a heaven-sent opportu- 
nity to raise his profile and thus convince 
Republicans to give him money, despite his 
annoying tendency to take positions con- 
trary to the party line on campaign finance 
and tobacco. 

The truth is that, whatever happens in 
Kosovo, it is too early for any candidate to 
declare victory—save perhaps on the Dem- 
ocratic side, where Al Gore has plenty of 


money and his only ‘rival, Bill Bradley, 
probably not enough. Moreover, if the 
Kosovo crisis works out well, Mr Gore will 
take some of the credit} while, ifit works out 
badly, the blame willbe heaped on either 
Mr Clinton as commander-in-chief or Ma- 
deleine Albright as secretary of state. 

For the Republicans, the election issues 
will be the divisive ones of old: protection- 
ism and, more especially, abortion. Those 
are domestic questions that are hard to 
keep ducking. By comparison, dodging for- 
eign-policy issues is easy and electorally 
painless. For proof, just look back to 1992 
when a candidate was asked about the con- 
gressional vote authorising President 
George Bush to use troops against Iraq. “I 
guess I would have voted with the majority, 
if it was a close vote—but I agree with the 
arguments the minority made.” Sitting on 
the fence was a certain Bill Clinton. 





Urban planning 


A Windy City for the next century 


CHICAGO. 


HICAGO has a reputation for making 

‘big plans. At the end of the 19th cen- 
tury, when sewage dumped into the Chi- 
cago river was fouling Lake Michigan, the 
city elders decided on a radical solution: 
they would reverse the course of the river so 
that the city’s refuse would flow away from 
the lake and down the Mississippi. At the 
end of the 2oth century, the city’s business 
leaders have tackled a more contemporary 
urban problem: sprawl. The Commercial 
Club of Chicago, in association with the 
American Academy of Arts and Sciences, 
has released a report called “Chicago 
Metropolis 2020”, which seeks to deal with 
the haphazard flight of people and jobs 
from the central city. 

In 1970, Chicago accounted for 48% of 
the region’s population and nearly 60% of 
its jobs; two decades later, the city con- 
tained only 38% of the population and 37% 
of the jobs. According to Bruce Katz, Direc- 
tor of the Centre on Urban and Metropoli- 
tan Policy at the Brookings Institution, the 
region is growing in ways that are not sus- 
tainable. Business leaders insist that poorly 
planned development is a threat to both 
the economic vitality of the region and its 
quality of life. 

Chicago is hardly alone. Around the 
country, the escalating pace of decentralisa- 
tion has raised concern among disparate 
groups. Environmentalists are worried 
about disappearing green space; advocates 
for the poor are worried about concen- 
trated poverty; firms are worried that po- 
tential workers are not where the jobs are, 
and everyone is tired of sitting in traffic. 
“Smart-growth” movements have popped 
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Commuting by schooner 





up from New Jersey to Oregon, and sprawl 
has even crept on to the national agenda. Al 
Gore, the vice-president, has been speaking 
about “livability” for months. 

But Chicago has taken .a particularly 
comprehensive look at the problem. “This 
is one of the most. ambitious reports I’ve 
ever read,” says Mr Katz. So. why all the 
sprawl? “Metropolis 2020” points first to 
America’s highly subsidised love affair 
with the car. The report estimates that com- 
muters driving to work in metropolitan ar- 
eas pay only about 25% of the true cost of 
their transport; the balance is borne by the 
public in the form of pollution, congestion, 
wear and tear on infrastructure, and so on. 
Illinois is worse than many states: the state 
raises $271 per vehicle in taxes and registra- 
tion fees, compared with a national aver- 
age of $377. The Chicago region has the sec- 


ond-largest number of workers (11%) in the 
country who commute at least 60 minutes 
to work each way. It is little wonder that 
Chicagoans are stuck in traffic; between 
1985 and 1995, the number of vehicle-miles 
travelled increased by 40% while the num- 
ber of lane-miles increased only 5%. 

Local communities make a bad situa- 
tion worse by using planning laws, such as 
minimum plot size, to exclude low-income 
families. (Many ritzy suburbs will not allow 
a property to have a second kitchen for fear 
that the owner might take in tenants.) 
Meanwhile, many of the same communi- 
ties compete to attract high-value commer- 
cial developments. The result is scattered, 
low-density development that keeps af- 
fordable housing out, increases the cost of 
infrastructure, separates inner-city resi- 
dents from new jobs in the suburbs, and 
makes public transport less efficient. 

It also means greater racial and eco- 
nomic segregation. “Metropolis 2020” 
points out that four out of five poor whites 
in the region live in mixed-income areas 
compared with only one in. five poor 
blacks. Between 1979 and 1989, the average 
income per head of the three richest sub- 
urbs, as a multiple of that of the three poor- 
est Chicago neighbourhoods, increased 
from eight to 15. And because Illinois is de- 
pendent, like many states, on local prop- 
erty taxes to pay for its schools, wealthy dis- 
tricts spend nearly four times as much per 
student as the poorest districts. 

Any hope of regional co-operation is 
drowned in a staggering array of local-gov- 
ernment entities. The Chicago area has 
1,300 units of local government, including 
six counties, 113 townships, 270 municipal- 
ities, 306 school districts and 558 special 
districts that do everything from treating 
waste water to fighting mosquitoes. That 
amounts to one unit of government for ev- 
ery 6,000 people—five times the ratio in 
greater Los Angeles and seven times the ra- 
tio in New York city. 

The solutions proposed in “Metropolis 
2020” follow naturally from the problems 
it identifies. Vehicle taxes and fees should 
be priced to reflect more accurately the 
costs of driving; the region should invest 
heavily in public transport, especially from 
suburb to suburb and from city to suburb; 
the state should guarantee every school a 
minimum level of funding that reflects the 
cost of delivering a decent education. The 
report also proposes giving students more 
choice in where they go to school and shift- 
ing the tax burden away from property 
taxes, perhaps by broadening the state sales 
tax to include services. 

Several recommendations are more 
radical. The report calls for a state-wide 
building code that would supersede local 
planning laws. It also suggests a Regional 
Co-ordinating Council (rcc) made up of 
representatives of local governments. The 
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RCC would not be a regional government; 
rather, it would support regional projects 
by using its authority to issue bonds. 

What will come of the Chicago report? 
Probably quite a lot. The Commercial Club 
is made up of Chicago’s business elite. All 
400 members of the club voted to endorse 
the spirit of the report, if not its individual 
recommendations. “These are the guys 
who worked with Daley to turn around the 
school system,” notes one participant in the 
process. Mayor Daley has applauded the re- 
port while stopping short of endorsing all 
its recommendations; meanwhile, the gov- 
ernor of Ilinois has created an infrastruc- 
ture task force to study the state’s needs. A 
Commercial Club committee led by the for- 
mer president of Inland Steel has already 
raised $4m to help promote and imple- 
ment the goals of the plan. 

The Commercial Club takes its plans se- 
riously. This is the same club that commis- 
sioned the Plan of Chicago in 1909 (often 
referred to as the “Burnham Plan”) that pre- 
served much of the lakefront and left an 
enormous positive imprint on modern 
Chicago. The club not only devised this 
plan, but promoted it. One member fi- 
nanced the publication of a primer that 
summarised the details of the plan, and 
over 100,000 copies were distributed to 
Chicago schoolchildren so that they would 
‘understand the importance of urban plan- 
ning. (Study question 36: “What is the effect 
on the city of the current diagonal streets?”) 

Proponents of Chicago Metropolis 
2020 describe the plan as a starting point 
for discussion. Other cities would do well 
to join that discussion too. 





Education 


Fail the test, miss 
the grade 


HE pupils need her more than ever, 
so—despite the fact that she is expecting 
twins in a few weeks—Diane Adkins is still 
helping in the classrooms of Sherman ele- 
mentary school in Houston, Texas. The 
standardised reading tests are held in late 
April, and 60% of Sherman's pupils have 
limited proficiency in English. Besides, this 
year the test is more important than ever. 
Last spring, Houston joined the grow- 
ing number of urban school districts that 
are ending the practice of “social promo- 
tion”: the automatic shifting of pupils up a 
class at the end of the academic year, even 
when they have failed to meet the stan- 
dards for their grade. Houston now bases 
promotion largely on standardised tests; if 
students fail, they have to stay behind. 
Teachers used to argue that keeping 


“THE ECONOMIST APRIL 10TH 1999 


UNITED STATES 





Defining hate 





AST October Matthew Shepard, a ho- l 
| Aa mosexual student, was beaten and z 
| left to die on a fence outside Laramie, 
| Wyoming. On April 5th Russell Hender- 
son, a local roofer, was sentenced to two 
consecutive life terms in prison for kill- 
ing him. He escaped a death sentence 
partly by agreeing to testify at the trial of 
the second man charged with the killing. 

A day later, President Clinton asked 
Congress to expand federal laws against 
hate crimes to include offences based on 
| sexual orientation or disability. In 1997, 
| he said, more than 8,000 hate crimes 
were reported in the United States. At 
| present, the law covers only crimes moti- 
| vated by a victim’s race, religion or na- 
| tionality; and it applies only in certain 
| “federally protected” circumstances, r Pene 
| such as when the victim is voting, or in The Laramie memorial 
| public school, or travelling on an inter- | 
| state highway. Typically, the presence of made a passat one ofhis killers in a Lara- 
| “hate” increases the sentence. mie bar. It would also cover, no doubt, 
| Under Mr Clinton’s proposal, a hate dozensofincidents in which the factthat | 
| crime could take place anywhere. The a victim is black or homosexual or Cath- 
| new law would certainly cover the case _ olic is purely incidental to. a random act | 

i 


of Matthew Shepard, who apparently of violence. But who could prove it? 


children down a grade was bad for their yet more than 38,000 of them advanced to 
morale and made them more likelytodrop the next grade. 
out of school. But, faced with mounting evi- Mr Bush has made ending social pro- 
dence that American children (mostly in motion the centrepiece of his education 
cities)are leaving school without beingable agenda, and will no doubt advocate it na- 
to read or do basic maths, many teachers tionally if he finally decides to run for the 
have changed their minds, and now prefer Republican nomination. His education 
to keep pupils back until the basic stan- plans have met with little resistance from 
dards are met. those traditional nemeses of Republican 
In the muddle of new ideas and policy politicians, public-school teachers and bu- 
gimmicks that characterises thedebateover _reaucrats, largely because he has avoided 
American education reform, ending social blaming school officials for all the ills of the 
promotion is now the most popular pro- public schools. Instead, he has provided the 
posal. President Clinton has particularly carrot of ample funds for local school dis- 
praised Chicago’s schools, which have had tricts, while continuing to demand that the 
a policy of keeping pupils back for the past districts remain accountable for the ade- 
three years (Combined with extra tutoring quate performance of their pupils. 
and summer school). Yet it has proved ex- Although the idea of ending social pro- 
pensive: $100m a year, together with the motion is gathering pace, there is disagree- 
drawback of a huge crowd of students in ment over whether it raises academic stan- 
the lower grades. dards. According to one researcher at the 
In Texas, Governor George Bush, who University of Colorado, it not only demor- 
favours the policy, is trying to address these _ alises pupils but often fails to address the 
disadvantages. In February, the governor specific learning deficiencies that may be 
guided a bill through the state Senate that holding them back. Some civil-rights 
would hold back pupils who did badly in groups also argue that by relying too 
their subjects and could not pass the state- heavily on standardised tests to decide 
wide standardised test.Atthesametime,he whether a child goes up a grade or not, pu- 
set aside $203m for remedial classes and pils whose first language is not English are 
extra teacher training to ensure that pupils at a disadvantage. 
kept behind would receive help. If the bill Yet the other path, of advancing un- 
passes the House as well, it would end an qualified students willy-nilly through the 
old practice of allowing students to ad- academic ranks, has left thousands of 
vance despite failing the test. In 1997, American pupils ill-prepared for life be- 
42,000 nine-year-olds failed the Texas test, yond the classroom. In the latest national 
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UNITED STATES 
assessment of school performance, 40% of 
American ten-year-olds were unable to 
read at their grade level. Last year in Hous- 
ton almost 9,000 more students entered 
high school than managed to leave with a 
diploma. Such a drop-out rate has its roots 
in the earliest years of school, when under- 
performing students are pushed through 
the system. As with a faulty assembly line, 
when defects go unspotted until the end of 
the process it is usually too late to fix them. 

a 





California politics 


A big Green 
upset 


OAKLAND 


N AKIRA KUROSAWA’ film “The Seven 

Samurai”, residents of a beleaguered vil- 
lage seek the help of intellectual swords- 
men for protection from well-armed ban- 
dits. Last week, in Oakland, voters unhappy 
with the city’s old politicians elected to the 
California Assembly a new member with 
similarly peculiar credentials. Audie Bock, 
who took office on April 5th, is a Kurosawa 
scholar and has written two books on Japa- 
nese cinema. She is also a member of the 
Green Party. As such, she becomes the first 
third-party member of the Assembly, the 
state’s lower legislative house, since 1917, 
and the first Green elected to partisan office 
in the United States. 

The 16th Assembly district, which. en- 
compasses Oakland and the neighbouring 
towns of Alameda and Piedmont, had long 
been under the firm control of Democrats. 
Ms Bock’s rival for the district’s seat, Elihu 
Harris, Oakland’s former. mayor, was as- 
sumed to be a shoo-in. He is a well-known 
black in a largely black district, and, after 
winning a special election in February that 
winnowed the final candidates for the seat 
down to himself and Ms Bock, he virtually 
stopped campaigning. He refused to de- 
bate with Ms Bock (who is white), and 
closed his downtown Oakland campaign 
office. He also made the political blunder, 
in the special election, of giving away cou- 
pons for a free chicken meal to voters who 
presented their voting-ticket stubs. In the 
second election, Ms Bock won by just 327 
votes in a district in which Green Party reg- 
istration is a mere 1.2% of voters. 

Political experts say it was Democratic 
arrogance, not Green ideas, that squeezed 
Ms Bock into office, although much of her 
platform is similar to pronouncements 
made by Jerry Brown, Oakland’s new and 
progressive mayor. Ms Bock, of course, be- 
lieves the American electorate is finally 
showing some will to loosen the iron grip 
that Democrats and Republicans have had 
on the nation’s politics, a grip which, until 
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recently, has kept third parties out on the 
far fringe even in California. She sees her- 
self as the third sign of hope, after Mr 
Brown’s election last year and that of Jesse 
Ventura.as governor of Minnesota. 

In Sacramento, the state capital, she 
hopes to promote universal health care, the 
issue that got her into politics in 1996 when 
she volunteered for Ralph Nader’s Green 
campaign for the presidency. She says she 
will also.strive for greater reform of public 
education, and “even though this will 
probably get me into trouble”, wants mari- 
juana legalised. On her first day of Assem- 
bly work she naturally travelled not by car, 
but by train from Oakland, a nearly two- 
hour trip. She has already enquired about 
facilities in. the capital for electric cars 
(none at present), and is busy learning the 
knack of forging political alliances from 
the unlikeliest interests. During her cam- 
paign, she says, she kept uncovering “closet 
Greens at all levels of society”. On her first 
day in office, she kept uncovering “closet 
Kurosawa fans in the Assembly”. 

m 








Stealing from the 
dead 


NEW ORLEANS 


FEW feet away, street musicians play 

jazz standards and tourists browse; 
but high culture reigns inside the antique 
shops on Royal Street, in New Orleans. At 
Harris Antiques, classical music wafts 
through the air as patrons navigate a maze 
of marble and wood. Apart from New York, 
Arthur Harris says, New Orleans has the 
country’s largest high-end antiques market, 
and the best of it is packed into a few streets 
in the French Quarter. Royal Street has a 
reputation to uphold. 

That is why Mr Harris didn’t trust the 
men who came by his shop more than a 
year ago, hawking wrought-iron chairs and 
cement pots from the back of a car. The 
goods looked badly weathered and 
strangely familiar, he said. He told the men, 





WASHINGTON, DC 


THE employment re- 
port, released on the 
first Friday. of every 
month, is very keenly 
watched. Financial mar- 
„kets look for rapid wage 
growith or other«signs of inflationary 
pressure; politicians hope for ever-lower 
unemployment. At first'sight, the March 
employment ‘report—released on April 
| 2nd—had something for everyone. 

Unemployment fell to: 4.2%, the low- 
est figure since 1970. Yet, despite tight la- 
bour markets, there is no sign of wage 
pressure. Average hourly earnings in 










March rose a modest 3.6%. compared 
with the previous year, the lowest annual 
| increase since the autumn’ of. 1996. 
Throughout 1998, in contrast, the aver- 
age increase in hourly earnings was 4.1%. 




















Reading the tea leaves 





i 


signs of weakness. The index of hours 
worked—a rough proxy for growth in 
economic output—fell by 0.5%. The num- 
ber of new jobs created rose by only 
46,000 after seasonal adjustment, far 
fewer than in previous months and far 

less than most analysts had expected. 
Fortunately, most of this unexpect- | 
edly low job growth was due to the | 
weather, which was unseasonably mild | 
between December and February and | 
bad in March. Firms did not lay off as | 
many workers as usual during the winter 
months, and took on relatively fewer 
workers in March. Construction employ- 
ment, for instance, fell by 47,000 in | 
March; restaurant jobs fell by 48,000. | 
Given the weather factor, most econ- | 
omists have not read too much into the 
March employment report. After all, con- 
sumption is still looking strong. Infla- | 
tion-adjusted personal expenditures | 
rose by 0.7% in February, implying that | 
real consumption could rise by more in 
the first three months of 1999 than itdid | 
in the last quarter of 1998. Although the | 
drag from the trade deficit is likely to in- | 
crease compared with the end of 1998, 
and the pace of housing starts may abate 
or even fall, there are few signs of a seri- 
ous slowdown. Indeed, the Conference | 
Board announced on April 6th that its | 
| 


| 
But behind the rosy headlines lurk | 
H 
| 


index of leading indicators rose for the 
fifth straight month in February. 
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Mergers and Acquisitions services 


Yas met with the lawyers. The investment bankers. The auditors. You did your 
homework. Everything was legal and aboveboard. And a deal of enormous importance 
and even greater worth was completed. But somehow, something went wrong. Liabilities 
were misjudged. And the ones that were recognized were grossly underestimated. Now 
it’s the third quarter and youre about to report a substantial write-off. 

This is the real world companies live in. When things go wrong, they go wrong on a 
large scale. And if your company is not properly covered, the world becomes an ugly place. 

How can AIG help? By doing things others can’t. By taking what you know about 


“insurance” and turning that notion on. its head. 


Who insures 





. Take our Mergers and Acquisitions services. Few scenarios demand the speed and 
creative thinking that an M&A deal does. And that is precisely what we pride ourselves on. 
At AIG, we know that in any deal there is always a surprise, and it is never a good one. 

More than merely providing insurance, the AIG Companies plan for problems others 
don’t see, create coverages others can’t, manage risks others shy away from. We have the 
resources and industry-specific knowledge that allow us to guide you through most 
any M&A issue you face. So whether a deal is known or merely being contemplated, 
our M&A team is prepared to help minimize existing and potential future liabilities to 
make deals happen. 

We've built our reputation on fulfilling promises. Which is why we've grown in 
80 years to become one of the world’s leading insurance organizations. And because our 
reputation is solidly backed by Triple-A—rated financial strength, you can rest assured 
that the AIG Companies will be there for you. 

No matter what the risk, no matter where the risk, the AIG Companies possess the 
experience and sophistication to help protect you from the unexpected. 

Call your broker or e-mail us at mé&a@aig.com to find out more about our Mergers 
and Acquisitions division. 


What’s the worst that could happen? That’s what we think about every day. 


MOREE LEADERS (NPIS URANGE ADD UEC ee : 
ALL FORMS OF COMMERCIAL INSURANCE © PERSONAL AUTO AND 
AND HEALTH INSURANCE © RETIREMENT PRODUCTS AND MUTUAL FUNDS THROUGH SUNAMERICA © waw Ancom 
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joie Insurance coverage provided by 


We have tools to help you develop the 
most important resource of all. 





Saas al | The resource is people. The tools are education and training. We offer our 






i j partners these tools in many disciplines, from oil exploration to finance. 
Md We have even provided technical and academic courses at universities. 
These tools are offered to our employees in the countries where we operate. But, in the end, 
they benefit us all. Because by helping build a country's chevron 


work force, we're also developing an industry's next Chevron 


generation of leaders. The symbol of partnership. 





“This looks like cemetery stuff.” When one 
said the wares came from his grandmoth- 
er’s, Mr Harris wasn't convinced. “She must 
have had a heck ofa yard,” he said, and sent 
the men away. 

Police say that other antique dealers 
have been less careful. In the past year, they 
have arrested seven people, including sev- 
eral retailers, in connection with what they 
call a sweeping scheme to rob New Or- 
leans’s cemeteries. Known as “Cities of the 
Dead,” the vast grey cemeteries are among 
New Orleans’s 31 main attractions; along 
with Victorian houses and draping Span- 
ish moss, they lend the city a gothic air. Be- 
cause the water table is too high for digging, 
the graveyards were built above ground, 
rows of vaults and mausoleums modelled 
after European tombs, set along wandering 
paths. Many of the crypts are still in use, the 
old bones pushed back to make room for 
new generations. Many are adorned with 
statues and iron crosses, the crumbling 
keepsakes of the dead. 

For years, the cemeteries’ worst enemy 
was time: weather battered the marble and 
iron, families moved away and left their 
tombs in disrepair. But these days, fashion 
is just as serious a foe. Yuppies decorate 
their gardens with crosses and angels, the 
gloomier the better, and gothic goods sail 
through boutiques in Los Angeles and New 
York. Police say the supply has come largely 
from thieves. So far, authorities have recov- 
ered at least $1m in stolen loot. In upstate 
New York last month, they spotted a five- 
foot bronze angel, perhaps the most valu- 
able stolen piece yet, worth up to $500,000. 

The thefts may have gone on, unno- 
ticed, for years, says Louise Fergusson, di- 
rector of Save Our Cemeteries, a preserva- 
tion group. But eventually cemetery 
workers saw the telltale signs of crime: sus- 
picious vans roaming the grounds, whole 
aisles of angels missing. Police went on the 
hunt and soon arrested three suburban 
men—the same ones Mr Harris remem- 
bers—for lifting urns and prising marble 
statues from their bases. Months later, po- 
lice booked four wealthy city men, all deal- 
ers and preservationists, who had cemetery 
items in their homes and shops. Police be- 
lieve these men used their knowledge of art 
to tell the thieves precisely what to steal. 

One such dealer, Peter Patout, the scion 
of an old sugar family, was found to have 
two cemetery statues, including a Ma- 
donna worth $50,000, in the courtyard of 
his house on Bourbon Street. Ever since 
then, he has been trying to clear his name. 
He even staged a press conference in a cem- 
etery, a few feet away from his ancestors’ 
tomb. “I love Louisiana and its heritage 
and I’m a guardian of its culture,” he said, 
insisting that he bought some of the goods 
at church sales and did not know that oth- 
ers were stolen. Other accused dealers offer 
similar accounts, and note that they have 
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An endangered nuisance 


BIG HORN, WYOMING 


CROSS the Great Plains, the prairie 
dog is seen as one step above ver- 
min. The animals, which weigh about 
two pounds and are around 16 inches 
long, have been poisoned, smoke- 
bombed and flooded from their burrows 
since white men first set foot on the prai- 
rie. Many a western 
teenager has learned 
about marksmanship 
by plinking away in a 
prairie dog town, the 
hummocky meadows 
where the creatures live 
and play. More seden- 
tary souls can enjoy a 
computer game, “Prai- 
rie Dog Hunt Pro”, 
| which boasts fully ani- 
mated prairie dogs, a 
zoomable gun scope 
and “authentic sound 
effects", such as the 
whistling calls the crea- 
tures make. 

The National Wild- 
life Federation is not 
amused. It fears the 
prairie dog is disap- 
pearing, and it wants it 
protected under the En- 
dangered Species Act. It 
is estimated that there 
were once five billion prairie dogs in the 
plains and inter-mountain regions of the 
United States, northern Mexico and 
Canada. Now, thanks to such enthusias- 
tic eradication, there are about 10m. 
Their habitat has been reduced from 
100m acres to a mere 1m. According to 
the Fish and Wildlife Service, only seven 
major (bigger than 10,000 acres) black- 
tailed prairie dog towns remain. 

Most states have no season for hunt- 
ing prairie dogs; you can shoot them at 
any time. Guide services in Nebraska 
and South Dakota offer prairie-dog 
hunts with fees of $100 per day per gun. 
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Bring in the feds! 


But, according to biologists, the chief 
killer of prairie dogs is the sylvatic 
plague. This disease, spread—like bu- 
bonic plague—by fleas on rats that have 
escaped from ships, has come east from 
California into Texas and has slowly 
been working its way north up the Rocky 
Mountains. Only one 
state, South Dakota, re- 
mains plague-free, and 
it contains about a 
third of the remaining 
black-tailed prairie-dog 
population. 

Wildlife advocates 
say it is now essential to 
have a large and 
healthy _ prairie-dog 
population, one capa- 
ble of surviving and 
even expanding. Other 
biologists say smaller, 
well-separated colonies 
are the best idea. Listing | 
an animal as “threat- 
ened” under the En- 
dangered Species Act 
brings mostly a shower 
of regulations from 
Washington. But in 
March the Fish and 
Wildlife Service, feeling 
things were urgent, 
agreed to a study to decide if the black- 
tailed prairie dog deserves federal 
protection. 

This ought to be a wake-up call for 
state wildlife agencies, local livestock in- 
terests and large landholders, such as In- 
dian tribes. These groups are often at 
odds with each other over water rights 
and hunting; but they share a distrust, 
even a hatred, of Washington. Rather 
than bringing in the Esa, they might do | 
better to come up with a conservation | 
plan of their own; even if the creature to 
be protected still seems, to many of them, 
no more than a damned nuisance. | 











yet to face formal charges. Mr Patout, who 
runs his own Royal Street shop, said the 
scandal has been overstated. Not every de- 
caying statue has come from a graveyard, 
he says. 

Nonetheless, police are continuing 
their probe, as officials try to squelch the 
gothic-chic market. In February, the city 
council passed a law requiring antique 
dealers and auctioneers to notify police 
when possible cemetery artefacts come 
their way. Ms Fergusson says she will publi- 
cise the scandal in decorating magazines. 


Meanwhile, the city is trying to return 
stolen goods to their rightful owners. Police 
have set up open houses to display recov- 
ered loot. And Ms Fergusson hopes that 
people who have purchased graveyard 
goods will now see fit to give them up. At 
least one person has done so, she says: a lo- 
cal man who bought two angels, not know- 
ing they came from a cemetery plot. He 
gave the statues back to their original own- 
ers, who returned them to the tomb just in 
time to witness another family burial. 

— | 
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„at Mr Jiang’s particular insistence) 


Zhu Rongji in the land of demons 


N APRIL ist China’s Communist Party, which usually 

claims to stride resolutely towards the future, is reckoned 

to have had a notable moment of irresolution. Should Zhu 

Rongji go as planned to America on April 6th (the first prime 

ministerial visit in 15 years), agonised the all-powerful standing 
committee of the Politburo; or should he not? 

That the question was raised at all is a measure of the sudden 
slide in relations between China and America. Only a few 
months ago Presidents Bill Clinton and Jiang Zemin could boast 
about a “constructive strategic partnership”. Yet earlier this 
month grizzled Communists were growling that, in going to 
America, Mr Zhu would be walking into a minefield, Others, no 
fans of Mr Zhu and his brusque : 
style at home, thought that a 
minefield was the best place for 
him to be. In the end, say party in- 
siders, Mr Zhu went (presumably 


in order to rescue a dangerously 
stricken relationship between the 
world’s richest nation and its 
most-peopled one. 

As Mr Zhu picks his way from 
Los Angeles to Washington and 
then on to Denver and Chicago, 
the mines lie on all sides. Protest- 
ers and plenty of congressmen are 
already assailing him over Chi- 
nese repression in Tibet and the 
recent round-up of democrats in 
China itself. He is discovering 
pockets of outrage about China’s 
alleged thefts of nuclear-weapons 
technology in the 1980s, and 
about more recent allegations of 
influence-buying by the Chinese 
government. And then there is the 
sense of grievance aroused by 
America’s annual $60 billion trade deficit with China, a deficit 
which may soon exceed that with Japan. Mr Zhu knew before he 


came that he would face all this. To Americans, he said he was 
: coming “to let you vent your anger and voice your complaints.” 


<A Bill-style confession before the American people? Not 
quite. But with nine days in the United States, Mr Zhu is plan- 
ning to take China’s case directly to American sofas with a series 
of public appearances, press conferences and a live-question 


| show or two. This approach may possibly confound those who 


predict that his trip will be a diplomatic disaster, for Mr Zhu’s 
style may well play in Peoria. He is not wooden, like so many 
Chinese Communists. He does not play the buffoon like Jiang 
Zemin abroad, who picks up a guitar or recites the Gettysburg 
address at the slightest provocation. Rather, the 71-year-old is 
straight-faced, blunt-talking and self-deprecatingly witty. Al- 
though he will speak through interpreters for most of his visit, it 
is a fair bet that American talking-heads will be wowed when Mr 
Zhu forces home a point in English. 

What will he say? He will call for patience over human rights: 
China is a big, messy country, blah, blah; things take time. China 
has made huge strides for the better in the past two decades and 
will make still bigger ones in the next two. In particular, he will 
insist, America’s good fortunes depend upon China’s develop- 
ment. For good measure, Mr Zhu has already started handing 
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around to American corporations a bagful of deficit-reducing 
goodies~an aircraft contract here, an insurance licence there— 
with the promise of much, much more if only America helps to | 
get China into the World Trade Organisation (wro). | 
The Clinton administration is certainly eager to help China | 
into the wro; it would be “inexplicable” to say no, said MrClin- | 
ton on April 7th. The administration badly wants to salvage | 
something—anything-—-from its policy of “engagement” with | 
China. For now, many of the administration officials whomake | 
China policy express increasing indignation about some oftheir | 
fellow Americans. | 
Nixon, they say, never gave a damn about the suffering of | 
ordinary Chinese during the Cul- | 

tural Revolution, yet he is praised | 

to this day in America for his | 

opening to China in 1972. Mr | 

Clinton cares very much about | 

human rights in a new and (toa | 

great extent) improved China. He | 
is an ardent promoter of Ameri- | 
can business interests. Yet he still 
gets lambasted for cosying up to 
Communist thugs. Mr Zhu’s visit | 
can help the Clinton cause, l 
Ifhe sticks, that is, to the script | 

of things like trade and human | 
rights. However, Mr Zhu comes to 
Washington with a message from 
his Politburo peers, and a mighty 
strong one it is. China has become 
convinced in the past few months 
that America is intent on shaping 
the balance of world power in a 
way that threatens China. | 
Exhibit one: a proposed re- | 
gional anti-missile defence sys- | 
tem which (since North Korea is | 
such a tin-pot country) can only | 
harm China and its claim to Taiwan. If such a system is intro- | 
duced, say some Chinese officials, a Pacific arms race is the logi- | 
cal outcome. Exhibit two: the American-led war on Yugoslavia. | 
Just recently, China’s leaders laid out their view of a world that | 
| 

| 

| 





best served Chinese interests in the next century. It was one 
where no superpower predominated and where state sover- 
eignty was sacred, NATO's attack on Yugoslavia, Chinese officials 
say, is‘a direct challenge to that view, reinforcing the idea of 
American hegemony and flouting international law. If America 
can lead an attack on sovereign Yugoslavia today, why not sover- 
eign China tomorrow, over Tibet or Taiwan? CriticismsofAmer- | 
ica in the state media have been strident, and some newspapers | 
have run photographs of Mr Clinton with a Hitler moustache. | 

David Shambaugh of George Washington University talks 
about America’s “missionary complex” towards China: the be- 
lief, since the early 19th century, that the United States can, 
through its values and its trade, shape the development of 
China. The China of this century, at any rate, has never accepted 
such a proposition. If Mr Zhu delivers the Politburo’s senti | 
ments, it will be the strongest message yet that China refuses to 
follow America’s ideas. The public spin for Mr Zhu’s trip may yet 
prevent it from becoming a public-relations disaster for both 
sides. Yet the visit may, in hindsight, mark the symbolic point at 
which “strategic partnership” became “strategic competition”. | 
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Peace in Colombia? This year, 
next year, sometime . . . 


BOGOTA 


Afternine months’ trying, President Andres Pastrana has not much to show for 
his efforts to end Colombia’s guerrilla wars 


NDRES PASTRANA has never shrunk 
from taking risks in the cause of peace. 
Within three weeks of being elected presi- 
dent last June, he slipped away from his 
bodyguards to fly to a secret jungle meeting 
with leaders of the FARC, the Revolutionary 
Armed Forces of Colombia, its biggest rebel 
group. In November, he pulled the army 
out of a huge area in the south to facilitate 
talks with the FARC. And what does he have 
to show for it? Five months after the with- 
drawal, not even an agreed agenda. 

No one thought peace would be easy. 
The FARCand its smaller rival, the ELN—the 
National Liberation Army—have been 
fighting successive governments since the 
mid-1960s. Between them, they have over 
15,000 men under arms, and are active in 
half the country. The Farc had notched up 
some notable successes against the army. 
Yet there were reasons for optimism. 

Here was a new president, a Conserva- 
tive in place of the Liberal Ernesto Samper. 
And here, for the first time in seven years, 
was the FARC ready to hold talks. For its 
part, the ELN had already launched a dia- 
logue, not with the government (that came 
later) but with “civil society”. And, what- 
ever their successes against the army, the 
rebels had reason to talk: they were under 
increasing pressure from their unofficial 
paramilitary foes on the right. From Ven- 
ezuela, Hugo Chavez, elected president in 
early December, even before he took office 
in February was showing he was ready to 
help the cause of peace, ifhe could. So too, it 
seemed, was Cuba’s Fidel Castro, who has 
some influence at least with the ELN. Most 
strikingly, after years of anti-gringo invec- 
tive, FARC representatives late last year met 
American diplomats in Costa Rica. 

Yet progress was minimal. The FARC 
raised hurdle after hurdle, and in mid-Jan- 
uary suspended talks entirely, insisting that 
the government must crack down on the 
paramilitaries. Then, early last month, a 
FARC force kidnapped three Americans in 
eastern Colombia and shot them dead. 

These were not the first Americans 
killed by the rebels. But they were just the 
sort—activists working with an Amer- 


THE ECONOMIST APRIL IOTH 1999 


indian tribe—whom the FARC might have 
been expected to treat well. And the killing 
was brutal: a slaughter of unarmed prison- 
ers. After an initial denial, the FARC leader- 
ship admitted responsibility, ofa sort. Two 
local commanders, acting alone, it said, 
were to blame; they would face revolution- 
ary justice, perhaps even a death sentence. 
A cover-up, said the army, claiming that the 
order to kill had come from the FARC lead- 
ership, and offering recordings of radio 
conversations to prove it. The prosecutor- 
general’s office agreed, and issued an arrest 
order for German Briceño, a FARC regional 
commander—and brother of the FARC’s 
number two, and top military commander, 
Jorge Briceno. 

Colombia's media speculated that the 
affair signalled previously unseen divi- 
sions between hard men and soft in the 
FARC high command. At the least, it re- 
vealed a lack of communication and politi- 
cal awareness among the rebels. Mr Pas- 
trana’s more hawkish critics pounced on 
the killings as evidence that the Farc had 


Ths x, - as 


The army studies the FARC’s latest pothole in the road to peace 


never really wanted negotiations anyway. 

The Americans were already stepping 
up aid to the armed forces, albeit, in theory, 
for use only against drug-traffickers (oh 
yeah, said the FARC angrily this week, as the 
general heading the United States’ South- 
ern Command came to oversee the birth of 
a new Colombian anti-drugs battalion, to 
be based near FARC bastions in the south). 
Now the Americans announced that they 
would suspend contacts with the FARC un- 
til, improbably, it handed over the culprits 
to the Colombian authorities. 

So far, so bad, for the cause of peace. Yet 
the affair may not end so badly. If the FARC 
rebels want to maintain political credibil- 
ity, they may have to start talking again. 
Contacts were never, in fact, ruptured: 
there has been some discussion of practical 
details. And now the army too is giving the 
rebels reason to talk. It has claimed several 
recent successes, some more solid than oth- 
ers: two FARC commanders and hundreds 
of their men killed, a weapons factory anda 
dozen caches of arms discovered. Its much- 
puffed deployment of heavy artillery dur- 
ing some skirmishes in the north-west may 
have had more to do with publicity than 
war. But after three years of defeat, it seems 
to have found a new appetite for battle. 

Paramilitary pressure may be pushing 
the ELN too to renew interest in its version 
of the peace process. Talks were suspended 
after the government refused the ELN’s de- 
mand for its own demilitarised zone, but 
these contacts too were never broken off: 
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the two sides have held a number of quiet 
meetings in Venezuela, despite last 
month’s row between the Colombian and 
Venezuelan governments over some re- 
marks from MrChavez about the guerrillas’ 
status as “belligerents”. The ELN recently 
freed some prisoners, and still hopes for a 
broad-based “national convention”, to be 
held, maybe, outside Colombia. 

And now? President Pastrana’s peace 
commissioner, Victor Ricardo, on April 8th 
met FARC leaders again, hoping to get 
things restarted. Mr Pastrana has only four 
years in which to achieve results: the con- 
stitution bars him from a second term. The 
guerrillas can take a longer view. So far, the 
president, like the rebels, has offered little 
more than a readiness to talk. It is time 
now, say his dovish critics, to move towards 
real negotiations. 

About what? Even if Mr Pastrana were 
ready to concede them, the reforms the 
FARC demands would not come cheap— 
and most economists expect Colombia’s 
GDP to go on shrinking, for some months at 
least. In one way, says Alfredo Rangel, a for- 
mer security adviser to Mr Samper, Mr Pas- 
trana can take comfort from the fact that 
talks are unlikely to bear early fruit: “At the 
moment, the government couldn't afford 
to make the economic commitments 
needed for a lasting peace. Just as well there 
won't be a settlement for a long time.” Just 
as well? Not for Colombia. 





Venezuela 


Homes for the 
homeless 


CARACAS 


URING his populist presidential cam- 

paign last year, Hugo Chavez often 
said that all Venezuelans had the right to a 
decent life, including food and shelter. 
Such promises are not exactly revolution- 
ary. Turning them into reality 
could be, and their subse- 
quent interpretation by some 
of the country’s homeless is 
giving President Chavez a gi- 
ant headache. It is also un- 
nerving foreign investors and 
the country’s rich. They are 
now questioning the presi- 
dent's very commitment to 
private property. 

Since his inauguration in 
February, Venezuela’s home- 
less have increasingly taken to 
seizing vacant buildings, and 
converting them into places 
to live, or taking over plots of 
land and erecting rudimen- 
tary shelters on them. It is hap- 
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pening almost all over the country, not 
least in the capital, Caracas. In some build- 
ings, the squatters have hung national flags 
and pictures of Mr Chavez. 

The president has done little to con- 
front the squatters, resisting pressure to use 
the police and armed forces to evict them. 
Instead, he has called for dialogue. That ap- 
proach has only encouraged more seizures 
of property, his critics complain. According 
to the country’s largest business organisa- 
tion, the number of illegal seizures soared 
more than tenfold in February; about 
30,000 people, it said, had been involved. 

Venezuela's housing problems are real 
enough. Housebuilding for the poor has 
been hard hit by successive recessions— 
three in the past five years—and conse- 
quent cuts in government spending. High 
interest rates too have hurt. The latest esti- 
mates suggest that Venezuela needs nearly 
im more houses than it has, whether in 
town or country (where land reform, as in 
most of Latin America, lags far behind 
needs or even the law). Rents, unsurpris- 
ingly, have rocketed. Ordinary families’ 
earnings have not; many cannot afford de- 
cent housing, even if it were available. As 
unsurprisingly, the shanty towns that sur- 
round most cities have multiplied and 
swollen. Mr Chavez's government aims to 
get 50,000 low-cost dwellings built this 
year. Even if it does, that is far below the 
number needed. Whatever the outcome, 
tensions are unlikely to be eased. 

The trouble is that Venezuela’s need for 
foreign investment is also real—and for- 
eign industrialists, portfolio investors and 
bankers may be frightened off if Mr Chavez 
does not move quickly to show sceptics that 
he really does support the concept of pri- 
vate property. Seizures of property are 
nothing new: they have plagued Venezue- 
lan governments for decades. But the scale 
of these ones is something special. 

Yet what can Mr Chavez do? Ifhe acts to 
win the confidence of the moneymen, he 
may lose the confidence of the people who 
elected him. And matters could become far 





more serious than a mere loss of voters’ sup- 
port. Only ten years ago hundreds of Ven- 
ezuelans died when the armed forces were 
used to quell demonstrations of popular 
discontent. That was among the formative 
influences in Mr Chavez’s political think- 
ing. He has not forgotten why it happened, 
and certainly would not risk a repeat. 





Bolivia 


An overdue 
reform of justice 


LA PAZ 


ES of early-morning police si- 
rens heralded a new epoch in Bolivian 
policing recently. Some racketeer arrested? 
Some notorious drug gang smashed? No, 
the jubilant occupants of 124 recently ac- 
quired police jeeps were on their way to the 
centre of La Paz to attend the launch of the 
government's $26m Citizens’ Security and 
Protection Plan. 

Bolivia is still one of the safest countries 
in the region. Yet reported crime has almost 
quadrupled in six years, to more than 
220,000 cases in 1998. The police blame 
poverty and demographic change, as coun- 
try people migrate to the cities. Yet some 
overdue legal reforms now being made are 
likely, if they are fully put into practice, to 
do far more for the security of the citizen 
than any amount of shiny new police 
equipment. Polls show that a majority of 
Bolivians rank the police as first or second 
among the most corrupt and least trustwor- 
thy institutions in the country. And with 
some reason. 

Traffic police flagrantly break the laws 
of the road, and take bribes from others 
caught doing so. After some big burglaries 
recently—the president’s spokesman was a 
victim of one—the alleged thieves, when ar- 
rested, have named senior policemen as 
the criminal masterminds. A police officer 
appointed to conduct an internal inquiry 
into allegations like these was reportedly 
beaten unconscious by two other police- 
men ina police cell. Now the chief of police 
himself is embroiled in a scandal, over the 
alleged misuse of a police pension fund, 
and may lose his job as a result. President 
Hugo Banzer has ordered an internal in- 
quiry. Maybe it will fare better than the pre- 
vious one; maybe not. 

Real reform of the police will take time. 
But a new penal code is on its way; some of 
it this year (for instance, on the use of tele- 
phone taps and undercover agents in drugs 
cases), and some later. And reform of the ju- 
diciary is in hand. In the words of the Amer- 
ican ambassador, Bolivia’s justice system is 
now, at last, “on the right road”. 

At present, criminal investigations are 
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led by the case judge. Under the new sys- 
tem, public prosecutors are to be ap- 
pointed, with independent powers of in- 
vestigation. When a case comes to court, the 
police will be called to give evidence 
there—a novel experience for them. 

The appointment of a people’s om- 
budsman, a constitutional tribunal and an 
independent judicial council will help to 
break the tradition of mutual back-scratch- 
ing between government and judges. In the 
past, it was quite normal for an incoming 
government to replace judges with friends 
of its own, who could be expected to do 
what it asked from them—and did so. 

It has been a struggle to alter that: Boliv- 
ia’s political elite fought hard against the 
loss of their direct influence on the judicial 
system, and in-fighting over the appoint- 
ment of judges to the Supreme Court had 
threatened to mar the change. But in the 
end things went well. To their credit, Presi- 
dent Banzer, elected in 1997, and his vice- 
president, Jorge Quiroga, who is in charge 
of the reforms, waited until the new system 
was in place to appoint seven new judges to 
the 12-member Supreme Court. That left a 
heavy--and, in the event, unmanageable— 
burden for the existing five (two of whom, 
by the way, are now under investigation, 
suspected of taking bribes). But the wait 
was worthwhile. Most observers agree that 
the new appointees owe their seats to pro- 
fessional competence and hard work, not 
political connections. 

Insum, the police will be more account- 
able; criminal procedures should be im- 
proved and, not least, speeded up; and ex- 
ecutive influence on the courts should 
diminish. True, parts of the new system will 
not be in place until 2001. That reflects how 
much is still to be done in training the po- 
lice and legal professionals in the new 
ways; the United States and World Bank 
have promised to help in this. But ifall goes 
well, Bolivia’s justice system will begin to 
look appropriate to the 21st century, not, as 
till now, the 19th. 





Brazil 


Growth in the 
prairies 


RIVE south from Rondonopolis, and 

for mile after mile the flat tableland 
stretches away to the far horizon, a limitless 
green prairie carpeted with swelling crops. 
The monotony of the landscape is broken 
only by the artefacts of modern agri-busi- 
ness: a crop-dusting plane swoops low over 
the prairie to release its chemical cloud, 
while the occasional farmhouses have gi- 
ant harvesting machines lined up in the 
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yard outside. It could be the mid-western 
United States. In fact, it is the-very heart of 
tropical South America, its: central water- 
shed, inthe Brazilian state of Mato Grosso. 

“The world’s biggest agricultural future 
is here,” says Adilton Sachetti, whose family 
has nine big farms scattered around the 
state. Certainly part of Brazil’s future is 
here. Over the past two decades, colon- 
isation of the cerrados (savannahs) of Mato 
Grosso has turned the state into the coun- 
try’s largest source of soya and cotton, anda 
big producer of rice, maize and sugar. 

Like Mr Sachetti, many of the colonists 
are the children of family farmers from 
smallholdings in southern Brazil. In the 
cerrados, where land is cheap but soils 
poor, they have developed a very different 
sort of farming: large-scale, mechanised, 
capital-intensive, scientific. Some 
use satellite images to monitor crops. 
Mr Sachetti’s agronomists take daily 
readings in the fields, checking for 
pests and making precise adjust- 
ments to applications of fertilisers. 
Costs are high, but so is output. 

Critics of this kind of farming 
point to its limited social benefits, 
and to its ecological costs, which in- 
clude soil erosion and the heavy use 
of chemicals. Some lessons have 
been learned. A fifth of each farm is 
now supposed to be set aside as a 
natural reserve. The Mato Grosso 
Foundation, a research centre set up 
by the farmers, produces disease-re- 
sistant seeds. Monsanto has conducted ex- 
tensive field trials in Brazil of genetically 
modified soyabeans, which might also 
make possible less use of chemicals. 

The economic benefits of commercial 
farming are indisputably large: soya prod- 
ucts, for example, have overtaken coffee to 
become one of Brazil's biggest. exports 
(worth $5.7 billion in 1997) Dante de 
Oliveira, the state’s governor, hopes success 
with cotton—output has increased fivefold 
and jobs doubled to 25,000 since 1996— 
will now attract a textile industry. 

Commercial farming in Mato Grosso 
has had to overcome formidable obstacles: 
high transport costs, recently low world 
prices, a currency till now overvalued, and 
a chronic lack of farm credit. But this year, 
for once, some things are starting to go right 
for the farmers. Brazil hopes for a record 
harvest of grain (including soya) of 84m 
tonnes, up 9% on last year. And although 
the rest of the country is suffering from Jan- 
uary’s devaluation, the fall of the real 
should help farm exporters. Many. inputs 
will rise in price, but around 40% of his 
costs are in local currency, says Mr Sachetti. 
In February, while the economy as a whole 
moved deeper into recession, sales of farm 
machinery were 29% higher than in the 
same month last year. 

In. Mato Grosso, other problems too are 














starting to be solved. This month trains will 
start running on Ferronorte, a newly built 
railway linking Alto Taquari, in the state’s 
south-eastern corner, with an existing line 
to the port of Santos. First planned a de- 
cade ago, the line has had a chequered his- 
tory. Its original promoter went bankrupt, 
while the government spent six years and 
about $500m building a 3km bridge across 
the river Parana. But two years ago- the pro- 
ject was taken over by a group of institu- 
tional investors. They hired’ specialist 
freight-railway operators from the United 
States, and have invested $800m in build- 
ing 400km (250 miles) of track and loading 
terminals, and buying the rolling-stock for 
huge 100-wagon trains. 

They also bought a stake in Fepasa, Sao 
Paulo's railway network, which was privat- 





MATO GROSSO 


Ciiapae Under discussion 
uiabat. j 






"Brasilia 





ised last year, and whose track is now being 
improved. Ferronorte's trains should reach 
Santos in just 40 hours, and cut freight 
costs by 20%, says Antonio Maciel, the rail 
firm’s chief executive. However, a planned 
extension of the line to Cuiaba may be de- 
layed, because the devaluation has made fi- 
nance harder to raise. 

A bigger obstacle for the farmers is the 
shortage of credit. They were hit hard by the 
high interest rates of recent years, and 
many are heavily in debt to Banco do Bra- 
sil, the government-owned bank that has 
traditionally been the main source of farm 
loans. The farm lobby is politically power- 
ful, so debts are rolled over, but new credit 
is scarce: bank lending to finance this year’s 
harvest totalled only about $7 billion, 
down from $25 billion in the late 1970s, ac- 
cording to Luiz Hafers, of the Rural Society, 
a farmers’ lobby. Now farmers must rely on 
expensive credit from suppliers. 

Yet, once the credit problem is sorted 
out, reckons Mr Hafers, Brazil's farm out- 
put could “easily double” in five years, 
thanks chiefly to the scope for expansion in 
the cerrados. Given the country’s present 
problems, that ought to be an. attractive 
prospect—though, of course, still more so if 
someone meanwhile could sort out the 
world’s farm protectionists as well. 
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Israel's other Barak 


JERUSALEM 


Adebate on judicial activism is splitting the country as it prepares for elections 


on May 17th 


HERE are two Baraks at the heart of Is- 

rael’s current election campaign. One ts 
Ehud Barak, the Labour Party's candidate 
for prime minister. But Aharon Barak, chief 
justice of the Supreme Court, figures almost 
as prominently as a focus of political con- 
troversy. The court’s increasing willingness 
to overrule the government and even the 
Knesset in matters of public policy has 
aroused the animosity of the ultra-Ortho- 
dox. community--a pivotal part of Binya- 
min Netanyahu’s Likud-led coalition. Oth- 
ers, too, bridle at Mr Barak’s judicial 
activism. His rulings are fervently dis- 
cussed and his personality is intimately 
dissected in the press. 

Israel does not have a written constitu- 
tion but, instead, it has 11 “basic laws”. The 
most recent, “Human Dignity and Liberty” 
and “Freedom of Occupation”, were 
passed in 1992. Mr Barak advocated vigor- 
ously, and has subsequently interpreted 
even more vigorously, provisions in these 
two laws that empower the courts to strike 
down legislation that contradicts them. In 
addition, the Supreme Court under Mr 
Barak’s command has greatly broadened 
the grounds on which a citizen can seek re- 
dress against officialdom. 
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A dislocation in the balance between 
the executive and the legislature, brought 
on by a new electoral system, makes the ju- 
diciary’s muscle-flexing all the more signifi- 
cant~and unsettling. The conviction last 
month of an ultra-Orthodox political lead- 
er, Aryeh Deri, for taking bribes, deepened 
the distrust felt among the ultra-Orthodox 
and some of the right towards the judicial 
system. Mr Barak and his brethren are 
branded elitist, secularist, leftist and Ash- 
kenazi by their various traducers. His adop- 
tion of “the opinion of the enlightened 
public” as a key criterion of judicial discre- 
tion, and his overriding influence on judi- 
cial appointments, are held up by his critics 
as entrenching and perpetuating his own 
values and outlook on the bench. 

Yet the chief justice, a law professor and 
an author of international distinction aged 
62, is pressing ahead undaunted with what 
he calls a constitutional revolution, a term 
that itself provokes controversy. He insists 
that the Supreme Court, aloof from the 
transient swirling of partisan politics, is ul- 
timately the truest protector of the rights 
and liberties of those very groups that today 
denounce it. 

They, however, remain unconvinced. 





Ultra-Orthodox politicians reacted bitterly 
last week when the Supreme Court, sitting 
as the High Court of Justice (on the British 
model), struck down a government pro- 
gramme to build housing for certain mar- 
ried students at yeshivas, or religious col- 
leges. These are young men who say they 
devote their lives to religious study, and are 
therefore exempt from military service. 
They cannot work for their living, for fear of 
forfeiting their draft deferment. The court 
majority held that these men cannot rea- 
sonably be defined as having “exhausted 
their capacity to earn”, a condition of eligi- 
bility for the rented-housing programme. 

After the ruling, the ultra-Orthodox 
deputy minister of housing, Meir Porush, 
soon demanded legislation to “outflank” 
the court, not an unnatural reaction in a 
parliamentary democracy but one that in- 
stantly incurred tirades of indignation 
from secular politicians. Playing to their re- 
spective supporters, both sides are keen to 
rekindle the huge controversy that fol- 
lowed a ruling by the Supreme Court last 
December that the entire draft-deferment 
system for yeshiva students, based on regu- 
lations issued periodically by the minister 
of defence, is illegal. The court, without ex- 
pressing an opinion on the intrinsic merits 
of the issue, gave the Knesset one year to 
take legislative action. 

This decision, delivered unanimously 
by a rare 11-justice bench, struck at the core 
of ultra-Orthodox life in Israel. Some 
31,000 army-age ultra-Orthodox men—two. ` 
full divisions—have their military service 
deferred from year to year until they grow 
too old to serve, or have so many children 
that they receive permanent exemptions. 
Each year, another 3,500-odd join the ranks 
of these able-bodied non-combatants. 
Many of them are not truly cut out for a 


cloistered life of study and prayer. Buttheir 


community puts pressure on them to stay 
put. Army life, the rabbis insist, is strewn 
with sin. The phenomenal growth in the 
numbers of the ultra-Orthodox can be ex- 
plained by demography but secular critics 
also attribute it, in no small measure, to the 
attractions of the deferment system and to 
the financial support for the enforced indi- 
gence that it engenders. 

When the deferment arrangement be- 
gan in 1948, it applied, as the court point- 
edly noted, to a mere few hundred yeshiva 
students, many of them Holocaust refugees. 
But the numbers were now so large, Mr Ba- 
rak wrote, that they created a major issue of 
national principle. Inevitably, the defer- 
ment system has become a central issue in 
the election campaign. The ultra-Orthodox 
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tell the Labour leader, Mr Barak, who 
stands against deferment, that he will have 
to do without their votes on election day, 
and without their support in subsequent 
coalition-making. 

The ultra-Orthodox, though politically 
powerful, are alone and unpopular in their 
defence of deferment. But they are backed 
by virtually all Orthodox believers—some 
30% of Israel's Jewish population—in their 
vehement opposition to a recent series of 
Supreme Court decisions in favour of the 
non-Orthodox denominations of Jewry, 
the Reform and Conservative movements. 
Minuscule in Israel but large in the dias- 
pora, these movements are pressing for 
equal status with Orthodoxy, which is in ef 
fect the state religion. The court has upheld 
the right of the non-Orthodox to serve on 
religious councils (boards of lay persons 
working under rabbinical direction) and 
the validity of their conversions performed 
abroad. These rulings, rank heresy in Or- 
thodox eyes, brought some 250,000 Ortho- 
dox protesters on to the streets of Jerusalem 
in February. Billed as a “prayer assembly”, 
the demonstration was in fact a huge out- 
cry against the Supreme Court justices. 

For the prime minister, Mr Netanyahu, 
Orthodox resentment of the Supreme 
Court poses a delicate problem. He must 
defend the judiciary, without alienating its 
detractors. His former top aide, Avigdor 
Lieberman, is standing in the election at 
the head ofa new Russian-immigrant party 
committed to “overhauling” the legal sys- 
tem and creating a constitutional court to 
function alongside the present Supreme 
Court. Such a court, says Mr Lieberman, 
would be properly representative of the di- 
verse opinions to be found in Israeli soci- 
ety, including the “non-elitist” groups that 
now feel excluded. 

Others, too, are uneasy about the direc- 
tion of the Supreme Court. “Who is this en- 
lightened public?” the now-retired deputy 
chief justice, Menachem Elon, an Orthodox 
professor of Talmud, asked sourly in an 
obiter dictum. “Who is fortunate to be 
numbered among it, and who is not?” 





Libya and Lockerbie 


Deadlock broken 


HEN Abdel Basset al-Megrahi and 

Al-Amin Khalifa Fhimah arrived in 
the Netherlands on Monday, a tortuous 
wrangle seemed brought to an end. The two 
Libyans had been accused by America and 
Britain in 1991 of planting the bomb inside 
the Pan Am airliner that blew up over 
Lockerbie, in Scotland, in 1988. In theory, 
justice will now be seen to be done, and 
Libya can come out of the cold. In practice, 
the resolution of the dispute will certainly 
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You are one of us now, says Italy’s Dini to Qaddafi 


be slow—and possibly unsatisfactory for all 
concerned. 

The diplomatic deadlock was the result 
of both sides sticking their toes in. Muam- 
mar Qaddafi, Libya’s idiosyncratic ruler, 
did not want to surrender the pair for fear 
of offending their tribes, undermining his 
own standing as a paragon of anti-western 
defiance and exposing his more unsavoury 
activities. He tried everything to avoid 
sending them to trial in America or Britain 
(where it was argued they would not find 
an unbiased jury), from bringing a com- 
plaint before the World Court to offering to 
trade them for the American pilots who 
bombed Tripoli in 1986. 

A breakthrough seemed possible in 
1994 whena law professor from Edinburgh 
University and the head of the Libyan de- 
fence team worked out a formula for a trial 
in a neutral place before a panel of interna- 
tional judges, But America and Britain, at 
that time, were still insisting on Scotland or 
the United States. They could not, however, 
rustle up support in the Security Council 
for an oil embargo, the one sanction that 
would have really hurt Libya. Today both 
sides can claim that the eventual compro- 
mise—a trial under Scottish law, but before 
three judges, not a jury, on neutral 
ground—rewarded their stubbornness. 

With a wave of the legislative wand, the 
Dutch government has transformed Camp 
Zeist, a former American air base, into a lit- 
tle piece of Scotland for the duration of the 
trial. The two suspects, both former em- 
ployees of Libyan Arab Airlines, have been 
“extradited” there from the Netherlands 
and charged by a Scottish judge with mur- 
der and conspiracy to murder: the 259 peo- 
ple in the plane were all killed, as were 11 
local people on the ground. The court 
should hold a pro-forma committal hear- 
ing by April 15th, after which the trial 
would normally begin in 110 days. But the 
defence lawyers, who can point to the ten 


years the prosecution has had to prepare its 
case, are bound to ask for more time. What 
with a lengthy courtroom drama, and the 
possibility ofan appeal, it could well take a 
year or two to reach a final verdict. 

Even then, the victims’ families, who 
have lobbied for a trial (plus a public in- 
quiry into the security faults that allowed 
the bomb-in-a-suitcase to be planted), are 
unlikely to be satisfied. They suspect that 
even if the court finds the pair guilty, im- 
plying that the Libyan secret service or- 
dered the attack, no one will seek to trace 
the order along the chain of command. 

The suspension of UN sanctions, which 
happened this week, was supposed to take 
into account both the Lockerbie bombing 
and the explosion ofa French airliner a few 
months later. A French court recently 
found Mr Qaddafi’s brother-in-law, plus 
five other absent suspects, guilty of the 
bombing and sentenced them to life 
imprisonment. France is now waiting to 
hear whether Mr Qaddafi will honour his 
earlier undertaking to abide by the verdict 
of the court, presumably by imprisoning 
the men in Libya and paying compensa- 
tion to the families of the 170 victims. 

Ordinary Libyans are unlikely to get 
much immediate relief from the suspen- 
sion of sanctions. The sorry state of their 
economy owes at least as much to low oil 
prices and economic mismanagement as 
to the past seven years ofa limited embargo 
on air transport, arms and some oil parts 
and financial transactions. 

Moreover, many disputes remain un- 
settled: with Britain, over the shooting of a 
policewoman outside the Libyan embassy 
in London in 1984, and with America, over 
Libyas alleged chemical-weapons pro- 
gramme. Libya’s case against both coun- 
tries at the World Court continues. Though 
the Americans would find it near-impossi- 
ble to push a reimposition of un sanctions 
through the Security Council, their own 
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| A toy for Middle Eastern times 


BEIRUT 


HAT do you do if you have lost 
| your buddy among the jet-skiers 
| stirring up the surfon Lebanon’s beaches? 
Slip your cellular out of its waterproof 
| case and give him a buzz. The gospel of 
mobile phones is spreading throughout 
the world, but Middle Easterners are 
among the most fanatical. Israel, with 28 
| cell-phones for every 100 people, is ahead 
of such mobile-crazy Nordic countries as 
| Denmark and Iceland. The Lebanese, 
| with nearly 16, pip babbling Britons at the 
| post. Moreover, Middle Easterners seem 
| 

| 





to use their mobiles more than everyone 














else: the Lebanese for 750 minutes a 
month on average, compared with the 
world average of 130 minutes a month. 

Why such enthusiasm? In part, as ev- 
erywhere, for convenience: the Middle 
East has more than its fair share of the sort 
of surprises, delays and hassles that a mo- 
bile phone can help steer around. In part, 
to show off: small mobiles, like big cars, 
attract admiration. And, as elsewhere in 
the developing world, run-down and ex- 
pensive fixed-line networks drive people 
into the arms of mobile operators. In Leb- 
anon, for example, 45% of telephones are 
mobile, a legacy of the destruction of the 
land network during the country’s 17-year 
civil war. 

The conservative sexual mores of the 
Middle East also give business. a boost. 
Children, who tend to live with their par- 
ents until they marry, can make and re- 
ceive calls from the opposite sex without 
any awkward questions. In Kuwait, amo- 
rous young lads reportedly drive around 
town with two mobiles at a time. When 
they spy a likely-looking lady (whom it 
would be indecent to approach in pub- 








unilateral sanctions remain in place. Euro- 
pean companies are queuing up to exploit 
Libya’s reserves of oil and gas, defying 
American threats against firms that invest 
more than $40m. Italy's foreign minister, 
Lamberto Dini, has been quick off the mark 
in congratulating Mr Qaddafi on returning 
to the fold, even suggesting that he takes 
part in a Euro-Med meeting next week. The 
stage seems set for battles to come. 


EEEE ll 





Congo-Brazzaville 
Duel to the death 


BRAZZAVILLE 


HE same cast of characters has once 

again dragged Congo-Brazzaville into 
civil war, 18 months after the last one 
ended. The quarrel is between two men: 
Denis Sassou-Nguesso, the current presi- 
dent, and the president he ousted in 1997, 
Pascal Lissouba. 

From 1979 until 1992, when he lost an 
election to Mr Lissouba, Mr Sassou- 
Nguesso had ruled his small country as a 
one-party Marxist state. After losing, he re- 
tired to his home district in the north until 
another election was due in 1997, when he 
moved back to Brazzaville, bringing his mi- 
litia with him. Mr Lissouba, who comes 
from the south, tried to arrest Mr Sassou- 
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Nguesso and disband his militia before the 
election. Instead, there was a six-month 
war, the government was overthrown and 
Mr Lissouba fled the country. 

This time it is Mr Sassou-Nguesso who 
is under siege. Forces loyal to Mr Lissouba, 
the Cocoyes, have over the past few months 
teamed up with the Ninjas, rebels support- 
ing a former prime minister, Bernard Kole- 
las, to launch a series of offensives against 
government troops. The fighting has emp- 
tied parts of the countryside, forcing as 
many as 250,000 people to flee their homes 
(the entire population is only 2.5m), 

Half the refugees are thought to be 
roaming in the southern Pool region, a no- 
man’s-land between Brazzaville and Doli- 
sie. The country’s main supply route, a rail- 
way connecting Brazzaville and Pointe 
Noire, the oil-producing town, has been 
disrupted for the past seven months.The 
Ninjas have attacked Brazzaville twice, in 
December and again in January, leaving 
the southern suburbs of the capital de- 
serted and a haven for looters—who are 
mostly government soldiers. 

There are regional dimensions to the 
conflict. Mr Sassou-Nguesso is still sup- 
ported by the Angolan government, which 
backed him in 1997 and now has troops 
stationed in the country. Not to be out- 
done, the Ninjas and the Cocoyes have 
close ties with the Angolan rebels. Every- 
body has eyes on Cabinda, the oil-rich An- 
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lic), they need only throw one phone at 
her feet or into her car and then call it on 
the other to effect an introduction. 

Islamists, too, have uses for mobiles. 
The Israeli army has taken to confiscating 
them from villagers in the strip of south- 
ern Lebanon it occupies, for fear that Hiz- 
bullah guerrillas will use them to track 
troop movements. They also make excel- 
lent triggers for roadside bombs such as 
the one that killed an Israeli general in 
mid-March. Yehya Ayyash, a bomb-maker 
for Hamas, relied on his mobile so much 
that in 1996 the Israeli secret service assas- 
sinated him by packing a brand new one 
full of explosives. 





golan enclave west of Pointe Noire. 





How much longer can Mr Sassou- 
Nguesso hold on? The fighting is draining 
the government's coffers. On the other 
hand it could be in his interest to keep the 
war going; his unruly troops might be hard 
to control once they are back in their bar- 
racks. In any event, a decisive victory by one 
side or the other, or a settlement between 


the combatants, seems sadly unlikely. 








Clarification 
In our article “New: sons, old fathers” (Egypt survey, 










established “security connections in the United 
States”. By this, we were referring only to the family’s 
establishment of a construction company engaged in 
various military and other projects financed by the 
American government. 


March 2oth) we referred to the Sawiris family having | 


-| 
| 
| 
| 
| 
i 
| 
| 





THE ECONOMIST APRILIOFH 1999. 





EUROPE 


The climb-back of Schröder 


BONN 


How Germany’s chancellor clambered back into plausibility 


ELCOME to the startlingly new Ger- 
hard Fritz Kurt Schroder: grave and 
statesmanlike, a NATO stalwart, fan of the 
European Union, and arguably about to 
„become Germany’s strongest Social Demo- 
crat-since 1945. Quite a change from the 
grinning media star who for nearly half a 
year tried to moderate between the squab- 
bling partners of his red-Green coalition in 
. Bonn, and whom his former rival, Oskar 
Lafontaine, used tò sneer at as that “cash- 
mere chancellor’, a man who valued 
trendy packaging more than content. 

Sceptics can be forgiven for judging this 
metamorphosis too sudden and drastic to 
be true. After all, Mr Schroder, who turned 
55 on April 7th, has always been something 
ofa quick-change artist, puffing cigars with 
his pals the bosses one moment, hob- 
‘nobbing on the shop-floor the next, his 

brow furrowed with concern for those on 
small incomes. Small wonder that such a 
chameleon was able to win last Septem- 
ber’s election by appealing to a political 
“new centre”, whose upper and lower lim- 
its were never well-defined. 

Yet there is some hard evidence to sug- 
gest that “the new Schröder” may after all 
be more real than apparent. Part of it has to 
do with the inescapable pressure on Ger- 
many, and hence above all on its chancel- 
lor, to forge compromises as.current presi- 


dent of the European Union. The “Agenda _, 


2000” deal agreed on last month in Berlin 
was deeply flawed; but it emerged at all 
only because Mr Schroder abandoned his 
tub-thumping “we want our money back” 
language, and sought a deal with a stub- 
bornness that surprised even those who 
thought they knew him well. 

International crises, it seems, bring out 
the best in this man. On Kosovo 
his government has shown a 
“firmness of purpose and a 

closely co-ordinated re- 
sponse few had expected. If 
Yevgeny Primakov, the Rus- 
‘sian prime minister, flew direct 
to Bonn from Belgrade last 
month because he hoped “soft-cen+ 
‘tre’ Germans would be more ame- 
nable than their NATO allies to a 
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shifty deal with Slobodan Milosevic, then 
he must have been deeply disappointed. 
From the tough response he received at the 
chancellery; he might as well have gone to 
the Pentagon. 

At first glance this looks odd, since the 
three main. actors on Kosovo in the cabi- 
net-—Mr Schröder himself, his party col- 
league Rudolf Scharping, the defence min- 
ister, and Joschka Fischer, the Green foreign 
minister—are products of that “1968 gen- 
eration” so critical of the Americans and so 
sceptical of NATO. But maybe it needed just 
such a trio of converts in office to convince 
the country that, because of Kosovo, Ger- 
mans had to go abroad to fight for the first 
time since 1945. The former Christian 
Democratic-led coalition under the tradi- 
tionally pro-NATO Helmut Kohl would 
have found the job of persuasion a lot 
tougher. As it is, Mr Schroder and his men 
face a struggle to keep most Germans on 
their side the longer the air strikes against 

















Yugoslavia go on and Kosovo's refugees 
flood north, not least to Germany. 

These foreign pressures alone would be 
enough to account for the virtual disap- 
pearance of the bouncy, beaming Schroder; 
but the abrupt resignation last month of 
Mr Lafontaine as finance minister and So- 
cial Democratic Party chairman has also 
added to the chancellors gravitas. With 
Oskar the old-style leftist gone, Mr Schröder 
will not only be freer to shape an economic 
and social policy more in keeping with that 
(albeit ill-defined) “new centre”. There will 
be no one around with the clout to stand 
up to him on anything much. 

Already head of government, Mr Schro- 
der looks bound to be elected Mr Lafont- 
aine’s successor as party chairman at a con- 
gress in Bonn on April 12th. In the past, 
only one Social Democrat, Willy Brandt, 
has held both jobs simultaneously (from 
1969 to 1974) and he, a pensive and often 
depressive character, had little of Mr Schro- 
der’s famed ability to snuff out rivals. Nor 
did he have as many coalition options. Mr 
Schroder feels no special affinity for the 
Greens, apart from the steady Mr Fischer. 
Given half an excuse, he would happily 
seek an alternative coalition with the Chris- 


tian Democrats or, rather less happily, with... 


Germany’s liberals, the Free Democrats. = 
The anguished Greens know this (at least 
the ones who count do), which is why they 
are careful these days not to provoke the 
chancellor too far. “Schroder über alles,” 
they complain, but not too loudly. 

The truth is that, although Mr Schröder 
vainly sought the party leadership in.1993, 
his main goal was always the chancellor- 
ship. Having got the latter, he lost interest... 


in the former. For one thing he claimed, not. 


wholly flippantly, that he needed at least a 
few free weekends. More important, his re- 


a lations with the party's headquarters in 




















Bonn and even the Social Demo- 


tel of mediocrity”, he once called it) 
have rarely been trouble-free. He 
long wanted to see. this bloated 
and archaic bunch streamlined 
in the manner of Tony Blair’s 


| relied on Mr Lafontaine to 
` keep the comrades from get- 
ting in his way. This worked 
well, at least during the elec- 
tion campaign. But now 
Oskar has gone, and Mr Schro- 
der is left carrying the can. 
Mr Lafontaine will be 
missed in the cabinet, too, at 
least as a scapegoat. Hitherto, 
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cratic parliamentary group (“a-car-.” 


New Labour. Failing that, he .- : 


























EUROPE 


many of the government's troubles, espe- 
cially in economic matters, could be 
blamed on the finance minister—his scraps 
with the Bundesbank and the European 
Central Bank, his muddled tax plans, his 
unmatched ability to polarise, which sty- 
mied the “alliance for jobs” talks between 
government, employers and trade unions. 
Even when Mr Schroder was jointly re- 
sponsible for the gaffes, he contrived to dis- 
sociate himself from them, or at least give 
the impression they would have been 
worse but for his last-minute repairs. 

From now on, that will not work. If the 
government fails to cut the figure of 4.3m 
people out of work, it is Mr Schröder who 
will take the rap. The action needed is 
much as before: cut taxes and subsidies, 
trim social security, liberalise the labour 
market and make war on Germany's debili- 
tating “if it moves, regulate it” philosophy. 
Quite a programme for a Social Democrat 
whose party badly needs reform and whose 
country has to shoulder heavy new respon- 
sibilities abroad. No wonder the new 
Schroder looks grimmer than the old one. 
m 





Russia 


Boris v Yevgeny 


HEN President Boris Yeltsin first 

tried to dismiss Russia’s chief public 
prosecutor “for reasons of health” last 
month, he should perhaps have specified 
that it was his own political health he had 
in mind. The prosecutor, Yuri Skuratov, 
was investigating high-level corruption 
and capital flight, and his search was veer- 
ing towards the Kremlin itself. He kept his 
job because the Federation Council, the up- 
per house of the Russian parliament, exer- 
cised its right to block his dismissal. He has 
continued to worry the sickly Mr Yeltsin, 
and others close to him, ever since. 

In the past few days; Mr Yeltsin has 
been having a second try at ridding himself 
of Mr Skuratov. On April 2nd he declared 
Mr Skuratov “suspended”, on the ground 
that the prosecutor was himself the subject 
of a criminal investigation (apparently re- 
lated to his appearance in a video leaked to 
Russian television, which seemed to show 
him engaged with two naked women in 
some distinctly non-legal manoeuvres). On 
April 5th Mr Skuratov offered to resign if 
the Federation Council wanted him to do 
so: The Federation Council was planning 
to debate his offer on April 21st. 

Mr Skuratov has upset Mr Yeltsin by 
poking away at the property-management 
agency of the Kremlin, which is reputed to 
control billions of dollars of cash and other 
assets. He has also been pursuing Boris 
Berezovsky, a business tycoon and former 
intimate of Mr Yeltsin’s. Mr Berezovsky 
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helped to pay for Mr Yeltsin’s re-election 
campaign in 1996, befriended Mr Yeltsin’s 
daughter and son-in-law, and had ready ac- 
cess to the Kremlin until the two men fell 
out stormily in April last year. This week Mr 
Skuratov’s deputy issued a warrant for Mr 
Berezovsky’s arrest—and was promptly de- 
moted in his turn. 

The Communists, who control roughly 
a third of the Duma, the lower house of par- 
liament, have been egging Mr Skuratov on. 
They and other anti-liberal opposition 
groups are still riding high after last year’s 
financial collapse, which was blamed on 
Mr Yeltsin's weakness for liberal economic 
policies. Duma elections are due to be held 
at the end of this year. Of the liberal voices, 
only Yabloko, a centrist block led by Grig- 
ory Yavlinsky, seems sure of crossing the 5% 
threshold set for party representation. 

The Communists are way up at the top 
of the polls (see chart). On April 15th they 
plan to propose the impeachment of Mr 
Yeltsin in the Duma on the-grounds, first, 
that he helped to break up the Soviet Union 
and, second, that he launched an illegal 


war in Chechnya. Even if the vote 
succeeded, there would be more 
big constitutional hurdles to im- 
peachment. But if the process 
looked likely to grind on, some fear 
Mr Yeltsin might react by trying ei- 
ther to ban the Communist Party 
or to sack the government. 

The discreet hand of Yevgeny 
Primakov, Russia’s ex-KGB prime 
minister, may be seen in Mr Skura- 
tov’s work. Not that Mr Primakov 
wants to bring down Mr Yeltsin 
prematurely: on the contrary, he 
has everything to gain from the sta- 
tus quo. It gives him time to plan 
his candidacy for the presidential 
election due in May 2000; he is the favour- 
ite, but he lacks political experience. Mr 
Primakov has, however, long wanted Mr 
Berezovsky, a wild card in Russian politics, 
out of the way. And preserving the status 
quo also means no capricious interven- 
tions from the president—no sacking of the 
prime minister or unnecessary quarrels 
with the Duma, both favourite tactics of Mr: 
Yeltsin in the past. In February Mr Yeltsin. 
was rumoured to be growing impatient 
with Mr Primakov’s success, and to be plan- 
ning a replacement. Time, perhaps, to al- 
low Mr Skuratov to send a “warning” to Mr 
Yeltsin of his own vulnerability. 

Mr Primakov’s plan seems to be that Mr 
Yeltsin should spend the coming year in 
semi-retirement, his comfort and tranquil- 
lity guaranteed by his loyal prime minister. 
The Duma (which is in Mr Primakov’s 
pocket) will be persuaded not to pursue im- 
peachment. Mr Skuratov’s troublesome in- 
vestigations can be discontinued. It seems 
an attractive offer, but it could turn out to 
be a dangerous one for a prime minister to 
make to a temperamental president. 
EPER 








Turkey's election 


A marriage without Virtue isn't easy 


ANKARA 


Why this month’s vote is unlikely to solve any of Turkey’s pressing problems 


E IS 73 years old, he needs a hearing- 
aid, and he has been in politics for 42 
years. Yet Bulent Ecevit, the stand-in prime 
minister who is leading Turkey into its par- 
liamentary election on April 18th, has 
turned out to be the great white hope of 
those Turks who want above all to stop the 
country’s Islamists getting back into gov- 
ernment. The opinion polls suggest that Mr 
Ecevit’s Democratic Left party, which ranks 
only fourth in the current parliament, is 
running almost neck-and-neck with the Is- 
lamists of the Virtue Party, and way.ahead 
of everybody else. oe 
Mr Ecevit's sudden return to popular- 


ity, after years in the political wilderness, 
says much about the abysmal performance 
in recent years of Turkey’s other two main 
secularist politicians, glum Mesut Yilmaz 
of the Motherland Party and the even more 
scandal-spattered Tansu Ciller of True 
Path. But it also owes a lot to luck. 

His first big break came early in the 
year, after Mr Yilmaz had been brought 
down by a parliamentary no-confidence 
vote prompted by allegations that he had 
helped a business. associate buy a state- 
owned bank. Faute de mieux, Mr Ecevit be- 
came prime minister again (his last stint 
was in the late 1970s). There followed the 
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The self-appointed sentries 


ANKARA 


HEN up to 38m Turks go to the 

polls on April 18th, the shadow of 
Turkey’s army will loom larger over the 
ballot-box than ever before. Having engi- 
neered in 1997 the removal of Turkey’s 
first Islamist-led government, and then 
backed the banning of the Welfare Party, 
Turkey’s generals have now trained their 
hawkish eyes on Virtue, the new Islamist 
party that replaces Welfare. 

Some people thought the new chief 
of Turkey’s general staff, Huseyin Kivri- 
koglu, who took office last August, would 
be gentler with the Islamists than his 
predecessor. They were wrong. If any- 
thing, the “diplomat pasha”—so called 
because of his deceptively mild man- 
ner—is even tougher. 

That became glaringly evident last 
month, when Virtue was urged by Nec- 
mettin Erbakan, the ejected Islamist 
prime minister (now barred from poli- 
tics), to support an attempt by a group of 
non-Islamist parliamentarians, disgrun- 
tled by being struck off their parties’ can- 
didate lists, to postpone the election. In 
return, Virtue wanted their help in re- 





windfall of the capture in Kenya two 
months ago of Turkey’s most wanted man, 
the Kurdish guerrilla leader, Abdullah Oca- 
lan, whom most Turks blame for the deaths 
of more than 30,000 people in the 15-year- 
long separatist rebellion led by Mr Ocalan’s 
Kurdistan Workers’ Party.On the Anatolian 
campaign trail in the past week, Mr Ecevit 
has been greeted by adoring crowds shout- 
ing “Welcome Kenya’s Conqueror”. 

By no means least, however, is the fact 
that Mr Ecevit is one of the very few Turkish 
politicians never to have been accused of 
corruption. A diehard romantic (he re- 
cently wrote a love poem dedi- 
cated to his wife and chief ad- 
viser, Rahsan) and a fiery nation- 
alist (he ordered Turkey's military 
intervention in Cyprus in 1974), 
Mr Ecevit is in short just the sort 
of man a lot of Turks feel they 
need these days. 

So will he still be prime min- 
ister after April 18th? Not neces- 
sarily. Mr Ecevit is unlikely to win 
enough seats in the new parlia- 
ment to form a government on 
his own. The likeliest outcome of 
the election is yet another messy 
coalition assembled out of yet an- 
other fractious parliament, with 
the same old leaders at each oth- 
er's throats. 

A few daring souls argue that 
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moving articles of the constitution that 
have been used to prosecute Islamist 
politicians. Breaking his usual silence, 
General Kivrikoglu said this was a threat 
to the secular republic created by Kemal 
Ataturk 75 years ago. The parliamentary 
rebellion crumbled. Within days, Anka- 
ra’s chief prosecutor was demanding 
that Virtue too should be banned. This 
has not happened; not yet, anyway. 

In other democracies, such interfer- 
ence would cause an uproar. In Turkey, 
opinion polls consistently show the 
armed forces to be the country’s most 
popular institution. Turkey’s army is 
largely a conscript body. No self-respect- 
ing Turkish male can call himself a real 
man until he has completed his military 
service. Turkey’s generals like to think 
that they know what the people want bet- 
ter than the politicians do, even though 
the politicians are elected and the gener- 
als are not. Using that argument, they 
seized power three times between 1961 
and 1980 before handing it back to the 
chastened politicians. The sentries are 
subtler now; but they are still there. 





Mr Ecevit should team up with Recai Ku- 
tan’s Virtue Party, because that would help 
to check the growing polarisation between 
religious and secular Turks which is fast be- 
coming the greatest threat to national sta- 
bility. Together, they might muster the au- 
thority to curb the general staff’s tendency 
to tell politicians how the country ought to 
be run (see box). It is a worthy idea, but it is 
not likely to happen. The army has made it 
icilyclear that it does not want the Islamists 
in government, and Mr Ecevit has said that 
Mr Kutan is his last choice as a partner. 
Mrs Ciller, the Islamists’ partner in the 





Could Yilmaz (left) and Ecevit stick together? 


EUROPE 


short-lived coalition government that the 
generals squeezed out of office in 1997, is 
just as unappealing to the men in uniform. 
Her attempt to woo the votes of the pious 
by condemning the ban on the wearing of 
headscarves at universities has added to 
their irritation. Last week she provoked fur- 
ther fury by saying that she would like to 
end compulsory military service. 

This leaves plodding Mr Yilmaz, who 
has resorted to using a Kurdish pop icon, 
Mahsun Kirmizigul, in an attempt to at- 
tract people to his campaign rallies. His 
smooth working relations with Mr Ecevit 
in the government of 1997-98 earned the 
approval of the generals and of Turkey’s 
powerful business lobby, Tusiad, not to 
mention the mr. Another Ecevit-Yilmaz 
coalition would be most welcome, they all 
say. Alas for their hopes, Mr Yilmaz’s usual 
block of conservative voters in the Anato- 
lian hinterland has been seriously eroded 
by his acceptance of the military-led cam- 
paign against the Islamists. That included 
pushing through legislation during his re- 
cent term in office which shut down hun- 
dreds of Islamic schools, and purging lots 
of over-devout civil servants. 

So, if the Islamists are indeed to be ex- 
cluded from government, at least three sec- 
ular parties may have to glue themselves to- 
gether to form a workable parliamentary 
majority. But the necessary glue is in short 
supply. The hatred—it is not too strong a 
word—between Mr Yilmaz and Mrs Ciller 
makes it hard to picture them coming to- 
gether again. (Their previous attempt at a 
coalition broke down within five months.) 
The leader of the leftish Republican Peo- 
ple’s Party, Deniz Baykal, detests Mr Ecevit, 
and played a central role in forcing Mr Yil- 
maz out of office. Once again, the generals 
will probably have to push and pull Tur- 
key’s squabbling politicians into creating a 
government of the sort they themselves 
want. Which may again not be the sort that 
can solve Turkey's pile of problems—with 
its economy, with the Kurds, and with its 
bleak record on human rights. 


Poland 
One leg in, one 
leg dangling 


WARSAW 


TIS fine to be in NATO, reckon the Poles, 

but now there is stage two in their bid to 
become full members of the western world. 
Poland is the biggest of the three countries 
that have just joined the Atlantic military 
alliance, and it seems to be coping with the 
strains of the Kosovo operation better than 
either Hungary or the Czech Republic. But, 
turning to their second objective, the Poles 
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EUROPE 


are gazing apprehensively at last month's 
fudge by the European Union ofhow it pro- 
poses to organise its finances in the next 
few years. 

With such a feeble reform of farm pol- 
icy, it seems increasingly doubtful whether 
the £u can rapidly absorb a Poland of 39m 
people, including more than 2m farmers. 
The Poles’ proclaimed intention to join the 
club by 2003 looks even wobblier. They still 
lack a plan for tackling their farmers, who 
are becoming increasingly restive. For the 
past few months the government has not 
even managed to find someone to head its 
“integration committee”, which is meant 
to oversee the tricky business of Polish ac- 
cession. The publication of plans for re- 
gional and rural development is likely to be 
delayed. A more realistic date for EU acces- 
sion is closer to the end of the next decade. 

In other respects the Poles have been do- 
ing rather well. Their entry last month into 
NATO is seen as a triumph. In the past four 
years the country has witnessed a remark- 
able economic turnabout. Despite the gov- 
ernment’s extraordinary make-up—it is a 
two-party coalition, whose larger part 
holds an umbrella over, at last count, some 
37 groups—it has stuck together better than 
expected. The prime minister, Jerzy Buzek, 
is proving a solid manager. Leszek Balcero- 
wicz, of the Freedom Union, the coalition’s 
junior partner, continues to drive an im- 





Welcoming in a new year 


pressively ambitious set of reforms. 

All the same, the mood in Poland has 
worsened recently. The financial break- 
down in Russia to the east and the eco- 
nomic sluggishness in Europe to the west 
are bound to slow the country down this 
year. “We have been terribly spoiled for the 
past five years,” says a leading Warsaw 
banker, who expects a sharp dip in growth. 
If there were an election tomorrow, the gov- 





Poland's market in goods and ideas 


WARSAW 


TALLS are closing for the day in the 
Bazar Rozyckiego, an old Warsaw 
market in the Praga district. Here, 
| crammed into a space the size of a foot- 
ball field, are assorted goods priced with- 
| in the reach of working-class Poles: gar- 
| ish tracksuits, walls of cheap high-heeled 
shoes and, in one corner, freshly gutted 
| rabbits dripping blood. 
There is almost nothing of the east in 
this market. You can buy a Soviet para- 
trooper’s cap for $4, ora beret with a KGB 
badge for $5. But only foreigners buy 
these things, says one seller; Poles prefer 
Chicago Bulls or Manchester United 
| shirts. Now and then spring sunshine 
| breaks through the grey half-light, catch- 
ing the lustre of eels laid out in the fish 

| stalls, and illuminating a stretch of pearl- 
white first-communion dresses which 
small girls and their mothers examine in 
expectancy of their big day. 

These are Poland’s first weeks (them- 
selves a kind of first communion) as a 
member of NATO, and some of the trad- 
ers casually debate the pros and cons of 
their new status. They are surprisingly 
ambivalent. NATO membership, some 
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say, is too much, too fast. Others fear the 
Polish army will be embarrassed by the 
professional armies of the West. “Our 
army is a drunken joke,” says one man. 
And everyone frets that NATO member- 
ship will cost Poland more than it can af- 
ford. “NATO is just another way of find- | 
ing out how poor we Poles really are,” 
says Elzbieta, a fur trader of 65, packing 
away her silver-fox wraps for the day. 

For the European Union there are 
bigger smiles. But worryingly, for a gov- 
ernment trying to dampen the mood of | 
expectation, most market people still | 
think Poland will become a full member | 
in 2003, a date thought hopelessly op- | 
timistic by most outsiders. | 

The biggest worry the traders have is | 
closer to home. Along with much of War- | 
saw, the Bazar Rozyckiego is going tobe | 
modernised. The rickety old stalls willbe | 
replaced by a large pavilion with new 
lighting, heating and the rest of it. This 
should attract more customers but, like 
NATO hardware, it may come at a stiff | 
cost to the locals. Stalls, they say, will go 
for as much as $20,000. That is a lot more 
than most traders can afford. | 


ernment would almost certainly lose. 

That might be considered unfair. In a 
crude and not always well-planned fash- 
ion, the government has all at once em- 
barked, with some courage, on no fewer 
than four bundles of reform—in health, 
education, pensions and local government. 
Many ofits proposed changes are unpopu- 
lar; all are necessary. 

The next parliamentary election is still 
up to two-and-a-half years away. And the 
ex-communist left, which lost power in the 
last election, would probably not overturn 
the reforms even if it did return to power. 
There is broad agreement about where Po- 
land should be going. President Alexander 
Kwasniewski, once a communist minister, 
iswidely admired for his conciliatoryskills. 
The most bitter division between left and 
right is not about economics but about the 
issues of history (how to handle the com- 
munist past) and the Catholic church (how 
big a part it should play in public life). All 
told, Poland is politically stable. 

Even the farm outlook is not all 
wretched. Of the 2m farmers, half are al- 
ready far from full-time. Roughly speaking, 
about 500,000 farmers depend almost en- 
tirely on the land. Probably half of their 
farms will, amid much anguish, be ab- 
sorbed by others. Over a long transition pe- 
riod—20 years, say—the share of Poland’s 
workforce involved in farming will proba- 
bly drop toa fifth of what it is now. The gov- 
ernment also reckons that about 170,000 
people will have to be squeezed out of the 
steel and coal industries. All this is dra- 
matic stuff. But, if the rest of the economy 
resumes its bouncy growth, and if the EU 
eventually manages to reform its farm pol- 
icy, maybe Poland can achieve the huge so- 
cial and economic shift that is required. 

Two big issues yet to be tackled are land 
sales to foreigners (not yet allowed) and 
Poles’ ability to work freely in the eu (also 
forbidden). The populist shorthand is 
harsh, on both sides of Europe. In Ger- 
many, it is a matter of “keeping cheap Pol- 
ish labourers out”. In Poland, it is one of 
“stopping Germans from taking our land”. 
In fact, opinion polls suggest that most Pol- 
ish farmers would be quite sanguine about 
being bought out by anybody, provided the 
money was good. And it is, once again, for 
EU governments to invent a new immigra- 
tion regime—a “transitional period” is now 
presumed—to enable Poles gradually to be 
let into western labour markets without 
swamping them. 

The Evu’s expansion will be a slower 
business than the optimists used to think. 
Poland is certainly Central Europe's hard- 
est-to-handle applicant. And many more 
Poles are beginning to debate the merits of 
joining. Still, despite its ploddingly cum- 
bersome progress, the country is still mov- 
ing steadily in a westerly direction. 
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Oscar Luigi Scalfaro, Italy's unneeded nanny 


TALIAN presidents are a curious bunch. They are elected by 

parliament, then stay in office for seven whole years. They live 
in a sumptuous palace, the Quirinale, with a staff of 900 and a 
budget that is secret but surely. sufficient (six times bigger than 
that of the Elysée in Paris, it is said). They have little to do, save 
sign bills into law. But they have two clear and large powers— 
and are well-placed to conjure up a mistier third one. They pick 
prime ministers. They can dissolve parliament. And they have 
the power of the pulpit to argue for a new, more sensible, system 
of democracy. On this third count the current incumbent, Oscar 
Luigi Scalfaro, has been most feeble. He wants to stay on when a 
new person is chosen next month. He should not. 

Mr Scalfaro has had eight predecessors. A few have been ex- 
cellent. Luigi Einaudi, for instance, p 
deserves praise not just because he 
had written articles for The Econo- 
mist before he became president, in 
1948. Others—Giovanni Gronchi, for 
instance, who reigned from 1955 to 
1962—were less admirable. Giuseppe 
Saragat (1964-71) was a good man but 
too fond of his Chianti. Giovanni 
Leone (1971-78) was too fond of in- 
dulging his extended Neapolitan 
family. A populist, Sandro Pertini 
(1978-85), was followed by the capri- 
cious Francesco Cossiga (1985-92), 
known as il picconatore (“the pick- 
axe man”). 

Mr Scalfaro, now 80, a native of 
Novara in Italy’s north-west, has had 
a mixed record. A life-long Christian 
Democrat and a devout Catholic, 
from his earliest days in politics he 
has been much lampooned. The car- 
toonists had a field day when he 
scolded a bare-shouldered woman 
ina restaurant for being “too provoc- 
ative”, and was challenged to a duel 
by her husband. Mr Scalfaro is small, 
with a bald dome and pensive air. 
He has a penchant for long scarves 
and speeches. His declamatory trademark is a tendency to tear- 
fulness: nobody states the obvious with such passion. 

But his real love has always been politics. After a spell as a 
magistrate, he was elected in 1946 to the assembly entrusted 
with writing a new constitution, and then went into parliament, 
where he stayed without a break until his elevation to the presi- 
dency in 1992. In 1954 he took his first government job, going on 
to be minister of education, transport and home affairs. He was 
also the speaker of parliament’s lower house. Yet he was never in 
the stable of cavalli di razza (“thoroughbreds”). They were the 
Christian Democrats—including Amintore Fanfani, Aldo Moro, 
Mariano Rumor and Giulio Andreotti, with 23 governments be- 
tween them—who dominated Italy's post-1945 politics until the 
scandals of the early 1990s toppled the old establishment. 

Instead, Mr Scalfaro stayed on the second rung—which 
turned out to be the right place to be. None of the thoroughbreds 
ever became president. They were considered too wily or power- 
ful by their colleagues, who left the Quirinale to such lesser fry as 
Messrs Scalfaro and Cossiga, both of whom adored it. 

Mr Scalfaro has enjoyed the job despite the fact—perhaps be- 








cause of it--that he has reigned over the most turbulent years of 
Italy’s post-Mussolini history. His presidency has repeatedly 
been marked by the dramatic. Only a few hours before his elec- 
tion, a bomb blew up Giovanni Falcone, a Mafia-busting magis- 
trate, in Sicily. (Mr Scalfaro had clinched the job partly because 
his rival Mr Andreotti, who had been a favourite for it, was too 
cosy with sundry Sicilians—and is still facing trial for alleged 
collusion with the Mafia.) Mr Scalfaro, by contrast, seemed a safe 
and clean pair of hands. 

No sooner was he ensconced in the Quirinale than the old 
establishment was engulfed in Tangentopoli, the “Bribesville” 
scandal that swept away the old order. Mr Scalfaro handled it 
cleverly. He explained, excused, manoeuvred—and helped to 


his old colleagues. He made the most 
of a tense situation to increase the 
presidents limited powers. And he 
began to meddle. 

Sometimes his meddling was 
timely. Sensing that politicians as an 
entire breed were discredited—at 
one time two-fifths of parliament 
was under investigation for corrup- 
tion--he picked such worthies as 
Carlo Azeglio Ciampi and Lamberto 
Dini as prime ministers. But some- 
times his judgment was less sure: for 
instance, in 1994, when he refused to 
dissolve parliament after Silvio Berl- 
usconi, the tycoon who had won an 
election earlier that year, was 
brought down by his own erstwhile 
allies. And last year he allowed Mas- 
simo D'Alema, an ex-communist, to 
replace Romano Prodi.as prime min- 
ister without an election—in ex- 
change, it is whispered, for Mr D'AI- 
ema’s promise to help him stay on in 
the Quirinale. 

Mr Scalfaro’s main failure, 
though, has been his reluctance to 
make Italian democracy more effec- 
tive. He never seemed to take to heart the voters’ growing prefer- 
ence for a broadly bipolar parliament. He established a custom 
whereby prime ministers consult the president before making 
big decisions or appointments. And he has been unkeen to fol- 
low the French and American example of having presidents di- 
rectly elected—even though that was part of the reform that was 
all but agreed ‘upon last year, then scuppered at the last minute 
by a rum mixture of self-interested politicians. 

He has also been too complacent. He often refers to the sterile 
bickering that mars politics in Italy as the “physiology of politi- 
cal life”. That is too kind a phrase, which condones the scheming, 
the still prevalent arts of patronage, the still blatant cronyism, as 
something that can never be erased. True, Mr Scalfaro is a past- 
master at working the machinery of state. But he has failed to 
spot that the machinery needs an overhaul. 

Mr Scalfaro is not a bad president. But he is too much part of 
the old system: canny, insiderish, patrician. Italians, he instinc- 
tively thinks, need nannying, with the president as ‘nanny-in- 
chief. No more. Italians need to choose a president themselves— 
one who believes in a more direct, robust form of democracy. 





bring down the most mud-stained of | 
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THE ECONOMIST REVIEW 


In praise of Englishness 


ANGLOMANIA. By lan Buruma. Random House; 304 pages; $24.95. In Britain: VOLTAIRE’S 
Coconuts: ANGLOMANIA IN Europe. Weidenfeld and Nicolson; 326 pages; £18.99 


HERE wasa time when Englishmen asa 

rule were complacently confident that 
the rest of the world liked and admired 
them. Not any more. Shakespeare aside, 
English parts in Hollywood films these days 
go to villains or upper-class nitwits. Politi- 
cally, the rise of Scottish nationalism has 
made the word “English” something of a 
swear-word north of the border. And it is 
hard to miss the icy impatience with which 
some Europeans treat British prevarication 
over their role in the European Union. As 
lan Buruma writes: “Seen from the rest of 
Europe, post-imperial Britain often appears 
to have retreated into an insular sulk.” 

If this picture makes the English de- 
spondent, Mr Buruma’s book offers a partial 
antidote. It is a history of “Anglomania”, an 
extreme form of Anglophilia. Chapter after 
chapter is devoted to foreigners with a deep 
admiration for England. They make quite a 
roll-call--Voltaire, Goethe and Mazzini, the 
father of Italian nationalism; Baron Pierre de 
Coubertin, the founder of the modern 
Olympic movement. Mr Buruma also de- 
votes attention to those who have loathed 
England and all it stood for—and this toois a 
satisfying list for an Englishman since it is 
long on Utopians and despots: Marx, Napo- 
leon, Kaiser Wilhelm. Yet even here, the 
comfort is slightly cold. As Mr Buruma re- 
counts, Anglophilia was given a huge boost 
by the second world war. Britain’s role in 
fighting Nazism and providing a haven for 
many refugees created a whole new group of 
Anglophiles. But this generation is now dy- 
ing. Symbolically, the book ends with an ac- 
count of the funeral of Isaiah Berlin—per- 
haps the most celebrated Oxford figure of his 
time and also an exemplar of the Anglophi- 
lia of distinguished Jewish refugees. 

“Anglomania’” is more than a historical 
list. Its themes—what sets England apart 
from Europe and what should Europeans 
make of the English—remain vitally rele- 
vant. What is (or was) the essence of Anglo- 
mania? Mr Buruma puts it with characteris- 
tic elegance and lucidity: Isaiah Berlin’s 
England was a “fabled land of common 
sense, fairness and good manners ... govern- 
ed by decent gentlemen with grand titles and 
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liberal views ... where liberty, humour and 
respect for the law always prevailed over the 
radical search for human perfection.” 

This vision of stability, stolidity and 
moderation—-mixed with a dash of snob ap- 
peal--has been fairly consistent since the 
days of Voltaire. And crucial to the vision has 
been the idea of Britain (or England, for the 
confusion is persistent) as a haven of free- 
dom, an exception to the pattern of conti- 
nental despotism. Theodor Fontane, Ger- 
many’s great 19th-century novelist, “liked to 
think that all Englishmen had the words ‘I 
ama free man’ written on their foreheads.” 

In discussing the views of Anglomaniacs 
over the centuries, Mr Buruma makes an 
important distinction. There were those like 
Voltaire who made an essentially optimistic 
diagnosis of the origins of English freedom. 
They believed it was rooted in English insti- 
tutions and that these institutions could be 
successfully transplanted overseas. Then 
there were those like Alexander Herzen, a 
Russian émigré and radical philosopher, 
who took a more particularist approach, be- 
lieving that “these institutions were the 
products not of logic, nor of grand ideas, but 
of history, grown over time like a fine variety 
of rose, adapted perfectly to the condition of 
the English clay.” 

Voltaire rejected this view of democracy. 
It might look as if coconuts could grow only 
in tropical climates; but, given care, he 
thought they would grow anywhere. Mr Bu- 
ruma notes that the great man’s efforts at 
cultivating pineapples in France came to 
nothing. But on democracy he thinks that 
history has vindicated Voltaire more than 
Herzen. The political coconuts have taken 
root. And inevitably, as more and more of 
Europe has successfully adopted liberal, 
democratic institutions, the idea of English 
exceptionalism has dwindled. 

Although this is in most ways an opti- 
mistic conclusion, it is impossible not to de- 
tect a slightly elegiac tone in Mr Buruma’s 
book. For as he starts by explaining to the 
reader, he himself is a Dutchman with a 
German-Jewish grandfather who found 
refuge in England, and is almost as much a 
willing captive to the Anglophile myth as 
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were Voltaire and Berlin. 

One of Mr Buruma’s many skills as a 
writer is to make you feel he is testing his 
views, not telling you what to think. At first 
he seems to be querying Voltaire’s convic- 
tion that English institutions can in principle 
be planted anywhere, including, to take an 
example cited by Voltaire himself, Bosnia: 
“Itis liberal. It shows reason and good sense. 
It is wonderfully optimistic. And it is too 
glib.” By the end of the book he is sounding 
more confidently Voltairean. 

Yet Herzen is not abandoned. In a pas- 
sionate last few pages, Mr Buruma argues for 
wholehearted British participation in the 
European Union, and not just for the good 
of the British themselves. For the British, he 
believes, remain the strongest champions in 
Europe of a liberal approach to commerce 
and politics. “I do not want to live”, he 
writes, “in a Europe dominated by French 
technocrats and anxious Germans, hiding 
behind the federalist flag.” 

Mr Buruma thinks that Britain will find 
support for these notions in other parts of 
Europe. He identifies an “Anglophile arc of 
trading cities from the Baltics, via Hamburg, 
down to Lisbon and Milan”. But he is taking 
here a rather unVoltairean view of history. 
He believes that the “‘anglophile arc” is the 
product of centuries of trading and intellec- 
tual tradition. Institutions, it seems, are not 
everything. At this point, many British eu- 
rosceptics would be nodding in agreement. 
It is partly because the sceptics believe that 
institutions need strong historical roots that 
they remain wary of an ever-closer Europe- 
an Union with countries with much shorter 
histories of democracy than Britain. 

But noting this tension in “Anglomania” 
is more to praise than to criticise. Mr Buru- 
ma’s fluency—the ease and erudition with 
which he mixes anecdote, personal reminis- 
cence and reportage—should not disguise 
the seriousness of his book. Too much of 
what gets said in the arguments over Bri- 
tain’s place in Europe involves either hot air 
or plodding certainties. It is refreshing to 
have a book on the subject which is not only 
readable and intelligent but so alive to the 
role of emotion and uncertainty. 
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American history 


A new deal 


FREEDOM FROM FEAR: THE AMERICAN PEO- 
PLE IN DEPRESSION AND WAR, 1929-1945. By 
David Kennedy. Oxford University Press; 
992 pages; $39.95 and £30 


WRITER does not inspire confidence 
who, on his very first page, cites “Mein 
Kampf” as if it were a reliable source (one of 
its more flagrantly unhistorical passages, 
what's more). Matters are not mended in the 
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next few pages by the discovery that Mr 
Kennedy lapses unblushingly, and far too 
often, into ancient journalese: “The Ver- 
sailles Treaty thus sowed the wind that 
would eventually lash the world with gale 
fury,” or again, “Like an earthquake, the 
stockmarket crash of October 1929 cracked 
startlingly across the United States, the her- 
ald of a crisis that was to shake the American 
way of life to its foundations.” 

But that is really the worst that can be 
said of this otherwise splendid book. It is a 
worthy addition to the multi-volume “Ox- 
ford History of the United States” and de- 
serves to become the standard work of intro- 
duction to its three subjects—the De- 
pression, the New Deal, and America’s part 
in the second world war. Its pervasive theme 
is implicit in the book’s title. Of the “Four 
Freedoms” proclaimed by Franklin Roose- 
velt in 1941, Mr Kennedy thinks that free- 
dom from every sort of fear was what the 
Americans valued most; and their achieve- 
ment in this period was that after enormous 
sacrifice and anxiety, they made their wish 
come true. 

Mr Kennedy ismaster of his material ina 
double sense. He exhibits a comprehensive 
knowledge of events, making very few fac- 
tual slips. Two trifling examples: he garbles 
the story of Huey Long’s last meeting with 
Roosevelt and few British historians will 
agree that in 1945 Churchill “was shunted 
out of office by a people more weary of sacri- 
fice than warmed by gratitude”. 

Yet Mr Kennedy knows his period, and 
is also an expert in the vast accumulation of 
scholarship which it has called forth. It is a 
pleasure to see how he builds on the founda- 
tions laid by earlier historians such as 
Schlesinger, Freidel, Leuchtenberg and Cor- 
win. But he is always his own man. He is 
rather more generous to Herbert Hoover 
than were some of his forerunners, although 
he never hesitates to criticise 
him severely when criticism 
is called for. Not that he is 
feebly impartial: it is also a 
pleasure to see him pitch into 
Douglas MacArthur, and his 
scrupulous account of Japa- 
nese-American relations in 
war and peace may yet raise 
hackles among those accus- 
tomed to thinking of the Ja- 
panese as mere fiends; so> 
may his cool insistence that 
the American war in the Pa- 
cific was marked by hideous 
atrocities indetailandin Se 
gross, of which he sees the y 
firebombing of Tokyo and 
the dropping of the atomic 
bombs as the culmination. 

Many of his other opin- 
ions will be challenged, per- 
haps especially when it isnot 
quite clear what they are: he 








seems studiously to avoid committing him- 
self to any particular theory of the origins of 
the Great Depression. But this cannot im- 
pair respect for his broader judgment: histo- 
rians will always be arguing. As he aptly puts 
it, “Change is always controversial. Change 
on the scale the New Deal wrought has 
proved interminably controversial.” 

Perhaps the most novel and impressive 
thing about the book is its structure. It starts 
in Washington, pc, and at first seems reluc- 
tant to leave that city: readers may begin to 
wonder when the American people of the 
sub-title are going to appear. But then Harry 
Hopkins sends out Lorena Hickock to report 
on the extent of the Depression, and we go 
with her, to excellent effect. The conse- 
quences of decisions made in the capital are 
lucidly explored, and a similar fanning-out 
technique is employed in the chronicle of 
the second world war. This careful planning 
means that not everything (for example, the 
Securities and Exchange Commission) is 
found where it might have been expected, 
but almost everything gets inspected and 
discussed at last (though there is no proper 
account of the Reconstruction Finance Cor- 
poration, the New Deal’s banker). 

The benefit, in terms of clarity, is im- 
mense. And as a result the book has two cli- 
maxes, where all the threads are drawn to- 
gether: chapter 12, “What the New Deal 
Did”, and the brief epilogue, “The World the 
War Made”. In these passages all Mr Kenne- 
dy’s knowledge, skill and historical wisdom 
come together in observations that every 
reader will want to ponder and re-ponder. 
Much of the story is familiar, but all of it is 
put together in a way to advance under- 
standing and necessitate a new approach to 
American history in the Roosevelt era. This 
is one of the most valuable forms of scholar- 
ly originality, and it will make itself felt over 
along time. 
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American heroes 


An act of 
filial piety 


THE GREATEST GENERATION. By Tom Bro- 
kaw. Random House; 412 pages: $24.95 


“F"OM BROKAW has been the anchor of 
nac’s nightly news since 1983. Born in 
1940, he was too young to have been in- 
volved in the fighting of the second world 
~ war, but when he was growing up in South 
Dakota he couldn't help but notice how the 
older men and women were oddly reluctant 
to talk about the great experience in their 
lives: the war. 

Gordon Larsen, for example, was a 
cheerful man who fixed people's heating 
and plumbing systems for a living. The 
morning after Hallowe'en he came into the 
post office where Mr Brokaw’s mother 
worked and complained about the noise the 
teenagers made the night before. “Oh, Gor- 
don,” said Mrs Brokaw, “What were you 
doing when you were 17?” Larsen said “I was 
landing on Guadalcanal.” 

It was only while doing research for this 
book, 45 years later, that Mr Brokaw learned 
that Larsen’s brother, who like him was a 
Marine, had landed on Guadalcanal the 
same day and been killed. But it wasn’t until 
he went to Normandy to cover the goth an- 
niversary of the landings that the television 
broadcaster became hooked. “It was”, he 
writes, “a life-changing experience.” Ten 
years later, when ngc covered the soth anni- 
versary of p-day, he came up with the 
words, “This is the greatest generation any 
society has ever produced.” 

That remarkable phrase gave this pre- 
sent book its title. A bestseller in America, it 
is the product of Mr Brokaw’s fascination 
with the generation of the second world war. 
It has its flaws. A flat style, sugared with 
small-town sentimentality, makes it a 
heavy read. As in Steven Spielberg’s “Saving 
Private Ryan”, non-American contribu- 
tions to victory have been airbrushed out. 
The Red Army and the Royal Air Force 
played no role, it seems, in defeating Hitler’s 
Germany, and the atomic bomb was devel- 
oped, according to Mr Brokaw, not by Leo 
Szilard, Enrico Fermi or Niels Bohr but by 
“America’s pre-eminent physicists”. 

For all that, the quiet courage and plain 
decency of many of the people Mr Brokaw 
describes make up for these limitations. 
Were these Americans really “greater”, 
whatever that means, than the contempo- 
raries of Pericles, say, or of Michelangelo, or 
of Napoleon? The phrase grates. But we owe 
them much. Mr Brokaw’s modest admira- 
tion for their virtues honours and endears 
both him and them. 
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Nothings to get excited about 


APOCALYPSE PRETTY SOON: TRAVELS IN END-Time AMERICA. By Alex Heard. Norton: 360 


pages; $24.95. 


Apocatypses. By Eugen Weber. Harvard University Press; 288 pages; $24.95. Hutchinson; 


£18.99 


‘OR serious, this-worldly folk, the millen- 

nium probably means little more than 
wondering how to spend (or avoid) new 
year’s eve and hoping that the company 
payroll does not get lost in the electronic 
ether, For the people Alex Heard has been 
talking to across the United States for rough- 
ly the past decade, the dawn of the zist cen- 
tury involves waiting for enlightened space 
travellers, stockpiling food and ammunition 
for an environmental Armageddon or pre- 
serving severed human heads for the day 
when all disease can be cured. And that is a 
mere taster of Mr Heard’s fascinating, at 
times frankly loopy, cornucopia. 

Mr Heard, an editor of Wired, a glossy 
monthly devoted to the digital age, looked 
for his subjects among fringe groups that 
evangelise on the Internet or pamphleteer at 
New Ageconventions. Wanting to hear from 
people “anticipating or somehow working 
toward a heroically different world”, he met 
members of Earth Changes, a group con- 
vinced that Mother Nature seeks revenge for 
mankind's destructive tendencies and is 
“willing” on the planet a new era of natural 
disasters and disease. In rural Mississippi, he 
found Pentecostal Christians who are 
breeding red heifers for sacrifice in Israel, 
when (perhaps next year) the second com- 
ing reclaims Jerusalem’s Temple Mount 
from Muslims. He describes Arthur Blessitt, 
who aims to carry an 8olb replica of the 
Christian cross toevery country in the world 
before this year ends. 

Mr Heard’s writing is lively and offbeat. 
He does what he can to avoid treating his 
subjects as delusional crackpots and, with- 
out actually entering their belief-worlds 
himself, makes every effort to imagine what 
itis like to reside there. Yet he keeps fact and 


fantasy clear enough in his own head and, 
despite a sympathetic ear, cannot really hide 
the fact that this book is an extended visit to 
the epistemic zoo. 

Eugen Weber’s “Apocalypses” is alto- 
gether more interesting and informative. A 
noted historian of ideas, he traces millennial 
fears and longings in the West from their 
pre-Christian roots in Persian, Hebrew and 
Greek Stoic thought right up to Jonestown, 
Waco and Heaven’s Gate. He points out that 
reckoning in centuries is a very modern phe- 
nomenon, that “millennium” in the Chris- 
tian apocalypse meant simply a long time 
and that, since the writing of the Book of 
Revelation, there has hardly been a moment 
when somebody somewhere was notclaim- 
ing that the end was nigh. 

The end in question was the second 
coming of Christ, who would arrive either to 
judge and cleanse a wicked world oras the 
liberator of down-trodden mankind. Either 
way, he would come as a radical redeemer,a 
figure appealing equally to religious and po- 
litical prophets. Yet Mr Weber disagrees 
with previous writers such as Norman 
Cohn who treated millennial prophecy as 
the voice of the marginal, the disoriented or 
the oppressed. He too sees it as a reaction, but 
of adifferent kind. 

Among early Christians, the millennial- 
ists were those, frowned on by Jerome and 
Augustine, who wanted to keep alive the ex- 
citement of a prophetic creed in the face of 
an institutionalising state religion. Mr Weber 
detects a similar reaction in the survival of 
millennial beliefs into recent times, which 
he treats as the embers of resistance to sci- 
ence and enlightenment. 

Along the way, Mr Weber's lively survey 
brings in the stars of chiliastic prediction 


5 





















THE ECONOMIST REVIEW 
from Montanus in the second century and 
Joachim of Fiore in the 12th to the pseudo- 
messiahs of the Reformation. He shows how 
easily Christian millennialism declines into 
anti-Semitism (before Christ’s second com- 
ing, the Jews must convert). But perhaps his 
best chapter is on 19th-century America, 
where he distinguishes the reformers who 
prepared Christ’s coming, as they saw it, by 
combating slavery, alcohol and other social 
evils, from the separatists, who withdrew 
into their own sects and cults, the better to 
wait out Christ's judgment on an unrescua~ 
ble world. All in all, this is a fascinating brief 
history of a powerful but often hidden 
thread in western ways of thought. 
ma 





Christian anti-heroes 


Doing his best 


Piate. By Ann Wroe. Jonathan Cape; 381 
pages; £17.99. Random House (forthcoming) 


Te physical evidence of Pontius Pilate’s 
life is slight. A broken stone bears his 
name, as do a few small coins. He arrived in 
Judea as governor in the year 26 and stayed 
for ten uneasy years. He made several crass 
mistakes: he caused deep offence by deco- 
rating Jerusalem with images of the empe- 
ror; he commissioned a useful aqueduct, but 
had it paid for out of the temple treasury; he 
made a hash of the trial of Jesus. Then he 
slipped into obscurity. This much is record- 
edin the histories of Josephus and Philo or in 
the four brief gospel accounts. 

From this flimsy material, Ann Wroe, 
United States editor at The Economist, has 
fashioned a work of imaginative recon- 
struction that will intrigue anyone with even 
a passing interest in the Christian tradition 
and its quandaries. Her erudition is wide 
and she makes all sorts of illuminating his- 
torical connections, yet her story has a com- 
pelling dynamism, her touch is light and her 
style accessible. Using the natural form of 
biography, she offers the likeliest version of 
events before clothing it with the interpreta- 
tion of generations of thinkers, artists, play- 
wrights and poets. Ranging easily in her ref- 
erences from today’s politicians to British 
colonial administrators in India, she brings 
Pilate’s dilemmas alive. 

Judea was nota desirable posting. Oneof 
the newest and most recalcitrant provinces, 
it wasa dangerous, volatile place, only nom- 
inally under Roman control. The sons of 
Herod the Great squabbled for power while 
the old emperor, Tiberius, supremely pow- 
erful but dangerously capricious, lived in 
isolation in Capri. Small wonder that Pilate 
spent much of his time in a gleaming marble 
palace by the sea at Caesarea. 

The governor might, all the same, have 
heard something of a troublesome new 
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prophet. When the man was brought before 
him for sentencing, he prevaricated. Even- 
tually he handed him over for crucifixion as, 
it seemed, another dispensable subversive. 
Pilate could not have guessed that his part in 
this death was to make him infamous to the 
followers of a new imperial creed and that 
he would feature in Christian mystery plays, 
legends, liturgies and paintings—endlessly, 
uselessly washing his hands or offering up 
their Messiah to an angry crowd. 

In thecentral chapter of her book, which 
she calls “the Great Equivocator”, the au- 
thor comments on every halting, weighted 
exchange in this trial, conducted possibly in 
Greek, a language foreign to both particip- 
ants. It reads like a sophisticated psycholog- 
ical thriller, culminating in the moment 
when the governor asks the felon, “What is 
truth?”. The words have echoed down the 
centuries. Yet in the end, she writes, Pilate 
“wanted to preserve his skin and please his 
audience and, somewhere down the line, to 
do the right thing.” 

Jesus left the scene, bound for Calvary 
and immortality: this is not, after all, his 
book. Pilate faded from history into legend, 
revered, logically enough, as an instrument 
of redemption by the Copts, disregarded or 
reviled by justaboutall other Christians. His 
restless ghost was believed by some to wan- 
der the earth, in permanent, unhappy part- 
nership with Judas and Herod. According to 
this fascinating book, it was last identified 
haunting a Swiss lake above Lucerne, where 
in imitation of a train chugging through the 
valley below, it could be heard to howl. 

SUE GAISFORD 
m 





New York opinion—makers 


Atop their world 


Ex-FrieNps. By Norman Podhoretz. The 
Free Press; 244 pages; $25. 

THE Times or My Lire AND My Lire WITH 
THe Times. By Max Frankel: Random House; 
432 pages; $29.95 


HEN Woody Allen found himself 

seated beside Hilton Kramer at a din- 
ner party, he could not resist asking the fa- 
mously judgmental New York art critic ifhe 
ever felt embarrassed when he ran into peo- 
ple whose work he had attacked. “No,” 
Kramer replied. “I expect them to be embar- 
rassed for doing bad work.” 

Some of that same arrogant certitude 
runs through the memoirs of these New 
Yorkers, two influential opinion-makers of 
the cold-war era: Norman Podhoretz, the 
source of the Kramer anecdote and the edi- 
torof Commentary from 1960 to 1995, and 
Max Frankel, the Moscow correspondent of 
the New York Times in the Khruschchev 
years who rose to run its editorial page in 





1976 and then went on to edit the whole 
newspaper from 1986 to1994. 

The family roots of both men are in the 
shtetls of Eastern Europe, both grew up in 
poor parts of New York and both excelled as 
students at Columbia. But there is a differ- 
ence between them. Mr Podhoretz’s arro- 
gance is personal. He incessantly inflates his 
own worth: “Lionel Trilling once said I was 
the best student he ever had”; Norman 
Mailer paid “close attention both to what I 
said in conversation and to my critical writ- 
ings”; Jackie Kennedy was so keen “to meet 
me” she begged a mutual friend to arrange 
an introduction. 

This extreme self-regard sits uneasily 
with Mr Podhoretz’s denigration of his “ex- 
friends”, most of whom were members of 
“The Family”, a loose 19508 grouping of 
“New York intellectuals”. Mr Podhoretz 
parted ideological company with them as he 
gradually metamorphosed from a left-win- 
ger into a cold-war warrior and Reaganite 
fellow-traveller, and he cannot now forgive 
them for failing to follow where he led. 

Instead he leaves a bad taste in his read- 
ers’ mouths as he comes up with the most 
hurtful thing he can say about each of his 
former friends or allies. Norman Mailer, 
perhaps the most self-consciously macho 
novelist since Ernest Hemingway, is, for in- 
stance, presented as a coward; Lillian Hell- 
man as a Jewish anti-Semite; and Allen 
Ginsberg as an Ezra Pound manqué. Jack 
Kerouac, the beatnik author of “On the 
Road”, is among the few to be spared, per- 
haps because he eventually “settled down in 
a suburb with his wife and mother, returned 
to the Catholic Church, and also moved to 
the right in his political views.” 

Mr Frankel’s arrogance, by contrast, is 
institutional, and comparatively mellow. 
He is quite certain that the New York Times, 
“the country’s only truly international new- 
paper”, isnot only by far the best newspaper 
in the world but far ahead of any serious ri- 
val. He is nonetheless engagingly willing to 
concede that it has faults and keen to see 
them corrected. 

A Timesman through and through, he 
started out on his career with the newspaper 
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as a campus correspondent at Columbia, 
and former colleagues still recall, with awe, 
his drive and his relentless ambition to get 
his name on its masthead. Reading between 
the lines in Mr Frankel’s memoirs, their re- 
collections of him are confirmed by the way 
he achieved that ambition. Not to put too 
fine a point on it, he acted as a cat’s-paw for 
his boss, Punch Sulzberger, when the pub- 
lisher got rid of his own more liberal cousin, 
John Oakes, as editor of the editorial page. 
Mr Frankel was rewarded with Mr Oakes’s 
job and then, after he had shifted the paper 
rightward to the middle-ground, with the 
editor’s chair. 

Once ensconced there, Mr Frankel’s 
main aim was to end the segregation of the 
reporting of news from its analysis, to tear 
down “the artificial wall between ‘facts’ and 
their ‘meaning’.” Did he succeed? Not en- 
tirely to his satisfaction. 

As Mr Frankel sees it, interpretive re- 
porting, particularly of foreign news, is sty- 
mied in the United States by the unreadiness 
of most Americans to view any event within 
a historical perspective. As a Jew who left 
NaziGermany asa boy with his mother, and 
whose father was persecuted by anti-Semi- 
tes in the Soviet Union, Mr Frankel feels able 
to write from family experience about Hit- 
ler’s Germany and Stalin’s Russia. 

Again and again, he asks Americans to 
question their assumption that Germans 
and Russians resisted tyranny less bravely 
than Americans would have done. Did Cali- 
fornians talk about the disappearance of Ja- 
panese~Americans? Did they inquire about 
their fate? Would Americans who surren- 
dered so cravenly to McCarthyism, when 
only their jobs were at risk, really have de- 
fied a life-threatening tyranny? If there is 
such a thing as ethnic guilt, “how guilty are 
we Americans who feed off land seized from 
an annihilated people and partake of the 
wealth created by slaves?” 

Like his newspaper, Mr Frankel can be 
over-earnest and he sometimes leans too far 
backwards in an endeavour to be fair. Such 
faults are easy to forgive after reading “Ex- 
Friends”. The Timesman’s antacid helps 
counteract Mr Podhoretz’s bile. 





tt 


Mexican history 


Viva Villa 


THE LIFE AND Times OF PANCHO VILLA. By 
Friedrich Katz. Stanford University Press: 
985 pages; $85. Cambridge University Press; 
1,032 pages; £55 


HE 1910-17 Mexican revolution was 
won by the caudillo forebears of the 
technocratic politicians who are ever more 
tenuously clinging to power in Mexico to- 
day. Venustiano Carranza imposed the 1917 
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constitution, Alvaro Obregon brought order 
and Plutarco Elias Calles created the broad- 
based political movement that became the 
long-ruling Institutional Revolutionary 
Party. Yet, in their different ways, the revo- 
lution’s two principal losers—-Emiliano Za- 
pata and Pancho Villa—are still more be- 
loved by ordinary Mexicans than the 
victors. Zapata personifies the land and jus- 
tice that Mexico's peasants were promised 
and never given. Villa represents a macho 
rebelliousness that Mexicans still celebrate 
in ballads. Both figures have become the 
stuff of romantic legends. Both, of course, 
were murdered. 

John Womack’s “Zapata and the Mexi- 
can Revolution”, published in 1969, is still 
unmatched as the definitive biography of 
the sad-eyed leader of the landless peasants 
of Morelos state, south of Mexico city, Now 
Friedrich Katz, a professor of Latin Ameri- 
can history at the University of Chicago, has 
published his everything-there-is-to-know 
biography of Mexico’s favourite bandido 
hero from Chihuahua. The result of years of 
research in archives in Mexico, the United 
States, Germany and beyond, including ac- 
cess to the files of Mexico’s Defence Minis- 
try, “The Life and Times of Pancho Villa” 
will become an essential reference work for 
students of Mexican history. 

Though his book has its faults—too little 
context for the mass of biographical detail, 
not enough on Zapata, no maps—Mr Katz 
has gone a long way towards separating fact 
from fiction in Villa’s life. He concludes that, 
between the time the 16-year-old Doroteo 
Arango fled the hacienda in Durango where 
he was born in 1878 and his emergence as a 
revolutionary leader called Francisco Villa 
in Chihuahua in 1910, Villa was probably 
less of a bandit and an outlaw than por- 
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trayed by his enemies. On the other hand, 

between 1910 and his retirement from poli- 

tics in 1920 (he was murdered in 1923), Villa 

was also less of a Robin Hood than popular 
legend suggests. 

Villa nonetheless played a cen- 
tral role in the revolution; in fact in 
strictly military terms a more im- 
portant role than Zapata. Thanks 
to Villa, the escalating revolution 

in Chihuahua in late 1910 and 
early 1911 hastened the departure 
of the ageing dictator, Porfirio 
Diaz, and helped install Francis- 
co Madero as the new president. 
Then, after General Victoriano 
Huerta had Madero killed and 
seized power in February 1913, Vil- 
la’s famous Division del Norte helped 
drive out Huerta in July 1914. 
When Villa and Zapata met in Mex- 
ico city in November 1914, their peasant 
troops briefly occupying an alarmed and 
divided capital, it even looked as though 
the people’s revolution had triumphed. In 
truth, the two popular champions were 
about toembark on a long losing war against 
Carranza and Obregon. 

From 1915, though, Villa repeatedly 
demonstrated that he was an extraordinary 
survivor. Feeling betrayed by the United 
States, which had earlier helped him, in 
March 1916 he attacked the small town of 
Columbus, three miles across the border in 
New Mexico, killing some Americans. The 
United States responded by sending a 
10,000-soldier punitive expedition into 
Mexico led by General Pershing, but Villa 
avoided capture. On several occasions, his 
army was destroyed, yet when political cir- 
cumstances changed, it was quickly rebuilt, 
“thanks to his charisma and the loyalty and 
terror he inspired,” as Mr Katz puts it. The 
conflict was brutal: both the federales and 
Villa routinely shot their prisoners, while 
Villa was quick to order the execution of 
anyone at all who earned his wrath (for 
some inexplicable reason, he particularly 
hated Chinese immigrants and had many of 
them put to death). By 1920, though, Villa 
was still strong enough to negotiate the re~ 
ward of a hacienda in exchange for his with- 
drawal from politics. 

In the years that followed his death, Vil- 
la continued to inspire love and hate, cele- 
brated as a larger-than-life character who 
was generous and sentimental as well as 
courageous and cruel. Indeed, he was only 
officially recognised as a revolutionary icon 
in 1976 when, after heated debate, his name 
Joined those of Madero, Carranza and Za- 
pata in gold letters in the chamber of depu- 
ties in Mexico city. Yet even now, while Za- 
pata is remembered as a visionary (and his 
name taken by rebels in Chiapas today), Vil- 
la is more likely to be sung about in corridos 
than analysed for his ideals. 
san 
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Taming global finance 


Policymakers across the world are worried about its financial structures. 
Three new books suggest different ways to improve things 


THe New GLOBAL ECONOMY AND DEVEL- 
OPING COUNTRIES: MAKING OPENNESS 
Work. By Dani Rodrik. Johns Hopkins 
University Press; 100 pages; $13.95. Plym- 
bridge; £1.50 

ANI RODRIK has a reputation as the 

insiders’ maverick on globalisation. 
A trade economist at Harvard University, 
he is no radical. But he is not afraid of 
challenging conventional wisdom either. 
An earlier book of his asked how far in- 
dustrial countries could take globalisation. 
His new book questions its benefits for 
developing countries. 

Integration into the world economy 
has become the overriding goal of eco- 
nomic policy in most poor countries, he 
believes. Worries about international 
competitiveness now crowd out tradi- 
tional concerns such as poverty. The as- 
sumption, constantly reinforced by in- 
ternational financial institutions, is that 
breaking into global markets is the best 
(the only?) way to improve economies 
and reduce poverty. 

The snag, in his view, is that there is 
little convincing evidence that openness 
alone, that is, low barriers to trade and 
capital flows, actually improves economic 
growth. Openness, he concludes, ought 
not to be a policy goal in itself. He con- 
cedes that openness can bring indirect 
benefits to poor countries—the transfer of 
ideas and technology from the rich world, 
say, or access to foreign savings. However, 
these are potential benefits that will fur- 
ther a country’s economic development 
only if the right domestic institutions and 
policies are in place. 

Above all, a developing country, Mr 
Rodrik thinks, needs a strategy for domes- 
tic investment and a sound framework for 
handling political conflict. The lesson of 
post-war history in poor countries, he ar- 
gues, is that the key to faster growth is 
more domestic investment. And openness 
alone will not guarantee that. What is 
more, openness makes a country vul- 
nerable to shocks from outside and the 
sudden withdrawal of foreign capital. 

Recent history’s other lesson, he be- 
lieves, is that the best political shock- 
absorbers are democracy, the rule of law 
and social insurance. In conclusion, he 
urges poor countries to “engage the world 
economy on their own terms”. Unfortu- 
nately, Mr Rodrik does not offer more 
than a few quickly sketched ideas how. 
































Towarp A NEW INTERNATIONAL FINAN- 
CIAL ARCHITECTURE. By Barry Eichengreen. 
Institute for International Economics; 200 
pages; $18.95. Eurospan; 150 pages; £15.50 


HE current debate about reforming 

the international financial architec- 
ture has produced a dizzying array of pro- 
posals, ranging from a global central bank 
and a global financial regulator to the gen- 
eral reimposition of capital controls. Most 
of these grand ideas are unworkable, 
many are inconsistent and none has a 
hope of being implemented. Barry Ei- 
chengreen’s book, whose subtitle is “A 
practical post-Asia agenda” is exactly the 
opposite. It offers a concise analysis of the 
main problems ailing today’s internation- 
al financial system anda host of modest, 
but useful, suggestions for reform. 

Mr Eichengreen places great emphasis 
on crisis prevention. Much can be 
achieved, he reckons, by developing in- 
ternational standards of acceptable prac- 
tice on everything from accounting stan- 
dards to corporate governance. These 
standards should be promulgated by the 
relevant private-sector bodies, such as the 
International Accounting Standards 
Committee. Regulators can then increase 
the incentives for compliance, for instance 
by raising capital adequacy requirements 
for lending to countries with low stan- 
dards. Mr Eichengreen reckons also. that 
crisis prevention means curbing short- 
term foreign borrowing by poor countries. 
He is particularly for imposing taxes on 





foreign borrowing, as pioneered by Chile. 

As for crisis-management, Mr Ei- 
chengreen argues that, judging from re- 
cent experience, neither massive public 
bail-outs nor a hands-off approach are 
going to work. Debts have to be restruc- 
tured in a coherent, orderly way, with a 
central role for the mr. He recommends 
collective-action clauses in bond contracts 
and standing committees of bondholders. 
These ideas are not new. But nor are they 
enacted. World finance would be safer if 
they were. 


Dest AND DELUSION. By Peter Warburton. 
Penguin Books; 315 pages; £20 


HERE is no lack of books explaining 

why America’s financial boom will 
last forever and no lack of those predicting 
imminent financial ruin. “Debt and Delu- 
sion” is of the second sort, but written by a 
respected economist and market watcher. 
A combination of financial and economic 
mismanagement since the early 1980s, for 
which Peter Warburton blames central 
banks, and a growing addiction to debt 
among governments, firms and house- 
holds, have sown the seeds of disaster. The 
rapid growth of world bond markets and 
an explosion of complex financial deriv- 
atives underpin this gloomy prediction. 
The world bond market, he points out, is 
now worth about $25 trillion—a year’s 
worth of economic output from the 
world’s top 20 countries, and a six-fold 
increase from 1982. Booming equity mar- 
kets have obscured the danger of this debt 
overhang, When, as they will, equity pric- 
es fall, the unwinding of derivatives posi- 
tions will bring calamity. 

Mr Warburton suggests what might 
trigger the bust: tensions within European 
monetary union, a shock to the American 
bond market, financial meltdown in Asia 
triggered by Japan or even the fallout from 
a millennium computer bug. 

Alarmed? Mr Warburton understates 
the extent to which governments, espe- 
cially the American government, have 
moved towards fiscal prudence. He mis- 
characterises derivatives: in general they 
reduce, rather than increase, risk. He fails 
to explain that the conquering of inflation 
has brought about a fundamental shift in ` 
equity valuations. His basic worry, that 
today’s financial system rests.in part on 
shaky ground, is perfectly reasonable. But 
the suggestions he offers about what might 
realistically be done to make them more 
secure cover all of one page. 
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World politics 


What it all 
hinges on 


THE PrvotaL States: A NEw FRAMEWORK 
FoR U.S. POLICY IN THE DEVELOPING 
Wor tp. Edited by Robert Chase, Emily Hill 
and Paul Kennedy. Norton; 448 pages; $35. 
John Wiley; £23 


T IS, on the face of it, not a bad idea at all. 

Most people reckon they can draw up a 
list of the world's great powers—the United 
States, China, Japan, Europe, Russia (well, 
the brow furrows when you reach the last 
two or three, but let that pass for the mo- 
ment). But how do you work out which of 
the rest of the world’s 190-odd countries 
matter more than the others, especially if 
you are one of the people who have to take 
tough decisions about foreign policy? 

In 1996, the three editors of this book 
came up, in an article in Foreign Affairs, 
with the idea of “pivotal states”. They then 
collected 17 essayists to write a book looking 
at their nine selected pivots, and at some in- 
terconnecting themes; and discovered, as 
they honourably admit in their postscript, 
that matters were a bit more complicated 
than they had thought. 

Part of the problem, though not all the 
essay-writers realise it, is that “pivotal” can 
mean two quite different things. Four or five 
of the nine countries dealt with in this book 
need watching because they are both big 
anid, in their politics or their economics, dis- 
tinctly wobbly. As events have shown, acol- 
lapse of Mexico’s finances can rattle all of the 
Americas. The same sort of thing in Brazil is 
currently sharpening the danger of a global 
recession. Corruption and political blind- 
ness in Indonesia have sent a pall of smoke, 
literal and metaphoric, over much of South- 
East Asia. If South Africa goes wrong, one 
more hope of calming sub-Saharan Africa 
will have vanished. If Egypt were to col- 
lapse, the reverberations would be felt 
throughout the Middle East. 

These are the pivots that move up and 
down, and whose “plunging” can make oth- 
er countries plunge. They do matter. But 
they matter less than the second sort of piv- 
ot, the kind that moves from side to side. 
Four of this book’s nine countries—India, 
Algeria, Turkey and Pakistan—are in a dif- 
ferent category because, in addition to the 
potential subsidence-effect they share with 
< the others, they can also change the pattern 
-of geopolitics by shifting their allegiances: by 

choosing to side with one big power against 
another, or just standing unhelpfully by 
when help is needed. 

If India could be cajoled into working 
more closely with the West, it would be a 
valuable new counterweight to the emerging 
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power of China. If Algeria’s fundamentalist 
guerrillas won that country’s civil war, they 
might set off a series of imitations along the 
coast of North Africa, including even Egypt, 
and thereby create an explosively hostile 
new power just across the Mediterranean 
from Europe. If Turkey went either wildly 
Islamist or foolishly military-authoritarian, 
it would cease to be a useful ally of the West 
in coping with the turbulence of the Muslim 
world. If Pakistan became coherently demo- 
cratic, on the other hand, it might be able to 
take over that role from Turkey. 

Nothing so geopolitically pattern- 
changing is likely to emerge from Brazil or 
Mexico, tucked away in the Americas, or 
from South Africa, down there at the bottom 
of its own continent, or even from relatively 
remote Indonesia. Where you sit in the 
world decides, tono small extent, how much 
impact you haveon it. 

The trouble is that, to work out which 
the truly pivotal states are, it is necessary to 
know what big powers they may be pivoting 
between. This is a little clearer now than it 
was three years ago, when that Foreign Af- 
fairs article appeared. 

The United States is for the moment the 
only really global power. It will almost cer- 
tainly be joined in the next decade or two by 
China, whose need for energy and food will 
turn its foreign-policy eyes, now directed 
mainly at its Pacific periphery, westward to 
central Asia and maybe northward to Rus- 
sia as well. Europe will probably be there, ei- 
ther as a collection of separate states or as an 
intended union, and either allied to America 
or trying to hold aloof from it (the twochoic- 
es may be linked). Russia is unlikely to be a 
serious contender for some time. Japan will 
have to choose among staying under Amer- 
ica’s wing, nestling up under China’s, anda 
perilous bid for a distinct superpowerdom 
of its own. 

If this is roughly the big-power pattern 
of the 2020s, the list of pivotal states needs to 
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be both sharpened and lengthened. 
> India. goes right to the top: ina 
strong-China, weak-Russia world, 
the Atlantic democracies’ next pri- 
ority may well be todraw India into 
some sort of strategic partnership 
(while persuading India to stay a 
democracy itself). They will also 
need the aid of Turkey and/or Pa- 
kistan to keep Muslim, energy-rich 
central Asia open to the West. What 
happens in Algeria will help to de- 
cide how closely Europe holds onto 
America. But other pivots begin to 
emerge, too. 

Iran, dismissed in this book's 
prologue as a “rogue state”, is one of 
these: if President Khatami wins his 
fight with that country’s ideo-. 
logues, Iran will be the quickest and 
cheapest route for getting central 
Asia’s oil and gas to the outside 
world, as well as a calming influence on this 
whole stretch of Islam. The Philippines and 
Vietnam may be joint candidates, if the 
shipping-lanes of the South China Sea need 
to be protected by naval force. And bear in 
mind that, in some circumstances, appar- 
ently non-pivotal states can suddenly be- 
come pivotal ones. That nagging thought ap- 
plies, in different ways, to both Japan and 
Russia. 

Come to think of it, in this signing-off 
year of the millennium, what about Iraq and 
Yugoslavia? If Saddam Hussein can be visi- 
bly stopped from making mass-destruction 
weapons, and if Slobodan Milosevic can be 
made to accept that a “sovereign ruler” is not 
entitled to brutalise the people who live un- 
der his rule, the world will be a very different 
place from what it would otherwise have 
been. Some countries are born pivotal, some 
achieve it: but some, with luck, have pivotal- 
ity thrust upon them. 





Russia and America 


Both sides 


AFTER THE COLLAPSE. By Dimitri Simes. Si- 
mon & Schuster; 272 pages; $25 


ORE than most observers of the Rus- 

sian-American standoff, Dimitri 
Simes can claim to know how things appear 
on both sides of the looking glass. Before he 
left Moscow in 1973, he was a keen young 
Soviet analyst of international affairs at the 
IMEMO institute in the heart of the Soviet for- 
eign-policy establishment; his emigration to 
Washington transformed him into a some- 
what better known Sovietologist, interpret- 
ing the land of his birth to American policy- 
makers—especially Republicans, whose 
unexalted, big-power approach is instinc- 
tively preferred by graduates of a hard Sovi- 
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et school. At a time when the superpowers 
were doing battle on many fronts—from 
Berlin and Angola to the rocket-science lab- 
oratory—he was one of the few people who 
could imagine how Nixon’s America ap- 
peared to Brezhnev’s Soviet Union, as well 
as vice-versa. And since the Soviet collapse, 
he has provided valuable insights into how 
the world looks to his old acquaintances 
who now form the post-Soviet political 
class; he understands the strong interest they 
have in salvaging whatever possible (in 
terms of geopolitical prizes or individual 
gain) from the Soviet wreckage. 

He also has some unusual insights into 
the human dimensions of the cold-war pol- 
icy-making. Just like Yevgeny Primakov, a 
former IMEMo director who is now prime 
minister of Russia, Mr Simes has personal 
experience of how it feels for a multilingual 
sophisticate of Jewish origin to work for two 
sets of tough, capricious masters with more 
than a twinge of anti-Semitism. And he put 
that knowledge to good effect in the world of 
smokescreens and two-way mirrors which 
he inhabited for many years. So when, after 
emigrating, he found out that Mr Primakov 
was bad-mouthing him, Mr Simes took a 
sweet form of revenge. Guessing that his old 
mentor was trying to protect himself from 
guilt by association with a treacherous émi- 
gré, he wrote Mr Primakov a sugary letter 
(which the xcs was also bound to see) in 
which he expressed warm thanks to the ol- 
der academic for his past help and contin- 
uing interest in an ex-protégé’s career. The 
bad-mouthing duly stopped. 

A similar moment of multi-layered iro- 
ny occurred in March 1991 when Mr Simes, 
as personal adviser to the elderly, but still 
sharp-minded, Richard Nixon, introduced 
his American boss to Vladimir Kryuchkov, 
the last head of the Soviet xes. Mr Kryuch- 
kov, as Mr Simes explains in a footnote, 
warmed to Nixon as a law-and-order man 
who, like him, felt browbeaten by the “liber- 
al Jewish” media. In this atmosphere of 
healthy mutual respect, Mr Kryuchkov felt 
emboldened to confide to Nixon that his re- 
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lations with President Gorbachev weré de- 
teriorating. As Mr Simes observes, the Bush 
administration would have been better pre- 
pared for the August 1991.coup, master- 
minded by Mr Kryuchkov, if it had taken 
notice of these signals. 

In this new book, Mr Simes analyses de- 
velopments in his homeland since 1991, 
partly in the light of several visits to Russia 
with Nixon before his death in 1994. As 
Russia-watchers, Nixon and Mr Simes 
make a formidable pair—if only because 
both have such a keen eye for hidden mo- 
tives and unacknowledged agendas. (Nixon, 
as Mr Simes discloses, knew a smattering of 
Russian and could read body language well.) 
While the Soviet Union’s mostly peaceful 
dissolution in December 1991 was hailed in 
some western quarters as the end of the last 
colonial empire, Mr Simes picked up Boris 
Yeltsin’s confidence that events would takea 
different course: the non-Russian republics 
would soon “come crawling back” to their 
elder brother. 

His broad conclusion (and the posthu- 
mously delivered verdict of Nixon) is that 
American policy towards post-Soviet Rus- 
sia has at once been too soft and too tough. 
Too tough in the sense that it tried too hard to 
fine-tune Russia’s internal developments, 
by insisting that Russia follow a specific 
route towards market economics and liberal 
democracy;.and too soft in the sense that it 
failed to anticipate that post-Soviet Russia 
would have interests of its own that diverge 
from those of America. 
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Justice and memory 


Their town 


MARTYRED VILLAGE! COMMEMORATING THE 
1944 MASSACRE AT ORADOUR~SUR-GLANE. 
By Sarah Farmer. University: of California 
Press; 324. pages; $24.95. John Wiley; £19.95 


ARAH FARMER has written an engross- 

ing account of one town’s place in Fran- 
ce’s national memory that illuminates the 
bitter post-war debates over justice and col- 
laboration. Like much of German-occupied 
France, Oradour-sur-Glane, asmall town in 
the Limousin, was spared the worst violence 
for most of the war. But that changed brutal- 
ly on June 10th 1944, when a company of 
soldiers from the Reich division of the Waf- 
fen-SS swept in and slaughtered 642 men, 
women and children before dynamiting 
and burning the village down. To this day, 
historians cannot agree on why the German 
army singled out Oradour. 

After the liberation, the town’s few sur- 
vivors pressed to make a memorial from the 
ruins, and in 1946 the French state did de- 
clare the entire village a national preserve. 


This action honoured the local dead..But it 












also turned Oradour into a looser symbol of 
national suffering, a sort of martyrs’ memo- 
rial for the country as a whole. And that, as 
Ms Farmer explains, proved to be an awk- 
ward and complicated burden. 

Politicians of right and left turned the 
memory of Oradour to their own contem- 
porary ends. Charles de Gaulle, France's 
war-time resistance leader and first post- 
war prime minister, wanted his country ac- 
cepted as a victorious ally. He visited Ora- 
dour to underscore French unity and inno- 
cence—even though the Vichy government 
had collaborated with France’s occupiers 
and abetted the deportation of close on 
80,000 French Jews. The Communist left 
had played a vital part in creating the resist- 
ance in the Limousin but was now struggling 
to maintain its political footing in peacetime. 
It treated the atrocity as a microcosm of cap- 
italist war and class aggression. 

When 21 of the perpetrators finally went 
on trial in 1953, it turned out that 14 of them 
had been French-speaking conscripts from 
Alsace. From Oradour survivors came calls 
for the death penalty, from Alsace, pleas for 
clemency. The political climate favoured 
forgiving and forgetting: of 40,000 French 
men and women charged with occupation 
crimes in 1945, less than 2,000 were still in 
prison by 1953. Tilting to leniency and rec- 
onciliation, the Oradour courtreturned light 
sentences (by 1958 all those convicted had 
been amnestied). 

The news was greeted as “a second mar- 
tyrdom” for Oradour and survivors gave 
back decorations bestowed after the war. 
Years of protest followed in which they re- 
fused to place the ashes of their.dead in a 
government-built crypt and displayed con- 
temptuous posters with the names of poli- 
ticians who had approved the amnesty. 

Much later, France slowly became more 
open with itself about the Vichy years. Tour- 
ists visiting Oradour nowadays might well 
be puzzled that so powerful a memorial 
could have once been so divisive. With both 
sympathy and political understanding, Ms 
Farmer explains how. 
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Fidgety children 


Whatever you're 
doing, stop it 


RITALIN NATION. By Richard DeGrandpre. 
Norton; 284 pages; $23.95 


ce HAT is this life if, full of care, we 

have no time to stand and stare”. 
The answer, for at least 4m American chil- 
dren, is a drug called Ritalin. Though some 
would call them rude or fidgety brats, psy- 
chiatrists diagnose these children as suffer- 
ing from attention-deficit-hyperactivity 
disorder (ApHD). The standard treatment is 
daily dosing with Ritalin, a 40-year-old 
drug which has grown in popularity in the 
past decade because of its apparent success 
in calming off-the-wall behaviour in chil- 
dren. Nurses dole out Ritalin for the class- 
room; kids, it seems, deal it in the play- 
ground. For Ritalin is not a sedative, but a 
stimulant much like cocaine. 

That so many of America’s children are 
receiving a drug which resembles an illegal 
narcotic worries Richard DeGrandpre. It 
bothers him also that Ritalin has little de- 
monstrable effect in helping children tocon- 
centrate more or to behave better with oth- 
ers. But what disturbs him most is that these 
children have been labelled with a medical 
condition when itis more probably their up- 
bringing which is to blame. 

Mr DeGrandpre believes that their 
problems come from “sensory addiction”. 
Raised on television, the Internet, jam- 
packed schedules and with parents at work, 
such children get used to a high level of envi- 
ronmental stimuli, developing what the au- 
thor calls “rapid-fire consciousness”. In 
less-than-lightning-fast situations, sensory 
addicts try to fulfill their needs with other 
distractions. If you put these children into 
engaging environments, he tells us, the trou- 
ble seems to disappear. 

The author's own suggestions for treat- 
ing sensory addiction include tempering the 
pace of children’s lives and spending more 
time with them. If only, many hard-pressed 
parents will cry. Mr DeGrandpre’s advice is 
well-meant but hardly realistic. He is some- 
what misty-eyed, also, in attributing to Eu- 
rope’s “pockets of slowness” the fact that 
ADHD is almost 50 times less common there 
than in America, though he ackowledges 
differences in diagnostic practice as well. 

“Ritalin Nation” is frustrating. This is a 
drug that worries many parents and teach- 
ers as well. But Mr DeGrandpre suffers from 
an attention-disorder of his own, spending 
too long on tedious descriptions of high- 
speed modern life before focusing on Ritalin 
itself. This is more the pity, as his broad ob- 
servations about the drug are sensible. 
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Hollywood money 


Selling fun 


Tue Gross. By Peter Bart. St Martin’s Press; 
311 pages; $24.95. 
THE ENTERTAINMENT Economy. By Michael 
Wolf. Times Books; 302 pages; $25. Penguin; 
288 pages; £18.99 


mo WOLF starts with a quota- 
tion from Scott Fitzgerald: “You can 
take Hollywood for granted like I did, or you 
can dismiss it with the contempt we reserve 
for what we don’t understand. It can be un- 
derstood, too, but only dimly and in flashes. 
Not half a dozen men have ever been able to 
keep the whole equation of pictures in their 
heads.” Peter Bart’s book has flashes; Mr 
Wolf goes for the whole equation. Perhaps 
surprisingly, since Mr Bart is the editor of 
and a columnist in the excellent Variety 
magazine, and Mr Wolf is one of those con- 
sultants heartily despised by the whole of 
Hollywood, Mr Wolf's book is the more sat- 
isfactory one. 

Like many of the movies Mr Bart trashes, 
his book lacks a satisfactory narrative struc- 
ture. It tells the story of the summer of 1998, 
movie by movie, studio by studio. The prob- 
lem is that, as Mr Bart admits in his nostalgic 
finale, the Hollywood studios are barely dis- 
tinguishable these days: lacking separate 
identities, they do not work as principal 
characters for his book. 

But the main problem with “The Gross” 
is that it is not at all clear why Mr Bart wrote 
it. He explains that William Goldman, a 
screenwriter, did a similar exercise for 
Broadway 30 years earlier; but emulating 
one’s more famous friends (most of the stars 
who appear in the book are described as 
friends or acquaintances) does not seem rea- 
son enough. A book needs a point, or a 
theme, and it is not until the conclusion that 
Mr Bart feels his way towards one. 

His overall conclusion appears to be that 
the irrationality and bad management that 
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typify Hollywood nowadays are the result 
of trying to squeeze a business that is best 
run on personal flair into a reach-me-down 
corporate suit. Certainly, his earlier provide 
plenty of evidence of irrationality. Take 
“The Avengers”, for example. Its director 
had thought of it as a small arthouse movie 
but Warner Brothers, whose summer slate 
looked thin, bounced it into a becoming a 
major studio picture with big stars. It was 
supposed to be cool, surreal and ironic, 
meant for cosmopolitan audiences, but the 
audience-research people got their hands on 
it and tested it on a working-class audience 
in Phoenix, Arizona. It bombed in that mi- 
lieu, and was recut accordingly. No great 
surprise, then, that the resulting mess was 
last summer's biggest disaster. 

Mr Bart’s argument seems to be that the 
movie business is about instinct, and so is 
best run on the personal whim of autocrats: 
as part of great corporations, trampled over 
by consultants, it does not work. The trouble 
with this analysis is that—as a business, 
which is what counts in Hollywood—it does 
work as part of these great corporations. 
Film-making costs have soared, but that is 
because revenues have, thanks to the spread 
of multiplex cinemas and better rv sales all 
over the world. More money is chasing the 
same number of stars. 

The best recent example of how the 
modern movie business works was “Godzil- 
la”, the big box-office disappointment of 
1998, a flop which still made money. Mr 
Wolf offers an explanation of how such feats 
are possible. Film, he observes, is no longer 
an independent medium. Opening a film 
these days is often about launching a brand. 
Studios are getting better not only at selling 
movies all over the world but at persuading 
audiences to buy the pencil case, the burger 
and the ride at the theme park. Disney is the 
undoubted champion at this kind of twin 
strategy, but in the last few years the other 
media companies, and the studios they own, 
have all followed Disney’s lead. 

The film tie-in is used by Mr Wolf to 
support his broader theme that entertain- 
ment and marketing are beginning to blur. 
Companies use entertainment to brand 
their products. Burgers are an example. 
When Burger King offered “Beauty and the 
Beast” toys, McDonald's countered with the 
Little Mermaid. When McDonald’s saw 
what these promotions did for sales, they 
did a ten-year, exclusive, multi-billion-dol- 
lar deal with Disney. This alliance, Mr Wolf 
says, raised the sale of Happy Meals in 
America by a quarter, which made both 
parties very, very happy. 

Mr Wolf has a point when he argues that 
entertainment is fast becoming a driving 
wheel of the new world economy. Still, there 
is something depressing about the idea that a 
prosperous future depends on flogging fun 
todeath. 
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Roll-your-own CDs rollon 





The net is a bootlegger’s paradise. Can the music industry gets its share? 


HE spread of pirate audio in the form 

of illicit “mp3” music files on the World 
Wide Web is forcing the record industry to 
find better ways of getting recorded music 
to the public. For all the legal threats and 
derision the record companies have 
heaped on it, mp3 could be their saving. 

Much has happened to the distribu- 
tion of music over the Internet since the 
mp3 phenomenon took campuses around 
the world by storm two years ago. Short for 
Motion Picture Expert Group-1/Level-3, 
mp3 is widely used in the digital rv and 
multimedia business for compressing the 
audio part of a video programme. Though 
it is a “lossy” form of digital compression 
(sounds masked by other sounds are dis- 
carded or “lost”), an Mp3 music track 
scrunched to a twelfth its size on a cp 
sounds to an ordinary ear every bit as good 
as the original when played back. 

A cp holds more than 600 megabytes 
of digitised music, with a typical five-min- 
ute track accounting for around 50 mega- 
bytes. To transmit all the digital bits in a 
single cp track on the net would take two 
hours with even the zippiest modern mo- 
dem; to transmit the whole cp would take 
more than a day. But if you compress a 
music file using Mp3, it takes little more 
than ten minutes to download. And it 
takes up only four megabytes, not 50 
megabytes, of hard-drive space on the 
downloader’s computer. 

What has infuriated the record indus- 
try is the way mp3 has made it possible for 
computer-savvy teenagers to distribute 
cp-quality music free over the Internet— 
and so allow pristine digital copies of the 
original to proliferate. Though widely 
used, transmitting copies of music titles in 
this way is generally illegal. Most of the 
MP3~compressed songs posted on websites 
are bootlegged material belonging to major 
record companies, music publishers and 
recording artists. 

Thousands of websites now exist on 
the Internet where fans can not only locate 
the music titles they want, but also get all 
the software tools needed to play the MP3 
songs they have downloaded. A minority 
of mp3 websites are legitimate, offering on- 
ly music that the copyright owners (typi- 
cally “garage bands” hoping to be discov- 
ered) have agreed to distribute in this way. 
But even respectable websites feel no com- 
punction about helping visitors find the 
MP3 titles they want to download. Lycos, 
one of the most popular sites on the World 





Wide Web, has recently installed a data- 
base (mp3.lycos.com) listing more than 
500,000 MP3-formated songs. A San Diego 
distributor of free music gets more than 
200,000 visitors a day toits website 
(www.mp3.com). 

Pundits from the industry claim that 
more than 15m copies of free software 
packages (WinAmp, FreeAmp and So- 
nique) for playing mp3 music files on per- 
sonal computers have been downloaded 
from the Internet so far. If only one in ten 
of them is used regularly, the record indus- 


try could already be losing sales worth 
hundreds of millions of dollars annually— 
equivalent to its losses caused by pirate cp 
plants in China, Mexico and elsewhere. 

It is not just the speed and ease with 
which web audio can be banded around 
the globe that is driving the Recording In- 
dustry Association of America (RIAA) nuts. 
It was bad enough when college kids 
downloaded bootlegged mp3 tracks and 
played them back through clunky sound 
systems attached to their personal com- 
puters in college dormitories. But then, in 
October 1998, along came the Rio pMp300, 
a pocket-sized mp3 player costing $199 that 
can store dozens of tracks and play them 
back, Walkman-style, through head- 
phones while on the move. 


If youcan’t beat them 

The rtaa has tried every trick in the book 
to prevent Diamond Multimedia Systems 
of San Jose, California, from selling its Rio 
player. To no avail. Diamond has shipped 
more than 150,000 units and cannot keep 
up with demand. Envious of its success, a 
dozen other makers are about to plunge in 
with mp3 players of their own. Industry 
pundits expect 2m portable players to be 


on the streets by next Christmas. With that 
many players in circulation, mp3 could be- 
come the industry standard for web audio. 
Although there is nothing wrong with Mp3 
technically, it works without any form of 
copy protection. And that is anathema to 
the RIAA. 

The record companies and film studios 
have grudgingly accepted that banning 
digital recording is not an option. But they 
have managed instead to get all the big 
consumer-electronics firms to include en- 
cryption circuitry in their digital recorders 
so the machines cannot make “serial co- 
pies” —ie, produce a copy from an existing 
copy. Although a first-generation record- 
ingcan be made from any digital source, be 
it a cp, pvp (digital video disc) or satellite 
tv broadcast, the serial encryption circui- 
try ensures that the recording is effectively 
a mule—ie, incapable of breeding second- 
generation copies. 

Unable to beat the bootleggers, the 
RIAA now plans tojoin them—by offeringa 
better standard of its own called Secure 
Digital Music Initiative (som1), which will 
include some form of copy protection to 
prevent or limit duplication of the record 
companies’ music. 

In early March, executives from more 
than 100 entertainment and electronics 
companies gathered in Los Angeles to 
hammer out details for the new audio 
compression standard, All the big names 
were there—from Sony, Toshiba and mwm 
to Time-Warner, Bertelsmann and Emi. 
Unfortunately, many of the participants 
saw the r1Aa’s pitch for a new audio stan- 
dard as a chance to get their own proprie- 
tary compression technique adopted—so 
they can ask royalties for its use. Sony is 
pressing the spmi group to adopt its Magic- 
Gate, while Toshiba is doing all it can to 
push its rp system as a replacement for 
mp3. Nippon Telegraph and Telephone is 
lobbying hard for the InfoBind system it 
has developed with Kobe Steel. Yet anoth- 
er proprietary compression technique is 
being proposed by Texas Instruments. 

The good news is that Leonardo Chia- 
riglione of Telecom Italia has been put in 
charge of the spomi standards-setting body. 
Mr Chiariglione was the brains behind 
mp3. If he can work the technical magic a 
second time, fans will beable to get their 
hands on music collections from even the 
most obscure of artists who have little 
chance of getting distributed today—all 
courtesy of the Internet. And the really 
funny thing is that the Luddites of the re- 
cord industry will be all the richer for it. 
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Literary deaths 


Odd ends 


MIDNIGHT DREARY: THE MYSTERIOUS 
DEATH or EDGAR ALLAN Por. By John 
Evangelist Walsh. Rutgers University Press; 
200 pages; $23. Eurospan; £18.50 

PUSHKIN’s BUTTON: THE STORY OF THE FATAL 
Duet Wraca KULED Russia’s GREATEST PO- 
ET. By Serena Vitale. Fourth Estate; 398 pages; 
£16.99. Farrar, Straus and Giroux; $30 


c ‘NE the leastusualerror in investiga- 
tions such as this is the limiting of 
the inquiry to the immediate, with total dis- 
regard of collateral or surrounding events, I 
would divert inquiry in the present case 
from the trodden and unfruitful ground of 
_ the event itself, to the contemporary cir- 
cumstances which surround it.” SomusesC. 
Auguste Dupin, the detective hero of Edgar 
Allan Poe's classic whodunnit, “The Mys- 
tery of Marie Roget”. 

Dupin would have made a terrific biog- 
rapher. Like the detective, the biographer 
applies his or her powers of deduction and 
analysis to uncover new facts or to reinter- 
pret known ones. The motives and psychol- 
ogy of the real-life “characters” are weighed 
up. Familiar circumstances are reconsi- 

_ dered. Jumbled events are put back in order. 
Yet where the complete absence of evidence 
might leave even a detective of Dupin’s abil- 
ities stumped, it need not slow down the de- 
termined biographer. As new books on the 
last days of Edgar Allan Poe and Alexander 
Pushkin show, it is when the factual trail has 
gone cold that “collateral or surrounding 
events” really come in handy. 

When we first meet the Poe of John 
Evangelist Walsh’s “Midnight Dreary”, in a 
hotel room in Richmond, Virginia, he is re- 
covering from one of his notorious Keith Ri- 
chards-style drinking binges. “My clothes 
are so horrible, and I am so ill,” he sulks. But 
things soon look up for the tortured genius. 
He enjoys a run of successful lecture engage- 
ments in Richmond. His plans for a new lit- 
erary journal seem to be nearing fruition. A 
childhood romance is unexpectedly rekin- 
dled. Scarcely has the 40-year-old widower 
had time to join the local Sons of Temper- 
ance union and dash off “Annabel Lee” be- 
fore he is all set toremarry. 

Before wedding arrangements can be fi- 
nalised, however, Poe must travel from 
Richmond to his home in New York, with 
brief business stops in Baltimore and Phila- 
delphia on the way. Some time between 
September 27th and October 3rd 1849 he 
disappears. Simply vanishes into thin air. 
When found, he is out of his head on the Bal- 
timore waterfront, dressed in filthy rags, 
hideously drunk. After four days of halluci- 
nations and delirious raving in a local hospi- 
tal, he dies. The official verdict: “congestion 
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of the brain” brought on by alcohol abuse 
and exposure. Mr Walsh’s adventurous 
conclusion: foul play. Documents and testi- 
monies are re-examined, traditional as- 
sumptions are challenged and—something 
must be left for readers—the plot thickens. 
The low-rent setting of Poe’s last days 
seems light years away from the glittering 
milieu of the court of Tsar Nicolas I. On Ja- 
nuary 27th 1837 Pushkin, Russia’s foremost 
poet and, at only 37, already a living legend, 
was wounded in a duel-with Baron Georges 
d’Anthés, a vacuous popinjay of French ori- 
gin. Pushkin died two days later. D’Anthés 
was banished from Russia, his reputation 
and that of his family tarnished for all time. 
How far did the flirtation between the 
dashing d’Anthés and Pushkin’s gorgeous 
trophy-wife, Natalie, go? Who goaded 
Pushkin into jealous rage by circulating 
anonymous letters mocking him as a cuck- 
old? And why did the author of “Eugene 
Onegin” get about in a jacket with a conspic- 
uously missing button? These are the ques- 
tions asked by Serena Vitale in “Pushkin’s 
Button”, first published four years ago in 
Italian and newly translated into English. 
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Whereas Mr Walsh wrestles with well- 
established facts to come up with a new hy- 
pothesis about the death of Poe, Ms Vitale 
benefits from a cache of recently discovered 
letters from d’Anthés to his adoptive father, 
concerning his infatuation with Pushkin’'s 
wife. Though these letters do little to im- 
prove our understanding of the events sur- 
rounding Pushkin’s death, there is no deny- 
ing the exhaustive thoroughness of Ms 
Vitale’s research or energy in retelling this 
story from every conceivable point of view. 
But her real triumph is one of style. 

“Pushkin's Button” must be the most hilari- 
ously overwrought biography of recent 
years. “We have detailed knowledge of only 
one passion of Natalie’s, Ms Vitale earnestly 
informs us: “her love of dancing, which van- 
quished her innate shyness and acquainted 
her with the many fleeting pleasures of salon 
merriment—a kind of gratuitous giddiness 
that causes one to say countless mindless 
charming things, a little fever of the brain in- 
duced by the music, the lights, the chaos, the 
crowd, a euphoria that fades at the slightest 
sign of thought and is doomed by dawn’s 
first light.” 


~M 








Grief in fiction 


The trouble with books 


THE FALL OF A Sparrow. By Robert Hellenga. Scribner; 460 pages; $25. Viking; £16.99 


FBS the facts: on August and 1980 a 
bomb went off at Bologna railway station 
killing 86 people. The bomb was detonated 
bya fascist organisation which targeted pas- 
sengers travelling through the city because it 
was communist-run. Most of the victims 
were killed outright, but—here comes the 
fictional part--the one American casualty, a 
22-year-old student known to her loved 
ones as Cookie, took two days to die. It was 
time enough for her parents to fly over from 
their home in Illinois to witness her inevita- 
ble drift into death and the end of life as they 
knew it. 

This is the starting point of Robert Hel- 
lenga’s masterful and compassionate novel, 





“The Fall of a Sparrow”. Suffused in the hu- 
manist tradition, erudite and wise, the novel 
examines how Cookie’s parents, Alan 
(Woody) and Hannah Woodhull, and their 
two surviving daughters, Sara and Ludi, 
cope with the death of the first-born. Or 
don’t cope. 

Woody, a loveable 50-year-old profes- 
sor of classics at a small university in the 
mid-west, confidently believed “that life 
had already taught him the lessons he need- 
ed to learn.” Teaching was his vocation. Cul- 
tured, sentimental and warm, he loved his 
family and their rickety old farmhouse filled 
with bats and owls. And, while money or 
possessions were never of much interest, 
Woody had the things he felt 
he needed for happiness: 
books, tapes and a fine blues 
guitar. 

But when Cookie dies, 
Woodly is traumatised to dis- 
cover that, for the first time in 
his life, he cannot find what 
he needs in books. The psy- 
chobabble of bereavement 
books bemuses him and all 
the classical wisdom that he 
has learnt and passed on to 
generations of students can- 
nothelp. From Homer he has 
come to believe that human 
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life, with its painful choices and inevitable 
end, is preferable to the pointless immortality 
of the gods. He understands that death gives 
meaning to life. What he cannot understand 


is the death of Cookie. 
Abandoning the confining routines of the 


past, he moves to Italy to witness the trial of 


Angela Strappafelci, the young woman, 
hardly older than Cookie, who planted the 
Bologna bomb. Hannah, the mother, first los- 
es her mind in the aftermath of her daughter’s 
death and then finds a religious calling. How- 


ever, the discipline and asceticism of religion 
hold little appeal to the author or Woody, his 
presumed fictional voice: An anthropocen- 
tric humanism finds expression.in this novel 
in the very sensual pleasures of life and in 
the theory of chaos, pictured as a water- 
wheel with an irregular spin that creates a 
butterfly-like pattern which is impossible to 
predict but beautiful to behold. For all its 
musings and gloomy theme, “The Fall of a 
Sparrow” is a novel steeped in pleasure and 
the love of life. 





First novels 
Essaying fiction 


RIS MURDOCH once said, only + 

a little disingenuously, that phi- 
losophy was no more essential to 
her work as a novelist than, say, a 
knowledge of sailing might be—it 
just happened to be what she knew 
about. Philosophy was grist to her 
mill, in other words; it didn’t make it turn. 
The books reviewed here are all first novels, 
but they are formidably full of grist: time, 
history, memory, high and serious themes, 
elaborately wrought, cross-referenced with 
kindred literature—biography, poetry, phi- 
losophy. Tocaricaturea little, they almost set 
their own essay questions. 

Keith Ovenden’s novel “The Greatest 
Sorrow”, demonstrates the difficulty of 
making the leap from whatever it is the au- 
thor knows about to a work ofthe imagina- 
tion. As it happens, Mr Ovenden’s main 
character is an Oxford philosophy don, Phi- 
lip Leroux. The book is his diary, kept during 
the week following the death, possibly sui- 
cide, of his greatest friend, Moser, a molecu- 
lar biologist. Leroux has just finished a biog- 
raphy of a igth-century Russian émigré, 
Alexander Herzen, and now, shattered by 
his loss, he meditates on his friendship with 
Moser, their backgrounds, their wives, and 
their ideas. Especially their ideas: the nature 
of biography, the possibility of empathy 
(none), genetics, Darwinism above all, Her- 
zen, his life and thought, the example he sets 
us, and the wrong done to him by E. H, 
Carr’s book, “The Romantic Exiles”. 

The difficulty lies in deciding whether 
these thoughts are aspects of Leroux, indica- 
tions of what he is-like, or transparent indi- 








| THE GREATEST SORROW. By Keith Ov- 
enden. Hamish Hamilton; 224. pages; 
£15.99. 

THe ARcCHivist. By Martha Cooley. Lit- 
tle, Brown; 328 pages; $22:95. Abacus; 
£9.99. 

STOPPING FOR GREEN LiGHTs. By Alyce® | 
Miller, Doubleday; 320 pages; $23.95. - 
Horse Latitupes. By Jay | Merrick. 
Fourth Estate; 277 pages; £10.99 








cations of what the author is like. 
They read transparently (there are 
even a reading list and references 
at the back), so much so that one 
loses sight of Leroux himself as a 
character for pages at a time. And 
unless the reader is up on these 
questions and happens to have read E.H. 
Carr recently, it could scarcely be otherwise. 
It could be argued that Leroux, being a phi- 





losopher, in some way consists of his ideas, 
that their expression is his essence. But that’s 
like saying that a novel about a cook should 
consist of recipes. 

True, there are moments when the nar- 
rative almost blossoms—for example, when 
Moser’s wife, Vita, tells Leroux that she has 
terminal cancer and that she has always 


<= been in love with him. But they tend to with- 


er in Leroux’s (or Mr Ovenden’s?) wintry 
scepticism: “Although I remember these 


< events it would be wrong even to infer that I 
- can still recall the feelings they engendered. 
` In addition. to not being able to know Vita’s 

__ feelings, Ican no longer claim to know what 


-mine were either. Consciousnessi is transient, 












andthenatureofour feelings, notopen tore- 
newal, is forever being lost.” It seems that 
beyond the minimum, storytelling itself is 
fundamentally fraudulent. 

Without that desperate shrug, Martha 
Cooley, an American writer, confronts the 
same questions of memory and transience 
in “The Archivist”, a novel about the life of 
the feelings and their engagement with his- 
tory, religion, poetry and music. Those 
things are at their mildest in Matt Lane, the 
librarian and archivist of the title: benign 
high-priest of literary hush, untouched by 
history (too late for the first world war and a 
non-combatant in the second), unproblem- 
atically Christian. They are at their fiercestin 
the two women in his life, both poets, both 
New York Jewish, both fighting their Ger- 
man émigré parents’ will to forget: the jazz- 
loving Judith, whom he marries in 1945 as 
news of the Holocaust is emerging, and 
whose suicide 20 years later ends a process 
of “waking up slowly into history”; and a 
generation later, Roberta, trying to fathom 
her parents’ Christian conversion from Ju- 
daism, by way of T. S. Eliot and a stash of his 
letters kept in Matt’s archive. 

The first and third sections of the novel 
are told by Matt, each alternating between 
past and present; the middle section is made 
up of Judith’s diary, written in the mental 
hospital to which Matt had committed her. 
It is a portrait of madness as a form of un- 
bearable clarity—“human kind/Cannot 
bear very much reality,” wrote Eliot—and it 
is also a powerful structural device. Judith’s 
cruel imagination exposes the insufficiency 
of Matt’s, while also repositioning Eliot, 
whose institutionalisation of his wife, and 
whose conversion (retreat?) to the Church, 
are Roberta’s preoccupations. When you 
learn that Matt has read the diary too, you 
realign him yet again, and the book becomes 
a retrospective love story—the personal and 
historical imagination becoming aspects of 
each other: “What’s called love”, Matt re- 
flects, “is really an empathetic. and hungry 
imagination I [imagined] too cautiously.” 

Itis a subtle and absorbing book (though 
the Eliot theme sometimes seems con- 
trived)—not because of its ideas. in them- 
selves, but because they carry the force of ex- 
perience. There is another American writer, 
Alyce Miller, whose novel: “Stopping for 
Green Lights”, turns on the same notion of 
unbearable reality. If Europe’s crisis sets Ms 
Cooley’s Judith adrift, America’s crisis— 
race—does the same to Ms Miller's Tish. 

The book is set in the late 1960s, soon af- 
ter Martin Luther King’s assassination, in a 
small university.town in Ohio. Tish, the 15- 
year-old heroine, has been taught by her lib- 
eral-minded parents that racism is a south- 
ern problem; but she is now so alive toit that 
she has become alienated both from them, 
and from herself, as a white. The story is her 
doomed attempt to imagine herself into 
honorary blackdom. Itisalso a story of ado- 
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lescence. Ms Miller tells it straight, in a third 
person narrative with a beginning, middle 
and end. Tish’s acute sensibility, belonging 
and not belonging to both sides, gives us a 
world of battle lines, elites and exclusions 
and an atmosphere as intensely painful, em- 
barrassing, and funny, as only school can 
make it. Ms Miller’s ear for the language, both 
black and white, her eye for gesture and pose, 
above all her feel for the bitter clarity of ado- 
lescence, make this a remarkable book. 

In Jay Merrick’s novel “Horse Latitudes”, 
there is a moment of envy for such novelistic 
directness, The narrator, when compliment- 
edon his story by his listener, Walter Cowley, 
a young lichen specialist, replies: “Please, not 
the word ‘interesting’. Anything but that. A 
life is a life. Lichen are interesting.” Mr Mer- 
rick’s book is about colonialism—imperial, 


social and intellectual-spiritual. The year is 
2021, the setting a polluted wasteland in- 
habited by half-feral “degradees” in card- 
board boxes. James Freyn, the narrator, is 
106, a dropped-out philosophiser, reminis- 
cing into Cowley’s tape-recorder about a 
trip he made in his 20s into the interior of a 
god-forsaken British colony in South Amer- 
ica, to collect two horses from a French- 
Swiss religious nutter worshipped by robot- 
ically obedient natives. 

The echoes of Joseph Conrad’s “The 
Heart of Darkness” are obvious. But where 
Conrad’s Marlow is a dreamer, unembar- 
rassed by the mysteries he offers his audi- 
ence (both real and fictional), Freyn is a self- 
conscious sophisticate, an ironist, snagging 
himself on his listener, whose own affectless 
info-tech voice we hear at intervals strug- 
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gling to comprehend. “Fearfully clever all 
this technology. The art of darkness, eh?”, 
says Freyn with a sly pun that signals Mr 
Merrick’s extension of Conrad’s theme: the 
equivalence between Cowley’s impover- 
ished compu-mind and the soullessness of 
the imperial project. Against the inner stasis 
of these two worlds, Freyn offers his ancient 
insight—the redemptive anarchies of intui- 
tion. Which is where the horses come in— 
mystical creatures that Mr Merrick loads 
with more symbolic meaning than they can 
convincingly carry. “Braids and braids and 
bloody braids of meaning”, says Freyn, and 
indeed the knotty cerebration expressed 
there does in the end overshadow the Con- 
radian transcendence to which this clever 
and, yes, interesting novel aspires. 








fae are two things to notice about 
this month’s bestseller lists. One is the 
continuing fascination of the Clinton-Le- 
winsky scandal. “Monica’s Story” by An- 
drew Morton is second on the non-fiction 
lists in both America and Britain. Top in 
America is George Stephanopoulos’s in- 
sider account of the Clinton White House. 
(Both books were reviewed in The Econo- 
mist of March 2oth.) What the lists them- 
selves do not show are the sales figures for 
these books, which tell a small story of 


What the world is reading 


their own. According to the publishers, 
635,000 copies of the Stephanopoulos 
book were printed, all of which have been 
shipped to booksellers, who have already 
sold more than 300,000 to customers. The 
Monica book has not done so well. In 
America, 400,000 copies were ordered for 
the first run, and another 350,000 for the 
second. That was over-ambitious, as only 
600,000 in all were shipped to the shops, 
leaving the publishers with a big over- 
hang. Otherwise, the non-fiction lists on 


self-help bestseller lists as well. And here 
is the second thing to notice: a small but | 
telling difference between American and | 
British ways of self-improvement. The 
American books are about dieting, staying 
healthy or improving your sex life: more 
things, in other words, to do. The British 
list, by contrast, has three books about 
staying calm and one book which attacks 
calm as a source of stress, all of which in 
their way suggest that it is still important 
in Britain not to get (too) excited. 


ine 


each side of the Atlantic reveal norealsur- | 
prises or newcomers. 


This month, we decided to show the 
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Fading attraction 


Britain is not attracting as many tourists as it should 


PRING is in the air and tourists in Lon- 

don are once again succumbing to the 
pleasures of being swamped by pigeons in 
Trafalgar Square, or peering over each oth- 
ers heads to watch the changing of the 
guard. Londoners, in turn, are starting their 
annual grumbles about the impossibility 
of getting a seat on the tube, as it heaves un- 
der the pressure of German backpackers 
and Japanese shoppers. 

But although Britain may look as 
though it is stuffed with tourists, it is in fact 
not doing as well as it should be. It remains 
the fifth most popular tourist destination 
in the world (see chart overleaf). But for the 
past three years, the number of visitors 
coming to Britain has been virtually 
static—despite continuing rapid growth in 
world tourism. The slowdown has not 
come out of the blue. Between 1980 and 
1990, international tourism to Britain grew 
at an annual rate of 5.7% compared with a 
world average of 8.5%. 

Since tourism is now the world’s largest 
industry, that has serious economic impli- 
cations. The 125,000 mostly small British 
businesses engaged in tourism employ 
1.75m people—more than agriculture, coal 
mining, steel, car manufacturing, aircraft 
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manufacture, food production and textiles 
put together. According to a recent govern- 
ment report, tourism has been responsible 
for creating one in every six new jobs over 
the past decade, and has also generated rev- 
enues of more than £50 billion ($79.5 bil- 
lion) a year, while bringing in 25m foreign 
visitors. 

A tourist industry which fails to live up 
to its potential will almost certainly cost 
many more jobs—but nevertheless attract 
much less comment and much less govern- 
ment support—than a failing car plant. Last 
week, the government is thought to have of 
fered BMW around £150m to keep Rover's 
car factory at Longbridge in Birmingham 
open. By contrast, funding for the British 
Tourist Authority (BTA) last year was 
£36m—just three times the amount spent 
by Virginia, a middle-sized American state. 

The current troubles of the British tour- 
ism industry are partly a result of the strong 
pound and recession in Asia. But years of 
benign neglect from officialdom have also 
taken their toll. Although Chris Smith, the 
culture secretary, insists that his depart- 
ment places “enormous importance” on 
tourism, its lowly status is reflected in the 
fact that it does not even feature in the de- 


partment’s full title of Culture, Media and 
Sport. Over the past 15 years, there have 
been at least a dozen ministers of tourism 
(officials have lost count) and the junior job 
has been reshuffled between three depart- 
ments, employment, trade and culture. The 
current incumbent is Janet Anderson, who 
is best known for promising while in oppo- 
sition that there would be “more orgasms 
under Labour”. 

A parliamentary report on the industry 
two years ago suggested trebling the govern- 
ment’s funding of tourism, which then 
stood at £35m. That recommendation has 
been ignored. In the latest settlement, fol- 
lowing last year’s comprehensive spending 
review, the BrA’s grant was instead in- 
creased to £36m. “We are deeply concerned 
that... tourism is subordinated in favour 
of more glamorous and trivial matters,” 
noted a follow-up report last year. 

Why should tourism be promoted by 
the state? The most persuasive argument is 
that it is a fragmented industry which re- 
quires help in marketing, research and 
strategy. Individual hoteliers or restau- 
rants, or even small towns, do not have the 
resources to finance an international ad- 
vertising campaign that would ultimately 
benefit them all. It is also an industry that is 
labour-intensive and generates a lot of for- 
eign currency. 

Admittedly, the tourist industry does 
benefit from public spending that does not 
come from the pot specifically labelled 
“tourism”. The British Tourist Authority is 
placing a lot of its bets on the millennium. 
All told, Britain will be spending £3.9 bil- 
lion on special projects to mark the year 
2000: £1.9 billion of this will come from the 
public purse, of which £400m will be 
splurged on the Millennium Dome in Lon- 
don. The BTA predicts that the millennium 
celebrations will boost tourist numbers by 
3m to 28.3m, and boost revenues from tour- 
ism by £2 billion to £14.5 billion. 

The industry believes that it has at last 
begun to get its case across to government. 
In the past six months, tourism chiefs have 
had two meetings with the chancellor. A 
government strategy paper, “Tomorrow’s 
Tourism”, has also been generally wel- 
comed, even if it is woefully short on specif- 
ics. Among its proposals are an annual 
tourism summit bringing together govern- 
ment and industry, new computerised 
booking and information systems and a 
new grading scheme for all hotels. 

But the government's tourism strategy 
also has some gaps. A particular complaint 
of the industry is the high rate of sales tax 
(VAT) in Britain. The 17.5% standard British 
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levy on hotel accommodation 
is the highest in Europe—three 
times higher than in France, 
Belgium, Spain, Portugal and 
the Netherlands. This is par- 
ticularly bad news given that 
the high cost of accommoda- 
tion is one of tourists’ most 
common complaints about 
Britain. A study by Deloitte 
Touche Tohmatsu, an accoun- 
tancy firm, found that coun- 
tries such as Ireland, which 
cut VAT rates on tourist indus- 
tries, were rewarded by rapid 
growth and little or no decline 
in tax revenues. 

There are also worries about domestic 
tourism. The declining appeal of many 
British seaside resorts is a problem. The 
number of people taking their main holi- 
day in Britain has fallen over the past 20- 
odd years: it was 27m in 1975, but only 
16.5m in 1996. Blackpool will never be able 
to match the sunshine in Benidorm. But 
making British seaside towns less tacky 
might attract higher-spending tourists. 

The government's new paper has lots to 
say on the need for depressed English re- 
sorts to regenerate, to adapt and to develop 
niche markets. But the document is silent 
about the bizarre ipsa of govern- 
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ment funding which has resulted in grants 
for the English Tourist Board being halved 
in real terms since 1991-92, even though 
85% of all visitors to Britain visit England 
exclusively. The current level of govern- 
ment spending on English tourism. is 24p 
per head of population compared with 
£3.78 for Scotland, £5.24 for Wales and 
£8.45 for Northern Ireland. The parliamen- 
tary committee comments: “It is ludicrous 
that England's tourist attractions should be 
undersold in this way.” 

Sir George Russell, head of the Northern 
Development Corporation, points out that 
while the government is happy to spend 
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_Prime-time gloom 


66 BEAN continues (as it always 
| has done) to produce the best ra- 
| dio and Ro in the world,” says 
© Chris Smith, the culture secretary, in a re 

port on television exports published on 
April 9th. This notion has comforted the 
nation’s dinner parties through years of 
grander failures. But it is challenged in 
that same report, commissioned jointly 
by Mr Smith’s department and a group of 
private-sector television distributors, 
which says: “Britain is not perceived by 
people in other countries to produce ‘the 
best television in the world.” 

The report, produced by David Gra- 
ham and Associates, a consultancy, came 
into being partly because the distribution 
companies wanted to air their grievances 

., about the difficulties of selling British 
__ wares abroad. At the same time, Mr Smith 
is keen to promote the idea that creative 
| industries are not just about national self- 
| expression, but are also a huge and grow- 
| ing part of the economy. He is worried 
about why television does less well 
abroad than, say, music. 

Despite individual successes, such as 
| “Teletubbies” and “Mr Bean”, Britain’s 
| television does not do well abroad. Amer- 
| ica, of course, dominates. But in the three 


biggest European markets, France, Ger- 
many and Italy, Britain does not even 
come second. And the United States, the 
world’s biggest market, still overwhelm- 
ingly prefers home-made programmes. 
British programmes, the report sug- 
gests, are too gloomy. Programme buyers 
The Economist has talked to agree. Tony 
Mendes of Sweden's Tv4 likes British pro- 
grammes, and Sweden is one of Britain’s 
better markets, but he says: “Some of the 
British series can look a little drab—you 
know, mineworkers in Liverpool living in 
housing projects, Mum’s drunk, Dad's out 
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millions in grants to attract a 
new factory to the north-east, 
very little is spent to advertise 
the attractions of the North- 
umbrian countryside—al- 
though an expansion in tour- 
ism might generate many 
more jobs than a semiconduc- 
tor plant. Sir George says that 
a tourist getting on a train at 
King’s Cross will see large 
posters advertising the beau- 
ties of Scotland, but nothing 
|| ontheattractionsofthe north- 
| east, That, he feels, is a direct 
‘| reflection of the lower spend- 
ing on tourism in England. 

Quite apart from money, how should 
Britain be sold? When Labour first came 
into office, it was very keen on the notion of 
“rebranding” Britain as a young and mod- 
ern country. A much-touted pamphlet by 
Mark Leonard, now head of a think-tank 
linked to the Foreign Office, suggested a 
tourism strategy that laid more emphasis 
on “Cool Britannia”, the Britain of “street 
fashion, London clothes markets, trendy 
bars, dressy clubs, way-out designers and 
artists, and a rich music scene.” 

Mr Smith, the culture secretary, initially 
strongly favoured this approach, but the 
tourism industry has mounted an effective 
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ofa job, the daughter's on drugs.” He tried 
“Coronation Street” as an afternoon pro- 
gramme, and it bombed. Francois Poiriet, 
head of acquisitions at France 2, is also | 
personally fond of British programming, | 
but says of British dramas: “They're very 
depressing. They are even more depress- 
ing than German dramas.” 

But it is not just the content that 
causes the problems. British programmes | 
are the wrong length, made in series too | 
short for the international market. Why? | 
Partly, the report suggests, because Brit- | 
ain’s television companies please them- 
selves, They are, it says, “uniquely secure | 
in their funding”—the Bac with its licence | 
fee, and rtv with a near-monopoly on ad- | 
vertising—and so do not have to pander | 
to commercial operators abroad. Part of | 
the problem, too, is the structure of the in- | 
dustry, in which the public sector and | 
regulation play a large part. The combina- 
tion of public-service obligations and 
commercial imperatives does not work 
very well. 

In response to the report, Mr Smith | 
has announced that he will chair an in- | 
quiry into the television-programme in- 
dustry to determine what is to be done. | 
There are solutions available—such as de- 

4 
l 


ege] 


regulating itv and shrinking the BBC— 
but Mr Smith may find them a touch too 
radical for his tastes. 
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rearguard action, arguing that avant-garde 
artists are never going to be as big sellers as 
history. Of course, there is no reason why a 
coherent strategy could not emphasise 
both aspects of Britain. But while it might 
be uncool to say so, the future of Britain’s 
tourism industry may still lie in the past. 

m 





Scotland’s elections 
They're off 


EDINBURGH 


ITH a blizzard of balloons, much 

revving up of “battle-bus” engines, 
and an outpouring of rhetoric, the cam- 
paign for next month’s elections to the Scot- 
tish Parliament got feverishly under way 
this week. Nobody can doubt the serious- 
ness with which Tony Blair is taking these 
elections—the balloons had hardly van- 
ished into the sky when the prime minister 
descended from an aeroplane on April 8th 
to make a jobs announcement in Glasgow 
before hurrying northwards to RAF 
Lossiemouth to praise the armed forces’ ser- 
vice in the Balkans and to undertake elec- 
tion meetings in Inverness. 

Mr Blair's determination to take a cou- 
ple of days out from dealing with the war 
against Serbia seems a little odd. After all, 
opinion polls show that Labour has estab- 
lished a clear lead over its main rival, the 
Scottish National Party (SNP). An 1CM poll 
published on April 4th suggested that in 
the two-vote proportional election system, 
Labour (on 47%) has a 14-point lead over 
the snp (33%) in the first constituency vote, 
and a 12-point lead (43%-31%) in the second 
regional vote. The Conservatives (on 10% 
for the first vote and 13% for the second 
vote) and the Liberal Democrats (9% and 
11%) remain also-rans. 

Translated into seats in the 129-mem- 
ber Parliament, this implies that Labour 
would have 60 seats against the sNP's 41, 
five short of an overall majority but enough 
for Donald Dewar, Labour's leader in Scot- 
land, to consider running a minority ad- 
ministration. Alternatively, ifhe did forma 
coalition with the Liberal Democrats, he 
would certainly be first minister. 

So why is Labour flinging everything it 
has got into this campaign? Indeed, so 
many staff have been ferried up from Lon- 
don that its Scottish headquarters is begin- 
ning to take on the proportions of the ma- 
chine it assembled at London's Millbank 
for the last general-election campaign. 

One reason is that the opinion-poll lead 
has been established only in the past 
month, since the budget, and could disap- 
pear just as quickly, particularly if the Ser- 
bian war (which Alex Salmond, the sNP 
leader, has roundly criticised as “unpar- 
donable folly”) goes badly wrong. 
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But it is also because of the difficulties 
of running a campaign in Scotland's four- 
party politics. For example, Gordon Brown, 
the chancellor, delivered on April 7th a 
scathing critique of the snP’s plans to put 
ip on the basic income-tax rate paid by 
Scots, in effect annulling the tax cut prom- 
ised by Mr Brown for next year. Yet the Lib- 
eral Democrats, in their manifesto pub- 
lished the same day, said that they agreed 
with the snp policy, which would provide 
the extra money they want to spend on edu- 
cation. And while the Conservatives are 
just as Opposed to the Nationalists as La- 
bour is, the Tories began their campaign 
with a series of posters billing Labour as a 
party controlled from London, echoing the 
“London Labour” message woven into all 
the sNP’s campaigning. 

The effect of these coinciding themes 





Dewar at full blast 


could well create an impression that it is 
Labour, not the snp, which is isolated and 
out of kilter with mainstream Scottish 
thinking, precisely the opposite of Labour's 
intended campaign message. This explains 
the frustrated complaint by Mr Dewar, 
launching Labour's campaign on April 6th, 
that the snp is concealing its goal of win- 
ning Scottish independence. Actually, the 
SNP is doing no such thing; Mr Dewar is 
more agitated that independence is not in 
the forefront of the campaign, for it is the 
one issue that isolates the snp from all the 
other parties. 





Northern Ireland 


Beyond use 


BELFAST 


FTER an Easter break for “reflection”, 
but after no real breakthrough on the 
decommissioning of 1RA weapons, North- 
ern Ireland’s politicians are to resume ne- 
gotiations on April 13th. All they got out of 


BRITAIN 


the exhausting pre-Easter talks in Belfast 
was a joint declaration from Tony Blair 
and Bertie Ahern, the Irish prime minister, 
containing phrases that might make it eas- 
ier for unionists and republicans to com- 
promise without losing face. 

At present, it is the republican side that 
looks in more danger of losing face. Gerry 
Adams of Sinn Fein had argued during the 
pre-Easter talks that David Trimble of the 
Ulster Unionists had no right to insist on 
any IRA decommissioning before inviting 
Sinn Fein to take its rightful place in the 
multiparty cabinet of the new Stormont as- 
sembly, in accordance with last year’s Good 
Friday agreement. The declaration accepts 
that Sinn Fein is right, on paper. But the 
two governments also seemed to accept Mr 
Trimble’s argument that he cannot sell a 
settlement to the unionists unless the IRA 
offers some move on arms. 

The pre-Easter declaration is designed 
to make this movement a little easier by 
careful wording. It does not ask for 1RA de- 
commissioning, merely for a “collective act 
of reconciliation”, in the course of which 
“some arms would be put beyond use”. 
Moreover, the arms would be put beyond 
use “on a voluntary basis”, albeit verified 
by the international commission headed 
by Canada’s General John de Chastelain. 
There would also be “further moves on nor- 
malisation and demilitarisation”, mean- 
ing a further reduction of the British army 
presence in Northern Ireland. 

Will this semantic ingenuity really help 
Mr Adams and Sinn Fein persuade the IRA 
to dispose of some of its weapons? Sinn 
Fein certainly has cause to feel isolated. 
Over the past year, Mr Ahern has shown in- 
creasing sympathy for Mr Trimble’s posi- 
tion. So has the spur, the bigger of the na- 
tionalist parties, since John Hume gave up 
front-line politics in favour of his deputy, 
Seamus Mallon. The British and Irish gov- 
ernments are gambling—largely on Mr 
Ahern’s supposed feel for the inner think- 
ing of republicanism—that this isolation, 
plus the declaration’s careful phrasing, will 
nudge the IRA into a concession that will 
enable Mr Trimble to form a cabinet and 
allow the new assembly to start work. 

But when? The declaration contains no 
dates. It says only that the collective act of 
reconciliation, like the nomination of Sinn 
Fein’s two ministers to the cabinet that Mr 
Trimble will lead in the new assembly, is to 
take place on “a date to be set”. Govern- 
ment officials say this might still happen 
before the end of June, even though over 
Easter republicans repeatedly ruled out de- 
commissioning and spluttered about the 
undue pressure being exerted on them. The 
assumption is that Sinn Fein can sell to its 
people the sort of concession that Mr 
Trimble has convinced everyone that he 
cannot sell to his. That may be too blithe. 
m 





57 








‘crated by referendum, override the 





Sunshine and showers 


ERHAPS it just shows a proper regard for the unfathomable 

sensibilities of the Scots and Welsh. But Bagehot is strangely 
unsettled to hear the Bsc telling its weather forecasters not to 
refer to the “national” weather when giving the outlook for the 
whole of post-devolution Britain. He supports devolution. Yet it 
seems that next month’s election of new parliaments in Scot- 
land and Wales is going to change Britain in ways big and small 
that not all of its citizens, especially the eight out of ten who live 
in England, have noticed. 

If you live in England and have not noticed, you have the 
excuse that—unlike the Scots, Welsh and Northern Irish (whose 
constitutional future remains perilously in abeyance this 
week}—your views on devolution 
were never sought in a referen- 
dum. The government justifies this 
omission on the ground that devo- 
lution will have minimal or at 
least manageable consequences 
for the government of England 
and for the central political insti- 
tutions of Britain. This is a fiction. 

For a start, next month’s trans- 
fer of power to Scotland and the 
other sub-nations is irreversible. 
Lord Irvine, the Lord Chancellor, 
says otherwise. He argues that 
nothing in what he likes to call the 
new “constitutional settlement” 
diminishes the sovereignty of Par- 
liament. What Westminster has 
made, it has authority to unmake. 
But this is true only on paper. In 
practice, the political facts, conse- 


legal ones. As Vernon Bogdanor, 
professor of government at Oxford 
University, has argued, the chief 
power of the Scottish Parliament is 
not even mentioned in the law 
that created it. This is the power to 
represent the people of Scotland. 
After next month, its first minister 
will speak for the Scottish people 
far more credibly than can anyone at Westminster. No British 
prime minister will dare to wrest that power back. 

Second, the people of Scotland will one day be.asked to vote 
on whether to become independent, a choice which must have 
profound consequences for Britain as a whole. Again, the gov- 
ernment denies this. Lord Irvine says that the Scottish Parlia- 
ment has no legal right to hold such a referendum, let alone to 
secede on the strength of one. But it would be a miserable de- 
mocracy in which the main opposition—presuming it were the 
Scottish National Party—did not one day form the government. 
The snp would then have every right except the legal one to put 
its independence question to the Scottish people. So—trust your 
columnist—the question would be put, whatever the law says. 

Third, what the government is pleased to call its new con- 
stitutional settlement is not settled at all. Yes, Scotland might 
reject independence. Voters in Quebec and Catalonia have so far 
been content with winning more power, rather than full inde- 
pendence, from Ottawa and Madrid. But the other lesson from 
countries with federal or quasi-federal constitutions like the one 





58 





Britain is.giving itself is that such systems provoke decades of 
tug-of-war between the centre and the regions. Until now these 
struggles have taken place out of sight: Devolution will not end 
them, merely force them abruptly into the open. 

This will have special resonance in money matters. Scot- 
land’s Parliament is to be responsible for most things except for- 
eign policy, defence, immigration, social security and macroeco- 
nomics, But its puny fiscal powers mean that its politicians will 
be calling the tune without paying the piper. The English will 
wax increasingly indignant over the fact that Scotland receives 
some 24% more public spending per person than England. The 
Scots will ask for control of social security, in the name of 
“joined-up” government and to 
undo the inequalities which they 
say Thatcherism inflicted on Scot- 
land against its will. 

Fourth, devolution will change 
the politics of Westminster. The 
number of Scottish Mps will even- 
tually fall. But this does not answer 
the West Lothian question (why 
should Scottish mps have a say 
over English education, health 
and so on when English mrs have 
no say over what happens in Scot- 
land?). There is also the question of 
what Scottish members of the 
Westminster Parliament will do 
there when their constituents start 
to take their troubles to their repre- 
sentatives in Edinburgh. Perhaps 
Scottish mps will concentrate on 
defence and foreign affairs? They 
already run both departments. 

Britain will discover that it has 
a constitutional court in the form 
of the judicial committee of the 
Privy Council, an obscure body 
that will be called upon to adjudi- 
cate the inevitable and possibly 
bitter tests of strength between the 
various parliaments and assem- 
blies. This will add to the pressure 
to create a proper supreme court, separate from the House of 
Lords. And the House of Lords, incidentally, will almost cer- 
tainly acquire members deputed from Scotland and Wales. 

There may in time be a civil war in the civil service. The gov- 
ernment says that the existing service, answerable to the cabinet 
secretary in London, can be the obedient servant of whatever 
combination.of parties happens to rule in Westminster, Cardiff 
or Edinburgh. But the moment a half-way assertive chief minis- 
ter takes office in one of the regions, he will want to appoint his 
own top civil servants to do battle with Whitehall..Moreover, 
Scotland and Wales will aspire to a foreign policy. Although the 
national government remains formally in charge, ministers ac- 
knowledge that the devolved administrations will form contacts 
with foreign governments, take part in EU negotiations and set 
up their own offices in Brussels. 

In short, Britain and its government are set to change after 
May’s elections in ways that are hard to predict and over which 
its people may feel they have little control. Just like the nation’s 
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Europe’s ailing drug makers 


BERLIN AND PARIS 


Like many of Europe’s small and medium-sized firms, pharmaceutical com- 
panies are coming under increasing strain. That is no bad thing 


UNNING a small drug company in 

France and Germany is a bit like suf- 
fering from a hereditary disease. It has been 
in the family for generations, and worries 
about passing it on to the children prevent 
a match with others. It uses up all your 
strength, and experts give you no more 
than a few years to live. 

Such a bleak prognosis is nothing new 
for small and medium-sized companies in 
other French and German industries, from 
brewing to banking. However, their domes- 
tic pharmaceutical industries have hitherto 
been sheltered by favourable government 
policies and a pill-popping medical cul- 
ture (see chart). Now the firms are coming 
under pressure from a squeeze on public 
health-care spending, changes in the way 
drugs are developed and growing compe- 
tition from foreign firms. Most face a slow, 
lingering death. But a handful are devoting 
themselves to export markets, niche prod- 
ucts and lowering their cost of capital—the 
sorts of things that all small and mid-sized 
firms across Europe need to think about. 

Whereas the drug industry has largely 
consolidated in America and Britain, in 
France and Germany it remains frag- 
mented. France has more than 300 
drug firms; even some of the biggest, 
such as Servier, Pierre Fabre and 
Fournier, are owned and run by 
French families. The German market 
is more fragmented still. Beneath the 
giants, such as Hoechst, sit a handful 
of medium-sized firms such as 
Schwarz Pharma, Stada and Merck 
KGaA, most of which are listed but 
controlled by families; and more 
than 1,000 small, unlisted family 
firms. Only half of all German drug 
firms have more than 100 workers. 

Such firms are a far cry from 
biotech’s bright sparks. Only 15% of 
the drugs sold by France’s small in- 
dependent firms were developed af- 
ter 1990. Most of their prescription 
drugs are off-patent and of little ther- 
apeutic value. Although some pri- 
vate French drug makers, such as 
Servier and Fournier, spend more 
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than 15% of sales on R&D, on a par with 
large multinational firms, most have mea- 
gre research budgets. According to Frédéric 
Lorre, a pharmaceuticals analyst at Euro- 
Staf, a business-intelligence firm based in 
Paris, the 33 main independent French 
drug firms have a total research budget of 
FFr4 billion ($656m), similar to that of 
France’s Rhone-Poulenc, which is merging 
with Hoechst. In 1996 and 1997, these small 
firms produced only two new drugs be- 
tween them. 

Small companies have managed to 
turn a profit largely thanks to the govern- 
ment, which has unquestioningly footed 
the drugs bill. In both France and Germany, 
most drugs are reimbursable, at least in 
part, by the state social-insurance system. 
In France, some drugs have been on the re- 
imbursement list for years, despite their 
therapeutic value having long been in 
doubt, says Philippe Cottet, an analyst with 
Crédit Lyonnais. The same goes for Ger- 
many, according to Martin Zündorf of the 
Association of Research-Based Pharma- 
ceuticals Manufacturers, which represents 
the country’s bigger drugs firms. 

Any threat of removing such products 
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from the list could soon translate into lost 
sales—and into layoffs. This is a big concern 
in economies beset by unemployment and 
powerful trade unions. France’s Pierre Fa- 
bre said in December that it would cut 179 
jobs in response to the recent “delisting” of 
one of its main products, a fish-oil formula- 
tion called Maxepa. According to Jean-Luc 
Belingard, its chief executive, the decision 
will cost the company roughly 5% of 
pharmaceutical sales. 

Yet more drugs will undoubtedly be 
taken off the list. The French government 
wants to cut health-care spending, and 
drugs are an obvious target: although its 
drug prices, which are set by the govern- 
ment, are among the lowest in Europe, the 
volume prescribed is 50% more than that in 
Britain (see chart), At the end of March 
French officials met to discuss shaving the 
health-care bill by delisting homeopathic 
medicines. Other initiatives include taxing 
drug companies on their sales promotion, 
limiting doctors’ freedom to prescribe, 
tracking patients’ drug use and boosting ge- 
neric drugs, which compete with branded 
medicines. 

In Germany, too, government 
spending controls are making life 
harder for small drug firms. A draft 
bill, expected in the summer, will 
probably include a new “positive 
list” of drugs that will be wholly or 
partially reimbursed in future. To 
qualify, drugs must have “proven ef- 
fectiveness”. Many products cur- 
rently on the list are likely to be 
crossed off(France is struggling to get 
a similar idea off the ground; Brit- 
ain’s NHS has operated such a list for 
over a decade). 

Firms with mostly domestic 
businesses (generally the smallest) 
will find these reforms hard to swal- 
low. They already worry that the gov- 
ernment will soon enforce a law re- 
quiring drug firms to re-register their 
drugs—which is expensive and time- 
consuming. Many small firms with 
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old drugs that they have never re-registered 
might find the expense crippling. 

There are few easy answers for smaller 
companies. The “bigger-is-better” rule of 
large firms does not apply to them, their 
managers insist. Owners are loth to lose 
control,'so mergers among like-sized firms 
are unlikely, according to Klaus Przybilla, a 
health-care analyst at Trinkaus & 
Burkhardt, a German stockbroking firm. 
Nor is acquisition by a large foreign drug 
maker likely, given the reform of govern- 
ment reimbursement. Indeed foreigners 
can be a threat: French drug makers, for in- 
stance, have lost 15% of their domestic mar- 
ket to foreign firms since 1975. 

Hence small fry with little in their pipe- 
lines have little hope. EuroStaf reckons that 
only about a dozen French firms have a 
profitable future as independent entities. 


A fix, quick 
One escape lies beyond national borders. 
Servier, France's largest private drug firm, 
now earns 70% of its revenue abroad; 
Fournier, based in Dijon, has boosted its 
foreign sales fivefold since 1991. Such firms 
have done well in Central Europe and Ja- 
pan, largely through joint marketing with 
local firms. America is also attractive, 
thanks to its high drug prices and market 
growth, but it has a demanding regulator 
and intense competition. Other specialists, 
such as homeopathic firms, have great 
hopes, given the interest in alternative 
medicine. Yet some have been burnt: 
Servier suffered when its obesity drug, 
Redux, was pulled by American regulators 
“because of nasty side-effects. As Philippe 
~ Guy of Boston Consulting observes, foreign 
expansion is risky for a company that is al- 
ready in trouble at home. 

So some firms are carving themselves a 
more distinct domestic niche instead. 
Boiron now controls 65% of France's ho- 
meopathy market, and it is unlikely to be 
challenged by the British or Americans, 
who have little expertise in this area. Pierre 
Fabre has diversified into an esoteric area 
of cosmetics. Lichtwer Pharma, a German 
firm, is selling herbal preparations that 
boost circulation and fend off depression. 
Also in Germany, Merck KGaA has become 
“arguably the company most dedicated to 
cancer treatment in the world,” reckons 
Karl Heinz Scheunemann, an analyst at 
Metzler Bank in Frankfurt. It has nine can- 
cer drugs in its pipeline. Stada, based in 
Bad Vilbel, is selling generic drugs, and has 
bought or allied with several firms in Italy 
and Spain, where the market for generics is 
expected to grow quickly. 

And a third group are setting them- 
selves up as middlemen. Foreign compa- 
nies that do not want to invest in large 
salesforces will instead buy the local knowl- 
edge of small European companies. Effik, a 
small Parisian firm specialising in gynae- 
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cological products, has taken on the mar- 
keting of larger firms such as: America’s 
Johnson & Johnson, and plans operations 
in Italy and Spain. Fournier also makes 
money by selling drugs for such. firms as 
Bayer which complement its own products. 

Others seek to be the middlemen be- 
tween biotech firms and the pharmaceuti- 
cal giants. Schwarz Pharma, a ‘middling 
German firm, has switched to what it calls 
“search and development” over the past 
two years. Having decided it has little edge 
in basic research, it now makes alliances 
with biotech firms that have promising 
products, but limited resources, and helps 
them through the later stages of research 
and marketing. “We are. essentially 
outsourcing the risk of basic research,” says 
Antje Witte, the investor-relations man- 
ager. The firm has signed eight interna- 
tional alliances so far, with such firms as Eli 
Lilly and Genentech. 

If firms are to develop new drugs, they 
will need outside capital. Many are waiting 
for the founder to depart before going out- 
side the family, but some are making plans 
even now. Pierre Fabre, who is in his 70s 
and has no heir, has brought in Mr Belin- 
gard to realign his beloved firm before 
floating it on the stockmarket. A bitter pill, 
perhaps, but one that small European firms 
in all manner of industries will have. to 
swallow if they wish to survive. 
ee "m 





German telecoms 


Very unGerman 


BERLIN 


ce E DON'T get up every day and 
think: ‘Whom are we going to buy 

today?’,” insisted Harald Stöber, the boss of 
Mannesmann Arcor, speaking at a dinner 
on March 22nd. Less than a fortnight later, 
it transpired that this was exactly the ques- 
tion going through his mind. With the tele- 
phone company’s DM2.25 billion ($1.25 bil- 
lion) swoop on the fixed-line business of 
o.tel.o, a struggling rival, Germany has seen 
its first big telecoms merger. o oo > 
The deal. underlines how. brutally 





























unGerman the country’s telephone busi- 
ness has become. Since the market was set 
free at the start of 1998 by a regulator deter- 
mined to foster competition, the pace of 
change has been frenetic. A price war has 
sent long-distance rates tumbling (see 
chart) and spread to international traffic. A 
whingeing Deutsche Telekom, the former 
state monopoly, has slashed prices, im- 
proved service and laid off staff. New oper- 
ators have sprouted, armed with clever 
marketing plans and rock-bottom prices. 
Now some predators have become prey. 

O.tel.o had been put on sale by its own- 
ers, Veba and RWE. New converts to share- 
holder value, the two German utilities de- 
cided it would not meet their profitability 
targets without a partner. O.telo had in- 
vested heavily in its own network, but 
messed up its marketing. Worst of all, its 
failure to let customers use it on a “call-by 
call” basis (without registering first) lost it 
potential business. Analysts expect it to lose 
money this year and next. “Someone who 
gets out of the starting blocks badly cannot 
win the race,” was how Veba’s boss, Ulrich 
Hartmann, explained the sale. 

Arcor is now the undisputed main rival 
to Telekom. With o.tel.o on board, it books 
33m minutes of calls a day, still far short of 
Telekom, but double that of any other rival. 
The deal also increases its 40,000km 
(25,000 mile) network of fibre-optic lines 
by a quarter, which will help reduce costs. 
But it must now streamline a company suf- 
fering from a weak strategy and bloated 
workforce: o.tel.o’s sales per employee are 
less than half those at Arcor. Analysts think 
o.tel.o could do with losing a third of its 
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2,800 employees. 

Further shake-ups loom. Deregulation 
has given Germany some 70 fixed-line tele- 
phone operators. At first there were profits 
to be made by renting Telekom’s lines and 
undercutting it. But as competition has in- 
tensified and Telekom has cut its own rates, 
margins have collapsed for smaller firms, 
especially those without their own net- 
works to run calls over. As prices have tum- 
bled, the rent such firms pay Telekom for 
line-access has remained steady. 

New entrants, such as Tel DaFax, debitel 
and Drillisch, are now considered merger 
fodder, as is Viag Interkom, which is part- 
owned by British Telecom. Holger Grawe of 
WestLB Panmure, a German stockbroking 
firm, reckons that the o.tel.o deal is the first 
splash of a merger wave that will leave Ger- 
many with no more than five full-service 
operators. 

That implies plenty of casualties. 
Among them might be MobilCom, which 
came close to buying o.tel.o. Last year’s 
stockmarket darling, but this year’s pariah, 
the firm cut its rates yet again after this 
week's deal was announced, this time by 
25%, in a bid to stem customer defections. 
But MobilCom is in a bind: although it 
thrived in the early free-for-all, it must now 
buy or build its own network fast, or it will 
struggle to keep up. That it will have plenty 
of company if it fails will probably be scant 
consolation. 





Shipping 
Arabian tights 


DUBAI 


N THE old days, Arabs, Portuguese, 

Dutch and British fought to control the 
shipping lanes ofthe Indian Ocean and the 
spice trade that plied them. Nowadays, the 
goods are more mundane: electronics on 
their way from East Asia to Europe, luxury 
imports making the return trip. But the 
competition to win a share of the shipping 
trade is almost as fierce. 

Dubai, which is the Gulf’s 
main trading entrepôt and 
claims to be the world’s tenth- 
busiest port, used to reign un- 
challenged as the main trans- 
shipment point between 
Europe and Asia. But now two 
completely new ports, one at 
Salalah in Oman and the 
other at Aden in Yemen, have 
opened for business, just as 
Asia’s economic slowdown 
has hit shipping. 

The logic behind the de- 
velopment of the new ports is 
unimpeachable. Dubai lies in- 
side the Gulf, three days’ extra 
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sailing. off the main route from Europe, 
through the Suezcanal, around the Arabian 
peninsula and on to India and East Asia. 
Furthermore, with the ever-present risk of 
war, insurance rates rise slightly for vessels 
passing through the Straits of Hormuz. 

Mainline ships that stop in either 
Salalah or Aden and send Gulfbound 
goods on by smaller feeder vessels should 
thus save time and money. East Africa and 
the Indian subcontinent are also only a day 
or two's sailing away. Already, Maersk and 
Sea-Land, two big shipping lines, have 
bought stakes in Salalah and said they will 
divert about 300,000 containers a year 
there from Dubai. The Port of Singapore 
Authority, meanwhile, is running Aden 
and has enticed two of its biggest custom- 
ers, APL and Pacific International Lines, to 
use the new facility. 

Yet Dubai Port Authority (DPA) shrugs 
off the threat. It may lie a little out of the 
way, but Yemen and Oman have disad- 
vantages too, its officials point out. Ship- 
pers will think twice, they say, before en- 
trusting cargoes to the kidnapping- and 
bombing-prone Yemenis; Salalah, stuck 
out in the desert hinterland of south Ara- 
bia, could never rival Dubai’s air- and sur- 
face-freight links, nor its status as an indus- 
trial centre. Sultan bin Sulayem, director of 
the DPA, argues that during the Iran-Iraq 
war, when new ports outside the Gulf such 
as Khor Fakkan and Fujairah set up shop, 
everyone wrongly predicted Dubai's de- 
mise—as they are again doing now. 

Perhaps. But whereas trans-shipment 
was growing fast so long as the Asian tigers 
boomed, pra’s volume increased by only 
2% in 1998. Shipping companies, com- 
planing that they send empty containers 
to Asia, are consolidating lines and forging 
freight-sharing alliances. Salalah port has 
not yet signed up any customers for its extra 
capacity that came on stream at the begin- 
ning of April. Aden, which opened at the 
same time, has yet to find enough takers to 
fulfil its first-year target of 500,000 contain- 
ers. Dubai has signed an agreement to man- 
age Beirut port as the first step in a regional 
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network designed to counterbalance the 
international reach of companies such as 
Sea-Land and the Port of Singapore Author- 
ity. Managers from all three ports mutter 
darkly about an impending price war. 

In the long run business may pick up 
for everyone. An end to the UN embargo on 
Iraq or a sustained increase in the oil price 
would bring huge amounts of extra cargo 
into the Gulf past Dubai, and Salalah and 
Aden would both profit from a consumer 
recovery in East Asia. With Salalah open 
only since December, and Aden for even 
less time, most shipping lines are still 
watching to see how efficiently the two 
ports perform. If they come within striking 
range of Dubai’s prices and turnaround 
times, the region will face the sort ofcompe- 
tition it has not seen since the heyday of the 
spice trade. 


infrastructure 
Off the rails 


ROME 


UNNING Italy’s trains on time is hard 
enough, but it is not as hard as build- 
ing the rails. This week the bosses of the 
state railway should have been popping 
open the spumante to mark the completion 
of the treno alta velocita (rav) high-speed 
link between Rome and Naples. The 
224km (140 miles) of line were due to be 
completed on April 8th. In fact, the tape 
will not be cut until 2002 or beyond. 
Not only is the TAv Italy's biggest pro- > 
ject, but it was also supposed to be proof of): 
the idea that private capital could help to 
bring the country’s creaking infrastructure 
up to scratch. With plenty of other de- 
mands on the state’s money and Italian 
borrowing constrained by its euro mem- 
bership, the country hoped private inves- 
tors might be its salvation. Too bad that the 
TAV has gone off the rails. 

Or rather that it never got on to them. 
When the Tav project was launched eight 
years ago, optimists were predicting that in 
1996 the first trains would be doing the trip 
from the capital to Naples in an hour, cut- 
ting the current journey time by almost 
half. When the line eventually stretches 
frorn Naples to Turin, Italy will have an en- 
gineering achievement worthy of the tradi- 
tion of Imperial Rome. 

The project's sponsors got carried away 
with the thrill of it all. Italy’s high-speed 
train would be brought in on time and 
within budget. Their enthusiasm was infec- 
tious. The backers included foreigners, 
among them Goldman Sachs and Salomon 
Brothers, two American investment banks, 
leaving the state railway company with 
only 40% of rav's share capital. 

Unfortunately, the project has gone 
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badly wrong. One problem was the deci- 
sion that Italy would not have a dedicated 
high-speed line, as in France or Japan, but 
would mix old and new track and rolling 
stock. Such systems bring the complica- 
tions of connections with the existing rail- 
way network, explains Umberto Bertele, 
TAV chairman. Another trouble is that the 
work keeps uncovering archaeological sites 
that need proper digging before the minis- 
try for cultural heritage gives the all-clear. 
Worse, however, have been the TAv's 
problems keeping local authorities sweet. 
The tracks cross 60 communes between 


Rome and Naples. Raffaele Coraggio, the 
chief engineer at Padulicella, asite about 
zokm from Naples, laments the bureau- 
cracy. As well as coping with the local Ma- 
fia, he has to fend off six mayors and doz- 
ens of officials with the power to block 
work on his six-kilometre section of track. 
Motorists on the autostrada from 
Rome to Naples can see the project taking 
shape as it follows the road’s line. Two- 
thirds of this section is now completed. The 
overall project will go north from Rome, 
and pass through Florence, Bologna and 
Milan, to reach Turin. Only a brave gam- 






bler would put money on its being finished 
within a decade. The odds are even longer 
against it being done within the current 40 
trillion lire ($22.2 billion) budget. 

Four ‘years ago TAVs managers were 
crowing about the project’s 25.6 trillion lire 
price. They were also forecasting profits in 
2002 and dividends as early as 2005. The 
bankers soon learned better. In early 1998 
they packed their bags and moved on, leav- 
ing the state railway as sole shareholder of 
the new line. Today Mr Bertele smiles wryly 
at any notion of profits. He just hopes that 
TAV will be able to repay its debt. 
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Classical records 
Allegro con brio 


PARIS 





Large record companies are full of gloom at the state of the classical-music 
business; but a couple of smaller rivals are making it work for them 


ERHAPS it is one trip too many to 

“Götterdämmerung”, but classical-mu- 
sic fans love a bit of doom and disaster. A 
perennial subject is the state of the record- 
ing industry. Look at the classical charts, 
they say, all hype and no Haydn. The top- 
selling “classical” CD of 1998 was the cod- 
Irish keening of “Titanic”, the soundtrack 
to the most popular film of the year. And 
there is much to set traditionalists’ teeth on 
edge in such acts as the Mediaeval Baebes, 
who jiggled up the British charts, or such 
oddities of the American hit parade as “The 
Mozart Effect for Babies”, designed to help 
tomorrow’s Californians to self-actualise. 

Yet, despite the fluff that clogs up the 
best-seller lists, it is the performers and the 
large record companies that are really suf- 
fering. Few musicians today can expect to 
record the central works of the repertoire 
for one of the big labels. With so many mag- 
nificent performances of the classical 
canon on sale, any new recording ofa Beet- 
hoven symphony, say, now competes not 
only with its contemporaries, but also with 
the greats of the past. Digital rernastering, 
which cleans sonic fuzz off old recordings, 
has only added to the challenge. 

Compact discs, which boosted record 


sales of new releases (much more apparent 
in the 1990s, thanks to accurate data com- 
piled from scanners at shop tills) have forc- 
ed recording firms to rethink their strategy. 

For the main labels, all now part of 
larger entertainment conglomerates, that 
has meant rationalisation. Chris Roberts, 
president of Universal Classical, recently 
bought by Seagram from Philips, a Dutch 


electronics firm, has cut staff by a third 
since he took over and terminated many 


musical contracts (to much Wagnerian 
wailing), but he has also worked to restore a 
distinctive~and complementary—charac- 
ter to the group's three famous labels. Previ- 
ously Deutsche Grammophon, Decca and 
Philips had sometimes released simulta- 
neous rival recordings of the same work. 
Marketing has changed too. It now fo- 
cuses on digging out jewels from the past or 
on developing wider audiences for a few 
contemporary stars through “cross-over” 
recordings aimed at people who would not 
normally buy classical music. Sony Classi- 
cal has taken this approach the furthest. Its 
ownership of the Columbia archives gives 
ita rich store of ancient treasures. As. well as 
issuing film soundtracks (including 
“Titanic”), it sells new recordings ranging 
from Yo-Yo Ma, its star cel- 





sales for a few years after 
their introduction as re- 
cord collectors replaced 
their vinyl Les with shiny 
new cps, have exacerbated 
the problem, since favour- 
ite recordings no longer 
wear out. Classical record- 
ings last year accounted for 
a mere 2.8% of $12.2 billion 
in total music sales in 
America, the world’s larg- 


list, playing Appalachian 
waltzes and tangos, to a re- 
cent release of chants by 
the Pope dubbed over 
new-agey tunes on a disc 
called “Abba Pater” (from 
the Aramaic, not the 
Swedish). 

Yet even among record 
companies the gloom. is 
not universal. Niche spe- 





est market, down from 








cialists, such as Harmonia 








3.7% in 1994. Dwindling 
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Mundi or EGM, are flour 





Mediaeval middle-brow 


ishing. They offer something rare to the 
small, but devoted, clique of core classical 
listeners who are no longer the focus of at- 
tention at the large labels. Hyperion, a Brit- 
ish label that is strong in early music and 
especially at unearthing the work of ob- 
scure composers who have never been re- 
corded before, happily admits that many of 
its releases do not cover their costs. The firm 
estimates that around 40% of its output 
pays for the rest, but it persists with the un- 
profitable 60% because Ted Perry, its 
founder, loves the music and the business. 

The other category to have boomed has 
been budget discs. Here, one name pre- 
dominates: Naxos. Founded in 1987 by 
Klaus Heymann, a German who was living 
at the time in Hong Kong, Naxos has main- 
tained its retail prices for CDs at a steady 
$5.99 (compared with a typical $16 for a 
full-price new cp) ever since its first re- 
leases, which included such popular 
classics as Vivaldi’s “Four Seasons”, with so- 
los played by Takako Nishizaki, who is 
married to Mr Heymann. 

By now its catalogue has grown to more 
than 1,700 titles. It is ranging into far-more 
adventurous territory, such as a project to 
record the complete works of Lutoslawski,a 
modern Polish composer. Naxos: main- 
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tains its low prices by making stars of the 
composers, rather than the performers (al- 
though the label's success is turning some 
regulars into minor celebrities) and paying 
only flat upfront fees, rather than royalties. 
An efficient, partly owned distribution net- 
work helps. 

Low prices encourage buyers to experi- 
ment. This draws neophytes into classical 
music and encourages collectors to 
broaden their taste, and has given Naxos a 
large share of the classical market—from a 
respectable 5% in America to a staggering 
70% in Sweden. Helping people to discover 
classical music through projects such as in- 
troductory books packaged with cps also 
makes commercial sense for Naxos. But like 
his counterparts at other labels, Mr Hey- 
mann frets about the decline of musical 
education, and the proliferation of com- 
peting demands on free time. 

Still, Mr Heymann is doing nicely out 
of his niche—and so, with all the compe- 
tition, are consumers. Classical-music fans 
may turn their noses up at the three tenors, 
but they have never been able to choose 
from so much good recorded music. 
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Gloom merchants 


TOKYO 


O" ICIALLY, this is a time for Japan to 
pull itself together. A newspaper 
campaign that began on March 17th, 
sponsored by such big companies as 
Toyota, Shiseido and Hitachi and includ- 
ing such foreigners as Citibank and 
Hewlett-Packard, features Shigeru Yosh- 
ida, a former prime minister, giving the 
nation a pep talk. “Cheer up, Japan,” im- 
plores Mr Yoshida, who helped lead the 
country out of its post-war depression. 
“People are saying bad things about Ja- 
pan. Why don’t we stop putting ourselves 
down, do something about it and restore 
our dignity?” 

Advertisers beg to differ. Although 
they once put a gloss on everything, the 
darker side of life is what now catches 
people’s attention. The television ad for 
Suntory mineral water looks as idealistic 
as it did ten years ago, featuring vistas of 
snow-covered mountains and a perfect 
Japanese family. The dialogue tells a dif- 
ferent story. A pretty mother sipping her 
Suntory water is talking about her daugh- 
ter’s divorce. “I feel sorry for her,” she says, 
as she watches her daughter, though she 
never says the word “divorce”, which 
would be too blunt for Japanese sensibil- 
ities. Tokuzo Ito, creative director at 
Dentsu, the agency that designed the com- 
mercial, says it “shows the world as a 
harsh place.” 


Japanese consumers 
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Feeling sorry for themselves 


TOKYO 


Japanese consumers may not be buying more, but they are buying differently 


F IS not surprising that some Japanese 
should be keen to escape a country 
mired in its worst recession since the war. 
When an American travel agency recently 
offered the world’s first holiday in space, its 
most enthusiastic takers were in Japan. 
Hundreds of people signed up to blast into 
orbit in 2001, despite the daunting cost of 
¥11.5m ($95,000) a head. 

If only the Japanese were willing to 
spend money on other things too, the coun- 
try might not be so depressed. Yet Japanese 
consumers have been resolute in their pes- 
simism. Impervious to incentive schemes, 
government exhortation and bank rescues, 
consumers have kept a jaundiced eye on 
rising unemployment and falling house- 
hold incomes. The latest figures for retail 
sales for February, were 3.5% lower than a 
year earlier. Rather than spend their way 


As well as atomisation, there is uncer- 
tainty. Ina commercial for Mitsui Marine 
and Fire Insurance, disembodied voices 
discuss some awful event. “Why him?” 
they say. “How could that happen to such 
a nice man?”. “I am glad it wasn’t me,” is 
the final nervous comment. And, as 
Mitsui is keen to point out, there is noth- 
ing fair about misfortune. In another of 





Happier times 


out of the gloom, most prefer to save for an 
even rainier day to come (see chart on next 
page). 

Yet years of insecurity have left their 
mark. The recession has affected not only 
the amount that Japanese buy, it has af- 
fected what they are looking for and what 
they choose—and probably for good. 

The first big change is at home. The tra- 
ditional Japanese house is small, bare and 
grey. But younger Japanese are turning 
away from the work ethic of their parents. 
Who can blame them, given the depressing 
prospects of the salaryman? Instead they 
aspire to a western way of life, with all the 
trimmings. Spending on western furniture, 
such as sofas and chairs, and on household 
goods rose by 23% in January. Do-it-your- 
self shops are springing up. 


Elsewhere, Tokyo's — self-proclaimed 





its bleak ads, a young girl’s dog bites a 
man who has been stalking her—he seems 
a particularly menacing figure in the 
world of Japanese advertising. Nasty 
though he is, the stalker wins damages 
from the girl. 

Nor are heroes what they were. A few 
years ago the marketing for Regain tonic, 
a high-energy drink, showed a business- 
man striding purposefully to the office to 
martial music, clutching a bottle of the 
power brew, ready to triumph in the cor- 
porate jungle. Today, Regain man is so 
worn out that, on leaving the house in the 
morning, he fills the dustbin with his 
briefcase rather than the household rub- 
bish, and then falls asleep on the train, al- 
most missing his stop. 

The new humility is appreciated. 
Sega, a video-games company, had great 
success with a television ad that tried to 
demonstrate the novelty of its new games 
console by rubbishing its poorly selling 
past products. The commercial featured 
an executive director, Hidekazu Yukawa. 
After overhearing two children saying 
Sega's video games are “uncool” and rav- 
ing about the PlayStation from Sony, 
Sega's deadly rival, Mr Yukawa gets drunk 
in a bar and is beaten up. The ad ends 
with him slumped bloodied in a door- 
way. “Stand up, Mr Yukawa,” commands 
the voice-over. Mr Yukawa has become a 
huge star, although Sega’s new games sys- 
tem, Dreamcast, has yet to prove itself No 
matter how clever the ads, you still have to 
get people to part with their money. 
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“creative life” store, Tokyu Hands, which 
sells everything from stained glass to scare- 
crows, is one of the few department-store 
chains now doing a brisk trade. It opened 
its 12th store, in Osaka’s Shinsaibashi dis- 
trict, on March 12th. Big department stores 
and home centres in shopping malls are ex- 
tending the floor space they give to garden- 
ing. Even companies not normally associ- 
ated with gardening are turning out 
products for the green-fingered. Kirin and 
Suntory, two brewers, are using biotechnol- 
ogy to produce new ranges of seedlings. 

The rising number of single-person 
households is also encouraging the Japa- 
nese to seek the companionship of pets, 
real, virtual and stuffed. The market for the 
pet industry, currently worth ¥700 billion- 
800 billion, could top ¥1 trillion a couple of 
years from now, with fussy owners splash- 
ing out on pet hotels, residential courses in 
toilet training and elaborate cremations. At 
the top end of the market, a golden retriever 
with a good pedigree can fetch ¥1m, though 
in what is perhaps another sign of eco- 
nomic hardship, breeders say that most 
customers these days want “economy 
dogs” such as dachshunds and spaniels. 

As the Tamagotchi showed, interactive 
pets can be even more popular than the 
real thing. The latest craze is pet-mail soft- 
ware, with virtual bears and bunnies deliv- 
ering e-mail to your friend’s pet and play- 
ing with it. Even plants are becoming 
human substitutes. Epoch, a toy company, 
is launching a ¥6,980 gadget in June that 
checks on the emotional state of your plant. 
If you clip Plantone on to your geranium, 
you will be able to see if your plant is feel- 
ing sad, and that your stroking its leaves is 
cheering it up no end. 

The recession is also causing the Japa- 
nese to mind their own health. Anxiety and 
economic uncertainty are driving con- 
sumption. Kazuhiko Kuwabara, head of 
consumer-trend studies at Dentsu, Japan’s 
biggest advertising agency, expects big de- 
mand for “lifestyle” drugs such as the anti- 
depressant Prozac. A new kind of hard-hit- 
ting realism is reflected in advertising 
about illness and ageing, subjects barely 
touched on before the recession. 

Sales of red wine, chocolate containing 
polyphenol (the ingredient in red wine be- 


64 








lieved to lower cholesterol) and healthy 
“near water” drinks such as Kirin’s Metabo 
are all booming. And men and women are 
keeping a careful eye on their weight, with 
body-fat meters especially popular gadgets. 
People are flocking to health clinics and 
spas; alternative medicine such as acu- 
puncture is gaining in popularity. 

As families restrict their number of off- 
spring, partly for economic reasons, chil- 
dren are also being pampered. Children’s 
ear-thermometers that take readings 
quickly and accurately are selling well, de- 
spite costing ¥10,000 each. Parents are also 
becoming sensitive to health scares. Books 
about a new category of “environmental 
hormone” that disrupts the human endo- 
crine system are popular. So too are glass 
and china babyware, as mothers grow sus- 
picious of plastics. Premium baby foods 
and educational correspondence are also 
in demand, as parents strive to give their 
darlings a head start. 


What really, really want 

The way the Japanese spend money has 
changed too. Branded luxuries continue to 
be sought after—even today there is a four- 











year waiting list for a ¥580,000 handbag 
from Hermès. But for most people, value- 
for-money is the buzzword. In a declining 
car market, mini-car sales are booming. The 
Suzuki Wagon R, which comes with a 660cc 
engine and a modest price-tag of around 
¥800,000, is Japan’s best-selling car. Utility 
wagons, seen as roomy enough for a family, 
and also safe and energy-efficient, are do- 
ing well. Meanwhile, Muji, which sells a 
range of well-made but non-branded cloth- 
ing, furniture and household goods, is do- 
ing brisk business. 

Being value-conscious does not mean 
that people spend less on everything. As ex- 
pense accounts shrink, people are spend- 
ing more on eating in. Hence convenience 
stores are delivering high-margin ready-to- 
eat meals rather than selling such staples as 
rice and milk. Toshifumi Suzuki, the presi- 
dent of 7-Eleven Japan, one of the most suc- 
cessful convenience-store chains, believes 
that much of the future growth of his com- 
pany will come through increasing its 
share of processed food, as well as by 
branching out into such conveniences as 
easing payments of bills, dispensing cash 
and parcel delivery. 

The new mentality stretches beyond su- 
permarkets. Discount furniture stores, 
found out of town, are rapidly taking sales 
from more expensive department stores. 
And cut-price domestic holidays are popu- 
lar, helped by the launch of budget airlines, 
such as Skymark. Apparently, space is not 
for everyone. 

When the Japanese recession eventu- 
ally ends, so will some of the financial con- 
straints on consumers. But as western re- 
tailers and manufacturers have learned, 
once consumers turn into bargain hunters, 
they tend to stay that way. 
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| on the walls is African and the magazines 


| out of them. Bet, the cable network that is 


Black power 


America’s sharpening racial divide may be good for Robert Johnson, head of Black 
Entertainment Television 


HE only white people visible at Black 
Entertainment Television (BET) are 
maintenance men. The suits in the confer- 
ence rooms are black and the executives 
chatting in the corridors are black. The art 


and books laid out for visitors are by and 
about blacks. Even the building is black. 
Robert Johnson, BEt’s chief executive, is 
making a point; but there is more to this eth- 
nocentrism than politics. American blacks 
may be poorer than whites, but Mr Johnson 
has discovered how to make good money 


still the most profitable bit of his fast-ex- 
panding company, is a sort of mtv for 
blacks: its programming, which consists 
mostly of music videos made by record com- 
panies, costs next to nothing. For advertisers 
aiming at blacks, it is the only place to go. 
BET was launched in 1979 after Mr Johnson borrowed a busi- 
ness plan for a cable channel for the elderly, and substituted the 
word “black” throughout. He started the company with his sis- 
ter, a tiny group of colleagues, and $500,000 from John Malone 
of tci, an American cable giant. Mr Malone has remained a 
friend, adviser, board member and minority shareholder. Mr 


| Johnson’s sister has not: she and two of BeT’s other original vice- 


presidents sued him when he took the company public in 1992, 
saying that he had promised them shares. The case was settled 
out of court. 

Mr Johnson did not have good relations with Wall Street ei- 
ther. After initial enthusiasm, analysts turned against the com- 
pany. They criticised it for investing too fast in too many new 
ventures; Mr Johnson retorts that “there is a discount applied to 
the real value of African-American businesses.” 

Last year, Mr Johnson took the company private again. He 
now has a lot of debt, a very profitable cable-rv network (see 
chart, based on the last figures before the company went private), 


| and the beginnings of a media empire along the lines of Disney 


or Viacom. BET has three television chan- 





nels, a magazine group, a book-publish- 
ing company it bought last year, an Inter- 


net joint-venture with Microsoft, called w- 9 + 10 








Black is beautiful 
Network operating profit* margins, 1997, % 


systems has made it hard for newer net- 
works to be distributed. Digital technology 
is now making space for competitors. 


Colour bar 
True, says Mr Johnson, but BET can move 


Somebody wants to create a 24-hour gospel 
channel? Too late: BET, using its powerful 
brand and its ability to cross-promote, is al- 
ready planning one. Small operators do not 
have such advantages, and building a big 
competitor from scratch would be difficult. 
A white company could not tap into black 
sensibilities as BET has; and, Mr Johnson 
maintains, a black competitor would find it 
hard to get access to the capital needed to 
compete. “Somebody would have to put all 
this wealth into the hands ofa black person. 
Who's going to do that?” Barriers to entry for 
blacks, in other words, are higher than they are for whites. 

BET has other advantages too. As the firm shifts from relying 
on music videos to creating more original programming, it will 
suffer less from the cost inflation that has hit other film studios 
and television networks. The main networks have seen their 
margins destroyed by rocketing star salaries that have inflated 
the cost of programming. BET can make films cheaply. Mr John- 
son is spending $1m for a movie that is going into production 
this year, about a quarter of the cost of an HBO movie—because 
there is so much black talent, and so little demand for it in Holly- 
wood. “Who's going to give a black woman a romantic lead?” 
asks Mr Johnson. “Because blacks are underutilised, many fine 
actors will gravitate towards our productions.” 

The way audiences are changing, too, looks like good news 
for BET. Broadcast television is losing its huge audiences; the 
mass is breaking up into fragments; niche channels are winning. 
Part of this trend is a growing divide between the viewing habits 
of blacks and whites. 

In the 1970s and 1980s, programmes such as “The Jeffersons” 


Show” (with a largely black cast) were 
hugely successful with audiences of all 


æ æ so | colours. By contrast, none of the big re- 





MSBET, a nightclub at Disney World in 
Florida which opened last year, a chain 
of restaurants, a clothing line and a 
range of make-up. This year Mr Johnson 
is starting a film studio to create more 
original content. When he took the com- 
pany private, it was valued at just over $1 
billion. By 2003, he says, it will be worth 
$2 billion. 

For his plan to work, however, Mr 
Johnson needs to retain his monopoly 
on black television advertising. Yet digi- 
tal technology could make Mr Johnson 
vulnerable to competition. The oldest ca- 
ble networks tend to be the most profit- 
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Source: Booz Allan & Hamilton *Eamings before interest and tax 


cent successes, such as “Seinfeld”, 
“Friends” and “Frasier” have black char- 
acters. According to figures from Nielsen 


grammes in white households last year 
came 15th, 91st and 93rd in black house- 
holds; the top three programmes in 
black households were 118th, 124th and 
7th—that was Monday Night Football— 
in white households. “White people 
don’t want to watch black people realis- 
tically,” says Mr Johnson. “They're happy 
with blacks as buffoons or sidekicks.” 
From society's point of view, that is . 

terrible shame. Fu. business at BET, it is 
just fine. 








able, because limited capacity on cable 
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(with a multiracial cast) and “The Cosby | 


swiftly into any new niche that appears. | 








Media Research, the top three pro- | 
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- Strong net profit growth for: |. dn mittions of dollars, except 1997* 1998 % 
a cix for-amounts per share) © change 
1998 to U.S.$2,961 million -=== a = 
Result before taxation: *** 
(+2 1 %). < insurance: operations 1,823 2,694 47.8 
~ banking operations 1,505 1,194 -20.7 
- Profit per share rose Net’ profit 2.447 2,961 21.0 
; T 
by 19.2%. oo Net profit per ordinary share 2.64** 3.15 19.2 
“4 Dividend per ordinary’ share 1.16 1.38 19.6 
- Dividend increased a F i 
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O Adjusted for the changes in the accounting principles: 
influence on published net profit +U.8.5381 milion 
: =influence.on published shareholders’ equity +U.S.$1,174 million 
ore Published 
mee Results: LS.$1.00 = NLG 1.9862 (average exchange rate) 
AA Assets and shareholders’ equity: U.S.$1.00 = NLG 1.8845 
(exchange rate on 3t December 1998) 






Despite the turbulent conditions in the financial markets, ING Group closed the year 1998 with good results. 
All core activities contributed to the net profit increase, with the exception of the international corporate & 
investment banking activities. Especially the operations in the Benelux reported favourable results. 

The total contribution of the acquired companies to net profit was U.S.$684 million, after deduction of finance 
charges: These contributions were made by BBL (U.S $581 million), Equitable of lowa (U.S.$81 million) and 
Furman Selz (U.S.$22 million). : 

Without non-recurring items of, on balance; US. $628 million: the operational net profit amounted to U.S.$2,334 
million (-3.5%). The non-recurring items were the profits: made on the sale of the non-life insurance operations 
in the US (U,S.$419 million), Libertel (U/S.$224 million), Kredietbank Belgium (U.S.$190 million) and credit 
insurer NCM (U.8.$27 million) as well as additions to special provisions for low interest rates outside the 
Netherlands (U.S:$167 million) and the Millennium Calamity Fund (U.S.$65 million). 

The net profit from the insurance operations rose by 49.2% to U.S.$2,138 million. Excluding the non-recurring 
items, the operational net profit. amounted to U.S.$1,813 million (+23.7%). Equitable of Iowa and higher sales 
results from equities, convertible bonds and real estate contributed to this increase. 

The global financial crisis depressed the net profi “from the banking operations, which decreased by 22.6% 
to U.S.$823 million. Excluding non-recurring items, an operational net profit remained of U'S.$521 million 
(-48.0%).. This decrease can be entirely attributed to thi non-recurring strong decline of the trading results and 
the extra additions to the debt provisions. The item Additions to the provision for loan losses of the banking 
operations increased’ by U.S.$582 million to U.S.$1 billion, of which U:S.$0.5 billion related to Asia and Russia. 
Assets under management went up by 45. 3% to U.S.$296 billion. 

Due to the uncertain economic conditions in several important markets, the Executive Board considers it 
premature at this stage to make a firm profit forecast for 1999. However, ING Group has a strong financial 
and commercial foundation. Therefore the Executive Board faces the future with confidence. 








www.inggroup.comi 
The annual report appears oñ20 April 1999 and cati-be obtained at the following address: 
ING Group, P.O; Box 810, 1000 AV Amsterdam, The Netherlands. 


Telephone: (+31) 20 541-54°71, fax: (+31) 20 541 54°51. e-mail orderWinggroup.com 





























Desperately seeking a perfect 


model 


America is widely held to be a clear winner in the world’s economic 
beauty contest. But have the judges really studied the figures? 


UPERMODELS beware: a serial killer is 

on the loose. In recent years, once popu- 
lar models from places as far apart as Swe- 
den, Germany, Japan and East Asia have 
all, in turn, been pronounced dead: Mean- 
while, the American economy has gone 
from strength to strength. The obvious con- 
clusion is that all countries, rich and poor, 
should adopt the American model of flexi- 
ble labour and product markets, and share- 
holder capitalism. But has America’s per- 
formance really been superior? 

It is true that most of America’s rivals 
are on the casualty list. A decade ago, many 
pundits urged America to follow the Japa- 
nese model to improve competitiveness. 
Now that same model is seen as fatally 
flawed. Only two years ago, the East Asian 
tigers were being paraded as paragons of 
economic virtue. Now, in the midst of de- 


GDP growth 
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pression, these countries are being widely 
condemned for crony capitalism. As for 
Germany's once admired social-market 
model, it is now often criticised as a Wirt- 
schaftsblunder that has been responsible 
for slow growth and high unemployment. 
Even New Zealand’s model, of which The 
Economist has been a big fan, has been 
looking somewhat sickly: it was the only 
rich country besides Japan that suffered 
from recession last year. 

Meanwhile, America’s performance 
has been unrivalled. Or has it? The Econo- 
mist has judged the big three economies on 
three measures: growth in output; pro- 
ductivity; and job creation. 

America has certainly thrived over the 
seven years from 1992 to 1998, with average 
annual GDP growth of 3.1%, compared with 
a feeble 0.8% in Japan and 1.7% in Germany. 
But these popularly touted numbers are 
misleading. First, since 1992 America’s 
economy has steadily expanded, whereas 
both Japan and Germany have suffered re- 
cessions. There is no easy way to strip out 
the impact of the economic cycle, but a 
longer period makes it easier to avoid com- 
paring apples with oranges: ten years takes 
in America’s most recent recession as well. 
And, second, America’s population has 
grown much faster than that of other 
countries, 

The single best measure of economic 
performance is growth in GDP per head: 
this has averaged 1.6% in America over the 
past decade, exactly the same as in Japan, 
and less than in Germany (see chart). Ger- 
many’s growth has been inflated by the 
boost from unification, but even after al- 
lowing for this, the country’s growth per 
head was broadly the same as America’s. 
True, Japan's 1.6% average growth was in- 
flated by a couple of years of its bubble, but 
then America’s economy currently also 
looks bubble-affected—with a high risk, 
therefore, of a sharp slowdown or recession 
at some stage over the next few years. It is 
also worth noting that the British economy, 
which has done the most to copy America, 
has grown more slowly than either Ger- 
many or France over the past decade. 






The second gauge of economic perfor- 
mance is productivity, an area in which. © 
America, it is claimed, is enjoying a mit. 
acle. Its level of productivity (Gop per © 
worker) remains higher than elsewhere, 
and in recent years the rate of increase has 
quickened. But over the past decade, Amer- 
ica’s productivity has grown slightly less ` 
rapidly than Japan’s, while Germany’s has 
grown twice as fast. It is true that America’s 
official figures. probably understate pro- 
ductivity growth, but such measurement 
problems affect other countries, too. 

The only area where America clearly 
outperforms is in our third measure, job 
creation: unemployment has fallen to only 
4.2% of the labour force, less than half Ger- 
many’s rate of 10.5%, and now, for the first 
time, below Japan's (probably understated) 
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rate of 4.6%. 

Overall, however, the notion that the 
American economy stands on top of the 
world is questionable. It is also vulnerable 
to criticism because of its wider income in- 
equality. It is often asserted that America 
has traded higher inequality for faster 
growth; yet over the past decade, average in- 
comes have risen by similar amounts in the 
three countries, despite America’s bigger 
income differentials. The richest 20% earn 
nine times as much as the poorest 20%, 
compared with a ratio of four times in Ja- 
pan and six times in Germany. Despite 
higher average incomes in America, the 
poorest 20% in Japan are about 50% better- 
off than America’s poorest 20%. 


Used models 

If America’s economy were now to go into 
recession, its “model” would come under 
fire from other directions as well. Does that 
mean that it is no better than any others? 
Not necessarily. There are several possible 
explanations for why America’s perfor- 
mance has been similar to its rivals’ over 
the fairly long term. In Japan and Germany, 
Gop per head lags America’s, so it is easier 
for them to grow. Catching up, by adopting 
technology invented elsewhere, is easier 
than being the economic leader. 


Second, the differences, as opposed to 
the similarities, between economic models 
tend tobe exaggerated. In their zeal to make 
a successful economy fit their favourite the- 
ory, economists of one persuasion or an- 
other are too quick to swallow myths about 
the nature of that economy. The most ex- 
treme example of this is East Asia. Free- 
marketeers once pointed at the region's 
rapid growth as proof of the virtues of mar- 
ket-friendly policies; many of them now 
blame its troubles on government med- 
dling in banking, industry and. trade—to 
which interventionists, in contrast, had 
previously given much of the credit. 

The successful part of Japan’s economy 
in the 1970s and 1980s~-meaning the ex- 
port sector—actually looked more like the 
American free-market model than the sup- 
posed Japanese blueprint of government 
intervention. Indeed, in some respects, Ja- 
pan’s government has meddled less than 
others: the country’s total tax burden is ac- 
tually slightly lower as a percentage of GDP 
than America’s, and it is much less than 
Germany's. 

Nor is the American model quite what 
it is advertised to be. For instance, despite 
its reputation as an unfettered market for 
corporate control, anti-takeover practices, 
such as poison pills, flourish—-and have 


even increased. 

Economic studies suggest that the best 
recipe for growth is a long one, but with no 
single magic ingredient: it includes high 
saving, low taxes, openness to trade, good 
education, the rule of law, and sound mon- 
etary and fiscal policies. Each model em- 
phasises particular ingredients, giving it 
particular strengths. Germany and Japan, 
for instance, offer better education than 
America and they have higher rates of sav- 
ing. The American model is the most suc- 
cessful job-creating machine, but Germany 
and Japan are better at combining growth 
with equality. Although the point is often 
stretched too far, different models may also 
suit different countries, given their various 
cultures. This may partly explain the cur- 
rent interest in the Dutch model (see box) in 
continental Europe. 

A third explanation of America’s rather 
modest performance over the past decade 
is that the ideal model changes with eco- 
nomic circumstances--and the American 
model might be only just coming into its 
prime. In the 1960s and 1970s Japan's high- 
quality training and lifetime employment 
helped to solve labour shortages and pre- 
vent disputes, and the cosy relations be- 
tween firms, banks and governments may 
have encouraged higher investment. To- 
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SUMMARY of economic models’ 

best and worst features: 
e The American model. Good points: 
flexible labour and product markets; low 
taxes; fierce competition; and share- 
holder capitalism, which puts pressure 
on managers to maximise profits. Bad 
points: wide income inequalities; low 
welfare benefits; poor quality of “public 
| goods”, such as primary and secondary 
| education; low investment and very low 
| savings rates. 
The Japanese model. Good points: life- 
time employment encouraged loyalty 
and high skill levels; public services, espe- 
cially education, of high quality; close re- 
| lations between banks and other firms; 
| corporate cross-shareholdings shelter 
managers from impatient shareholders, 
allowing them to take a long-term view of 
investment. This, it was once argued, gave 
Japan an advantage over American cap- 
italism, obsessed with short-term profit. 
Bad points: these “virtues” are now seen 
as vices at the root of the country’s prob- 
' lems: firms sheltered from the full force of 
| the market feel little pressure to use capi- 
__ tal efficiently. 
e The East Asian model. The region has 
long been an intellectual battleground 
for economists. Some saw East Asia’s 


The good (and bad) model guide 


rapid growth as proof of the virtues of 
market-friendly policies--low taxation, 
flexible labour markets and open trade. 
Others argued that South Korea’s indus- 
trial policy was evidence of the possible 
gains from selective government inter- 
vention. The truth is that there is no single 
“East Asian model”: economic policies 
vary hugely from relatively liberal Hong 
Kong to heavy-handed South Korea; from 
widespread government corruption in 
Indonesia to squeaky-clean Singapore. 
What the East Asian countries shared was 
an openness to trade and higher savings 
than in other emerging economies. 

e The German social-market. model. 
Good points: excellent education and 
training; a generous welfare state and 
narrow wage dispersion breed social har- 
mony; close relations between firms and 
banks assist high investment. Bad points: 
overly powerful trade unions, high taxes, 
overgenerous jobless benefits and wide- 
spread labour and product market. re- 
strictions have led to persistently high 
unemployment. 

e The Swedish model. Once advertised 
as a “third way” between capitalism and 
socialism. Good points: relatively open 
markets combined with a comprehensive 
welfare state, narrow wage dispersion 


and employment schemes that pushed | 
the jobless back into work. Bad points: ris- | 
ing inflation and recession increased the | 
budget deficit, and as unemployment 
rose, costly job schemes were no longer af- 
fordable; high personal taxes blunted in- 
centives to work. 

e The New Zealand model. Radical re- 
forms in the 1980s transformed the rich 
world’s most regulated and closed econ- 
omy into one of the most free-market, 
with the lowest tax rates, lowest trade bar- 
riers and widespread privatisation. Bad 
point: a big increase in inequality. 

e The Dutch model: Once an extreme ex- 
ample of Eurosclerosis, some now see the 
Netherlands asa model for the rest of Eu- 
rope. Workers have accepted smaller pay 
rises in return for more jobs; rules on 
part-time and temporary jobs have been 
relaxed; and social-security taxes have 
been trimmed. The result has been a dra- 
matic fall in unemployment—to 3.6%, 
compared with an average in the euro-11 
area of 10.6%, The Dutch model appears 
to offer a way to cut unemployment with- | 
out big cuts in the welfare state or wide | 
pay differentials. However, the headline 
jobless rate paints too rosy a picture: one- 
third of workers are part-time, the highest 
proportion in the rich world, and.an un- 
usually large number of people receive 
disability or sickness benefits and so are 
excluded from the jobless count. 
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day, however, flexible, price-sensitive mar- 
kets may be a bigger advantage in encour- 
aging innovation, especially given fast- 
changing information technology. 

Itis possible that, without economic re- 
forms, growth in Germany and Japan may 
lag behind America’s over the next decade. 
Equally likely, however, their growth rates 
could be slower for a different reason: a 
faulty diagnosis of America’s superior per- 
formance has encouraged some policy- 
makers to focus too much attention on mi- 
croeconomic policy (ie, economic models 
of how markets work) and to forget the im- 
portance of macroeconomics (monetary 
and fiscal policy). It is worth remembering 
that in the 1920s America’s economy 
looked a world-beater; in the 1930s it be- 
came a deadbeat, not because its model 
had changed but because of macroeco- 
nomic errors in monetary policy and trade. 

The immediate cause of the recent eco- 
nomic decline in Japan and the sharp slow- 
down in Germany is a slump in demand, 
partly due to over-tight monetary policies, 
rather than a slump in productivity growth 
due to structural defects. New Zealand's 
problems can also be blamed on a tight 
monetary policy at a time when the econ- 
omy was being hurt by the East Asian crisis. 
In contrast, America’s lax (perhaps too lax) 
monetary policy has fuelled rapid growth. 

As Paul Krugman, an economist at MIT, 
puts it: monetary and fiscal fine-tuning 
cannot turn an economic jalopy into a 
Porsche, but even a Porsche will not go far 
on an empty tank. With economic systems, 
as with cars, even the best models need 
good drivers and a supply of fuel. 





French banking 


Two into three 
won't go 


| ta A country that likes to sneer at Anglo- 
Saxon capitalism in its rawest form, the 
upheaval in French banking is shocking. 
Since Banque Nationale de Paris (BNP) 
launched a bid on March 9th for Société 
Générale and Paribas, two domestic rivals, 
France has been treated to a tooth-and-nail 
takeover battle worthy of Wall Street at its 
most brutal. And though the boards of both 
banks formally rejected BNp’s bid on April 
6th, the fun is far from over, since share- 
holders have yet to have their say. Michel 
Pébereau, BNP’s president, fights on. 

And what fun it is. French business 
deals are usually made over long lunches. 
Hostile bids are rare enough; a hostile bid 
for two banks is unheard of. Better, both 
SocGen and Paribas had, the previous 
month, already agreed to a merger them- 
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selves. The result has been the diverting 
spectacle of claim and counterclaim, as the 
opposing camps slug it out. 

The first counter-punch from the bosses 
of SocGen and Paribas was to insist that 
BNP’s bid could “not be described as 
friendly” (ie, it was hostile). This, BNP big- 
wigs points out, is a bit odd, since it had 
been talking to SocGen for some 18 months 
about a merger, and was on the point of 





Pébereau seeks Paris match 


choosing the bosses of a merged bank. The 
two were due to have another meeting on 
the very day that SocGen announced its 
deal with Paribas. 

Regulators are horrified by such Anglo- 
Saxon practices. Jean-Claude Trichet, gov- 
ernor of the Bank of France, the central 
bank, tried to get the three banks to sit 
down and talk; allowing a hostile takeover, 
he thought, would send entirely the wrong 
message to corporate France. But for want 
of a reason to object, the Bank of France (on 
March 29th) and all other regulators have 
now cleared the bid. Now the two sides 
must appeal to the shareholders. 

Which is why the most vicious 
skirmishes in the campaign have been over 
profitability—another break with French 
tradition. The markets have so far favoured 
BNP: all the banks’ share prices rose after its 
bid. Market capitalisation is what this bat- 
tle is all about. All three banks are small by 
European, let alone world, standards (“We 
are—what are those little people called?— 
dwarfs,” says the boss of one). 

BNP is claiming that it will improve 
their return on equity (ROE) from a touch 
under 12% (its own ROE) to 16% for the three 
together within six years. It wants lots of 
profitable retail business (which, together 
with SocGen, France’s most efficient retail 
bank, it thinks it could create). Markets love 
this sort of talk: it is through building its re- 





tail business and cutting costs that Lloyds 
TSB, Britain’s most profitable bank, has 
managed an average ROE of 30% over the 
past five years. 

Yet Daniel Bouton, SocGen’s boss, 
thinks that the two banks have too many 
overlapping branches to make such returns 
possible: in regulated France, you cannot 
simply close branches and sack people, 
which is, in part, how banks in America 
and Britain have increased returns. Fur- 
thermore, extracting profits from retail 
banking in a country dominated by mu- 
tual and state-owned banks is tricky. For his 
part André Lévy Lang, Paribas’ president, 
asserts that BNP’s offer is hugely risky, and 
lacks financial logic; nor, he points 
out,would it pay a premium over the banks’ 
current share prices. 

SG Paribas, as the two plan to call their 
merged entity, wants to have a combina- 
tion of retail banking (SocGen’s forte) and 
investment banking (Paribas’s). On March 
23rd they decided, on reflection, that their 
merger was even more wonderful and prof- 
itable than they had supposed: looking 
again, they had discovered more cost sav- 
ings, and lots of them. 

Incroyable, said BNP, not without jus- 
tification: it could not see how such 
synergies could suddenly be dreamt up. It 
sees things a little differently. There are, it 
thinks, synergies in retail banking. Al- 
though it wants to keep all the brands and 
branches intact, it says there are many 
benefits from natural wastage (the number 
of people due to retire is rising quickly) and 
from cost-cutting in technology, which ac- 
counts for most of its savings. 

Perhaps—only perhaps—this is better 
than nothing (and better certainly than its 
targets’ original proposal). But it is not with- 
out difficulties. BNP’s grand scheme would 
mean merging lots of businesses. Paribas 
comprises four: investment banking, 
shareholdings in other companies, asset 
management and a retail-lending outfit 
called Cetelem. SocGen has retail banking 
and an investment-banking business dom- 
inated by high-tech wizardry. Putting all 


these things together would be a Herculean < 


task at the best of times; in a hostile envi- 
ronment it would be positively Atlas-like. 
Nowhere more than in investment bank- 
ing. Although Paribas's investment-bank- 
ing business is, to be polite, lacklustre (it 
made an ROE of 0.1% last year) there is no 
reason to believe BNP when it says it would 
be better at managing this business. 

The battle may even—quelle horreur- 
allow a foreign suitor to enter the fray. Ger- 
man banks are keen to get into a banking 
market marginally less unprofitable than 
their own. Yet for all the claims of new- 
found devotion to shareholder value, this 
would surely be unthinkable. Some things 
in France are, even now, beyond the pale. 

= = =~ j -= a 





69 





FINANCE AND ECONOMICS 


Japan's stockmarket 
Fear of flying 


TOKYO 


T IS by now an unremarkable story. 

Shares in high-tech firms soar. Blue-chip 
exporters surge ahead. Investors rejoice. A 
brief lull to gaze at the ground far below, 
then onwards and. upwards again. Unre- 
markable, that is, save for one detail. The 
place is not Wall Street but the exuberance- 
free Tokyo Stock Exchange. Yet since the 
start of 1999, shares in Japanese companies 
have risen by nearly 22% in local-currency 
terms (see chart). Even in dollars, Japan is 
the best-performing rich-country stock- 
market in the world so far this year. 

The spring rally is now a fixture in Ja- 
pan’s stockmarket calendar. This is the time 
when the finance ministry calls on public 
funds to do their duty, by boosting share 
prices before the end of the financial year 
on March 31st, That way, the banks can be 
made to look a bit stronger, and the life in- 
surers a bit less likely to collapse. But this 
year’s rally has been different. The trust 
banks, through which the bureaucrats con- 
duct such “price-keeping operations”, have 
been strangely idle. So have other banks, in- 
surance companies, mutual funds and in- 


dividuals: The only enthusiastic buy- 
ers have been foreigners, who have 
been net purchasers of Japanese 
shares for ten weeks in a row. 

Foreigners are, it seems, placing 
two big bets on Japan. One is that the 
banks are on the mend now that the 
government has recapitalised. most 
of the big ones. Bank shares have 
risen by 50% from their troughs in 
October, accounting for more, than 
one-third of the market’s overall rise. 
The other bet is that big Japanese 
companies have at last become seri- 
ous about restructuring themselves, 
and will soon becomé more profit- 
able asa result. Kathy Matsui of 
Goldman Sachs, an American investment 
bank, counts 539 publicly traded: compa- 
nies (almost a fifth of listed firms) that have 
announced restructuring plans—129 in the 
past month alone. Not all of these plans 
convince, but when they do—at Sony, 
Nikko Securities and NEC, for instance— 
share prices have soared. 

Yet neither bet seems safe. Although 
Japanese banks are providing against bad 
loans, it will take several years to clean up 
their books, and they will continue to suffer 
from overcapacity, poor profitability and 
shoddy management. It is notable that not 
one barik boss has been fired. 















four primary reac- 
tions: denial, sadness, anger, jac’ 4 
withdrawal, Be certain to 
recognise and acknowledge * 
the employee’s feelings... eo 
Notify your Human Resources %Æ 
Generalist if you anticipate strong 
reactions. If necessary, he/she will alert 
Security and Medical.” Thus Chase Man- 
hattan to its managers, after its merger 
with Chemical Bank, which destroyed 
10,000 jobs. Being sacked is a rotten busi- 
ness. So is being given the boot or the 
kiss-off, being canned, axed, bagged, 
fired or merely shown the door. 

The pain is not likely to be assuaged if 
the announcement is wrapped in corpo- 
rate euphemism—this week’s subject in 
our occasional series, “beating the jar- 
gon”. There is, first, the sort of thing 
boards tell the world they are doing. 
They may be “downsizing’—or, more 
positively, “rightsizing”. Their business 
may be delayered, as luckless middle 
managers, the folk who know how to get 
things done, are “given the pink slip”. 

The bigger scope for semantic soph- 
istry comes when the Human Resources 
Generalist summons the hapless em- 
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_ So many ways to say goodbye | 


ployee. The lucky ones may 
merely be “kicked upstairs”. If 
they are on the board, or in 
some other relatively im- 
pregnable position, a British 
z k4  human-resources director will 
suggest that they “take garden- 
ing leave”—-continue to draw a sal- 
ary but stay away from the office. To 
avoid embarrassment, the company 
press office may tell the world that the 
booted-out one plans to “spend more 
time with his family”, or perhaps that a 
consultancy contract has been arranged. 
His curriculum vitae will eventually de- 
scribe this as a period when he “put his 
career on hold”. 

For other staff, no such verbal fig- 
leaves will be available. These unfortu- 
nate souls will be:“counselled on”, or 
will “go into repositioning”. Some will: 
see the outplacement adviser; others will 
be urged to “develop their career else- 
where”. No wonder their reactions some- 
times provoke a need for the attentions 
of Security and Medical. 

This column, too, has decided to.ex: 
plore other opportunities for-its talents...” 
It is therefore being let go--or, if you in- 
sist, getting the chop. Goodbye: 


Ka 
Ò 
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Nor is corporate restructuring an un- 
mixed blessing. The prospect of higher 
profits may justify richer share valuations, 
but widespread restructuring could further 
reduce demand. The latest Tankan survey 
of business conditions was only margin- 
ally less gloomy than its predecessors. 
There is a risk that consumer spending will 
fall further as businesses sack workers, At 
4.6%, unemployment is already at a record 
level. This week Taichi Sakaiya, head of the 
government’s economic planning agency, 
suggested that it would soon rise to 5.2%. 

Richard Jerram of ING Barings, a Dutch 
investment bank, points out that it is not 
unusual for economies to recover even as 
unemployment, a lagging indicator, rises-~ 
ithappened in Britain in 1981 and in Amer- 
ica ten years later. But in Japan, the struc- 
tural changes that big companies are going 
through—from a system offering lifetime 
employment to something much less 
cosy--has come as a nasty shock. Also, Japa- 
nese wages are more flexible than Ameri- 
ca’s or Europe’s because a big part of the pay 
packet comes in the form. of twice-yearly 
bonuses. This year, winter bonuses were 
miserable. 

But foreign investors may not in fact be 
putting much faith in Japan’s economic re- 
vival. Rather, they may just be scared of 
missing out on a stockmarket rally. With 
the Dow around 10,000, the ground really 
is a long way down on Wall Street. At least 
in Japan there seems to be less far to fall. 


Internet banking 


Late developers 


USTY Britons console themselves that, 
_ though they may lag behind America in 


matters financial and technological, at 


least they are far ahead of their continental 
cousins. This might be consolation—~if only 
it were true. Yet, with a few exceptions, Brit- 
ain’s banks have been notoriously:-shy of 


“electronic “banking, concerned that it 


would increase costs and worry their share- 
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> BecausèēJones Lang LaSallė rolls off the tonĝue quite nicely. 


Jones Lang Wootton and LaSalle Partners are pleased to announce 


we've Merged to form the pre-eminent real estate force. Our stock 
symbol and web address have also merged: 


> our New York Stock Exchange symbol is now JLL 
> our web address is now www.jonesianglasalle.com 
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FOUR SEASONS 
KE lel. and. Resort 


magine if every business stay went better than planned. Imagine if all your dining experiences were flawless, evåif in your room. 
‘magine if your smallest needs were not only met, but anticipated. From Tokyo to Singapore, each and every time you visit. Sound 


yerfect? Consult your travel counsellor, visit www.fourseasons.com or, in Hong Kong, call 800-96-8385; in Singapore, call 737-3507. "N 





WHEN THE TOUGH GET GOING. 


Looking for clear directions for your international employee benefit 
plans? Swiss Life is the way to go for coordinated global programs and 
real financial savings. As the world's leading international network of life 
insurers, we're never far from where you need us. And every Swiss Life 
Network Partner is a local leader, with the expertise, flexibility and ser- 
vice capabilities to meet your most challenging insurance and benefit re- 
quirements. It's a sign of the times that more and more top multinationals 
follow the Swiss Life route. Call us in Zurich on +411 284 3797, or 
contact your local Network Partner. It can be tough out there. But with 


Swiss Life, you're never on your own, 
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CMG Asia Life Assurance Ltd. 
38/E. & 39/E., Hopewell Centre 
183 Queen's Road East 
Wanchai 

Hong Kong / PR. China 
Telephone: +852 2861 4000 
Telefax: +852 2302 0173 


Kuo Hua Life 

42, Sec. 2, Chung Shan N. Rd. 
Taipei / Taiwan R.O.C. 
Telephone: +8862 2562 1101 
Telefax: +8862 2531 6010 


Swiss Life International 
Services Asia Pacific 

Level 7, 70 Phillip Street 
Sydney NSW 2000 / Australia 
Telephone: +612 9251 6911 
Telefax: +612 9251 6862 
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holders. Where they have introduced it, 
many have opted for ec banking, using 
proprietary software, which makes it easier 
to lock in customers, rather than open-stan- 
dard Internet banking. But this fear of the 
Internet may be about to recede, 

Enba, a young technology company, 
hopes to offer Internet-banking services in 
Britain from Dublin, perhaps in partner- 
ship with established banks-—it does not 
have a banking licence of its own. And 
three big firms have just said that they will 
offer. customers free Internet access: Citi- 
bank, a global bank; Barclays, one of Brit- 
ain’s biggest banks; and Egg, the direct- 
banking arm of Prudential, Britain’s 
biggest life insurer. 

Barclays’s move has some symbolic sig- 
nificance. Just two years ago it was trumpet- 
ing its proprietary pc-banking service as 
“the key to the future”. By now becoming 
an Internet service provider (isp) it has rec- 
ognised that, properly used, the Internet 
can be more than just a marketing tool or 
another distribution channel. 

These moves may be enough to dispel 
the suspicion with which online banking, 
despite its success in continental Europe 
and America, has-been viewed in Britain. 
Some 7.5m American households bank 
online. One pioneer, Bank of Boston, says it 
has about 375,000 online users, more than 
in all of Britain. France and Spain are well 
ahead of Britain too. 

Britain’s banks, which have bigger mar- 
ket shares than most rivals in America and 
Europe, have been frightened of 
cannibalising their own customer base. 
Why make it so easy for customers to com- 
pare terms and conditions, and to see what 
fat margins British banks make? That may 
be why smaller banks, with less to lose, such 
as First Direct, Bank of Scotland and, before 
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| Spoilt for choice 


UTUAL funds in continental Eu- 
| rope have long been run as a cosy 
_ cartel. But last month, the private-bank- 
| ing arm of Credit Suisse, regarded as one 
| of Zurich’s more staid and secretive insti- 
; tutions, broke ranks. It started offering 
| clients not only its own funds but more 
than 1,000 run by such rivals as Fidelity 
and Goldman Sachs. Investors can now 
shop around on Credit Suisse’s “fund- 
lab” website, and buy the funds at, or 
even below, the cost of buying from the 
fund group itself. In Europe, among large 
banks at least, such openness is little 
short of revolutionary. 

Americans and Britons tend to buy 
funds through independent brokers or 
fund “supermarkets” such as Charles 
Schwab's. But continental Europeans 
usually buy from their banks, which 
push their own products. Third-party 
funds, if available at all, usually cost 
more. Magnus Spence, of Sector Analy- 
sis, a London market-research firm, reck- 


pasate 


ons that, in big European countries, less 
than 1% of assets under bank manage- 
ment are in third-party funds, although 
he thinks that will change. 

Burkhard Varnholt, managing direc- 
tor of Credit Suisse Private Banking, 
wants to be ready—and he started prepa- 
rations a year ago, inspired by an article 
in The Economist on the effect of the car- 
tel. The risk of his open approach is the 
loss of some management fees to other 
fund managers. But the benefit is the ap- 
peal to “smart money”—savers who de- 
mand choice in their investments. Soon, 
says Mr Varnholt, the competition will 
come not only from other banks, but 
from fund boutiques and Charles 
Schwab-style supermarkets. 

Barely one month old, this new strat- 
egy seems to be working, Over £100m 
($160m) of net new money has already 
flooded into Credit Suisse’s hands, five 
times more than usual. Not as cosy as a 
cartel, perhaps, but far more exciting. 





its takeover by Lloyds, rss, have led the way 
with pc banking. 

In a recent survey, the reasons that Brit- 
ish banks cited for offering online banking 
were largely defensive—customer demand, 
competitive pressures and so on. None 
listed cost saving as a motivation. It is easy 
to see why. With rare exceptions—such as 
Citibank, which claims to have broken 
even—few Internetbanking operations 
have made money on their own. Many 
banks use their own information-technol- 
ogy people to develop their online-banking 
service, which can be expensive. And for the 
past few years they have had other head- 
aches to worry about as well, such as the ad- 
vent of the euro and the millennium bug. 

Banks have also had concerns about se- 
curity over the Internet. That was why 
NatWest, a British bank, rejected Internet 
banking. In January it launched a pc-bank- 
ing service, after a trial of nearly two-and-a- 
half years. However, it is now “studying” 
Internet banking—-an admission, perhaps, 
that it made the wrong call. 

Although it is a latecomer, experts now 
expect Britain to start to close the gap with 
America (see chart). The massive response 
to Egg, Prudential’s pc-banking arm, 
proved what banks in other countries have 
long known: there are already plenty of 
wealthy online customers with money to 
invest. And the market is likely to grow rap- 
idly. Dixons, one of Britain’s biggest electri- 
cal retailers, has launched a free Internet ac- 
cess service, as have such copycats as Tesco, 
a supermarket chain. And just a few years 
hence, wireless interactive access devices, 


such as smart mobile telephones and 
handheld computers, are expected to offer 
easy Internet access on the move. 

Enba reckons that Internet banking 
will fundamentally alter the economics of 
banking. Because it has no branches, it ex- 
pects to keep its costs far below those of es- 
tablished banks. For that reason, the tech- 
nology should enable banks to offer keener 
interest rates, as well as such services as im- 
mediate transfers of funds. Britain's big 
banks may have to put aside worries about 
cannibalisation: if they don’t eat their own 
lunch, someone else might eat it for them. 
prere „M 





Retailing 


Selling power 


UROPE’S regulators are all over the 

shop. For years they were sold on the 
idea that it was fine for retailers to get big- 
ger. But retailers have now become so big 
that competition watchdogs are having sec- 
ond thoughts. Britain’s Monopolies and 
Mergers Commission is to investigate 
whether British supermarkets are selling 
shoppers short. And the European Com- 
mission is also looking into whether retail- 
ers are taking advantage of both consumers 
and suppliers. None too soon, according to 
a new study published in the latest issue of 
the journal Economic Policy. 

European retailing is now big business. 
Ranked by turnover, 18 of the top 100 Euro- 
pean companies are retailers. Nine of the 
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world’s top ten food retailers are European, 
though America’s Wal-Mart is by far the 
world’s biggest. Europe’s biggest retailer, 
Germany's Metro group, had a turnover of 
$52.1 billion last year; Britain’s biggest, 
Tesco, is the country’s fourth-largest firm. 
Retailing is also becoming more concen- 
trated. Europe’s top ten grocers had a mar- 
ket share of 36% in 1997, up from 28% in 
1992. In Britain the top five grocers had 
64% of the market in 1996. 

Until recently, few fretted about the in- 
creasing dominance of a handful of retail- 
ers. After all, bigger often means better. Sta- 
dium-sized supermarkets should be more 
efficient than tiny local stores. Large retail 


chains can take advantage of economies of 
scale in storage, logistics and the like. And 
just as unions can be a counterweight to 
powerful employers, so big retailers can se- 
cure better deals from mighty manufactur- 
ers. Their savings should be passed on to 
consumers—so long as they risk losing cus- 
tom to their rivals if they raise prices. 

But that model now looks out of date. 
As the study’s authors, Paul Dobson of the 
University of Loughborough and Michael 
Waterson of the University of Warwick, 
point out, many retailers now dwarf their 
suppliers, just as unions have sometimes 
become more powerful than employers. 
Retailers may thus be able to impose unfa- 
vourable terms on their suppliers that re- 
strict competition. Indeed, even the biggest 
manufacturers now have to pay for space 
on supermarket shelves. 

This often benefits retailers more than 
it does consumers. According to Messrs 
Dobson and Waterson, retail margins are 
rising, particularly in Britain. OECD figures 
show that European prices remain much 
higher than America’s. True, the Internet 
may eventually dent retailers’ margins. But 





for now, retail competition is often sorely 
lacking. Prime locations are scarce, so stores 
often have a local monopoly. Retail chains 
with an established distribution network 
have a big advantage over any potential 
new competitors. And retailers are no 
longer just sales outlets. Consumers now 
sometimes care as much about where they 
shop as about what they buy, Shops increas- 
ingly provide extra services, such as child- 
care facilities. And retailers’ proprietary 
brands are gaining ground at manufactur- 
ers’ expense. 

Antitrust authorities have plenty of 
catching up to do. To start with, they could 
reconsider some of the blanket exemptions 
from European competition law enjoyed 
by, for instance, car showrooms. They could 
also review licensing and planning restric- 
tions that often buttress retailers’ local 
monopolies. And they should follow Amer- 
ica’s lead and scrutinise retail mergers and 
market dominance more closely. Super- 
markets have long sold themselves as shop- 
pers’ friends. Trustbusters should set little 
store by such claims. 








Needs a wash 


Mo islands might like to be con- 
sidered havens. But Antigua, in 
the Caribbean, was not pleased when the 
us Treasury told it on April 7th that 
weakened controls over money launder- 
ing threatened to make it exactly that. 
The American decision means that all 
American banks and financial institu- 
tions will have to apply “enhanced scru- 
tiny” to customers’ dealings there. Any 
activity reported to the Treasury will be 
| treated as “suspicious transactions”. For 
| Antigua’s offshore banks, this is hardly 
| good for business; and the government 
| at once promised reform. 

A tough approach has worked before. 
Three years ago, the Seychelles, in the In- 
dian Ocean, was forced to drop an outra- 
| geous proposal that would have given in- 
vestors of $10m or more immunity from 
extradition or from having to forfeit 
their assets. 

Why Antigua? Certainly, the island’s 
financial sector has had problems. At 
least nine of the island’s 50-odd offshore 
banks have been closed down. When the 
so-called European Union Bank col- 
| lapsed in 1997, the founders absconded 
| with $10m in depositors’ funds. A direc- 
| tor of the Caribbean American Bank has 
| been convicted of laundering $3.4m- 
| worth of fraud proceeds. The Americans 
| say that their requests for assistance in 
such investigations have been frustrated 
by strict bank-secrecy laws. Only last 


month, the island was picked out by the 
State Department as “one of the most at- 
tractive centres in the Caribbean for 
money launderers”. 

The immediate catalyst for America’s 
move was legislation passed by Antigua 
in November. The Americans reckon 
that, although it is ostensibly intended to 
make money laundering harder, it actu- 
ally undermines international efforts to 
crack down on the crime. They point to 
Antigua’s new International Financial 


Attractive offshore anchorage 








Sector Authority, which must be in- 
formed of any money-laundering inves- 
tigation. Yet, curiously, its board in- 
cludes representatives of the two biggest 
offshore banks. The new rules allow the 
banks to take large bundles of cash into 
and out of the country without declaring 
them. And responsibility for a money- 
laundering offence is now limited to | 
staff who are directly involved. 

By definition, offshore finance deals 
with money from other countries, and so 
attracts the attention of their regulators. | 
Antigua is unlikely to be the last place | 
they decide to take to the cleaners. 
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Unfinished battle 


Over the past 20 years, the cause of economic liberalism has advanced all 
over the world. Will the trend continue? 


TE revival of liberal economics in 
both thought and deed during the 
past two decades is something most peo- 
ple now take for granted. Seen in its his- 
torical context, however, it has been an ex- 
traordinary event~as an excellent new 
book by David Henderson, formerly the 
chief economist at the OECD, makes clear. 
In “The Changing Fortunes of Economic 
Liberalism” (published in London by the 
Institute of Economic Affairs), Mr Hen- 
derson quotes Eli Heckscher, one of the 
century’s great liberal economists. Writ- 
ing in the early 1930s, Heckscher thought 
it was all over for liberal capitalism, 
which “after a period of dominance that 
represented a very short time in world 
history, gave way... to newer systems.” 
For a time, what followed seemed to con- 
firm the judgment: the depression, the 
second world war, the rise of the modern 
state in all its awesome power. 

Yet since the end of the 1970s the pat- 
tern has shifted. Governments have 
privatised state-owned enterprises; put 
public services out to tender; deregulated 
utilities and other industries; slimmed 
their bureaucracies; and struggled to cut 
taxes and public spending. In the interna- 
tional sphere the liberalising trend has 
also accelerated, with initiatives such as 
Europe's single market, NAFTA, and above 
all the Uruguay Round of Garr talks that 
gave birth to the wro. 

The record remains patchy, to be sure. 
In most countries public spending is not 
rising as quickly as it did before 1980, but 
it has not fallen. Some parts of the econ- 
omy (notably education, health, pensions 
and labour markets) are still dominated 
nearly everywhere by public provision 
and/or heavy regulation. But nobody 
would deny there has been a change of di- 
rection. What caused it~and will it last? 

One explanation looks to technology. 
The story has many (mutually compat- 
ible) variants: “television and the fax ma- 
chine brought down the Berlin Wall”: 
“modern computers and telecommuni- 





cations make capital controls impossible 
to enforce”; “networked multinationals 
are creating a borderless world, forcing 
governments to compete for investment’. 

Another approach, which greatly ap- 
peals to many economists, is to ask whose 
interests the changes served. You might 
argue, for instance, that in many coun- 
tries rising incomes and structural eco- 
nomic change have created a new and 
larger middle class, weakening support 
for public services (which the middle 
class pays for) and undermining trade 
unions (which tend to be anti-liberal). 

Mr Henderson does not dismiss these, 
but he thinks them overrated. One of the 
novelties in his account is its emphasis on 
the power of ideas—or, more precisely, 
the interaction of ideas and events. 

In country after country, reforms were 
undertaken first in response to some eco- 
nomic or fiscal emergency. This is most 
obvious for former communist countries, 
but italso applies to Britain under Marga- 
ret Thatcher, America under Ronald Rea- 
gan, France under Mitterrand (after the 
1983 U-turn) and so on. Yet these events 
did not happen in an intellectual vac- 
uum. The economic setbacks that precipi 
tated the change also served to confirm 
the liberal view of the world (too much 
government is bad). Attitudes shifted. 

Yes, many fundamentally non-liberal 
politicians found themselves reforming 
their economies because they seemed to 
have no choice. At the same time, how- 
ever, the liberal view gained new converts 
in elite policymaking and opinion-form- 
ing circles. And politicians with longer-es- 
tablished liberal tendencies were em- 
boldened to go further. 

On the face of it, this supports a view 
of the future that is comparatively op- 
timistic (if you are a liberal, that is). It im- 
plies that lessons have been learned. And 
it is a good antidote to an undue empha- 


sis on interests, which (notwithstanding 
the new middle class) leads some people 
to predict that the state will be difficult to 
roll back further. According to this view, 
narrow intense interests gain the upper 
hand in the long run over broad diffuse 
ones, and this tends to enlarge the state. 
But events and ideas change minds, re- 
plies Mr Henderson, sometimes for the 
better; you have to put that in the balance 
against the logic of interests. 

The trouble is, in the realm of ideas 
just as in the realm of interests, there are 
countervailing forces. One, which Mr 
Henderson describes as the “chronic 
weakness of liberalism”, is that support 
for liberal economic ideas is (even now) 
not at all broadly based. Actually, that is 
putting it mildly. In the popular mind, 
economics is bunk—and liberal econom- 
ics worse. What Mr Henderson calls “do- 
it-yourself economics” holds sway with 
most of the public, with most business- 
men (especially those who set themselves 
up as economic commentators) and with 
most politicians (especially those who set 
themselves up as economic experts). DIY 
economics is highly interventionist and 
instinctively sceptical about markets: it 
likes protection, level playing-fields, in- 
dustrial strategies, national competitive- 
ness, “fairness” at work and the rest. 

On top of which, other anti-liberal 
modes of thought are on the rise. One is 
environmentalism, which often detests 
economics and tends to be collectivist. 
Another is the zeal (especially among 
modernised centre-left. parties) for new 
economic “rights”--for assorted anti- 
discrimination and affirmative-action 
programmes in the jobs market, in hous- 
ing, in education, in access to credit, and 
more, And a third is post-modernism— 
which, as an intellectual movement, is 
again anti-economics and anti-capitalist, 
blaming most of society's ills on 
McCulture and the “commodification” 
of contemporary life. 

So the prospects for economic liberal- 
ism are clouded, Mr Henderson con- 
cludes. Not because special interests will 
turn back the clock (which need not hap- 
pen) or because the world is heading for 
another Great Depression (most unlikely) 
but mainly because the war of ideas has 
not yet been won. 
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A killer app for computer chat 


Computer scientists and hobbyists have spent years writing software that can 
hold rudimentary conversations with people. At last, a use for it is emerging 


T MIGHT seem unfair to judge people’s 

intelligence by the standard of their chit- 
chat—yet that is exactly how the cleverness 
of computers is traditionally measured. In 
what is called a Turing test (after Alan Tur- 
ing, a pioneering mathematician who in- 
vented it in 1950) a human judge sits at a 
computer terminal, through which he con- 
ducts a question-and-answer session with a 
second party that is either another human or 
aclever piece of software designed to imitate 
human responses. The software passes the 
test if the judge is unable to tell whether he is 
having a conversation with a human being 
or a computer program. 

So far, no program has been developed 
thatcan pass the Turing test consistently. But 
since the 1960s, programmers have been de- 
vising ever more sophisticated software to 
make small talk in the hope that one might 
doso. (The current front-runner, a program 
called Mabel, fools people, after a four-min- 
ute chat, for 24% of the time.) Until recently 
such programs—known variously as “soft- 
ware robots”, “chatterbots” or simply 
“bots” ~-have been of little more than: aca- 
demic interest. But now an unexpected use 
for them is emerging: dispensing informa- 
tion over the Internet. 
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This sudden enthusiasm for bots has its 
roots in the fast-growing field of electronic 
commerce. Some on-line businesses are ex- 
panding by as much as 5% a week. But as 
sales and revenues grow, so does the number 
of customers who need technical support— 
and that is a headache. 

Traditionally, this sort of support has 
been provided by phone and e-mail, but 
that requires people to provide the answers. 
As a result, many companies have tried of- 
fering technical information on their web- 
sites, in the hope that customers will help 
themselves. Some do. But not all those need- 
ing assistance want to struggle with search 
engines or product listings. Indeed, when it 
comes to dispensing the answer to a specific 
request (“why won’t my printer work?”, 
“where is the nearest stockist?”), question- 
and-answer makes more sense than point- 
and-click. Which is where the bots come in. 


Justthe FAQs, ma’am 


Getting a chatterbot to answer people’s 
questions, in a typed conversation, has a 
number of advantages. Once the right ques- 
tions and responses have been programmed 
into the system, it is easy to add more capac- 
ity as the volume of inquiries increases. And 
bots don’t get tired, so they can answer 
queries around the clock. 

Existing chatterbot software is more 
than qualified for such menial work. Most 
bots are limited to chatting about a handful 
of well-defined topics anyway, so rejigging 
them to talk about printer problems (instead 
of old “Star Trek” episodes, say, or Bill Clin- 
ton) is a doddle..And the question of wheth- 
er a particular bot can pass the Turing test is, 
in this context, irrelevant—since customers 
are well aware that they are not dealing with 
a human being in the first place. 

Admittedly, bots cannot answer every 
question satisfactorily. But bot proponents 
point out that most technical-support staff 
spend much of their time dealing with the 
same small set of easily answered inquiries 



































(known in the jargon as rags, or frequently 
asked questions). According to Dean Nor- 
man of Neuromedia, a software company 
based in San Francisco, 70-80% of inquiries 
are FAQS. A suitably configured chatterbot 
system can be programmed to handle most 
of these, passing customers on to human 
support staff only when it encounters a 
problem that it cannot solve. Neuromedia 
claims that installing a bot on a website can 
reduce the volume of e-mail queries by as 
much as 80%. 

Neuromedia’s chatterbot system, called - 
NeuroServer, works by pattern-matching. It 
is programmed with a set of answers, along 
with patterns for the questions that trigger 
each one. Input from a user is checked 
against these patterns to decide which an- 
swer is most appropriate in each case. The 
system also remembers a certain amount of 
context, so that if the user asks “do you know 
John Smith?”, followed by “what is his tele- 
phone number?”, the bot can respond ap- 
propriately. Transcripts of all conversations 
are stored, and can be searched by human 
operators to check that the bot is giving the 
right answers. They can also be used toiden- 
tify cases where the bot was unable to pro- 
vide the information required, so that it can 
be modified to do so in the future. 

People who visit Neuromedia’s website 
(www.neuromedia.com) can chat with its 
resident bot, Shallow Red, whose name is a 
sarcastic reference to mm’s chess-playing 
computer, Deep Blue. Shallow Red.can an= 
swer questions about himself and his parent 
company, and ‘provide names, maps and 
telephone numbers. Other companies are 
using Neuromedia’s software to create their 
own bots. Charles Schwab, an American 
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on-line stockbroker, has developed a proto- 
type bot called Virtual Chuck to dispense in- 
vestment advice. And Oracle, a software 
company, and J.P. Morgan, a bank, are test- 
ing bots internally as a possible way of deliv- 
ering computer support. 

Another approach is being taken by In- 
ference, a company based in Novato, Cali- 
fornia. It has entered the chatterbot field by 
extending the software it sells to help com- 
panies run their call centres. Instead of pat- 
tern-matching, Inference’s bot uses a system 
called case-based reasoning. 

Normally, a human support-worker at 
a call centre leads a caller through a series of 
questions, comparing the answers with a 
database of known solutions. The probabil- 
ity ofeach possible solution being the correct 
one is recalculated after a question is an- 
swered. Eventually, enough information is 
available for the system to suggest a course of 
action. This technology has been extended to 
the web by creating a bot to ask questions, 
collect the answers, interrogate the database, 
and come up with the solution. 

LucasArts, a games company based in 
San Rafael, California, has used Inference’s 
software for a technical-support service on 
its website (www.lucasarts.com/support/). 
Visitors are greeted by Yoda, a character 
from the “Star Wars” films, who asks them 
to describe their problems, and diagnoses 
what is wrong by asking further questions. 
According to LucasArts, Yoda now handles 
500-1,000 enquiries a day, and does the 
work of 33 human “support representa- 
tives”. The fact that Yoda is available at night 
and over weekendsis particularly important 
to players of computer games. 

Another company pursuing the case- 
based reasoning approach is Big Science, of 
Roswell, Georgia. Its bot-building system, 
known as Klone Server, adds a further re- 
finement called a “goal-stack”, which en- 
ables bots to keep track of the direction of a 
conversation. According to the company’s 
founder, Tom Rearick, bots make good vir- 
tual salesmen, asking customers what they 
are looking for from a particular product 
and then making a recommendation. They 
are also, he says, a good way to answer the 
last-minute niggling questions customers 
have before finalising a purchase (“is it safe 
to send my credit card details?”, “what is 
your privacy policy?”) without leaving the 
page with the “buy” button on it. Instead, a 
bot can just pop upina window. 

In both of these cases, the bot needs to be 
able to handle sudden changes in the direc- 
tion of the conversation, and then revert to 
the previous task. The goal-stack works like 
a pile of paper. A new goal is placed on top. 
When it has been achieved, it is removed, re- 
vealing the previous goal, to which the bot 
returns. Visitors to the company’s website 
(www.bigscience.com) can chat with An- 
drette, a bot with a human face who looks 
pained when she fails to understand. 
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No doubt there is room in the market for’ 


several different. types of chatterbot. Pat- 
tern-matching may prove most useful for 
dispensing information, while case-based 
reasoning is better suited to goal-driven in- 
quiries. Either way, it is likely that demand 
for software to deliver electronic customer- 
service will increase. Gartner Group, an 
American technology consultancy, suggests 
that by 2001, 25% of customer contacts and 
inquiries to large American companies will 
be made on the Internet. Chatterbots might 
not be able to pass the Turing test; but talking 
tothem could still beat being kepton hold by 
a human. 








Nanotechnology 


Thus thin and 
no thinner? 


FTER microelectronics, nanoelectronics. 
nanometre is a billionth of a metre (a 
micrometre is a mere millionth of a metre). 
Work on electronic components, such as 
transistors, whose dimensions are measured 
in nanometres is well advanced. But nano- 
electronic components will require nano- 
wires to link them. And the narrower a wire, 
the more resistance it puts up toa given elec- 
trical current. For the best performance, 
therefore, nanowires ‘will need to be made 
superconducting, thus allowing electrons to 
run through them with no resistance at all. 
Chun. Ning Lau and Alexey Bezryadin, 
who workin Michael Tinkham’s' laboratory 
in Harvard University, may have managed 
the trick. They: have created: the world’s 
thinnest metallic wires—less than ten nano- 
metres in diameter. That means they are on- 
ly 20 atoms thick. And, at a suitably low 
temperature (ie, within a degree or two of 
absolute zero), these wires will supercon- 
duct. Their size, however, seems to be the 
lower limit for such wires—not because they 
can be made no thinner, but because if they 
are, their superconductivity disappears. 
Until now, attempts to create nanowires 
have relied on a scaling down of the same 
sort of technology that is used in microelec- 





tronics: the wire is carved out of a thin metal 
filmusing.a beam of electrons. But this proc- 
ess has its limits. It cannot produce wires less 
than 20 nanometres in diameter. 

About.a year ago, however, Ms Lau and 
Dr Bezryadin thought of another way in 
which nanowires might be fabricated. They 
decided to us¢ carbon nanotubes, which are 
only a nanometre wide, as templates for the 
metal. And recently, they succeeded. 

Nanotubes are rolled-up sheets of car- 
bon atoms. They are fairly easy to make, 
once the trick has been mastered (simply va- 
porise a lump of carbon at some 3,000°C, 
and let the vapour recondense). Having ob- 
tained the tubes, Ms Lau and Dr Bezryadin 
then vaporised a mixture of molybdenum 
and germanium and let it condense on them 
in its turn. Molybdenum-germanium alloy 
is a superconductor, so the two researchers 
hoped that nanotubes coated with it would 
also be superconductors. And indeed they 
are—but not quite in the way. that the re- 
searchers hoped. 

Theory predicts that superconductivity 
should be impossible in a one-dimensional 
structure, because the electrons can move 
only in one direction, whereas supercon- 
ductivity requires side-to-side motion. A 
nanowire that is 20 atoms across is not quite 
one-dimensional, but it is close enough to 
that mathematical abstraction to be a prob- 
lem. Asa result, the superconductivity of the 
new nanowires has some peculiar and irri- 
tating features. First, the wires have to be 
cooled even more than a reasonable-sized 
chunk of the alloy must be before they start 
superconducting. Second, the transition to 
superconductivity is fuzzier than it would 
be ina “proper” superconductor. And third, 
there seems to be a small, residual resistance 
that will not go. away. 

The first two points are nuisances, but 
since the new quantum wires are better than 
anything else around, they can probably be 
tolerated. The third, however, is a more seri- 
ous misfortune—for truly superconducting 
quantum wires might have other uses be- 
sides merely connecting things up. 

Make a small loop out of a superconduc- 
tor, for example, and a current inside. it 
would go round and round forever. A:clock- 
wise current, say, might then be used to rep- 
resent a “one” in the binary code, with an 
anticlockwise one representing a zero. That 
would allow millions of such nanoloops to 
be linked together to form a high-density 
computer memory that would remain un- 
corrupted as long as it stayed cool enough. 

Ms Lau and Dr Bezryadin may thus 
have to compromise, making the wires big- 
ger than they otherwise might sos to get the 
effects they want. And that—making some- 
thing bigger than is technically: possible— 
would probably be a first in computer sci- 
ence. Perhaps, just possibly, they have 
found the limits of miniaturisation. 
ann lt 
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Acupuncture 


Getting to the 
point 


OME things make even scientists nerv- 
ous. Nobody wants to stick his neck out 
and do experiments in such taboo areas for 
fear of ridicule—even if the powers that be 
came up with grant money, which they 
rarely will. Acupuncture is a good example. 
On the face of it, it sounds a pretty implau- 
sible subject for research. Sticking needles 
into one end of a patient’s body in order to 
affect the workings of something at the other 
does not sound likea scientific way to effect a 
cure. Yet many patients swear it works, and 
there is some evidence from clinical trials 
that its effect is more than just a placebo. 
Zang Hee Cho, a researcher who divides 
his time between the University of Califor- 
nia, Irvine and the Kwangju Institute of Sci- 
ence and Technology in South Korea, was 
once one such patient. He does not feel the 
need for a clinical trial to tell him how effec- 
tive acupuncture can be. A climbing acci- 
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dent left him with severe back pain—until 
he visited an acupuncturist. He emerged, af- 
ter 15 minutes of therapy, as a new man. In 
suspended disbelief, therefore, he decided to 
investigate the mechanisms of his treatment. 

His chosen method was functional mag- 
netic-resonance imaging (fmr1), which ex- 
ploits the magnetic properties of hydrogen 
nuclei to stimulate radio signals from body- 
chemicals. These signals are then used to 
construct images of internal organs. 

Most of the signal comes from the hy- 
drogen in water, but other molecules can 
modify it. Dr Cho’s apparatus is tuned to the 
modifications induced by haemoglobin, the 
red blood pigment that carries oxygen. He is 
thus able to study the fine detail of brain ac- 
tivity by watching areas where blood flow 
has increased so as to supply the needs of ac- 
tivated brain cells. 

Dr Cho got his first results—from acu- 
puncture points that tradition claims are 
useful for the treatment of eye disorders— 
last year. He has now obtained a second set, 
this time from points traditionally connect- 
ed with hearing. In both cases, stimulating 
the acupuncture points caused the relevant 
bit of the brain to activate. Stimulating near- 


by parts of the skin that have no such tradi- 
tional role caused no change. 

In the case of eye disorders, the points 
(known to western acupuncture buffs as 
BL60, BL65, BL66 and BL67) are on the foot. 
The same bits of subjects’ brains lit up as did 
when those subjects were shown a flashing 
chequerboard display. The hearing-related 
acupuncture points (GB37 and sj5) are on the 
left leg and left wrist respectively. Stimulat- 
ing them with needles produced a similar 
brain response to music. In both cases the 
only other part of the brain to light up was 
the cerebellum, which registers pain (pre- 
sumably from the needles) and movement. 

Once is happenstance. Twice is coinci- 
dence. But three times, as lan Fleming once 
put it, isenemy action. If Dr Cho can show a 
third example of traditional acupuncture 
points that stimulate activity in the relevant 
partof the brain, it will be hard to dismiss his 
findings. He may also provide something for 
other researchers to get their teeth into with- 
out fear of ridicule from their colleagues— 
and, a mere 5,000 years after its invention in 
China, acupuncture’s mechanisms could at 
last stand revealed. 








E WILL doubtless come as something of 
a shock to discover that mobile tele- 
phones might be good for you. In the 20 
years since they were introduced, cell- 
phones have been accused of causing (in 
roughly ascending order of significance) 
headaches, depression, memory loss and 
brain cancer. Learned papers have been 
written on how the microwaves they emit 
might produce subtle biochemical tweaks 
sufficient to cause at least some of these 
problems. And newspapers, ever eager for 
a good health scare, have happily devoted 
space to such stories. But the most recent 
research, by Alan Preece of Bristol Univer- 
sity and his colleagues, could find noill-ef- 
fects from mobile-phone use. In fact, the 
researchers found the opposite: 
using such phones may speed up 
an individual's reactions. 

Dr Preece’s research, which 
has just been published in the 
International Journal of Radi- 
ation Biology, looked at the ef- 
fect on 15 different aspects of 
brain function of microwave ra- 
diation similar to that from a 
mobile phone. His tests included 
such things as responding to 
particular words on a computer 
screen, responding only when 
| twodigits on the screen were the 
same, and remembering words, 
numbers and pictures that had 








Hotheads and cell-phones 


been shown before. For the purposes of 
analysis, he grouped the results into four 
sets: reaction time, memory speed, memo- 
ry accuracy, and accuracy of attention. 
The “phone” in the experiment was 
actually a phone-shaped headset under 
computer control. It was clamped toa sub- 
ject’s left ear (most subjects were right- 
handed, and applying it to the right ear of 
the few left-handed participants would 
have added a needless variable). In two- 
thirds of the trials, a microwave signal at 
the operating strength and frequency of a 
mobile phone was broadcast from the 
headset into the subject's brain. In the oth- 
er third, which acted as controls, no signal 
was broadcast—and neither subject nor 





And improves your reactions, too 
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experimenter knew which was which un- 
til after the trials were over. 

The subjects had to endure this indig- 
nity for half an hour per trial, as they 
jumped through Dr Preece’s hoops. The 
upshot was that all their recorded brain 
functions were normal (or, at least, did not 
differ between active and control runs), 
except for their so-called “choice” reaction 
times—how fast they could respond cor- 
rectly to the appearance of a particular 
word on the computer screen. That was 
improved by an average of 4%. 

This effect appeared in two independ- 
ently tested groups of subjects, so, al- 
though it was small, it was probably not a 
fluke. Why reaction time should improve 
isa difficult question to answer. Dr Preece’s 
best guess is that the slight heating effect of 
the microwaves may be responsible—per- 
haps by speeding up some criti- 
cal chemical reaction or by stim- 
ulating blood flow. But that is, 
indeed, only a guess. 

This work does not, of 
course, have much to do with 
the most serious accusations 
against mobile phones, which 
concern long-term exposure, 
not the odd half-hour gossip toa 
friend. But it should dispel the 
idea that the microwaves are 
having an immediate bad effect. 
It also suggests that hotheads 
may indeed react faster to prov- 
ocations from the outside than 
the rest of us. 








81 













The world’s only MBA 
to really give you 


food for thought. 


Bs nP.. w.. 


ESSEC 


MBA 
INTERNATIONAL 
AGRI-FOOD 

MANAGEMENT 






































The ESSEC MBA in International Agri-Food An innovative executive MBA 
Management is a unique program. 








A joint venture of three top business schools: 
Krannert Graduate School of Management, 
Purdue University, USA. 

Tias business school, Tilburg University, The Netherlands. 
Management Development Centre, Budapest University 


e ESSEC organises this 11-month course (taught in 
English) in one of the world’s leading countries 


for food processing and retailing - France. of Economic Sciences, Hungary. 
e The program is endorsed by over 50 leading agri-food Two degrees: 
brands and companies including Bel, Cargill, Carrefour, a European MBA and a US Master’s in Management. 


Danone, Kraft Jacobs Suchard, Perrier-Vittel, Yoplait... r 
AACSB accredited. 


* Participants benefit from individual coaching This executive program is as international as you can get: 
and counselling from a personal Mentor - a top participants, locations, world class faculty, curriculum, 
executive with one of the partner companies. case studies, projects and degrees. 


Unique schedule: 
six two-week sessions spread over a 
two-year period at three different locations. 


© For further information about the MBA, please 
contact Mrs. Monique Merizio: 


tél. 33 (0) 134 43 30 95 


fax. 33 (0) 134 43 32 60 Internet-supported communications while off campus. 





Start: 
january 2000. 









ESSEC 2 
imia@edu.essec.fr ACTING FIRST www. essec.fr 





For more information 
y, Phone: +1 - 765 
il: Steuterma 








First European business school to be accredited by AACSB - 
The International Association for Management Education. 





GROUPE ESSEC - BUSINESS SCHOOL INSTITUTION OF HIGHER EDUCATION, AFFILIATED 
WITH VERSAILLES VAL DYOISE-YVELINES CHAMBER OF COMMERCE AND INDUSTRY. 


internet: http://tias.kub.nl/information/imm 








MOREOVER 


The good, the bad, the rusty 


Can a classic car that has been restored to within an inch of its life still be 
described as original? Car collectors disagree about a fundamental concept 


HEN a rare Bugatti type 57sc, dating 

back to 1938, won the “Best of Show” 
award at the Concours d’Elegance in Pebble 
Beach, California, last August, it caused 
something of a stir. It was not that this car 
seemed out of place at the glitzy event, 
which to the classic-car world is what the 
Oscars are to Hollywood. The deep-blue 
coachwork and alligator-skin upholstery 
would have turned the head of even Ettore 
Bugatti, its maker. But for some, that was 
entirely the point: Bugatti never built his 
cars to look quite so perfect. 

The lengths to which some people now 
go to restore old vehicles is causing the usu- 
ally clubby world of car collectors to honk 
loudly. On one side are those who argue 
that cars are meant to be driven. They like 
them to show their years, which means 
faded paintwork, old leather seats. and en- 
gines that roar, rattle and shake, 

Then there are those who try to make 
their cars appear as perfect as possible. 
These vehicles are kept in centrally heated, 
dehumidified garages, emerging only at a 
concours event. It might be a posh do in 
Geneva. festooned with Ferraris or a car 
park of Morris Minors in Bristol. Which- 
ever it is; obsessive owners line up their 
screwheads in the same direction in an at- 
tempt to impress equally obsessive judges 
who will mark down a toolbox if it has a 
single wrong spanner in it. 

Leading the first group—the shabbies- 
ate the British and some other Europeans. 


In the second are the Japanese, closely fol- 
lowed by many Americans. But there is far 


more to the debate about how 
old cars should be preserved 
than ‘observing stereotyped 
national differences. 

First, a sense of history. 
Should a car built to be raced 
show its battle scars—exhaust 
pipes choked with the debris of 
speed or bodywork that is dented 
and scratched? Or should it be made 
to look as perfect as the day it was born? 
Second comes originality. Can a car that is 
rebuilt after being written off in a.crash 
honestly be labelled “original”? Techni- 
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cally, yes, In the mid-1970s, in a landmark 
judgment, a British court ruled that a re- 
stored Bentley Old Number One of which 
the only truly original surviving parts were 
the chassis plate and a few square inches of 
metalwork around it could indeed be 
deemed to be the original car. It comes as 
no surprise that Lord Brocket, a British col- 
lector convicted of conspiring to defraud 
his. insurers over four classic cars he 
claimed had been stolen, went to great 
lengths to keep the four chassis plates when 
he destroyed the cars. He hid the plates un- 
der the floorboards of his garage in the 
hope that he might one day be able to re- 
build the cars and sell them as originals. 

Third (inevitably) is the issue of mon- 
ey. In the late 1980s, prices rocketed. Car- 
mad collectors began being replaced by in- 
vestors hoping to make a smart return on 
rare and valuable vehicles, and it was not 
unusual for a car to change hands at more 
than $5m. These buyers wanted cars that 
were restored to perfection. 

People have long collected old cars. But 
the concours fashion, where cars are so 
pristine that the term vintage appears to be 
synonymous with unused, is relatively 
new. Pebble Beach is the ultimate expres- 
sion of the art. Lesley Hazleton caught the 
mood of the typical obsessive Pebble Beach 
competitor in “Driving to Detroit: An Au- 
tomotive Odyssey” (Free Press, $25). “For 
months, often years, he’d been on tenter- 













































hooks, visiting the professional restorer 
he'd hired, calling him at all hours, paying 
bill after bill. Bills he didn’t understand. 
Bills he never expected. Bills for things he 
never imagined could be done to a car. Au- 
thentic? Correct? His car was both and 
more. It was better than new.” 

Some would call it “over-restored”. The 
issue of what makes a car original is full of 
complications and personal prejudice. As 
well as the Bentley Old Number One, con- 
sider the p-type Jaguar. The British manu- 
facturer built 71 p-types in the mid-1950s. 
Five were destroyed in a factory fire and a 
number were dismantled. Yet by one esti- 
mate, there are now 110 “survivors”. Have 
they been breeding? 

In a way, they have. Early cars were 
mostly built on a separate chassis frame, 
with the body often ordered from a spe- 
cialist coachmaker. No Bugatti came in so 
many flavours as the 57; the one pictured 
below is a coupé while the Pebble Beach 
winner had a cabriolet body originally 
made by Corsica in London. So, while en- 
gines and even bodies come and go, the 
car's original identity remained with the 
chassis. 

By the 1950s, however, a lot of the 
structural integrity of a car was being in- 
corporated into the body itself, as it is with 
a modern car. Over the years, many old 
bodies and chassis sections have parted 
company, especially during restoration or 
repair. As classic-car prices increase, these 
bits are often salvaged to restore or com- 
plete cars. In some cases, like the Bentley 
Old Number One, entire cars have been’ 
made from only a handful of surviving: 
parts and a lot of new metal. 

All of which makes provenance eyer 
more important. But that too is tricky. 
Consider the 1932 Alfa Romeo 8c-2300 
with a body designed by Sergio Pininfarina 
which sits in Robert Brooks’s garage in’. 
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London. This is what is known in the trade 
as a “barn-find”—a vehicle almost untou- 
ched from its earliest days. This car is owned 
by the widow of a one-eyed chimney sweep 
(really) who kept it locked in a garage for the 
past 41 years. Mr Brooks, a classic-car auc- 
tioneer, expects to drop his hammer on a bid 
of more than £400,000 ($640,000) when he 
sells the car on April 14th. 

But what will happen to it then? Its ele- 
gant body will probably be removed and re- 
placed with a racing body. This could make 
it even more original. Many exotic sports 
cars were built for racing and only later 
adapted by a touring body. That such a 
prospect might befall the chimney sweep’s 
old Alfa is already raising the hackles of 
some in theclassic car world. 

The urge to keepon restoring could be re- 
versed when barn-finds begin running out 
and, hence, become more collectable than 
spruced-tip concours champions. But that 
could be a long time coming. People have 
stuffed away old cars in extraordinary num- 
bers. In 1997 bidders paid more than $2m for 
43 Stutzes which an American eccentric had 


hoarded, many in derelict condition, on his 
estate in Vermont. Last yeara collection of 15 
Jaguars was found in the grounds of a 
French chateau. 

When prices soared in the late 1980s, 
many old cars that had been locked away 
came on to the market. That has since slowed 
after prices fell heavily. Anyone tempted to 
pay fim for a Ferrari 275 GrB/4 in 1989 
might be glad to accept around £200,000 for 
itnow. 

As ever with cars, their true value re- 
mains in the eye of the driver. Take two ex- 
amples of the same vehicle, one a concours 
winner and the other barn-fresh, and ask 
Robert Brooks which he could sell for the 
higher price? It would, he says, depend en- 
tirely on where they were sold. The concours 
winner would fetch the best price at Pebble 
Beach, but the time-warped specimen could 
sell for more if offered at the revived Good- 
wood Festival of Speed in England, an enor- 
mously popular event where valuable old 
thoroughbreds once again thrash it out 
around the race track. Unlike at Pebble 
Beach, these cars come with dents and all. 
NEEN mei 








Thoroughbred racing 


Licensed to thrill 


ADLER’S WELLS dominates the world 

horse-racing industry. Like his father be- 
fore him, he is today the greatest sire of his 
generation. His progeny—among them turf 
greats like Salsabil, King of Kings and Ba- 
rathea~have won more than 1,000 races 
and nearly £30m ($48m) between them over 
the past 11 years. Unusually for a flat race- 
horse he also sired the winner of this year’s 
British Champion Hurdle, Istabraq, and 
looks set to become as successful a National 
Hunt sire as he is a flat one. In short, he is a 
genetic enigma. He stands at Coolmore stud 
in County Tipperary in Ireland, and has in- 
evitably become a large cog in the secretive 
world of Irish racing. 

In an average year Sadler’s Wells earns 
15m Irish guineas ($21.5m)—some years a 
little less, some years considerably more— 
an income that puts the wage of a top-class 
footballer into perspective. And unlike ahu- 
man athlete this equine phenomenon has 
been performing at the top of his league for 
the past 14 years and probably has another 
seven years of fornication left in him. 

He has been champion sire (in money 
won) eight times and seven of those years 
were on the trot—including last year. The 


last time this feat was achieved was more . 


than 100 years ago by a horse called St Simon 
but then the competition was not so hot. 
Not even his father, the great Northern 
Dancer, managed this record, although. he 
did continue siring winners until his late 20s 
and produced Nijinsky and The Minstrel. In 


84 


the bloodstock boom years of the 1980s, 
Northern Dancer commanded a fee of $1m 
per mating—and there was no money back 
if the union failed to produce a live foal. It is 
not surprising then that in his heyday there 
was an unofficial stock exchange in North- 
ern Dancer nominations (the right to send a 
mare to a stallion for one mating season) in 
North America. Nominations and shares in 
stallions are like any other commodity— 
they are traded widely on world markets. 
As a racehorse, Sadler’s Wells was also 
much like his father—very, very good but 






Sadler’s Wells still sticks out 





nota track superstar. He raced in the colours 
of Robert Sangster but who precisely owns. 
him today is a mystery. Certainly Mr Sang- 
ster retains shares in the horse but Richard 
Henry, a spokesman for Coolmore stud 
where Sadler’s Wells purveys his services, 
says “lam not at liberty to tell you whoowns 
the horse. The only person who knows the 
precise details is the syndicate manager and 
he never discloses the identity of members.” 

Some clue may be gleaned by looking at 
who owns the mares that visit him most of- 
ten--the Niarchos family, Mr Sangster, 
Sheikh Mohammed al-Maktoum, and John 
Magnier and his father-in-law Vincent 
O’Brien who trained the horse. Every year 
between February 15th and July 15th Sa- 
dler’s Wells is visited by upward of 100 se- 
lected mares. He will have sexual inter- 
course with each one an average of 1.6 times. 
His fee for performing is 150,000 Irish gui- 
neas, payable on October ist in the year the 
mare is covered—but, unlike the case with 
his father, the fee is returnable should the 
mare prove to be barren. 

The stallion business has become very 
big indeed and Coolmore is one of the most 
successful stud farms in the world. It was 
purchased in 1974 by Mr O’Brien, Mr Mag- 
nier and Mr Sangster. It is now owned whol- 
ly by Mr O'Brien and his son-in-law, and 
operates as an unlimited partnership with 
no need to publish accounts. Coolmore op- 
erates five studs in Ireland, one in America 
and one in Australia. 

Ireland holds particular attractions for 
stallion owners because the fees received for 
the stallions’ services are tax exempt. When 
you own a horse like Sadler’s Wells, this is 
very attractive. If you buy a dud, though, the 
purchase price cannot be written off, nor can 
its running costs. 

After a stallion has finished his racing 
career (usually at the end of its season as a 
three-year-old) he is retired to stud. Histor- 
ically, stallions have been divided into 40 
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shares. If a stallion is syndicated for £1.2m 
then the price for covering a mare will be 
£10,000. (Forty mares at £10,000 per mating 
times three years—the length of time it takes 
for its progeny to hit the racetrack.) If the 
horse proves to be good and sires winners 
then the price will rise; if the progeny is slow 
and idle the price will fall. 

However, in the early 1980s great ad- 
vances were made in equine veterinary sci- 
ence; a mare can now be tested in foal at 16 
days and there is little need for multiple cov- 
erings of one mare. In the old days a stallion 
mightcover a mare four or five times, thus he 
was restricted to covering just 40 mares, But 
now a potent stallion can cover four times 
that amount and the more mares a stallion 
covers the more income it produces. Last 
year Sadler’s Wells covered 140 mares— 
many of them just once. 

Whatcan be gleaned from the list of stal- 
lions is that Coolmore has a turnover in ex- 
cess of 50m Irish guineas; precise figures are 
impossible to come by as no accounts are 
published and Mr Magnier, the driving force 
behind the operation, is not only a secretive 
man buta very powerful one also. 

There is a dearth of good stallions avail- 
able today. Five of the six English Derby 
winners between 1990 and 1995 have been 
sold to Japan and the recent sale of Lamm- 
tarra to Japan for $30m means that there is 
only one recent Epsom Derby winner still in 
Europe. 

The task that Mr Magnier and his Cool- 
more operation now face is how to replace 
Sadler’s Wells. It was Messrs Magnier, 
O’Brien, Sangster and the late Tom Cooper 
(a bloodstock agent with the best eye for a 
horse of his generation) who first spotted 
Northern Dancer’s genetic hit rate in the 
1970s. They did it again with Sadler’s Wells. 
The task in hand is now to do it in the next 
decade. But can they really be lucky a third 
time? 








Photography 


A woman's eye 


O BE photographed by Julia Margaret 

Cameron you needed to be patient. The 
apparatus she used required exposures of 
several minutes. For the sitters it seemed like 
hours, during which they were expected to 
remain motionless but, Mrs Cameron urged, 
natural. The most obliging of her subjects 
could not avoid some movement, however 
slight, and this gave the Cameron portraits 
their characteristic softness. 

Much has been written about the prim- 
itive nature of Mrs Cameron’s camera. But 
by the time she started taking photographs 
in the 1860s, photography was not all that 
primitive. The world’s first known photo- 
graph had been taken in 1826. Action pic- 
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tures were taken in the American civil war. 
The ingenious Victorians produced faster 
photographic materials than those used by 
Mrs Cameron. But she had her own way of 
doing things. She liked the softness pro- 
duced by her painfully long exposures, 
while the flaws in her homemade negatives 
gave character to the pictures. Photography 
was an art, she said; she may well have been 
the first to say it. Like painters, photogra- 
phers should make use of the limitations of 
their medium. Mrs Cameron wanted to 
show the emotion of her sitters as well as 
their physical features. There is a strong Pre- 
Raphaelite feel to some of her pictures. Post- 
erity has accepted her view of herself as an 
artist and is grateful for the pictures she took 
of her contemporaries, among them Tenny- 
son, Darwin, Thackeray and Lewis Carroll. 
The exhibition of her work at the Mu- 
seum of Modern Art in New York (until 
May 4th) includes none of these eminent 
men, in fact no portraits of men atall. Itisen- 
tirely of Mrs Cameron's female sitters. Some 
are of historical interest. Julia Jackson, a 
niece of Mrs Cameron anda frequent model 
of hers, became the mother of Virginia 
Woolf. But the purpose of the exhibition, ap- 





An old orphanage may seem an improbable setting for a modern art col- 
lection, but that is where Scotland’s newest national gallery has found a 
home. The Dean Gallery, which opened recently in Edinburgh, was born 
largely out of luck. First, the Scottish-born sculptor, Sir Eduardo Paolozzi, 
presented the contents of his studio and his library. Then Gabrielle Keiller, 
a big buyer, bequeathed her collection. Sir Roland Penrose’s matchless Da- 
da and surrealist archive was purchased, along with 26 works from his 
collection. A magnificent building, Dean Hospital, designed by Thomas 
Hamilton and opened in 1833, was offered to house it. The adaptation of 
the Dean building, by Terry Farrell, is ingenious. New windows open up 
vistas from one floor to another and flood the whole place with light. The 
old dormitories make spacious galleries. Surrounding parkland will make 
a sculpture garden. The gallery is also one of the best places to study Dada 
and surrealism anywhere. It gives a new dimension to the enduring 18th- 
century atmosphere of central Edinburgh. 








parently the first of its kind, is to show Vic- 
torian women’s reaction to a society run by 
men. Sylvia Wolf, its organiser, suggests that 
the pictures, among other things, show “de- 
fiance, melancholy and desire”. 

Mrs Cameron would seem to be an un- 
usual choice as a feminist heroine. Her biog- 
raphers have portrayed her as a comfort- 
ably-off, happily married mother of five 
children of her own (plus one she adopted 
and five others she looked after). She was 
born in British India, was well educated, 
travelled widely, and eventually became a 
celebrity in London. It may be that, despite 
this cushioned existence, she harboured a 
rebellion that sought expression through her 
photographs. Who can say? Pondering over 
a Cameron portrait of a young woman (they 
are all young), you might feel, yes, there is 
“melancholy” there. Or you might decide 
she is simply fed up at having to wait for the 
ordeal to be over. It is a provocative show, 
well worth a trip to New York. Those who 
went early on might have been deterred by 
the long queue outside. That, curiously, was 
not for the painstaking Mrs Cameron but for 
some splashy painter called Jackson Pollock. 
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‘HERE is, at least in the 

minds of aviation enthusi- 
asts, a pantheon of great aircraft. 
It might include the Mosquito, 
an aircraft with a wooden body 
which outflew everything in the 
second world war. Don’t forget 
the Hannibal, a kind of flying 
drawing-room which gently 
cruised between London and Pa- 
ris in the 1930s; although for 
comfort there was really nothing 
to beat the China Clipper flying 
boat which crossed the Pacific in 
great style. All, though, would 
have to give way to the pc-3, or 
Dakota, probably the most suc- 
cessful commercial aircraft ever 
made. Arthur Raymond led the 
team that designed it. 

Mr Raymond’s boss was Do- 
nald Douglas. He had a sharp 
business mind, a rare quality 
among the pioneers of flying, 
most of whom were, understan- 
dably, more caught up with the 
romance of it all. His first success 
was a biplane called the Cloud- 
ster, claimed by historians of the 
Douglas company to be the first 
aircraft to lift a useful load ex- 
ceeding its own weight. In 1932 
Douglas wanted to make an air- 
craft that would provide fast, re- 
liable long-distance travel across 
the United States. Mr Raymond 
was dispatched to discuss the 
matter with Charles Lindbergh, 
who had made the first solo, 
non-stop transatlantic flight, f 
and was consequently regarded as the world’s authority on long- 
distance travel. Lindbergh was also an adviser to Twa, the airline 
Douglas aimed to do business with. 

In 1935, after three attempts, the pc-3 was born. The pc-1 had 
crashed on landing. The pc-2 had limited success but it had shown 
the way: it did well in a London to Melbourne air race. The pc-3 
was also speedy, greatly shortening the time between destinations 
in the United States, but, most important, with its fat body it was 
the first aircraft to accommodate enough passengers to be profit- 
able without carrying mail, in practice a government subsidy. This 
was the start, if a modest one, of mass air-travel. 





Flight of fancy 
Arthur Raymond, the Douglas company and twa had a winner. 
Douglas could hardly keep pace with the orders, even though the 
firm, with its staff of 6,000, was making an aircraft every three 
days. By 1939 the pc-3 accounted for 90% of world airline trade. 
The aircraft was widely in service into the 1960s. More than 18,000 
pc~3s were built, many in countries other than America, and some 
2,000 are thought to be still in use. 

Mr Raymond recalled that he decided to make aviation his ca- 
reer when he was given a flight in a balloon at the age of 15. His fa- 





Arthur Emmons Raymond, aircraft 
designer, died on March 22nd, aged 99 





had no objection and sent him to 
Harvard, where. he got a science 
degree, and then to the Mas- 
sachusetts Institute of Technol- 
ogy for a course in aeronautical 
engineering. In the early nervous 
days of flying, designers were for 
ever concerned that the wings 
would fall off. Mr Raymond built 
exceptionally robust wings into 
the pc-3, stronger than would be 





have a limited operational life. 

With its 500,000 rivets, the 
pc-3 might be thought to be over- 
engineered, but it had the reputa- 
tion of being virtually indestruc- 
table. The story is told of a pc~3 
that lost part of a wing when the 
aircraft scraped a mountain in 
Arizona, but managed to fly on. 
A vc-3 was dug out of an Icelan- 
dic glacier months after being 
abandoned and found to be in 
good working order. It was not a 
particularly easy aircraft to fly. 
“It is the aerial equivalent of a tall 
ship,” a pilot said nostalgically. 
“Their old engines need a lot 
more gentle treatment than new- 
er planes. But the sound the pc-3 
makes is music. Jets just make a 
noise.” 

E The aircrafts toughness was 
much appreciated in wartime. A 
Japanese Zero fighter rammed a 
pc-3 and fell to earth, while the 
American aircraft flew home and 

its pilot was credited with a kill. Dwight Eisenhower, a wartime 

general and later United States president, said the pc-3 was one 
of the West’s four key weapons, the others being the jeep, the 
bazooka and the atomic bomb. 

The pc-3’s finest hour came in July 1948 when the Russians 
cut off the land route between Berlin and Western Europe. Six 
Royal Air Force Dakotas, as the pc-3s were known in Britain, 
started daily flights to Berlin with food and other supplies. They 
were later joined by American and other air forces, together 
with civilian crews, many of them using pc-3s. The airlift to 
Berlin continued until September 1949, when the Russian 
blockade was lifted. 

In a working life of more than 50 years Mr Raymond did a 
lot of things. He led the team that designed other Douglas air- 
craft. He worked with the designers of America’s early space- 
craft, providing a cool mind when everything seemed to be go- 
ing wrong. He was a founder of RAND, a think-tank whose 
views, especially on security, have shaped American govern- 
ment policy. But, like an author remembered for just one best- 
seller, Arthur Raymond is associated with one aircraft, albeit 
just about the most durable in the history of aviation. He could 
feel a bit miffed about that. 
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Graduate School 


Earn your MBA online, without putting your career on hold. 
Introducing the 2-year MBA from UMUC. 


UMUC - ranked by Forbes as one of the “Top 20 Cyber Universities” in the world — introduces its new 
24-month, 42-credit MBA online program. It is designed to be interdisciplinary, integrated and applied, 
exploring organizational and management processes in the context of a global business environment. 
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Presents a global overview of the 
business enterprise and its strategic 
challenges. This programme at 
Templeton provides a unique 
opportunity to stand back and pursue 
your own learning agenda, assisted by 
a world class team of individual tutors 
and in the company of some of the 
most international and high calibre 


senior executives. 
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For more information, write: 






Portuguese, : 
; Graduate Business Admissions oe N 
dy, H E N L E Y (A oe, Uni nae ‘sf aor " Study in Miami, Florida @ major 
oll? eb oe POB international business hub: 












Fellowships available for U.S: and 
international students: 








Zp : 
@Le m € nt Co 3 pa Coral Gable 


Tel: +44 (0) 1491-571454 
Fax: +44 (0) 1491571574 
Email: dba@henleymcacuk 
Internet: www henleymc.ac. wk 


Career placement services exclusively 
for graduate. business students. 







Program’starts in August: 
Applications being accepted now! 








THE ECONOMIST APRIL 10TH 1999 





COURSES 


Executive Program on Macroeconomic Policy and Management 
June 28 - July 23, 1999 Cambridge, Massachusetts, USA 


Designed for analysts and policy makers working on macroeconomic issues in developing and transitional economies. Topics 


covered include: 


OF HARVARD UNIVERSITY 


Foundations of open economy macroeconomic policy 
Exchange rate and balance of payments management 

Fiscal policy, monetary management and inflation 

Managing stabilization and adjustment programs 

Techniques for monitoring and assessing macro performance 
From stabilization to growth with equity 


Program on Global Financial Crises and Reform 
July 26-August 6, 1999 Cambridge, Massachusetts, USA 


Faculty will include Jeffrey Sachs and other experts currently working on the global financial crisis. 

Topics covered will include: 

For an application form and further details 
please contact: 


Sources of financial crisis and early warning indicators of crisis 
Financial markets and macroeconomic management 

Inflation management and the role of IMF programs Ms. Sahai Burrowes _ 

14 Story Street, Cambridge, MA USA 02138 
FAX: (617) 496-2911; TEL: (617) 495-9779 
E-mail: macteach@hiid.harvard.edu 
www.hiid.harvard.edu/training 


Bank restructuring and corporate debt workouts 


Harvard Institute for International Development 


Exchange rate and capital account management 
Global institutions for managing financial market stability 





SS 


wt 


WORLD CLA 





Edinburgh Business School at Heriot-Watt University has pioneered an 
MBA programme to meet the international requirements of top managers 


and companies 


Faculty is drawn from leading business schools in Europe and the US, and : 


offers cutting edge expertise with an international perspective 


The programme, which is produced in association with Financial Times $ 


: campus is available if required. 


:¿ Applications can now be made to study the MBA at the School's new state 
i of-the-art complex at the heart of the University campus in Edinburgh, 
: Scotland's capital city, either full-time over 12 months or part-time over two 


: years. The part-time programme is based on periodic weekend attendance. 


i Our MBA programmes commence October 1999. Accommodation on 


Heriot-Watt 





Management, was rated for the ninth consecutive year as one of the world’s | Major funding has been secured for University 

ieee e Ps VARA 

best by the Economist Unit's Critical Guide to MBA programmes Scholarships for the 1999 intakes. vi . 
Request full information, quoting reference 41, from Edinburgh Business School, Heriot-Watt University, Edinburgh EH14 4AS, UK 


* Telephone: +44(0)131 451 3544 © Fax: +44(0)131 451 3002 + Email: enquiries @ebs.hw.ac.uk * www.diwmba.edu 


THE ECONOMIST APRIL IOTH 1999 


91 


COURSES 


EXECUTIVE 


vighigeubesie ae ocr coma agers : ; f oseph L. Rotman School of Ma 


EDUCATION A sity of Toronto 


Strategic change. 


it may be for the better but 
how do you know? 






Hull & White on Derivatives 






Join the University of Toronto’s world-leading experts 
John Hull and Alan White in these two intensive courses 


SYSTEMS THINKING AND STRATEGIC MODELLING that explore key developments in the derivatives field: 























Frontiers of Risk Management May 28 & 29, 1999 
Access the latest thinking in the management 


If you are a senior manager, corporate planner or 
strategy adviser, you already understand the importance of 
the latest business thinking in implementing successful 
strategic change. Now you can discover the exciting world of 
visualisation and computer modelling to sharpen collective 
insight into the consequences of change. 

This innovative five-day programme combines the 
theory and practice of systems thinking with the power of 
computer simulations. It teaches you how to identify, then 
map the business interdependencies within companies, 





of market risk and credit risk. 


Advanced Valuation of Swaps June 4 & 5, 1999 
Acquire new techniques for valuing a range 













of non-standard swap products. You'll gain 
hands-on skills using software developed by 
Hull and White. 
















including your own. Vivid computer simulations and Classes fill quickly. University of Toronto 
‘microworlds’ enable you to test different ‘what-if scenarios Call today to register! Rotman School of 
revealing hidden pitfalls, unravelling dynamic complexity Tel: (416) 978-4441 Management 

and leveraging the full potential of the business system. Fax: (416) 971-2866 105 St. George Street 


You will learn how to capture and use the knowledge of 
management teams in order to test the feasibility of 
proposed change and develop consensus. You will also see 
how other companies have benefited from strategic 


E-mail: execed@mgmt.utoronto.ca. Toronto, Ontario, Canada 


modelling using recent case studies. 

Our philosophy of ‘Excellence Through Learning’ comes 
to life in the course as the application of modelling and 
simulation in tackling practical business problems. 
Throughout the programme, you will be guided. by our first 
class faculty of system dynamics experts who will help equip 
you with the advanced thinking skills essential to. shape 
successful strategic change with confidence. 







make the difference 
as it has for 
The CEO of Dell Computer France 


The Vice President of Sony Europe 






For full details including programme dates, return the coupon or contact a 
Karen Nisbett, Executive Education, London Business School, Sussex Place, > 
Regent's Park, London NW1 4SA, UK. Telephone: +44 (0)174 706 6835 la 
Fax: +44 (O)L71 724 6051. emali; execinfo@lbs.ac.uk 










The Managing Director of Bain & Co France 








UNIQUE INTERNATIONAL EXPERIENCE 








Company 
Address e T a aA i o - 

















Over 200 multinationd¥ wa 
on campus each yea 








London 


Pere eee eee eee eee) 



















i jo receive. A complete | application. z 
B u Si ne $5 PEE tamang brochure, please = Fi 
tick this box if you ike saesonssneenanesonrees i pr daear a a | 


School 


eee ee eee 


Information about our Executive Education 
Programme Portfolio. [7] 


London Business Schoo! exists to advance teaming and research In busines and management 















78381 Jouy-en-Josas - Cedex - | Number of y è 
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Surname 





Address 





Positade 







eee ee Pree errr) 


Country 





me one on ne e oe oe e em e ke ee eee 


L mm e e oan ci um amt, tsi ty tts a a at ma aa a we À 





International Finance 
+ 


industry Analysis and 
Marketing 





* The world grows globally: you 
won't get far in business. and 
finance today. without a thorough 
understanding and vision, 

* And there's no better way to 
acquire these skillg than with a 
Master of International Economics 


1 - UCI Via Balilla, 16/18 - 





SAME E CHEN E KERN TSE MEHR EERE EAA EK ERENT OER ANNE E RMR A ES DAHON OED, 


AOE R NERC RN ETTORE LOREM EN MERE HARTER ELEN ERNE DENA ENEMA ONO E MRE N OREO 


HEHAR EAHA O KN EMD OREO NNER AORTA ORE RAYS EEN EONS, 


ett Ch eee eee ee terre vere ry ey 


ECONOMICS AND MANAGEMENT 


Please send me the MIEN brochure: 






Name 





Yel, 


The datawill be collected ja pur datatiasn aed used ake ty provide fifaemation on dhe aleve mentioned 
course and to send free at charge dieunienis an other tournis und pubbtications af SDA Raceuni, 
Aevarding to the law PIRIS if you dic nat widia receive further information tiek the fie, CF 


and, Management in Milan, at 
SDA Bocconi, School of Management 


accredited by EQUIS. 


* in 12 tough months, we'll equip 
you with the sophisticated analytical 
tools needed.to comprehend changes 
in the global economy and what 
they mean for international business 
and finance, 

* You'll gain in-depth knowledge 
of quantitative methods, economics, 
business administration, law and 
politics. And fearn to analyse and 
assess the political and economic 
prospects of major countries and 
regions. 


The brochure and application form can be downloaded from our website: 


www.sda.uni-bocconi.it/miem/ 





E-mail: MIEM @ sda. uni-bocconi.it 


more the world 
grows micro, 
the more the challenge 
becomes macro. 


20136 Milano - Haly - Tel.++39-025856,6605/6606 


Fax to +4+39-025836.3275 
rraseeeeeevencracscacusauncnansaragnessnenaiedies 
sheen sis odep ani ESAE E AES 
PA AEE E 


ETTTTTETTTTTTTTETI eee eee Serere rere rere TTEN 
























Wh ainda 


* You can choose between curricula 
oriented towards: Intemational Finance 
or industry Analysis and. Marketing. 
And our three-month worldwide 
internship programme will give you the 
chance to apply what you've learned to 
real business situations. 

* Face the macro challenge of 
international business and finance. 
Ask for the SDA Bocconi MIEM 
brochure today, 


* The next MIEM information session 
will be held in Zürich, on April 27, 1999, 
from 5.30 to 7.00 pm at the Mariott Zürich 
Hotel, Neumuetileqai 42. Iniormation about 
the BSI Scholarship will also be given. 


6 SDA BOCCONI 


sE Reveal Caiversiiy feboo! of Management 


COURSES 








Teaching French to adults for 29 years 


THE BRADFORD MBA INSTITUT DE FRANCAIS 
Overlooking the Riviera’s most beautiful bay 


You can distort many things, but time isn’t one of them. A UNIQUE TOTAL IMMERSION PROGRAM 
| 8 ilies a day with 2 meals. 8 levels : Beg. I to Adv. H 
ACCOMMODATION IN PRIVATE. APARTMENTS 























And as a manager, that canbe a problem. Especially when 


it comes to studying. That’s why, at Bradford, we'll produce Next 2-4 week course starts 3 May; 31 May and all year 
Pai i : 06230 Villefranche/MerED10, France, Tel.: (33) 493 01 88 44. Fax: (33) 493 76 92 17 
a programme that’s tailored to your needs, Full-time, evening www.institutdefrancais.com 


and open learning options give you the freedom to learn at 





your pace, not outs, with course lengths of 1 to 6 years. . : 
Good Distance Learning 


MBAs are hard to find. 


Mail for a guide to the best, 
wherever you are. 


The Durham MBA Distance Learning Programme is one of Britain's most highly 
regarded International MBA courses.and:is ‘one of three AMBA accredited 


study options, including Full-Time and Part-Time: 

If you would like to develop into one of the world's Yey 

best managers, apply for your brochure today. 9 rnam 
investing in excellance in teaching and research 

Durharn University Business School, Admail 436, Mil Hill Lane, Durham DH1 3ZZ 


Telephone: 0191487 1422. Facsimile: 0191 374 3389, e-mail: MBA:DL@durham.ac.uk 







"HITD of HARVARD UNIVERSITY 


PRIVATIZATION, REGULATORY REFORM 
& CORPORATE GOVERNANCE 


June 28 - July 17, 1999, Cambridge, Massachusetts, USA 
























+ The Record on Performance and * Methods of Privatization: Auctions, 
Reform of State-Owned Enterprises Share Flotation, Concessions 
+ The Rationale for and Problems of and Strategic Investors 


+ Mass Privatization in Transition 











Public Ownership Economies 
+ Privatization of Natural Monopolies: + Recent Privatizations: Data and 
Theory and Evidence Conclusions 
Se $ Regulation: Structure and Methods * Post Privatization Corporate 


* Deregulation and Competition Policy Governance 


aa, * Sector Case Studies 
* Labor and Privatization (Telecommunications, Transportation, Utilities) 


OPEN DAY ON 
Sat 24th April - 
call for details / ‘Tele i 
Lectivers inchide: Lawrence Summers (U.S, Treasury), Joseph Stiglitz (Chief Economist, World Bank), è 


Director, Eytan Sheshinski, William Baumol, Eduardo Engel, Paul Krugman, Jeffrey Sachs and Jean Tirole 


HARVARD INSTITUTE FOR INTERNATIONAL DEVELOPMENT 
14 Story Street, Saneoe, MA 02138, USA, Attn: Mike Hricz 
E ep@hlid.harvard.edu 


WWW. HOD. HARVARD. EDU/TRAINING 





And in addition to studying the integrative core, you will 


choose the 6 most relevant electives from a range of over 30, 









to ensure your MBA complements your chosen career path. 
So, for a more flexible MBA, talk to Bradford. After all, why 
study an MBA that hasn't studied you? For further 
information call +44 (0)1274 234372/3/4. 









13TH ANNUAL WORKSHOP ON 

“BUDGETING IN THE PUBLIC SECTOR 
June 28 - August 6, 1999 

Cambridge, Massachusetts, USA 


Designed for budget directors & analysts and public sector officials with 
responsibilities for budget planning and management in developing and 
transitional economies. Topics include (but not limited to): 

















/ Caine ix 
f Sane À + Approaches to macrolevel public expenditure planning 
available ' D AA + Public expenditures and economic- growth 
era THE BRADFORD MBA Taget + Fiscal adjustment in industrial and developing countries 


me Organization and management of the budget process 
Conceptual approaches to allocation of resources 

« Managing budget implementation 

+ Institutional issues in the management of public expenditures 


HARVARD INSTITUTE FOR INTERNATIONAL DEVELOPMENT 
14 Story Street, Cambridge, MA USA 02138, ATTN: Patricia Camey 

FAX: (617) 495-9786; Phone: (617) 495-4324 

E-Mail: budgetws@hiid.harvard.edu 

www. hiid harvard edu/training 










IT’S FLEXIBLE, | 
SO YOU DON’T HAVE TO BE 


The University of Bradford Management Centre, 
Emm Lane, Bradford BD9 4JL., West Yorkshire, UK. Fax: +44 (01274 232311. 
email: mba@bradtérd acuk http:/Amwuxbrad.ac.uk/acad/mancen/ 
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To determine the quality of an 


MBA distance learning program, 


get to Gow che instructors 


voull never see. 


[n developing the curriculum 
of its MBA program by distance 
learning, Heriot-Watt University 
was careful to recruit only 
recognized experts chosen for 
international standing in their 
particular fields. 

The result is a program so 
comprehensive and thorough 
that, for the tenth year in a row, 
The Econornist Intelligence Unit 
rated the Heriot-Watt MBA by 





distance learning as one of the 
world's best MBA programs, 
along. with. Stanford, Wharton, 
Oxford and Cambridge. 

Study according to: your own 





schedule, pass nine course exams, 





and the prestigious Heriot-Watt 
MBA Js yours. Fora free 
prospectus call 1-800-622-9661, 
ext. 12, or e-mail us at 
info@hwmbanet. 


THE HeRIOT-WaTT UNIVERSITY MBA 


by distance learning 


1999 Financed Times Management, e 


The 
Cranfie 
MBA 


=A unique 
experience 


COSEELE ECONOMIST APRIL IOTH 190% 





Infrastructure in a 
Market Economy 


July 11-23, 1999 

Infrastructure in a Market Economy is designed for officials in the 
public or private sector who are responsible for developing and 
implementing initiatives for the private provision of infrastructure. 
The program aims to develop a better understanding of whether to 
privatize; when privatized firms need to be regulated; the various 
methods for doing so, such as concession contracts or price cap 
regulation; and vehicles for financing infrastructure. 

Deadline for applications: 

May 24,1999 

For brochure and application, please contact 

Kathy Eckroad 

Phone: (617) 495-1101, ext. 79 

email: kathy _eckroad@harvard.edu 
www.ksg.harvard.edu/execed 


HARVARD UNIVERSITY 
JOHN F. KENNEDY SCHOOL OF GOVERNMENT 


Cranfield 





UNIVERSITY 


The Cranfield MBA will provide a unique experience - 
more than just a qualification, it can change your life. 
A first class programme with. an emphasis on. personal 
development; highly motivated, mature participants; 
taught by a dedicated and respected faculty with 
international business experience; in a stimulating. and 
supportive learning environment; first choice for many 


top recruiters. 


GIVE YOURSELF A CAREER ADVANTAGE WITH 
THE CRANFIELD MBA 


Maureen Williams, Cranfield School of Management, 
Cranfield, Bedford, England MK43 OAL 

Tel: +44(0)1234 751122 Faxi +44(0)1234 752439 
Email: m.williams@cranfield.accuk 


http://www.cranfield.ac.ak/som 


Cranfield University is an exempt charity offeriig’a. centre of exdéllence for research and education 
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ENGLISH FRENCH SPANISH 
in ENGLAND, in JAPAN, in BELGIUM in FRANCE, in BELGIUM - 


GERMAN . DUTCH JAPANESE 


in BELGIUM i in JAPAN, int BELGIUM 





















in BELGIUM 
COURSES 66 HOURS PER WEEK 
MOTIVATED PEOPLE IN THE TARGET LANGUAGE 
+ ADULTS fron 19 years Study: 
Sena REN iKs oe SABANE l 
RE TIRED PEOPLE OF 55 AND ABOVE up to 45 private and/or group lessons 
(Special conditions available) and pedagogical activities 


CERAN LINGUA 
International information 
and reservations: 























Tel: + 32- 87-79 H 22 
Fax: + 32- 87-79 11 88 












« JUNIORS from 1H to 18 years & Since 1975 E-mail: 
- FRENCH in BELGIUM SE i 7 EAT alain wan hy Customer @ceran.be i 
- ENGLISH in ENGLAND Putting into practice with our teachers: Teh SMa Bes Internet: 
in BELGIUM at breaks, meals and evening socio-cultural activities | | Fax: | (413) 584-3046 http://www.ceran.com | 


A MAXIMUM OF PROGRESS IN A MINIMUM OF TIME 


IC TOR ATE 







A WITH § YEAR REFUND GUARANTEE 
B.S., M.S., Ph. any fiel me 5 À Dip. TEFL, MBA or PhD by distance leamingflfe experience! a heed Ne 
NO COST evaluation! Send resume. honorary award from $400. Impossible? Learn about 1,600+ peat a a nen 


6400 UPTOWN BLVD NE + SUITE 308-W non-traditional universities worldwide (Including many widely 
Dept.34 +» ALBUQ., NM 87110 USA advertised). At least one offers a 5 year unconditional refund m ST. GEORGE UNIVERSITY 
Y 


dited degree 
e experience or 
r Oxford, England! 




















ee 
a m i CSi 2. = foternationat Administration Office, JAPAN: 
1-503-009-2711] E (0) 1483 260 Save me & money: YWHE! Tek: +81 (886) 84 - 08 70 Tel: +81 (090) HIB-47018 
a K d essential information $1 (RRG 84 - OB 70 

E-Mail: infodistgeorgeuniversity.eda 
Fax +662 634 7565 Quote Dept: 2. Give street address Website: http://wwwstgeorgeuniversity.edy 


473/3 Surawong Rd (Block 121}, Bangkok, 10500 
temy MBA 
University 


IMBA by Distance Learning. Bachelors} 
not always required. Additional 
international faculty needed, 
370 Anchor Drive Ste. 250, Dakota Dunes 
SD $7049 US, Phone: 605-232-6039 
Fax: 605-232-6011 ec@distancemba,com 


www.distancemba.com 










































vee DOCTORAL AND 


MASTER S DEGREESSS> Lincoln University of the U.S.A, 


MBA DEGREE 


Affordable Distance Learning. 
No Class Attendance + Credit for Work Experience 
Send resume for no-cost evaluation. 
PO Box 49995 Los Angeles, CA 90049 
lincolnmba @ aol.com 
Www. linceingradschool.com 
(310) 447-9681: * Fax (310) 447-9680 

















Accredited, 1 to 2 years; 
1} month Residency. 
Business, Education, Gov't., Psych. 
International Relations, Religion, 





Social Work, Health Services 


Write: BERNE UNIVERSITY, International 
Graduate School, PO Box 1080, 
Wolfeboro Falls, NH 03896. 

TEL: (603) 569-8648 FAX: (603) 569-4052 
E-MAIL: berne@berne.edu 














UNIVERSITY DEGREE 


For Life, Academic & Work Experience 


Degrees for people who want to be more effective 
and secure in their jobs or professions. 


” Earn your BACHELOR'S, MASTER'S or DOCTORATE degree by 
Match your pulizing your af sane ste experience, Coos ena credits are 
given for your: ary, company training, industrial 
position with a | courses, seminars and business perience” 
legal degree We accept college credits no matter when taken. 


and. Our graduates are recognized for their achievements in business and. 
transcripts industry. We will assist you in completing your degree requirements 
at your own pace through horne study. 


"As you know |; Send/tax detailed resume for a NO COST evaluation. 


America’s 
Preferred + No classroom attendance « Distance learning. 

; * Distinguished faculty + Accelerated degree programs 
Distance * Credit for work experience + Students fram 96 
Learning countries and 30 states in the USA. 


Washington International University 


P.O. Box 1138, Bryn Mawr, PA 19010-USA 
Fax:610-527-1008 - E-mall: washuniv@op. net. 













eee hs Pacific Western University 

stilt the peat 1210 Auahi Street, Dept 137, Honolulu, HI 96814-4922 

teacher... But 1-(808) 597-1909 

degrees open CALL; (800) 423-3244 ext. 137 UK: 0800-960-413 
doors. Fax: (310) 471-6456 E-Mail:admissions@pwu.com 


Whole-in-One: full time tuition, private 
room, all meals, social programme, 
airport transfers, tennis and golf! 





http:/Awww.pwu-hi.edu 









7 RICHARD LEWIS TeL +44 1962 771111 


| APPOINTMENTS 








JOB HUNTING INTERNATIONALLY? 


Executive earning $S0K-500K+. Career searching into, within oroat of 
Asia/Europe/U.S.? A new position is closer than you think! Free info. 


www.CareerPath.co.uk E-mail: cpasia@bkk loxinfo.co:th 
ATH gR 
~ Tek KA Fax: Š É 

(662) (662) 9 2 


2674685 2674688 Yap 
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DEAN 


SCHOOL OF BUSINESS ADMINISTRATION 
AMERICAN UNIVERSITY OF BEIRUT 


The President and Trustees of the American University of Beirut are 
conducting a search for the Dean of the newly formed. School of Business 
Administration. AUB, founded in 1866, is a leading: university of 5,000 
students. The School of Business Administration - offering both undergraduate 
and graduate degrees - will be organized on the American model. The Dean 
will provide academic and administrative leadership and guidance in a 
collegial setting. Teaching experience af an American business school would 
be a substantial plus, as would an earned doctorate. 





























. 


. 


The Search Committee invites applications and nominations for the position, 
which should be sent prior to May 15, 1999, to: 


Malcolm MacKay 
Managing Director 
Russell Reynolds Associates 
200 Park Avenue, 23rd Floor 
New York, New York 10166 
Fax: (212) 351-2102 E-mail: mmackay@russreyn.com 







. 













SENIOR PRIVATE SECTOR ADVISORS 


Fron The United States Agency for International Development 
“UEP” is seeking professionals to serve as Senior Private Sector 
Advisors for market reform programs in Central Europe and the New 
Independent States. These positions focus on the development and 
implementation of commercial laws, policies and regulatory entities. 
Applicants must be U.S. citizens. Successful candidates will have an 
| advanced degree, probably a JD and/or MBA, and a minimum of five 
years’ relevant work experience. Experience in the region, as well as 
language skills, are highly desirable. The Advisors will be responsible 
for designing and managing USAID-funded technical assistance 
projects. 

These positions will be contracted under personal services contracts 
at the GS-15 level and are based in Washington, DC. The positions 
require significant travel. Salary will be negotiated based upon salary 
history. Security clearances will be required. Interested applicants 
should send two copies of an SF-171 or OF-612 and resume to Yvonne 
Wilson, Office of Procurement, M/OP/ENL Ronald Reagan Building, 
Room 7.09-064, Washington, DC, 20523-7900, or fax the same to 
202/216-3396, Position closes April 30, 1999. 















. 






















Long-term and Short-term Consultants 


-Nomisma SpA is a leading consulting firm based in Bologna, Italy. We have 
-built.a solid reputation in the field of technical assistance projects to 
| developing countries and transition economies. 






We are currently active on a number of projects, funded by the major 
international donors, in the CEEC countries, NIS countries, Mediterranean 
countries and Latin America. In order.to. keep apace with our expanding 
activities, we are looking for LT and ST consultants in the fields of: 








e (Ref. PSD) Private sector development (SME development, 
4 privatisation and restructuring, financial services) 

; e (Ref. PA) Public administration. (institutional strengthening, PA 
management, civil service reform) 

(Ref. ET) Education and training (education management and 
financing, training planning and delivery, cultural development) 








Requirements: EU nationals, at least 10 years experience in any of the 
fields listed above, fluency in English, other languages an asset. 





Please send us a detailed CV (Phare/Tacis format) preferably by e-mail, or 
fax, mentioning the reference(s) related to your experience and indicating 
your availability for LT and/or ST positions. Please join a letter mentioning 
“In.compliance with the European Directive n° 46/95 on privacy, | give my 
consent to Nomisma SpA to make use of my personal data and transmit 
them to third parties in the framework:of technical assistance projects for 
which Nomisma SpA may tender”. 










- Attn: Ms Vanessa Albertini, Nomisma SpA, Strada Maggiore 44, 40125 
Bologna Italy 
e-mail; nomint@nomisma it — fax: +39/051/232 209 





The International Committee of the Red Cross (ICRC), a neutral and independent: F 
humanitarian organization based in Geneva, Switzerland, has two positions to be Aled 
immediately at its headquarters, for: 


One international lawyer with experience in criminal and humanitarian law. The 


successful candidate will be required to: 


Required qualifications: 


One international lawyer with experience in humanitarian law and human rights law. 


The successful candidate will be required to: 


Required qualifications: 


Both positions require good diplomatic skills, excellent English and French, 
If you are eager to use your skills in humanitarian endeavour, please send your application 
with a detailed Curriculum Vitae, along with a recent photograph, to: 





INTERNATIONAL LAWYERS 


represent the ICRC in negotiations and international meetings, in particular those 
relating to international tribunals 

give advice, both within the ICRC and to outside bodies, on matters relating to criminal 
Jaw and international humanitarian law 

promote international humanitarian law and the work of the ICRC and take part in the 
training of ICRC staff, 




















training and working experience in criminal law and procedure in the common 
law tradition 
an excellent knowledge of international humanitarian law. 






represent the ICRC in negotiations and international meetings, in particular human 
rights fora 

be responsible for a number of subjects relating to humanitarian law and human 
rights law 

promote international humanitarian law and the work of the ICRC and take part in.the 
training of ICRC staff. 









specialization in international law and international human rights law with at least three 
years working experience with an international organization practising human rights 
law 

a very good knowledge of international humanitarian law. 







INTERNATIONAL COMMITTEE OF THE RED CROSS 
Recruitment Division 

Avenue de la Paix 19 
1202 GENEVA -CH 
Fax: +41 22 730 27 71 








THE UNIVERSITY OF THE 
WEST INDIES 

CAVE HILL, BARBADOS 
LECTURER/ASSISTANT 
LECTURER IN ECONOMICS 


Department of Economics 












Applicants should be economists trained in Economic Theory 
and Quantitative Methods. Preference will be given to 
applicants who can teach at least four of the following 
semester courses: Intermediate Macroeconomic Theory, 
Managerial Economics, Economic Analysis for Public Policy, 
Economic Statistics, Economics of Financial Institutions, 
and Economics of Tourism. 

The successful applicant will be expected to assume duty by 
1 August 1999 or as soon as possible thereafter. 

Detailed applications (three copies) giving full particulars of 
qualifications and experience, biodata and the names and 
addresses of three referees should be sent as soon as possible 
to the Campus Registrar, University of the West Indies, 
P.O. Box 64, Bridgetown, Barbados (tel: (1 246) 417 4064/8; 
e-mail: a.hinkson@uwichill.edu.bb; fax: (1 246) 425 1327). 
To expedite the appointment procedure applicants are 
advised to request their referees to send references under 
confidential cover direct. to the Campus Registrar without 
waiting to be contacted by the University. Further 
particulars for this post, including remuneration package are 
available on request from the Association of Commonwealth 
Universities (47309), 36 Gordon Square, London WC1H OPF 
(tel: 0171 387 8572 Ext. 206; fax: 0171 383 0368; email: 
appts@acu.ac.uk), or visit- our- website at www.uwichill.edu.bb. 
The closing date for applications is 31 May 1999. 
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CONSULTANCY FOR WASTE MANAGEMENT KHW WAYS AND MEANS 
TURKEY, DENIZLI : 
German Financial Cooperation with Turkey.- Invitation to Prequalify 






















BUSINESS JOURNALISM 


TWO EDITORS/JOURNALISTS / BASED VIENNA, AUSTRIA 


Part of The Economist Group and a world leader in its field, the Economist 
intelligence Unit provides intemational companies with information and analysis 
on politics, econontics and business. Our Vienna office is looking for two 
experienced editors/journalists to work-on its flagship newsletters, the weekly 
Business Eastern Europe and the monthly Business Russia. 









A comprehensive waste. management system is to.be introduced in the Denizli 
region (approx. 350,000. inhabitants) on the basis of an existing feasibility 
study. The services for the implementation of the project have already been 
awarded. In addition, systematic training and advice of local staff is planned 
which is subject to this pre-qualification and will cover the areas of 











Working ina four person team, you will commission, edit, research and write 
material.on topics of interest to Western companies which are active in Eastern 
Europe and the former Soviet Union. Vital skills needed are a gift for clear. concise 
business writing and a demonstrated ability to organise work smoothly around 
tight deadlines. Experience in Eastem Europe is a distinct advantage. as is 
proficiency in Russian or another Eastern European language. 






landfill and compost plant operation management, optimisation of the 
collection system, monitoring and evaluation as well as public relations. 






















| Probable start of services: 2nd quarter 1999 

Time span of services: approx. 30 months 
(intermittent) 

Closing date for the submission of documents: 21.04.1999 


‘An extensive benefits package includes a competitive salary. relocation. full health 
insurance and profitshare. 






Please apply in writing with full CV and covering letter, including salary details. to 
Louisa Vinton, Editor in Chief, at the address below. Shortlisted candidates will 
receive an editing test, Closing date for applications. Friday April 23rd 1999. 







Further information can be obtained under (+49-69) 7431-2886, atin. Mrs. 
Kluger. 






ECONOMIST INTELLIGENCE UNIT GESMBH 
E ‘EU SCHWARZENBERGPLATZ 8/7 
A-1030 VIENNA 




















Kreditanstalt fiir Wiederaufbau, also in the name of the Municipality of 
Denizli, 
Palmengartenstr. 5-9, Frankfurt am Main/Germany; Department Lla 
(Europe and Near East) 






n AUSTRIA 
The Economist FAX: (43.1) 714 6769 
Intelligence Unit E-MAIL: louisavinton@eiu.com 























Bank for Counterparty Credit Analyst 


international The successful candidate will work in a team formulating credit strategy and policy and 
will be responsible for the monitoring of the Bank’s credit lines. 
Settlements 


Requirements = knowledge of risk management 


methods and/or experience thereof in a 
a university degree, ideally in finance or major financial Rossa 

















The Bank for International Settlements is economics . , 
an international organisation that a knowledge of a broad range of financial 
promotes central bank cooperation and " 2-3 years’ experience in credit products, including structured finance 
provides additional facilities for assessment of financial. sector « excellent command of English; 
international financial operations. Based counterparties in a major financial knowledge of another major language 
in Basle, Switzerland, with a institution or a ratings agency would be an advantage 

representative office for Asia and the 

Pacific in Hong Kong, the BIS has The BIS offers attractive conditions of employment in an international environment and 
around 480 staff from some 30 excellent welfare benefits. 

countries. 


Please send applications, together with references and ideally examples of written work, 
i to Human Resources, Bank for International Settlements, CH-4002 Basle, 
www.bis.org Switzerland, quoting reference 99535. Closing date for applications: 16 April 1999. 


BUSINESS OPPORTUNITIES 





HONG KONG: 
Tel: +852 2542 1177 

Fax: +852.2545 0550 
hk@sovereigngroup.com 
UNITED KINGDOM: 

‘Tel: +4440) 7000 59 60.61 
Fax: +44 (017000 89 99 00 
uk@sovereigngroup.com 
UNITED STATES OF AMERICA: 


Tel: +1.757 363 9669 


[ax Planni 
; Fax: +1 757 363 9668 
errr nana En QUALITY SERVICE - REASONABLE COST o 
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Department for 
International 
Development 


THE POSTS : 
1. AFRICA REGIONAL AND RuRAL Livetmoops 
AND ENVIRONMENT. DEPARTMENT 
(BASED IN LONDON) 
Social Development Adviser to. work equally with two 
Departments to give Social Development Advice on regional 
initiatives for Africa and to the Rural Livelihoods and 
Environment Department. 
2. NATIONAL STRATEGY FOR | SUSTAINABLE 
DEVELOPMENT UNIT (WITHIN THE ENVIRONMENT 
Poucy DEPARTMENT) 


(BASED IN LONDON WITH CONSIDERABLE TRAVEL OVERSEAS) 


Social Development Adviser to work with poorer countries on 
the practical implications of national strategies for sustainable 
development. 


SOCIAL DEVELOPMENT DIVISION TO WORK 


SOCIAL DEVELOPMENT 
ADVISERS AND ASSISTANTS 


QUALIFICATIONS: 

Applicants will need a university-level qualification in a social 
science, such as social anthropology, sociology, political science, 
area studies or human geography, and a relevant higher degree. 
Substantial field research experience, gained either as a part of 
a higher degree or from working in a relevant position, is also 
essential. 

EXPERIENCE: 

For the Social Development Adviser posts candidates must have 
a minimum of 3-5 years’ experience of working in one or more 
developing countries. 

For the Assistant Social Development Adviser posts candidates 
must have at least one year’s experience of an overseas posting. 
COMPETENCIES: 

The successful applicant should be able to: 

apply social expertise; demonstrate critical thinking and 
judgement; show creative thinking and innovation; have social 


awareness and commitment; demonstrate capacity for 
facilitation and consultation; negotiate, influence and achieve 
results; network and co-operate and be good at managing and 
supporting others. 

TERMS OF APPOINTMENT: 

» Applicants should either be nationals of member States of the 
European Economic Area (EEA), or Commonwealth citizens who 
have an established right of abode and the right to work in the 
United Kingdom. 

Social Development Adviser posts offer a salary in the range 
-Of £32,000 to £45,000 depending on experience. 
_ The Assistant Social Development Adviser posts offer a salary in 
“the range of £24,000 to £29,000. 
Initial three-year contracts may be extended or converted to 
anent, appointments, Benefits include non-contributory 
pension or an allowance in lieu. London-based appointments 
ay be eligible to receive a relocation grant of £4,000. Overseas 
appointments will attract additional benefits, including variable 
tax-free overseas allowances and fare paid leave passages. 
The closing date for applications is 30th April 1999. 
to Appointments Officer, Department for International 


t Kilbride, Glasgow G75 8EA, stating Ref No 
1355) 843138 or 843597 (answerphones) or 


_ EQUALLY ON DFID’ 


POLICY ON DRUGS AND 


olicy and ways to: 
Human Rights and: 


t to reduce 


he Department for International Development (DFID) is the 
British government department responsible for promoting 
| development and the reduction of poverty. DFID is committed 
to the internationally agreed target of halving the proportion of 
people living in extreme poverty by 2015. 


national non-governmental organisations, and institutions such 
as the World Bank, UN agencies and the European Commission. 
Most of our assistance is concentrated on the poorest countries 
in Asia and sub-Saharan Africa, but we also work in middle 
income countries, and in Central and Eastern Europe. 


DFID works in partnership with governments, international and DFID adheres to the Civil Service’s Equal Opportunities Policy. 
Pp p 8 q Pp 
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CUT THE COST OF YOUR 
STAY IN LONDON 
Comfortable self-contained serviced studio flats 
in Knightsbridge near Harrods, fully equipped 
iitchen-dinette, bathroom, phone, satellite TV, 
central heating, elevator, maid service, resident 
manager, Suit 1-2 persons. Brochure by AirMail 
Knightsbridge Service Apartments 
45 Ennismore Gardens, 

London SW7 TAQ. 

TEL: 0171 584 4123. Fax: 0171 584 9058. 
info@kefiats.demon.co.uk 
www. Keflats. demon.co.uk 


SALES IN GERMANY 


Experienced German engineering 
agency is looking to expand their 






NEW AUTHORS 
Publish Your Work 


Fiction, Non-fiction, Biography, 
Religious, Poetry, Children’s 






A’seloction of excellent executive apartments in 
the very heart of London. 
Exceptional short and long term rates, 






activities. Specialized in component 
and assembly sales to OEM 
companies. 









For more information :~ 
18 Berkeley Speel London WIX SAE 
Teh 44171 491 UHA Pac +4417 490 9746 
www berkeley. gecom 
berkeley lettingsi@idial.pines.com 






write, OF send your manuseript to: 
MINERVA PRESS 


31-977 REGENT STREET LONDON WHR TYB, ENGLAND 
waminsi press 00 uk 






For further info send particulars 
to email: parts@web.de 
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International Careers! ECONOMISTS 
DevTech Systems, Inc. is looking 
for a senior Macroeconomic 
Advisor for a long-term. position 
in Central America, Spanish 
speaking, (Level 4), preferably 
USAID, Ag, and in-country’ or 
Central American experience. 
Excellent compensation package. 
Please fax your resume to 









‘Kennedy’s 
International Directory 
of Executive Recruiters 


2,508 recruiters in 59 countries, indexed by 
functions, industries, key principals and more. 
676 pages, US$149 (+shipping). 


Gall +1 603.585.3101 or Fax +1 603.585.6401 
Emal: bookstore@kennedyinfo.com 




























Web: www kennedyinta.com Ms. Platt at 202-296-4884 
Af, KENNEDY INFORMATION or e-mail to 
Zz One Kennedy Plave, Route 12 South tmplatt(@devtechsyscom EOE MENY 
QS Fitzwilliam, NH 03447 USA i 


The University of St. Gallen, Switzerland (Graduate School of 
Business, Economics, Law and Social Sciences - HSG) is 
seeking a candidate for a 


senior position at 
the Full Professor Level 


for its Institute for Technology Management (ITEM-HSG). 
ITEM-HSG is a major research institute at University of St. 
Gallen engaged in graduate teaching and research in the area 
of Manufacturing, Quality, Innovation and Supply Chain 
Management. It employs more than 50 faculty and. staff 
members. 

The professor is expected to provide academic leadership in 
the area of Technology Management, preferably with 
emphasis on Innovation and Supply Chain Management. 
Responsibilities include lecturing in the area of Technology 
Management at the Graduate level, supervising candidates 
for advanced degrees, spearheading sponsored research 
projects and industrial research consortia, and providing 





candidate is also expected to be involved in the management 
of the Institute. 

Interested candidates should have a Ph.D. or equivalent 
degree in a relevant area such as business administration or 
science of engineering, preferably with industrial management 
experience in a high tech company, considerable teaching 
experience and a strong publication record. 


advanced executive education and international outreach. The | 











UNIVERSITAT ZURICH 
Dekanat der Wirtschaftswissenschaftlichen Fakultät 


Professorship Public Finance and Macroeconomics 


The Faculty of Economics at the University of Zurich is seeking 
to filla full professorship in public finance and macroeconomics. 


A leading figure is sought for this vacant position. Successful 
candidates have a strong research orientation in public finance 
and/or macroeconomics. The person appointed will play an 
active role in graduate teaching of public finance and is expected 
to share the teaching load in macroeconomics at the 
undergraduate level. 


The successful candidate must satisfy the formal requirements for 
appointment to a chaired professorship (Habilitation or 
equivalent), 

The University of Zurich is trying to improve the position of 
women in research and teaching and encourages and invites 
qualified female candidates to apply. 


Applications should be submitted until April 30, 1999 to the 


Dean 

Faculty of Economics 
University of Zurich 
Ramistrasse 71 
CH-8006 Zurich 
Switzerland 
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IMMIGRATION TO CANADA 


CHAIT AMYOT 
Barristers & Solicitors (Founded 19283 
Reputatie Canadian taw fii provides assessment of your 
chances of success, FEES BASED ON RESULT 
Foes: are payable only if an immigrant 
ised and. not otherwise. For an At 
forward your resuane to: 

CHATT AMYOT Immigration Division, 
1 Place Ville-Marie, Suite 1900, Montreal, Canada, 
2 i 53, Fax: 879-1460, 
E-Mail deomol@chait-amyot.ca 


























aw 
OFFSHORE 


1V:¥.0 9.9)” 
companies world-wide 
‘formation and administration 


of companies opening of bank accounts 
tel/fax/mail forwarding services 





CALL FREE ON: 


0800 097 5140 


U.S. CORPORATIONS AND 
LIMITED LIABILITY COMPANIES 
(LLCs) SET UP INSTANTLY IN 
DELAWARE, OR OTHER STATE, BY 
PHONE, FAX or INTERNET 
Your headquarters may be anywhere in the 


USA or other country. No minimum capital 
requirements. No lawyers necessary. Most 


Clos de Saignie, Sark, 
United Kingdom GY9 OSF 





Contact languages: English, French, 
Russian, Bulgarian 





The successful candidate is expected to assume the position 
October 1, 1999 or upon agreement. 


216-54-13-Fax: +36-1-217-44-14 


nia: 

BLV, KOGALNICGEANU NR 60 
ETILAP 9, Bucharest Romania 
Contact languages: German, English, Hungarian 

+40-92-518-252 
Bank Corp. 
Contact languages: English, Russian 

Tel: #742-3-41 47-666 Fax: +742-3-41 47 444 


Detailed application should include a current curriculum vitae, 
selected publications and names of references and should be 
sent to the Rector of University of St. Gallen, Professor Dr. 
Peter Gomez, Dufourstrasse 50, CH-9000 St. Gallen, 
Switzerland. 

The application deadline is April 30, 1999. Applications will be 
kept confidential. 
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major corporations are incorporated in 
Delaware. FREE Delaware Incorporation 
Handbook (7th Edition). Registered agent, 
shelf corporations, legal office address in 
Delaware and mail forwarding. U.S. bank 4 
account opening service. VISA/MC/AMEX } 
CALL ANYTIME Tel: 1.800.423.2993 
(toll free) or +302,996.5819 
Fax: 1.800,423.04523 (USA/Canada only) 
or Fax: +302.996.5818 
E-mail: inc_info@ detbusine.com 
internet: http://www.delbusinc.com 
Delaware Business IncorporatorsInc. 
3422 Old Capitol Trail, Dept. TE 
Wilmington, DE 19808-6192 
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The Republic of Tajikistan Announcement of International Public Tender for Remaining 
State Owned Cotton Ginneries 

Following the successful tender for cotton ginnefies conducted on 13 March 1999, in which & cotton ginneries were sold, the State Property Committee of the 

Republic of Tajikistan announces a second tender for the following cotton ginneries. The tender will take place on Saturday, 12 June 1999, in the Dushanbe, at 


the address given below. As in the first tender, lots will consist of 75% + 1 share in each of the ginneries listed below. The reserve prices listed below are in US 
Dollars, no bids below those prices will be accepted. Payments will be made in Tajik Rublovs, converted at the official exchange rate on the day of the tender. 


Lot | Name of Ginnery | Location | Reserve i 
| | __ Price 




























Lot | Name of Ginnery 








Location | Reserve 



















Djaborosuiovsky Raion 
Nauskii Raion 






| Shaartuzsk 


te het CI: 














2,250,000 2,520,000 | 


Bids should be denominated in US dollars final payment must be made in Tajik Rublovs. Bid must be accompanied by a guarantee deposit of 5% (five percent), 
of the reserve price for each lot bid. Winners refusing to complete payment will lose guarantee payments, Guarantee payments for non winners will be 


returned within 10 banking days. Guarantee deposits may be made in cash, by wire transfer or irrevocable letter of credit. Bidders have the right to bid upon 
any number of lots without restriction. 



















Bids must be submitted by 1700 hrs local (Dushanbe) time on Thursday, 10 June 1999. Bids must be submitted at the offices of the SPC 44 Rudaki, Dushanbe, 
Tajikistan, between 0900 hrs and 1700 hrs, Monday through Friday. Bids must be submitted in wax sealed envelopes, with the following infarmation indicated 
on the outside of the envelope: “BID FOR COTTON GINNERIES TENDER, State Property Committee, 44 Rudaki Street, Dushanbe”. If bidding for more than one 
lot, each bid must be submitted in a separate envelope. The sealed bids will be received, with receipt acknowledged, by Mr. Matlubkhon Davlatov, Chairman of 
the State Property Committee, at the offices of the State Property Committee, Bids received later than 17:00 hrs on Thursday 10 June 1999, including those 
dispatched on an earlier date, will not be considered, All accepted bids will be opened, and evaluated by the tender commission, on Saturday, 12 June, 1999, at 
10:00 hrs in Ministry of Agriculture hall, 44 Rudaki, Dushanbe, in the presence of bidders or their representatives and the public. Only bids above the reserve 


price will be considered valid. The highest bid above the reserve price will be the winning bid, Winning bidders subsequently will be invited to sign purchase - 
sale agreements with the SPC. 











The following conditions will apply for winners in the tender: 1) Maintain the production profile and level of output, 2) Maintain the assortment of output 


and production of high quality seeds for farms surrounding the ginnery, 3) Maintain the level of employment, and. 4), Maintain operation of ancillary work. 
shops of the enterprise. 









To obtain copies of information memoranda, terms of the tender, relevant regulations and laws, and any further information, please contact Matlubkhon 
Davlatov, Chairman of the State Property Committee at tel. 7 3772 21 86 59, or contact Carana Corporation at tel. 7 3772 21 88 87 or fax 7 3772 2175 50 , or by 
email at carana@carana.td.sitk.org Additional information will be available on Tajikistan’s Privatization Web Site, at http//privatization.tajikistan.com 
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IMMIGRATION TO CANADA. i BECOME A SUCCESSFULL 


Experienced Canadian Immigration CONSULTANT IN YOUR OWN FIELD 
Lawyer will prepare Visa application Write for free details to: 


and conduct job search for prospective 
immigrants. Very reasonable fees. The American Consultants League, 
Dept. E12, 30466 Prince William Street, 


Leonard Simcoe, Ref. E, 1255 Laird 

Bivd., #208, Mt, Royal, Quebec, Princess Anne, maryland, USA 

Canada H3P 2T}, Fax (614) 739 0795. or FAX (410) 651-4885 
wwwconsultartsinstitute com 




























SALE OF BEVERAGE PLANT 


A Nigerian manufacturer of beverages has the following 
limited usage plant items for sale. The items are in excellent 
working conditions. 




















JAGENBERG PKL-Combibloc Filler CF 6000 Aseptic.CF606 (3237 
operating hours) Machine No. 5297118/5 





Email: LSimcoe@csi.com 
http://users.ycs.net:88/sircoe 
















Fuel pump, Boiler, Water treatment plant, Air compressor, Air dryer, 
Water chiller, Syrup pump, 360 Ltrs Juice tank, Juice pump, 
Cleaning pumps, Pasteurizer, Hot water pump, Hot water set, 
Balance tank, Detergent tank, Detergent pump, Crushing machine, 
Separator, Centriguage, Vacuum pump, Diarator, Two Water filters 
(sand and charcoal) Two syrup tanks, Two beverage tanks. 





U.S. Tax-Free Company? | Immigration & Investment 


YES, YOU CAN! ] in USA, Canada, 


Australia & Spain 
It's easy. 


It's fost. 
It's 100% private 
It's 100% legal 
For FREE consultation 
and brochure filled with 
surprising information, contact 


GLOBAL BUSINESS SOLUTIONS, INC. 












Are you looking for 
permanent residency in the 
independent category or as 

an investor? 
Documentation including 
investment opportunities 



















All enquiries should be addressed to: Mr A Abdul Aziz, 20 Parkside, 
London NW2 6RH 

England, UK. Phone: +44 (0) 7887 950 434, Fax: +44 (0) 181 4521941 
E-mail: eeu96aao@reading.ac.uk 













supplied for only $50 USD 
Phone: USA+(619) 578-7541 supplied far only $350 = 
Fax: USA+ (619) 578-0238 INTERNATIONAL an 
E-mail: ghs@millennianet.com PRO PERTY 






TO ADVERTISE WITHIN 
THE CLASSIFIED SECTION, 
CONTACT: 





+ Lake Geneva & Alps 
Attractive properties, overlooking views, 1 to.5 
bedrooms, from SFr 250°000. Sale to Non- 
Swiss citizens authorized. Leading company 
established in 1975. Experience, Discretion. 


REVAC S.A. 
52, Montbrillant, CH-1211 GENEVA 2 
Tel. +444 22/734 15 40 Fax 734 12 20 






Philip Wrigley 
London 
(44-171) 830 7000 







OIC CONFRATERNITY CANADA LTD, 
823-409 GRANVILLE ST. VANCOUYV. ER, BC, CANADA, V6C IT? 
TEL: (604) 669 0389 FAX: (604) 669 3905 
INTERNET:- www.our-website.com E-MAIL-passport@infoserve.net 


Suzanne Hopkins 
New York 
(1-242) 541 5730 
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2ND PASSPORTS, DRIVER'S 
LICENCES, DEGREES, BANK 
A/Cs, CAMOUFLAGE PASSPORTS. 
GMC 
Fax +3120-5241407 
Email: 100413. 3245 @compuserve.com 
hitp:/Awww. global-money.com 



















S iN & GERVICE SINE, R 

A SO Moder, comfortable "9" N 

Serviced Apartments offering Best Value for Money. 
Unbeatable location in South Kensington. 

| 2 person apartment from £70 per night 

4 person apartment from £115 per night 
| 
| 
į 


2nd PASSPORTS 
OFFSHORE COMPANIES 


Maritime International Ltd. 
Bay View Place, Crosbies 
St. John’s, Antigua, West Indies 
Tel: +1(268)461-2024 Fax; +1(268)462-2718 


Email: maritime@candw.ag 
http://www.milonline.com 
“A decade of confidential service” 





cs 


g 
q 


Touris? Board Commended 


ASHBURN GARDEN APARTMENTS 
3 Ashburn Gardens, London SW7 4DG, U.K. 


Tek ++ 44 171 370 2663 
ARDEN 


















CONFERENCE 






A Two-Day Conference on: 4402 TEANECK ROAD - SUITE 114 « TEANECK, NEW JERSEY + 07666 > USA 


INTEGRATED RISK AND 
RETURN MANAGEMENT FOR 
INSURANCE COMPANIES 


May 20-21, 1999 


New York University Stern School of Business 
Sponsored by the New York University Salomon Center 


OFFSHORE COMPANIES 


TRUSTS & FOUNDATIONS 
Fiscal Migration / 2nd Citizenship 


Since 1977 the ICSL organisation has specialised in the establishment and 
administration of offshore companies and other structures with emphasis 
on cost effective tax mitigation, asset protection and privacy. 


* Incorporation in ALL TYPICAL INCORPORATION FEES 
offshore jurisdictions 

* Post incorporation services 

* Bank accounts opened 

* Trust services 

e Banks & insurance 
companies formed 

* Migration consultancy 


INTERNATIONAL COMPANY 
oe SERVICES LIMITED 
aoe E The Offshore Professionals 
a aah a www.ICSL.com 


Paul Brennock FCIS, Sovereign House, St Johns, Isle of Man, IM4 3AJ 
Tel: 44.1624 801801 Fax: +44 1624 801800 E-Mail: iom@ICSL.com 


LONDON, UK CZECH REPUBLIC SWITZERLAND 
Peyman Zia Charles Zidek Astrid Fuenzalida 
Tel: +44 171 493 4246 Tel: +420 2 573 20706 Tel: +41 22 311 3080 
Fax: +44 171 491 0605 Fax: +420 2 538 928 Fax: +41 22 310 4879 
E-Mail: uk@icsi.com E-Mail: Srstcom@travellor.cz E-Mail: ICSL@cortex.ch 
UKRAINE USA CARIBBEAN 
Mark Rayner Jerry Bakerjian Paul Winder 
Tel: + 380.44 454 1191 Tel: +1 954 943 1498 Tel: +1 649 9462828 
Fax: +380 44 464 1193 Fax: +1 954 943 1499 Fax: +1 649 94 62825 
E-Mail: ICSL@gu.kiev.ua E-Mail: usa@icsl.com E-Mail: tci@icsl.com 


The measurement and management of enterprise risk in the 
insurance industry is critical to deployment of capital amongst 
industry participants. The rapid convergence of financial and 
insurance markets has motivated an integrated enterprise 
approach to risk management that recognizes that each 
component of capital, i.e., business mix, asset portfolio 
management, financial leverage, dividend policy and, in many 
cases, reinsurance strategies, is related and must be 
considered in the context of the overall portfolio of a firm's 
capital management initiatives. The NYU Salomon Center 
holds a two-day conference where leading academics and 
distinguished practitioners explore cutting edge concepts and 
techniques on this key subject. 

Conference directors are E. Altman and I. Vanderhoof (NYU) 
and J. Lamm-Tennant (Villanova). 


ireland 

isle of Man. 
Dominica... 
TCI. 
Belize. 


Bahamas ... 















Speakers include:.D. McCarthy (Milliman & Robertson), B. 
McKernan & T. McTague (General RE), A. Blender (William M. 
Mercer), O. Peterken (Cordis Consulting), S. Lowe (Tillinghast- 
Towers Perrin), J.. Nye (Alliance Capital), G. Meyers (insurance 
Service Office), P. Bouyoucous (Morgan Stanley), F. Jones 
(Guardian), $. Sweeney (Orion Capital), R. Olsen & J. Wallen 
(General RE), A. Schroeder (Paine Webber), S$. Shao 
(Prudential), R. Taub (S&P), J. Penicook (Brinson Partners), S. 
Craighead (National Financial Services), and a number of 
prominent academics. 





For information contact Mary Jaffier at 
“the New York University Salomon Center 

Tel. 212-998-0700 Fax 212-995-4220 

email: mjaffier@stern.nyu.edu 
http://www.stern.nyu.edu/salomon 


NMOL 
STERN 
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Traveling Well in a Nutshell 


We make Traveler's Briefcases with Flexible Unwreckable™ 





OFFSHORE OFFSHORE 
COMPANIES COMPANIES 
BY LAWYERS 


=~ aseniisceneinmameeceneinseemanineeta 
SCF is one of the world's largest tax 
planning practices. Fully owned and 
operated by lawyers and accountants, 
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| BIFORECASTS Every month The Econo- 











OUTPUT. DEMAND AND JOBS America’s unemployment rate fell to 4.2% in March, its 
lowest for 29 years. Britain's industrial production was flat in February, leaving it 0.1% 


than a year earlier; manufacturing output 


output growth quickened to 4.7% in the 12 months to January. 


% change at annual rate The Economist poll 
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ameman 
COMMODITY PRICE INDEX 
Brazil’s coffee exports could 
reach a record high this season. Abecafe, a 
| Brazilian coffee exporters’ group, reckons 
| that exports in the year to June will top the 
_ previous record of 1.3m tonnes set in 1991 | 





lower | 
fell by 1.4% over the year. Canada’s industrial- | 
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| 92. Brazil was allocated an export quota of | 


82.. a mere 0.9m tonnes for 1998-99 by the 











| Association of Coffee Producing Coun- 





| tries, But Brazil maintains that its higher 





| exports are necessary to compensate for 





| losses in Central America following Hurri- 








"cane Mitch. Later this month Brazil plans 














| to set up a new exporters’ association, 
| Cecafe, which will eventually replace two 











| rival groups, Abecafe and Febec. Abecafe 
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PRICES AND WAGES Although America’s jobless rate is so low, workers’ wages are rising at 


their slowest rate since July 1997. They were 
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prices in the euro area fell by 2.7% in the year to January, a faster rate of decline than in the 12 All T -119 
months to December. . l = 31 | 
| -14.2 | 
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N 
weighted average of countries listed above 


| mist surveys a group of economic forecast- 
` ers and calculates the average of their pre- 
_ dictions of growth, inflation and current- 
| account balances for 15 countries, and for 
| the group of 11 euro countries as a whole. 
_ The table also shows the range of forecasts 
_ for growth. Yet again our seers have raised 


their forecasts for American GDP growth 


this year—this time, to no less than 3.6%— 
-as well as sharply increasing predicted 


rates of Australian and Canadian growth. 
Since last November, the average forecasts 
for American, Australian and Canadian 
cpp growth in 1999 have been increased 
by 1.9, 1.1 and 1.0 percentage points respec- 


_ tively. In the same period, halfa point has 
_ been lopped off our panel’s prediction for 
| German growth this year. 
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FINANCIAL INDICATORS - 


|. onarma 
| MONEY AND INTEREST RATES European government-bond markets rallied on hopesof i SUBSIDIES TO INDUSTRY European 
_ interest-rate cuts. The Bank of England cut its rate by a quarter-point to 5.25% on April 8th. — governments have still not kicked the sub- 
' American Treasuries had a good week too, as fears of an American rate rise diminished. _ sidies addiction. According to the Euro- 
i Money supply* _ pean Commission, EU governments spent 
% rise on year ago | €37-7 billion ($48 billion) on state aid to | 
| the manufacturing sector in 1995-97, or | 
_ 2.8% of value added. The biggest offender 
< was Greece, which spent 5.6% of value _ 
_ added, up from 5.2% in 1993-95. Italy was 
| the second most profligate, with 5.3%, 
down from 61%. Germany came third, 
with 31%, sharply down from 4.4% in | 
1993-95. Britain was the most tight-fisted. . 
Itspent 0.9% of value added, up from 0.8% 
in 1993-95. Overall state aid in the EU to- | 
talled over €95 billion in 1995-97. 
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| STOCKMARKETS Wall Street, helped by good economic news, and London, spurred by 
| hopes of cuts in interest rates, both hit new highs in the week to April 7th. They ended the 
| week up by 3.1% and 2.8% respectively. Tokyo climbed by 4.5% and Frankfurt by 3.4%. 

| Market indices % change on 
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PONDON oedema ay sa aaa 
TRADE, EXCHANGE RATES AND BUDGETS Expectations ofan interest-rate cut pushed sterling down by 1.0% in trade-weighted terms 

_ in the week ending April 7th. It fell by 1.2% against the dollar, touching an 18-month low. The Dutch trade surplus widened slightly to $14.8 | 
_ billion in the year to January. Over the same period Spain’s trade deficit expanded to $24.7 billion. 


M Trade balance*, $bn ~ CUFTENt account __Exchange rate aaaea TORCY UNIES cme Budget 
latest latest 12 Sbn The Economist poll trade-weighted? per per per per balance 
month months latest 12 mths % of GOP, forecast Apr 7th year ago $ £ DM euro % of G 


1999 2000 








59.63 20.63 





9.68 
1.62 














*Austraba, Britany, France, Canada, japan and 
SNot seasonally adjusted. **New series 








THE ECONOMIST APRIL 10TH 1999 105 

















| M@ FISCAL SNAPSHOT America loves to | 


| boast about its budget surplus, but as a 
_ share of Gop Norway had the world’s big- 
| gest budget surplus in 1998, at 4.1%, com- 





| pared with America’s 0.8%. Ireland came — 
_ second, with a surplus of 2% of GDP. At the | 


| other extreme, Kuwait had proportion- 
| ately the world’s biggest budget deficit: it 
| increased to 23% of GpP as revenues were 
| hit by falling oil prices. In 1980 Kuwait 
_ had a surplus of more than 30% of GDP. 
` Angola had the second-biggest deficit, at 
16% of GDP. Japan has the biggest budget 





GDP): These rankings are from “Country- 
| Data”; an online database recently set up 
_ by the Economist Intelligence Unit, a sis- 
ter. organisation of The Economist. 
| CountryData provides macroeconomic 
' data (270 series in.all) for 115 countries. 
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EMERGING-MARKET INDICATORS 


ECONOMY Malaysia’s GDP fell by 8.1% in the year to the fourth quarter, to give a 6.7% de- | 
cline for 1998 as a whole. Hong Kong's industrial output fell by 13.8% in the year to the fourth | 
_ quarter. Taiwan’s consumer prices fell by 0.5% in the 12 months to March, making it the | 
fourth emerging Asian economy, after China, Hong Kong and Singapore, to suffer deflation. | 
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| OAO E E E IT II a ai 
FINANCIAL MARKETS Kuala Lumpur jumped by 10.7% in the week to April 7th, boosted ; 
by Standard & Poor's upgrade of Malaysia's credit rating and by lower interest rates. Singa- | 
pore climbed by 6.9% on talk of financial deregulation and possible rate cuts. Seoul gained | 


| 8.8% and Istanbul 8.2%. However, Moscow tumbled by 9.2% on doubts about a new IMF deal. 
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LETTERS 


The infernal regions 


Sirn—Twenty-odd. years ago 
Spain went regional. Probably, 
with its grumpy Basques and 
Catalans, that was the price it had 
to pay for national unity. Each of 
its 19 autonomous regions then 
generated assemblies, politicians, 
bureaucrats and, in varying de- 
grees, corruption—as England's 
regions undoubtedly would 
(March 27th). With power and its 
temptations now so much closer, 
many unscrupulous local busi- 
ness bosses either went into poli- 
tics themselves or else bankrolled 
morally elastic minions who saw 
regional politics as a lucrative ca- 
reer. Also, it is not surprising that 
in smaller municipalities so many 
mayors are builders as well. 

Corruption may not be part 
and parcel of regionalism. The 
high: standards of British public 
life may survive the seductive ap- 
peal of cosy regional arrange- 
ments, where all the boys (and 
even girls) know one another 
rather well. The “man from 
Whitehall” may have an image 
problem but his very lack of local 
involvement is a guarantee of 
sorts, Go regional and say good- 
bye to him. It would not be long 
before many ordinary people 
would start to feel his absence. 
Cantabria, 


Spain CEDRIC SCHEYBELER 


Sir—I am amazed that Britain is 
attracted by the idea of federal- 
ism. A more serious look at the 
structure and efficiency of gov- 
ernment in Australia and other 
federations might cause some of 
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those in favour of the idea to re- 
think. In Australia, the endless 
political and bureaucratic’ argu- 
ments and finger-pointing over 
who should pay for or be respon- 
sible for what are: tiresome and 
wasteful. Inefficiency, duplica- 
tion and lack of:action are rife be- 
cause of a failure by politicians 
and bureaucrats to: accept re- 
sponsibility. Today, constitution- 
al change is in the air in Australia 
and many people advocate the 
abolition of the state governments 
for just these reasons. 

Moss Vale, 
Australia Georr O'REILLY 


Sir—-There is a cogent reason 


why the inhabitants of Sunder- 


land reject the term “Geordie” in’ 
favour of “Wearsider” (“A Geor- 
die nation?”, March 27th). “Ge- 
ordie” is used to describe some- 


one born on the banks of the river . 


Tyne, just as “Cockney” refers to 
someone born within ‘the sound 
of Bow bells. To call someone 
from Sunderland a Geordie is 
akin to confusing the reigning 
monarch with a pearly queen. 

Seoul STEPHEN BOWEN 
thin peste ie tata 


Pro-Italian 


Sir—The Italian Ambassador, 
Paolo Galli, doth protest too 
much (Letters, March 27th). | 
have spent ten years in Italy and 
know many Italians who: will 
happily acknowledge that while 
the people have flair, panache 
and tenacity—a conclusion you 
appear to have reached. your- 
selves (“Those jolly but canny 
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Italians”, March 27th)—Italy as a 
modern polity isa shambles. To 
be anti-Italy, in that sense, is not 
to be anti-Italian, And anyway, it 
is not true, that Romano. Prodi 
“comes. from Italy”. He comes 
from Emilia-Romagna. 

London. KONRAD BRODZINSKI 
reece a A | 


Communication lines 


Sir--The spc/Ameritech merger 
is in great shape, and is heading 
towards a decision by the Federal 
Communications. Commission 
by mid-year (“Bells and whistle- 
blowers”, March’ 27th). Those 
who follow the: industry know 
that this: is the timetable estab- 
lished by: the companies and the 
Fcc months ago. 

The merger continues to gain 
very strong support from a broad 
base including unions, consumer 
groups, business. and civic. orga- 
nisations, and elected officials. 


They know, if The Economist 
“does not, that ssc has a track re- 


cord of making mergers work for 
everyone—customers, employees 
and communities. The Depart- 
ment of Justice has cleared the 
merger because it will not harm 
competition’ at all. We believe 
that the rcc will ultimately rec- 
ognise. that this merger is in the 
public interest and will enhance 
competition. 

Royce CALDWELL 





San Antonio, President 
Texas sBc Operations 
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Prophets and losses 


Sin-—-After your “obituary” of Je- 
sus (April 3rd), in order to avoid 
accusations of partiality, I assume 


not spawned the widespread 
mistreatment of blacks and Lati- 
nos perpetrated by some officers. 
The Diallo tragedy is part of a 
long line stretching back before 
zero-tolerance. The new policy 
has exacerbated an existing sys- 
temic problem. 

Mayor Rudolph Giuliani ar- 
gues that police mistreatment of 
blacks and Latinos is limited, 
pointing to statistics showing that 
NYPD Officers fire their weapons 
less frequently than those in oth- 
er cities do. This is only one type 
of mistreatment. Physical abuse 
often goes unreported, as does 
non-physical abuse such as un- 
lawful “stop and frisk”. Also, it is 
worth considering that anecdotal 
evidence suggests black officers 
seldom victimise other blacks or 
Latinos. 

Diallo’s death requires a hard 
look at the “furtive gesture” rule 
that allows officers to use deadly 
force. Some officers take advan- 
tage of it, employing it in accord- 
ance with its minimum criteria, 
knowing that the shooting will be 
ruled justified. The NYPD or jus- 
tice system must take action now. 

CHRISTOPHER COOPER 
Chicago Saint Xavier University 


Sir—You state that zero-toler- 
ance policing in New York is 
mainly the job of the Street 
Crimes Unit. Not so. The main 
objective of the 360-person scu is 
to remove guns from the streets. It 
has been widely successful. And 
busy, if you believe New York’s 
state attorney-general, Eliot 
Spitzer, who says that the police 
under-report searches: scu teams 
stop and frisk upwards of nearly 
half a million. people a year. It is 
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EXECUTIVE FOCUS _ 


Loompetitive + excellent package 
5 


Credit & Risk Director - UK 


You are looking for a Director level role with pan-European 
impact. One that offers an open culture and the freedom 
to make crucial decisions. Where global influence means 
global influence. GE Capital European Equipment Finance 


can deliver on every count. 


Impressive growth has been achieved through providing 
innovative leasing programmes. and solutions for all types 
rent 
countries and Net Earning Assets of $6-billion, We are part 
of GE Capital Services, one of the world’s largest and most 





of industry. Currently we have operations in 14 diffe 


diverse financial services providers, 
If chosen, you will join the senior managem 
; widen your business remit by 





suming 


responsibility and leadership of the UR Credit and Risk 
Management function, Here, we will look to you to create a 
forward-looking, proactive Risk Management culture that 
dovetails into our overall business strategy. A high level of 


approval authority, with significant European and 
international exposure, are unique facets of this role. 


ent team and 


To succeed, you will need a minimum of 10 years’ 
commercial Credit and Risk Management experience, 
preferably gained within a Leasing Organisation or Bank. 
This will have allowed you to demonstrate a successful 
track record of leading, managing and training a 
professional team. 

An excellent salary and an impressive range of benefits are 
on offer, For more information, ¢ : 

Ruth Almond or John Bake 
Consultants, Century t 


Tek +44 (0) 1256 
Emaik john, bak 









Europe wide 


Corporate IT Solutions 





Í International Marketing Managers 
TRANSPORTATION/INSURANCE 


£Excellent package + Bonus 





Our Client is a leading provider of global IT solutions to the 
Financial, Retail and Communications sectors and. the major force in 
the: fast expanding field of Data Warehousing. Employing 39,000 
people in.130 countries, their products and systems are used, directly 
and indirectly, by a large percentage of the world’s population. 


Data Warehousing represents one of the fastest growing areas 
within IT. Our chent is the market leader in this technology and is 
partnering major corporates throughout EMEA to deliver industry 
specific solutions. Continued success will depend on utilising wide 
experience and proven expertise gained within these industries, 

Outstanding opportunities exist for talented and experienced 
Marketing professionals from beth the Transportation and Insurance 
sectors. Most importantly you will champion the provision of tactical 
and strategic industry knowledge as part of their IT offerings and the 
future market direction within your chosen vertical market, 


An appreciation of IT and Data Warehousing would be beneficial, 
although first class technical training is provided. However, an intimate 
understanding of your chosen industry is essential. Interaction with 


sales teams and assisting in the execution of Customer Relationship 
Management Programs will be the key responsibilities of this role. In 
addition, you will be required to work directly with customers in 
defining requirements and preparing and deploying marketing 
programs. The EMEA region will be the assigned working territory, 
which means a willingness to travel is a prerequisite. Naturally, any 
linguistic ability would be highly advantageous. 


You will be a self-starter, a professional communicator and have 
an inherent desire to face the challenges this role will bring. Your 
ability to be creative and strategic will be fully utilised, as will your 
skills in motivating those around you. 


These positions carry high visibility within a renowned, 
prestigious organisation. If you wish to enter this environment please 
send your CV, quoting ref ECO9919 to Hamilton Parker Associates, 
Doncastle House, Doncastle Road, Bracknell, Berkshire, RG12 8PE. 
Tel: +44 (0) 1344 360100 Fax: +44 (0) 1344 852500 
email: hpa-info@hpa.co.uk web: www.hpa.co.uk 


Hamilton Parker 


Pe ears) associates Ra 
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EXECUTIVE FOCUS 


DEUTSCHE 
MANAGEMENT AKADEMIE 
NIEDERSACHSEN 


We require an 


International Project Manager 


based in Celle/Germany for 2 years. 


His/her tasks will include the overall project management of a major 
EU management development project, and co-ordination with our 
Western & Eastern European Partners, The Candidate should be fluent in 
English and Russian (knowledge of German would be an asset). 
He/she should show strong evidence of relevant project management 
experience (at least 10 years) in Russia ar in other Eastern European States, 
and ideally should be familiar with EU-projects. 


The German Management Academy of Lower Saxony (OMAN) is 
a non-profit organisation for business promotion and the training of 
management staff from Eastern and South Eastern Europe, 
the Baltic States as well as Central Asia. 
They specialise in human resource projects financed by the European Union. 


Candidates can ring for more information, 
or send their applications to 
Dr. Wolfgang Pauly by e-mail to: 
dman-celle@t-online.de 


or by mail to 
Deutsche Management Akademie Niedersachsen gGmbH 
SehtoBplatz 1, D-29221 Celie, Germany 
Tel. +449-5141-9730. 


MANAGING EDITOR 


he John Templeton Foundation seeks a talented 

Managing Editor to create, publish and oversee a 

savvy new magazine-quality newsletter as part of an 
innovative, independent enterprise to be subsidized by 
the Foundation. The purpose of the newsletter will be to 
disseminate the Foundation’s news, information and 
opinions via a vibrant in-print vehicle designed to cover 
the rapidly expanding Foundation activities and to 
provide a high-quality forum to expand theme issues. The 
position will provide a very exciting and attractive start-up 
opportunity for an entrepreneurial writer/ editor/manager. 


The Managing Editor will be expected to take a hands-on 
approach to the creation and writing of the newsletter, 
capitalizing on opportunities to report attractively on a 
wide range of events and symposia worldwide. 
Candidates should possess experience in magazine 
publishing, writing, editorship, and be able to 
demonstrate competency to cover state-of-the-art topics 
in the subject areas of science and religion. 


Please contact: Ms. Karyl |. Wittlinger, Office Manager/ 
Human Resources, John Templeton Foundation, c/o 
E041799, PO. Box 8322, Radnor, PA 19087-8322. 


| JOHN TEMPLETON FOUNDATION 


CHIEF OPERATING 
OFFICER 


Launch a Solar PV Investment Program. Lead the 
Private Sector into the Fight Against Global Warming. 


Solar Development Corporation (SDC) is positioned to be a 

$50+ million private equity investment fund and technical assistance 
facility, accelerating the application of solar PV systems in 
developing countries, with emphasis on rural, off grid markets. 

SDC seeks a COO to establish and capitalize a for profit investment 
fund; -a non-profit Business Development Services (BDS) Trust, and 
a management company. SDC will seek capital from leading 
multilateral finance institutions, foundations, and private sector 
corporations, 

From the EEAF headquarters in Northern VA, the COO will lead 
the Triodos PV Partners management team of 10 or more 
investment professionals from 3 organizations: Triodos Bank Group, 
EEAF, and Global Transition Consulting. 


Our successful candidate must: 
Bea proven senior manager with MBA or equivalent 
Possess 7+ years of progressively senior experience in investment 
analysis, negotiation, structuring, and private finance 
#Possess.a commitment to sustainable development and 
renewable energy 
This position involves frequent international travel. Interested candidates, 
please submit your resumes with salary history, to: Triodos PV 
Partners, c/o EEAF, 1901 N. Moore Street, Suite 1004, Arlington, VA 
22209, USA, FAX: (703) 522-6450, E-mail: spare@eeaf.org 
No phone calls please. An equal opportunity employer. 


SOLAR DEVELOPMENT CORPORATION 


Providing IT Solutions 
on a Global Scale 


ce TES 


Combining vision with the resources to make it happen, Mastech has become a 
premier provider of high-value Information Technology services, boasting 
phenomenal growth of over 60% in each of the last 5 years. As.a publicly traded 
US company Mastech has 5,500 employees worldwide and continues to create 
untimited new opportunities in the global marketplace. 


INTERNATIONAL DIRECTORS 


Selected candidates will have 10+ years’ international sales management and 
P&L experience. Experience in Europe and/or Asiais preferred as wells strategic 
business planning skills. Your responsibilities will encompass developing new 
business relationships, strengthening business processes and profit margins, and 
improving operational efficiencies. Frequent international travel is required. 


We now seek Directors to establish Mastech as a primary source for high value 
Information Technology services in each of the following practice areas: 


+ Off-shore Development 

»* Network Solutions 

+ E-commerce 

+ ERP 

+ Contract Staffing Services 


We offer a competitive compensation including stock options and. a generous 
benefits package. For confidential consideration, please send us your resume 
referencing job # JN14-83 to: email: careers@mastech.com, fax: 412-490-7984 or 
mail: MASTECH, Attn: Director Executive Resources, 1004 McKee Road, 
Oakdale, PA 15071, USA, EOE M/F/D/V 





www.Mastech.com 
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Managing Director - 
A New Energy Technology 


Renewable Energy/ 
Energy Efficiency Specialists 


IT Power is seeking to recruit a Managing Director for its new 
subsidiary company, Marine Current Turbines Ltd (NICT). IT 
Power is currently building the world’s largest and most 
advanced marine turbine for clean energy production and MCT 
will take the technology to commercial market. The successful 
applicant will be well qualified and experienced in business 
(MBA desirable) and preferably with an engineering degree. He 
or she will work closely with the IT Power Board and be 
responsible for establishing MCT to the satisfaction of 
investors. 


As part of its continuing expansion, IT Power is also seeking to 
recruit engineers / economists with qualifications and several 
years of professional experience in the application and 
commercialisation of renewable energy technologies and/or 
energy efficiency. 


Please send applications in writing to: 
Bernard MeNelis 
IT Power Ltd., The Warren 


o 
Bramshill Road, Eversley (| 
Hampshire, RG27 OPR i aawer 


Director of Media Relations £28K 
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INTERNAL fe 
AUDITOR ff 


REQUIREMENTS FOR THIS KEY 

POSITION INCLUDE: 

@ 5 years audit experience including 
some financial systems audit exp. 

@ Familiarity with risks and controls 
surrounding UNIX client/server 
technology, & RDBMS, particularly 
Oracle Applications 

@ Bachelor's Degree and CPA 

CISA or CIA a plus) 

a lent oral written communication skills 

W Ability to work independently with 
senior management 

E Strong analytical skills 

@ Willingness and aptitude to keep 
updated on emerging technologies 

@ Some Public Accounting experience 

@ Foreign language skills a definite asset. 

Candidates must be willing to travel 

extensively, both domestically and inter- 

nationally. Much of the work will be in 

New York City, however, we are flexible 

on the home base location. 

Reporting to the Director of Finance, 

this high visibility position offers a very 

attractive compensation and benefits 
package. For confidential consideration 
forward your resume including salary 
history/requirements to: 


FAX: (212)688-9521 
Box 796-JM, 12th fl., 
360 Lexington Ave. NY, NY 10017 
Equal Opportunity Employer, M/F/D/V 


In many countries 
the voice of freedom 
is all but silent. 


amnesty 
international c 








THE AGRICULTURAL ECONOMICS RESEARCH INSTITUTE 
MINISTRY OF AGRICULTURE AND RURAL AFFAIRS 
REPUBLIC OF TURKEY 


DIRECTOR 


The Executive Committee of the Agricultural Economics 
Research Institute (AERI) invites applications for the position of 
Director of the Institute. The AERI is a newly established 
independent institute within the Turkish Ministry of Agriculture 
and Rural Affairs (MARA), and currently receives financial, 
technical assistance and training support from a World Bank 
loan. It is the primary organisation for the development of 
agricultural economics research programs within MARA. 


The Director is to be of Turkish origin and fluent in English and 
Turkish. He/she must have a Ph.D. and a minimum of 10 years 
of demonstrated experience in: i) economics and/or agricultural 
economics, with intensive involvement in research programs; ii) 
proven marketing and public relations skills; and iii) the 
communication of research results to policy makers and the 
wider research community. Administrative and staff supervision 
skills will also be sought. 


The Director will be expected to work within the Institute and 
with other organisations and individuals to set research 
priorities and research project plans to achieve research output 
objectives. He/she will be responsible for generating a demand 
for the services and products of the Institute, meeting financial 
targets and budget plans, and developing appropriate 
management and planning systems. Benefits will be 
internationally competitive and commensurate with experience. 


Applications, in writing, should be forwarded to Agrin Ltd, 
Bestekar Sokak 30/3 Kavakhdere, 06680 Ankara, Turkey, or 
faxed to Agrin Ltd at (90) (312) 417 9821, marked Attention: The 
Executive Committee, not later than 1600 hrs, 14/05/99. 





INTERNATIONAL FUND FOR 
AGRICULTURAL DEVELOPMENT (IFAD) 
Via del Serafico No. 107, 00142 Rome, Italy 

Fax 39 06 5043463 E-Mail: e.cheng@ifad.org 
seeks 


4 
JUL 


REGIONAL ECONOMIST, Africa Division (P-5) 
Under the direct supervision of the Director, Africa H Division, Programme 
Management Department, the incumbent will develop regional and sub- 
regional strategies and provide input for the corporate strategy formulation, 
ensuring that the economic and financial sustainability of the project 
activities are in conformity with the criteria of those strategies. As a 
leverage in IFAD’s mandate and operations, he/she will identify policy 
issues in development and major opportunities for strategic collaboration 
with multilateral and bilateral donors, and participate in related dialogues 
with donor governments. Other duties include coordinating relevant 
knowledge with [FAD’s counterparts, preparation of project portfolio 
performance reviews and assisting the Director in the preparation of the 
divisional budget and the annual regional lending programme within the 
framework of the triennial programme. 


QUALIFICATIONS and EXPERIENCE Advanced university degree or 
equivalent in Economics, Development Economics or Agricultural 
Economics, with 10 to 15 years of work experience in the field of 
agricultural and/or rural development in Africa. Ability to take decisions 
quickly, Sound facilitation and negotiation skills. Full command of English 
and working knowledge of French. Computer literacy. 


NET SALARY RANGE from USD58,486 to USD107,869 per annum 
plus post adjustment and the United Nations benefits package. 


Please send application to Personnel Division no later than 20 May 1999. 
For more details please visit our web site at www.ifad.org 


Only shortlisted candidates will receive an acknowledgement 
Applications from women. candidates are particularly encouraged 
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RESEARCH ASSOCIATE, WESTERN EUROPE 


BASED CAMBRIDGE, MASSACHUSETTS 
EXCELLENT SALARY & BENEFITS 
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Pyramid Research, a division of the Economist Intelligence Unit, 
provides international business with high-value analysis and forecasting 
on the global telecommunications market. Founded on comprehensive 
primary research, it provides its information directly to clients via 
its advisory services as well as in the form of alerts, reports, 
newsletters and online databases. 

We are seeking an experienced Research Associate to work with 
our Research Director and dedicated team of Western Europe. analysts. 
You will assist the Research Director in providing intellectual guidance 
as well as project management. You will share responsibility for the 
production and quality of the Western European services, using 
conceptual frameworks to drive insightful analysis. 

You will have a minimum of two years’ research experience in 
telecommunications or a related industry, a Master's degree in a 
related subject, and a demonstrable interest in the economics and 
business environments of Western Europe. An understanding of 
telecoms strategy, markets, technology and regulation issues is a 
plus. Proficiency in German, Italian, Spanish or French is essential. 

Please apply in writing with full résumé, including remuneration 
i history, to Karen Caines, Pyramid Research, The Economist 
a Intelligence Unit, 58 Charles Street, Cambridge, MA 02141, USA. 

@ Email: jobs@pyr.com (word 6.0). Fax: 617 494 8898. 
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PYRAMID RESEARCH Inteltigence Unit 





USAID/SOUTH AFRICA AN EQUAL OPPORTUNITY EMPLOYER in 
Pretoria, requests expressions of interest from qualified candidates for the 
following position: 


GLOBAL CLIMATE CHANGE PROGRAM COORDINATOR 
Personal Services Contract 
(REF: 2469820122 ) 
































The U.S. Agency for International Development (USAID) and the 
Department of Environmental Affairs and Tourism (DEAT) of the Republic 
of South Africa seek the services of a Global Climate Change (GCC) 
Program Coordinator under a 2 year Personal Services Contract. The 
salary range for this position is $63,000 to. $82,000 plus benefits. Final 
salary determination for the successful candidate will be based. on salary 
history. and creditable work experience towards the position being filled. 
This individual will serve as GCC liaison between USAID, DEAT and other 
private and public sector parties to assist with implementing a Grant 
Agreement between USAID and the DEAT. The Agreement focuses upon 
formulating GCC policies, increasing public awareness. of GCC issues, 
improving: institutional capacity (including mentoring a replacement or 
replacements), and supporting GCC activities of the. U.S./South Africa 
Binational Commission. The GCC Coordinator wiil be responsible for: 
defining issues; preparing detailed work and business plans, management 
of activities, and results reporting. 


Skills needed for this position include: (1) excellent inter-personal skills; 
the ability to work with high-level public and private sector ‘decision 
‘makers; mentoring skills; (2) technical expertise (environment and GCC 
concepts and concerns) (3) experience in assessment and reporting: (4) 
management-skills. Must have: a minimum of five years of experience in 
environmental management, at least two with GCC. issues. or closely 
related sector; two years of developing country experience. (Including 
South Africa); a Masters Degree in a relevant discipline. A full description 
of the position, including information on associated benefits, is 
available on request from the address below, and these details are 
also posted on the USAID external web site 
hhtp://web.sn.apc.org/usaidsa. 


Send curriculum vitae to the attention of Mr. Jerry Kryschtal, 
Regional Contracting Officer, USAID/South Africa, 
Box 55380, Arcadia Pretoria, 0007.. 


All submissions must be received by May 14, 1999 at 16:00.hours, Pretoria time. 
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IRRI 


INTERNATIONAL Rice RESEARCH INSTITUTE 
International Rice Research Institute 
¿o .MEPO Box 3127 
1271 Makati City, Philippines 
Tel: 63-2-845-0563; Fax: 63-2-891 -1292 
Position Announcements for 
Deputy Director General for Research, 
Director for Administration and Human Resources & 
= Policy Economist 
IRRI, supported by the Consultative Group On Internationa! Agricultural Research (CGIAR), is a nonprofit, autonomous organization engaged in 
research and training on rice-related technology. IRRI employs about 100 Internationally Recruited Staff (IRS) and more than 800 Nationally 
Recruited Staff (NRS). The Institute’s annual budget is approximately $35 million. 


For these three IRS positions, salary and perquisites are internationally competitive including support for education of children, car and housing, and 
medical and retirement benefits. Application deadline is 31 May 1999 for all three positions. 


IRRI provides a gender-sensitive environment and welcomes women applicants. All three positions are located at IRRI’s headquarters, 70 kilometers 
south of Manila, Philippines, and often involve international travel. The positions require fluency in written and spoken English, Application materials 
should include a full curriculum vitae, names (including fax or e-mail address) of three referees, and an indication of availability date. Interested 
candidates can learn more about IRRI and its activities by visiting the Institute’s Web site at http:/Avww.ceiar, org/irri, 





Deputy Director General for Research 


The Deputy Director General reports to the Director General and has the overall responsibility for the Institute's research program. This position 
becomes vacant in May 1999, 


Duties and responsibilities include: 1) providing leadership in the establishment of research priorities and the application of innovative scientific 
approaches to address problems of increasing the productivity and sustainability of rice-based systems: 2) directing IRRI's multi-disciplinary research 
programs and discipline-oriented research divisions; 3) enhancing ties with partners in rice research including national agricultural research systems 
(NARS), advanced agricultural research institutes, NGOs, and the private sector. 

Applicant must have: 1) a Ph D with expertise, experience, vision, and a record of high quality agricultural research, particularly in biological sciences, 
2) sound knowledge of--and experience with-agriculture in the developing world; 3) an ability to communicate with--and inspire high performance 
from--scientists of different nationalities and disciplines, and 4) a proven record in research leadership, management, and administration. 


Send application materials to Dr, William G. Padolina (w.padolina@ecgiar.org), chair of the Search Committee, at the address listed above, Please refer 


to code IR99-DDGR-03. 
Director for Administration and Human resources (DAHR) 


The DAHR reports to the Director General and has the overall responsibility for human resource development, administrative support services, and the 
physical plant. Overall, the administration and human resources functions must, through provision of client-oriented services and support to the 
research and research-related mission and programs, facilitate the science-based programs of the Institute, The DAHR should promote collaboration 
and understanding between research and administration. 


Responsibilities in human resource management include: planning, establishing and revising guidelines on staffing performance appraisal, training, and 
development; administering salary and benefits, communicating HR policy and guidelines; and ensuring harmonious staff and labor relations. 


Responsibilities in administrative support services include ensuring that efficient and effective services are provided to the research enterprise by the 
various support units, including information technology, transport, travel, communication, food and housing services, security and safety, materials 
management, the Manila office, and the legal office. 


Responsibilities for the physical plant include ensuring that the Institute’s buildings, equipment, and facilities are maintained at international standards 
by developing regular maintenance and equipment replacement plans. 


Applicants must have: 1) at least 10 years of relevant, preferably international, experience at a senior level in human resource management and general 
management, 2) appropriate management training/academic background (masters level preferred); 3) proven supervisory and interpersonal 
communication skills, including the ability to work effectively in a multicultural and multidisciplinary environment; 4) proven ability to lead and 
motivate administrative support units; and 5) experience with applications of computer-related technologies for human resource and administrative unit 
management, 


Send application materials to Mr. Gordon B. MacNeil (g.macneil @ogiar.org), chair of the Search Committee, at the address listed above. Please refer 
to code IR99-DAHR-OL. 


Policy Economist 


The Policy Economist relates and articulates the Institute's scientific research, which has a goal of improving the well being of present and future 
generations of rice farmers and consumers, particularly those with low incomes. 


As Head of the Donor Relations Office (reporting to the Director for External Relations), the successful candidate will work with IRRI scientists to 
develop project proposals, formulate and implement strategies to mobilize donor support, prepare project completion reports, and maintain liaison with 
the donors. 


As an economist (reporting to the Head of the Social Science Division), the incumbent will undertake analyses of policies that affect food security and 
welfare of the poor, including studies to analyze factors that affect the long-term rice supply and demand trends. The policy analysis should provide 
needed information and perspectives to enhance the effectiveness of the donor related functions. Itis expected that at least 50% of the policy economists 
time will be devoted to the liaison and donor relations responsibilities. 


Applicants must have: 1) a Ph D in macroeconomics, development economics, or agricultural economics, with at least 5 years” experience in food/ 
agricultural policy research, and 2) demonstrated ability to develop research proposals and to communicate research findings for non-scientific readers. 
Knowledge of the CGIAR system and its supporters is highly desirable. 


Send application materials to Mr. Gordon. B, MacNeil (g.macneil@egiar org), chair of the Search Committee, at the address listed above. Please refer 
to. code IR99-PE-OT. : 
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International Institute 
for Strategic Studies 


The London-based 
International Institute for 
Strategic Studies (HISS) 
seeks two new members for 
its Directing Staff. Remuneration packages for both posts, which it aims to fill by October 1999, will be on an 
international scale. In response to the recent expansion of its activities and capacities, the Institute is looking for 
candidates with an established reputation in the fields of international relations and political-military strategy. The 
post-holders will report to the Director and assist him in further developing the Institute and its work while 
conducting the following specific duties: 


an international staff of nearly 50. In collaboration with 
the Director, the Director of Studies and other senior 
members of staff, the Assistant Director will help 
organise conferences relevant to the Institute’s research 
programme and corporate activities. Candidates for this 
position must have management experience at a senior 
level anda proven professional record in analysing 
international relations and strategy. Some direct 
experience of the corporate sector, electronic. publishing 
and marketing would be an asset. Depending on the 
results of the Institute’s restructuring, the post-holder 
may in time become Deputy Director. 


Assistant Director 


The Assistant Director will manage the Institute’s 
relations with its Corporate Members, lead the Institute’s 
initiative to provide its information and analysis to 
Members and subscribers in a greater variety of 
electronic forms, organise the Institute’s speaker 
programmes, brief visiting delegations on matters of 
international strategy that fall within the Institute’s 
competence, assist in fund-raising for the Institute’s 
various activities, and support the Director in managing 








publication, commissioning of articles and substantive 
editing of published material. He/she will also oversee 
the journal’s marketing and development. Candidates 
will probably hold a PhD in international relations or a 
related discipline and have considerable professional 
experience of commentating on international affairs and 
policy-making. An area of expertise in Europe or another 


Senior Fellow for US Security 
Studies; Editor of Survival 


The Senior Fellow will write and comment on US 
security policy and US foreign policy for the HSS and 
organise occasional conferences and workshops. 


Additionally the holder will supervise a proportion of 
the Institute’s research programme in collaboration with 
the Director of Studies and assist in fundraising for 
research projects. As Editor of Survival, the ISS quarterly 


strategically significant region in addition to the US 
would be an asset, as would competence in languages 
other than English. Previous editorial experience is 
highly desirable. The Institute will welcome candidates 


journal, the Senior Fellow will be responsible for with experience of US government service. The post is on 
handling the flow of unsolicited articles for potential a three-to-five-year renewable contract. 








Written applications detailing qualifications, enclosing a full curriculum vitae and providing names of three referees 
should be made in confidence, preferably by post, to Dr John Chipman, Director, IISS, 23 Tavistock Street, London 
WC2E 7NQ, UK; fax +44 (0)171 836 3108; The deadline for applications is 6 May 1999. General salary details will be 
made available on request to those who submit complete applications. The IISS is an international organisation and 
hires the best available candidates on an equal-opportunity basis. 


http://www.isn.ethz.ch/iiss 
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United Nations Development Programme (Global Environment Facility) 


The Giobat Environment Facility (GEF) unit of the United Nations Development Programme (UNDP is offering exceptional opportunities for individuals with diverse expertise particularly as they 
relate to environment and development issues. The GEF is the world’s. largest environmental fund, which provides assistance to developing countries and countries with economies in transition 
for efforts addressing the conservation and sustainable. use of biodiversity, mitigation of global warming, protection of international waters, and the reduction of ozone-depleting substances. 


The GEF has the following vacancies for highly qualified individuals: 


Management Officer - Global Environment Facility, 
Small Grants Programme (GEF/SGP) - New York based 
(focus on all Regions, 46 countries) 

Responsibilities: 

e Provide ongoing technical and administrative support to GEF/SGP country programmes. 

© Initiate and support the start-up of new GEF/SGP country: programmes through visits to 
participating countries and follow-up initiation activities, 

© Work with UNDP Country Offices, GEF/SGP National Coordinators and United Nations 
Office for Project Services (UNOPS) to improve and streamline programme management 
and administrative procedures at country level, 

e Monitor implementation of project portfolios for technical content and to identify signifi- 
cant Jessons-ieamed through review of periodic monitoring and evaluation reports and 
country visits (in line with the GEF/SGP Monitoring and Evaluation Strategy). 

© Support the work of the UNDP-GEF Unit as requested by the Global Manager. 


Qualifications: 

© Post-graduate degree in environment/natural resource/international development 
management-related field, 

© At least five years’ professional experiance in international development/enviranment 
issues, and demonstrated competence in at least one of the GEF focal areas (Biodiversity, 
Climate Change and international Waters). 

e Experience in community-oriented small grant/micro credit programmes and project 
design, implementation, and monitoring and evaluation, 

+ Excellent written, oral, interpersonal and intercultural communication skills. 

© Fluency in English; written and oral knowledge of French or Spanish desirable. 

+ Willingness to travel overseas for at least twelve weeks per year, 

© Must be computer literate, i.e., Netscape, Word 97, Excel, 


Programme Coordinator - 
GEF Country Dialogue Workshops - New York based 


Responsibilities: 
_® Supervise the development and implementation of GEF ‘Country Dialogue Workshops’ 
worldwide, in concert with GEF Secretariat and UNDP UNEP and the World Bank. 
`e Manage the Workshop Coordination Unit (WCU) at UNDP Headquarters. 
e Prepare and disseminate Workshop documentation (print, audiovisual and on-line) consis- 
tent with stakeholder needs assessment and workshop module structure. 
e Prepare terms of reference and identify and recruit consultants as external resource 
persons for Workshops as needed. 
© Liaise closely with Regional Bureaux and Country Offices of UNDP UNEP World Bank and 
country governments in the identification, planning and execution of national and regional 
GEF workshops. 
+ Work with participating governments, GEF focal points, NGOs, private sector, media and 
other institutions, in planning and coordination of each workshop. 
Establish project budgets and coordinate monitoring and evaluation activities for the 
Workshops program. 
© Coordinate distance learning arrangements for countries not benefiting from a 
GEF Workshop, 


Qualifications: 

» Advanced degree in Communications, Human Resource Development or other relevant 
field(s) with knowledge or experience in environment and development issues. 

e At least 10 years of international experience, particularly in training, capacity building and 
awareness raising related to envirenmental issues. Experience in some or all five UNDP 
regions is an asset as well as familiarity with UNDP/GEF operational guidelines and 
procedures. 

© Strong managerial skills to coordinate multiple tasks and work effectively in a multi- 
cultural environment. 

e Excellent abilities in written and oral English required: knowledge of any other major UN 
language an asset. 

+ Strong computer and networking abilities essential; desktop publishing knowledge 
an asset. 
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Regional Advisor - Energy and Climate Change 


Slovak Republic based in Bratislava 

{with focus on Europe and the Commonwealth of Independent States (CIS)! 

Responsibilities: 

© Manage the overall work of Europe and the CIS GEF portfolio, 

© Provide technical guidance in all aspects of the development and implementation of UNDP's 
GEF energy and climate change portfolio in Europe and the CIS. 

e Initiate the development and execution of projects funded by the GEF and critically 
evaluate proposals submitted for possible GEF funding. 

» Work closely with UNEP the World Bank, UN agencies, and NGOs and the private sector 
to ensure the excellence of UNDP's GEF porfolio. 

e Collaborate with developing country governments and UNDP Country Offices in the region 
to enhance awareness of energy and climate change issues and the GEF. 


Qualifications: 

© Post-graduate degree in Engineering, Economics, Environmental Studies or 
related field. 

© 3 to 5 years’ professional experience and familiarity with energy efficiency, renewable 
energy, energy pricing, energy policy and advanced energy technologies, 

e Exposure to Greenhouse Gases (GHG) inventories, GHG mitigation analysis, and the UN 
Framework Convention on Climate Change considered a plus. 

© Familiarity and work experience in Europe and the CIS region an advantage. 

© Familiarity with MS Windows 95, Web browsing and E-mail. 

© Superior written and. spoken English language skills; other UN languages (particularly 
Russian) considered a plus, 


Regional Coordinator - Biodiversity, International 
Waters and Climate Change - New York based 
(with focus on the Arab States) 


Responsibilities: 

+ Manage the overall work of the Arab States GEF portfolio. 

+ Provide technical guidance in all aspects of the development and implementation of UNDP's 
GEF biodiversity, climate change and international waters portfolio in the Arab States. 

e Initiate the development and execution of project funded by the GEF; and critically evalu- 
ate proposals submitted for possible GEF funding, 

e Work closely with UNEP. the World Bank, UN agencies and NGOs and the private sector 
to ensure the excellence of UNDP's GEF portfolio, 

e Collaborate with developing country governments and UNDP Country Offices in the region 
to enhance awareness of biodiversity and international waters issues and the GEF. 


Qualifications: 

© Post-graduate degree in Economics, Resource Economics, Environmental Economics, 
Environmental Policy, Ecology, Life Sciences or a similar field. 

e Eight or more years’ experience related to land use issues in the arid. and semi arid 
regions, and the protection of biodiversity (intemnational. waters and-climate change 
experience is an asset). Exposure to rangeland ecologies and energy issues a 
distinct advantage. 

e Familiarity and work experience from the Arab region an advantage. 

© Familiarity with MS Windows 95, Web browsing and E-mail, 

© Superior English Language skills (plus proficiency in French or Arabic). 


Qualified women are strongly encouraged to apply, Acknowledgements will only be sent to 
applicants in whom UNDP has a further interest. Curriculum vitae and three professional 
teferences should be directed no later than May 1, 1999 to: Mr. Rafael Asenjo, Executive 
Coordinator, Global Environment Facility, United Nations Development Programme, Room 
FF-1094, 304 East 45th Street, New York, NY 10017; FAX: (212) 906-6690/6998; E-mail via 
Internet: rafael.asenjo@undp.org. 


interested candidates are invited to review the UNDP/GEF external vacancies at 
www.undp.org. 


UNITED NATIONS DEVELOPMENT PROGRAMME 
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_ EXECUTIVE FOCUS 


International Director 
Christian Aid 


We are looking for an exceptional person to lead the 
Intemational Deparment and contribute to the overall strategy of 
Christian Aid. The Department manages £30 million of funds, 
includes 100 staff, and develops and sustains 650 partnerships 
with local organisations which strengthen the poor. 





The post requires considerable experience of both 
management at a senior level, and of overseas development 
and emergency work. You will be able to advocate Christian 
Aid's work with govemment, Intemational agencies, and in the 
media. You should be an active church member able to carry 
authority within ecumenical networks, 


Closing date: 14 May. Interviews: 27 May. 


To find out more, please write to The Personnel Dept, 
Christian Aid, PO Box 100, London SE1 7RT, or'email 
personnel@christian-aid.org. Alternatively, if you would 

like to discuss this post, please phone Judith Knight 

(PA to the Director) on 0171523 2366, who will arrange for 
someone to contact you. The salary for this post is Currently 
£35,000 pa. 

Ohristian Aid supports the world's poorest communities 

in their struggle for life and justice in over 60 countries. It is the 
official development agency of 40 churches, representing most 
denominations in the UK and Ireland. 

We are an equal opportunities employer 

Registered charity ne, 268008 


ChristianTyAid 


We believe in life before death 























































IDRC 
CRDI 


REGIONAL DIRECTOR, 
South-East & East Asia 


The Intemational Development Research Centre (IDRC) is a public 
corporation created by the Canadian Government to help communities 
in the developing world find solutions to social, economic and 
environmental problems through research. IDRC is one of the leading 
institutions in the world concemed with generating and applying new 
knowledge to meet the challenges of intemational development. IDRC supports 
research in developing countries on key problem areas and builds international 
networks to share and apply this knowledge. 


IDRC is seeking applications for the position of Regional Director for its South-East 
and East Asia regional office in Singapore. The position reports to the President. 
The Regional Director will coordinate the scientific and technical delivery of the 
Centre's overall program in the region, direct the efficient and effective operation of 
the regional office, represent and promote the Centre in diplomatic, political and 
intemational fora, and participate as an active member of the Centre's senior 
management team. 


The ideal candidate will have a post-graduate degree or equivalent in a field of 
research or research management relevant to IDRC's corporate programs in the 
ragion (natural resource management, socio-economic management, information 
and communications technologies). in addition, the candidate will have at least ten 
years of professional job related experience, extensive research management 
experience in an intemational organization, including in personnel, finance and 
administration, and working experience in a developing country. The candidate will 
also have proven managerial and leadership skills, the ability to create and maintain 
a team environment in the context of shared accountability, and the ability to 
communicate effectively in a variety of cultural settings. This position is bilingual 
(English/French); knowledge of at least one South-East and East Asian language 
is desirable. 

Resumés should be sent, in confidence, to Competition RO-A01 no later than 
April 28, 1999, preferably by e-mail at regdir@idrc.ca or by fax at (613) 238-7230. 
Mailed applications should be sent to: Human Resources, IDRC, P.O. Box 8500, 
Ottawa, Ontario K1G 3H9 Canada. 


Candidates can find out more about (DRC and the detailed job description on its 
website (http://www. idre.ca/careers/). 


We thank all applicants for their interest and will contact those candidates 
whose skills and experience best match the requirements of the position. 


IDRC IS COMMITTED TO EMPLOYMENT EQUITY. 


CANADA 
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ANNONCE 


Le Fonds d’Equipement des Nations Unies (FENU) et le Bureau du 
Programme des Nations Unies pour le Développement (PNUD) en Haiti 
recherchent un(e). Conseiller Technique Principal pour lancer et appuyer la 
mise en oeuvre d'ùn programme d’appui á dla 


décentralisation/gouvernance locale et la protection/restauration de 
Yenvironnement. Le Conseiller sera chargé (I) d'assister tes. autorités 
nationales et départementales dans la mise en oeuvre et la gestion du 
programme; (ii) d'animer une cellule d'appui aux autorités locales et aux 
directions départementales; (iii) de promouvoir une programmation et 
mise en oeuvre participative; (iv) d'apporter une contribution technique 
aux débats en cours sur la décentralisation en Haiti. 


Le(la) Conseiller Technique Principal devra avoir les qualifications suivantes: 


Diplôme supérieur en gestion/administration publique, planification 
urbaine et/ou rurale, ou des études similaires - Minimum 15 ans 
d'expérience en gouvernance locale/planification décentralisée, dans les 
pays en voie de développement - Connaissances et expériences 
approfondies en. matiére de décentralisation, finances, fiscalité et 
administration locales, planification du développement local et 
participation communautaire - Aptitude à travailler dans un 
environnement difficile - Parfaite maitrise du francais parlé et écrit, bonne 
maîtrise de l'anglais et aptitude à apprendre le créole. 


Lieu d'affectation: Département Nord'Est d'Haiti, (zone rurale et isolée, 
conditions difficiles) 

Démarrage prévisible: août 1999 

Date limite soumission: 31 Mai 1999 

Les candidat(e)s intéressé(e)s devront faire parvenir un curriculum vitae 
détaillé, en fançais, mentionnant les coordonnées de trois références, a: 


Représentant Résident 

PNUD - Boite Postale 557 - Port-au-Prince, Haiti 
Facsimilé: (509) 223-9340 

Tel: (509) 223-1400 

Registry.hti@undp.org 

Ref.: Offre d'emploi - CTP/ HAI/98/CO1 











Probusinessbank, Moscow, Russia 
Restructuring Project PROJECT MANAGER 
We are a Russian commercial bank operating in Moscow and nearby regions of R j 
foundation in 1993, pur growth rates and effectiveness have been one of most h igh among Russ 
banks. Our capital is 330 million roubles, our assets are above 2.203 million roubles, that is $14 
min and $92 min respectively. Our positioning as a universal bank free of dominance of large 
business and political groups helps us to avoid high political and industry risks. Our main clientele 
are small and medium businesses operating in automobile, food and construction industries. We 
are among the dominant providers of auto car loans to individuals in the Moscow market. 










































We are actively participating in the programs of the Russian economy restructurigation sponsored 
by the international finance organizations. 

Unlike major Russian banks failed in the crisis of August 1998, we have successfully survived due 
to our cautious credit and financial policy. The present competitive situation offers us a unique 
opportunity to gain a substantial market share and to become an important provider of banking 
services to the large Russian corporations. In order to get this chance we are planning a 
comprehensive program of upgrading systems and implementing modem banking practices and 
technologies. 








The areas (modules) to be strengthened are: 
» Strategic Planning and Organisation * Financial Management 
* Marketing « Credit Management 
+ Management Information Systems + Branch Management 
and {T Management + Human resource management, 
We need a full-time project manager able and willing to assume the responsibility for the design 
and implementation of the programme. He/she shal] be on the senior management level within the 
bank with adequate authority to implement change jointly with the Management Board. He/she 
shall nieet thé following requirements: 
- skills. and abilities to manage a multitask structural project of the scale and objectives as 
briefly described above 
- experience in banking at senior positions and specific skills in one or two above areas 
~ experience in Russia or Eastern Europe or other emerging markets; 
+ preferably Russian language skills 
- long termi (up to 2 years) commitment to the project 





The project manager shall propose for approval other members of his/her team to be area 
(module) leaders. The principles and major components of the work plan are to be agreed with the 
Management Board. 

The forms of co-operation with such a project manager may be: 

«+ A contract of restructuring project with an international consulting company. including that 
one of consultant's staff becomes our full-time executive and project manager on a 
secondment basis, 

+ Engaging a mature. independent consultant, preferably specialist in the bank organisation and 
project manager. 

Applicants are requited to send their CVS and proposals to the address: 
15, Petrovka Street, Moscow, Russia, 103031, Alexander Savelyev 
Fax: +7 (095) 928-2409; or E-mail: asaveleva@cprbb.u. 
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FRESH? or FROZEN? 








12 month 
MSc Programmes 


Scholarships for well 
qualified candidates 


Stern Intensive: An MBA Update 
Insights on Competition and 
Innovation 

June 7 - 18, 1999, New York City 


At one point, you had the most up-to-date MBA available. 
How long ago was that? 


The new Stern MBA Update for Experienced Professionals is 
designed for high level executives like you who have been 
immersed in the professional world since graduation. 


This integrated, two-week program focuses on competition and 
innovation in global business. Engage in a fresh, conceptual 
exploration of over 15 critical business issues, including 
e-commerce, intrapreneurship, corporate valuation, and 
leadership and reputation, 

MBA Update will be taught by a team of 18 world-class Stern 
professors, including Eitan Zemel, Edward Altman, 

Aswath Damodaran and John Czepiel. 

Join us for this invigorating and rigorous career-advancing 
experience. 





YORK | TY 


NYU G 


! EXECUTIVE 


SI ERN DEVELOPMENT 


To receive a detailed course 
description and to register: 


call 1.888.NYU.EXEC 

fax 212.995.4502 
exec-dev@stern.nyu.edu 
www.stern.nyu.edu/executive 





MScs in: 
Banking and International Finance 
Finance, Economics 


and Econometrics 


Tel: +44 171 477 8741 
Fax: +44 171 477 8881 


Email: d.e.durston@city.ac.uk 
http://www.city.ac.uk/cubs/corsmain.htm 


Debra Durston 
Dept of Banking and Finance 
City University Business School 
Barbican Centre, London EC2Y 8HB 


University 


BUSINESS SCHOOL 


THE UNIVERSITY FOR BUSINESS AND THE PROFESSIONS 


WHEN 
INTERNET 
COMPAN TES 


WANT TO Co | 


PUBLIC, THE 
CLICK HERE. 


You're a high-tech company with fresh ideas and aggressive 


goals, You've worked hard to be a player, and probably have 
been through several rounds of financings already to reach 
your present level. Now you're ready to take the big step 
and go public. Where do you turn? 

To the firm that leading Internet companies turn to - 
Bear Stearns. That's because we place the highest priority on 
thoroughly learning our client's business and individual needs. 
We pull together our resources, including corporate finance, 
strategic and financial advice, sales & trading and research 
to deliver superior execution and distribution. And we're 
there after the [PO, building long-standing relationships 
through superior after-market service. 

it's commitment like this that makes everything click for 
Internet companies going public. And it’s the kind of client 


service, innovation and performance we deliver. Every day. 


$86,250,000. 


| Be miningco.com 


Initial Public Offering 
March 1999 


$57,375,000 | 


eee 


Initial. Public Offering 
February 1999 


$161,460,000 
COVAD 


Initial Public Offering 
January 1999 





BEAR 
STEARNS 


< $168,000,000 
) prodigy. 


Anitial Publie Offering 
Februay 1999 





$47,840,000 


MODEM MEDIA . POPPE TYSON 


Initial Public Offering 
February 1999 


$ 112,700,000 


TEREN ATEA, 
CATE 
a citysearch.com 


Initial Public Offering 
December 1998 





$64,400,000 


®) 


xOomM 
Initial Public Offering 
December 1998 








$31,335,003 


theglobe.com 


Initial Public Offering 
November 1998 


$33,810,000 


EARTH WEB 


Initial Public Offering 
November 1998 


$25,500,000 


Initial Public Offering 
August 1998 





75 YEARS of CLIENT SERVICE, INNOVATION & PERFORMANCE. 





















OR a country that prided itself on being — 

the standard-setter for the best of Asiaa: 
well-governed, stable society, an efficient and 
well-run economy—Malaysia has sunk far in 
the estimation both of its neighbours and its | 
citizens. The verdict this week at the end of f 
the marathon trial of Anwar Ibrahim, Malay- $ 
sia’s former deputy prime minister, was 
much as predicted: Mr Anwar was found 
+ guilty of abusing his power in covering up 
allegations of sexual misconduct and jailed 
for six years. The prime minister, Mahathir 
Mohamad, will see himself vindicated. He 
has faced harsh criticism at home and abroad 
for the way in which his former protégé was 
hounded, arrested, beaten in custody and then, when tried, 
prevented from pursuing his claim that he was the victim ofa 
conspiracy. But for many Malaysians the verdict, which Mr 
Anwar said “stinks to high heaven”, is a sad outcome. Even 
many of those who do not count themselves supporters of Mr 
Anwar feel that justice has been the victim of politics. 


` Time for change 

_ This brings to a close, for now, a public quarrel between two 
men who had seemed to represent the old and new faces of 
Asia. Dr Mahathir is the authoritarian architect of modern 
Malaysia; Mr Anwar the more liberal leader who spoke of jus- 
tice and democracy. Mr Anwar’s eventual succession to the 
top job had been meant to symbolise South-East Asia’s com- 
ing of age, with younger leaders building more “civil” soci- 
eties on the back of booming economies. But even before the 
region’s recent financial woes began, a combination of Dr 
Mahathir’s insecurity at his deputy’s popularity and Mr An- 
wars own impatience had started to put this at risk. 

Their growing rivalry also put paid to Malaysia's ability to 
lead the region out of its slump. Dr Mahathir lashed out at 
foreigners as the cause of the region’s problems and tried to 
isolate his country’s economy. But it was the Pandora’s box 
opened by Mr Anwar’s trial that revealed Malaysia’s most se- 
rious shortcomings: an undermining of institutions, such as 
the judiciary and the police, and a muzzled media. As in 
much of South-East Asia, Malaysians had hitherto seemed to 
accept limited political rights in return for rapid prosperity. 
Mr Anwar’s treatment and Dr Mahathir’s intransigence have 
left them demanding change. 

Dr Mahathir still propounds “Asian values” as the cure 
for his country’s ills, even though in the past year or two most 
of his neighbours have changed tack sharply. Now Thailand 
and the Philippines count themselves as South-East Asia’s 
most open and thriving democracies. And Indonesia, with its 
first free elections for over 40 years due in June, is at least 
stumbling in the same direction. In all three of these coun- 
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Malaysian justice 


tries, the transition has come on the back of 
revolution, bloodshed and coups. So far, Ma- 
laysia has avoided such upheaval. It could 
still build a more complete democracy 
through the ballot box. But that effort will not 
now include Mr Anwar, and might not in- 
volve Dr Mahathir either. 

There are worries about Dr Mahathir's 
health after he was admitted to hospital last 
week with a lung infection. This was a timely 
reminder to Malaysians that, at 73, he will not 
be around for ever. Some wonder if he will 
appoint a successor to lead his United Malays 
National Organisation, the dominant mem- 
ber of the ruling coalition, into the next gen- 
eral election, which is due within a year. Meanwhile, Mr 
Anwar will not be campaigning for a long time: a jail term of 
more than a year disqualifies him from standing for parlia- 
ment for five years after completion of the sentence. At 51, he 
is young enough not to be written off. But Malaysia cannot 
wait that long for change. Mr Anwar’s supporters are rallying 
behind the newly-formed National Justice Party, led by his 
wife (see page 29). But the broad group it is trying to assemble. 
may be too weak to unseat the coalition. 

In time many Malaysians may come to see Dr Mahathir 
and Mr Anwar as consummate politicians who were merely 
fighting for their own survival. True, Mr Anwar’s trial has led 
to concerns for justice, transparency and freedom. His case 
has pressured the government into reluctantly bowing to 
some popular demands, for instance in setting up an inde- 
pendent commission to look into how Mr Anwar got his infa- 
mous black eye. But to credit Mr Anwar himself with all these 
changes is to forget that, while he may have wanted to change 
things from the inside, he did not necessarily cover himself in 
virtue as he built his own career within the ruling party. 

Malaysia’s political consciousness has nevertheless been 
awakened. Malaysians are now confident that they can de- 
mand change without at thesame time risking ethnic strife, as 
seemed likely in the past. And they know that enough pres- 
sure can cause the government to compromise. There is a real 
possibility that the ruling coalition’s traditional two-thirds 
majority will be substantially reduced at the next election. 
That could convince a new generation of leaders to instigate 
real change from within the establishment. Dr Mahathir 
should be under no illusion that he has been proven right. 
His scant regard for justice and democracy, revealed to the 
world by Mr Anwar’s shabby trial, has persuaded many Ma- 
laysians that his time is up. Malaysia would do better to move 
on without him. The best service he could now render the 
country he helped build would be to step down and let Ma- 
laysia build a democracy of which it can be proud. 
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LEA s oe 


A new cold war? 


The bombing of Serbia has provoked the worst crisis between Russia and the West 


since Soviet times 


HE bombing of Serbia has spread a deep—and perhaps 

long-lasting—chill over NATO's relations with Russia. The 
West's hoped-for, bear-hugging strategic partnership with a 
newly.democratic Russia gave way pretty quickly to one of a 
pricklier sort: a readiness to agree where they could, but to 
disagree openly and at times bad-temperedly where they 
couldn’t. By now that air of intermittent iciness seems to have 
turned into a veritable blizzard of dispute: from the war in 
Bosnia to the handling of Iraq, from NATO’s inclusion of Po- 
land, the Czech Republic and Hungary as new members, to 
be sealed ceremonially at the alliance’s summit in Washing- 
ton on April 23rd, to the conflict over Kosovo. 

This time the chill seems both deeper and more danger- 
ous. President Yeltsin has not only barked his hostility to 
NATO's air and missile strikes, he is sending Russian intelli- 
gence-gathering ships to the Adriatic, he may have hinted that 
his nuclear missiles could be retargeted at NATO cities and 
has'said thatthe use of NATO ground troops in Kosovo to end 
Serb attacks on the mostly Muslim population could even 
turn a potential cold war hot by drawing Russia into the fight- 
ing on Serbia’s side, possibly provoking a wider conflict in 
Europe or even a “third world war”. It is an alarming pros- 
pect. But, barring very great stupidity on both sides, not a 
likely one. 

Ordinary Russians are deeply unhappy at seeing fellow 
Slavs being bombed by a military alliance that within short- 
ish memory was the old Soviet Union’s implacable foe. Rus- 
sia’s leaders, already scrapping amongst themselves even be- 
fore Kosovo about how deliberately anti-western Russia’s 
foreign policy should be, felt slighted by NATO’s decision to 
use force over their firm objection. Seeing NATO soldiers on 
the ground in Kosovo—a province of Serbia—would be an 
even greater affront to Russian dignity. That is one reason, 
though not the only one, why narto is hoping, perhaps 
vainly, that air power alone can persuade Serbia’s Slobodan 
Milosevic to end his reign of terror in Kosovo. For all the rhet- 
oric, so far Russia has said it will not intervene, or supply 
weapons to the Serbs. Yet this is the most destructive row be- 
tween Russia and the West since Soviet times. 

It also coincides with two other events that in Russian 
eyes only underline how this former superpower has fallen 
on hard times. One is next week’s NATO summit, which might 
have effected a bit of a public reconciliation with Russia, but 
which is now being taken in Moscow as salt to new diplo- 
matic wounds. The other is a deal-in-the-making on new IMF 
loans for Russia: as much as they need the cash, many Rus- 
sians hate to be seen going cap in hand to foreigners again. 
Indeed those foreigners should be cautious over any new 
loans until Russia has carried out reforms that would make 
the money work better for recovery—a point that it is to be 
hoped will not be overlooked in the face of more Russian bad 
temper at this delicate moment. 

It is conceivable that by the time peace in some form. re- 
turns to Kosovo, Russia will have managed to profit from the 
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crisis in more ways than economic. Seen cynically, Russia’s 
snarls of hostility over Kosovo are in part prompted, not so 
much by concern for their Serb cousins (Russia has said not a 
word about the plight of the unhappy Kosovars), but by a des- 
perate need in these second-class-power days to hog the dip- 
lomatic spotlight. Yet by playing its hand in a more princi- 
pled. fashion, Russia's diplomacy could do a lot more: 
including wiping away the image of Russia now forming in 
the West—that of a country that increasingly finds its friends 
among the world’s despots (Mr Milosevic and Iraq’s Saddam 
Hussein being two of them) not its democrats. 


Yeltsin’s choice 

Russia’s diplomatic leverage has been increased by the fact 
that NATO's leaders have underestimated Mr Milosevic’s 
determination to keep Kosovo in his grip and thus overesti- 
mated their ability to herd him intoa peace deal with threats 
alone: the air strikes may have to go on for painfully long yet. 
They also overlooked the Milosevic capacity for serial barbar- 
ity—though why, after the horrors of Bosnia, is unclear. He has 
driven hundreds of thousands of civilians from their homes, 
executed large numbers of Kosovo’s menfolk and used the 
plight of the refugee flood he has created as a weapon of war. 
But at some point a peace deal will have to be crafted with 
Serbia, perhaps even with Mr Milosevic in power. Russia 
could play a big part, offering Mr Milosevic face-saving 
ways—for example, a largish contingent of Russian troops in 
a future peacekeeping force—of claiming that it was Russia's 
backing, not NATO’s bombing, that had brought about peace 
(though without the air strikes he would have “cleansed” 
Kosovo and hoped to get away with it). 

But Russia’s credibility would also be on the line. Al- 
though it has parted company bitterly with the West over air 
strikes, Russia had fully supported the peace deal that Mr Mil- 
osevic tore up last month. That included a far-reaching degree 
of autonomy for the Kosovars and an international peace- 
keeping force to ensure Mr Milosevic kept his word. Those 
same.principles have been supported by the UN secretary- 
general. Russia should in no way try to help Mr Milosevic off 
these hooks now. 

Step: back from the frostiness of recent weeks and the di- 
vide over Kosovo looks different. Ranged against Mr Milos- 
evic for his year-long brutalities are not only all of the West's 
strongest democracies (including France, long a friend of Ser- 
bia), but also much of world public opinion. By now Russia, 
North Korea and China are about the only self-confessed 
friends Mr Milosevic has. Until now Russia has wanted to be 
counted among the democracies, with all the trappings of 
membership in the premier western clubs. Is it really in Rus- 
sia’s interests to gamble away its standing in the democratic 
world in support of a regime that has committed the most 
heinous human-rights abuses in modern Europe? But if that 
is to be the dividing line of a new cold war, so be it. 

- z 
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A setback for the euro 


Two-thirds of Britain’s economists cannot be right 


E HAVE some possibly disturbing news for those who 

believe that Britain should embrace the euro: most of 
the country’s economists agree with you. We asked 256 of 
them whether they thought it would be in Britain’s interests 
to join the European single currency within the next five 
years. Of the 164 who replied, 106, or 65%, said yes. 

The last time massed ranks of British economists aligned 
themselves behind a particular view on policy was in the 
early 1980s, when 364 signed a declaration opposing Marga- 
ret Thatcher's policies. The Iron Lady relished the verdict, re- 
garding it as confirmation that all was well. Times have 
changed. Today Britain has a government that is keen on ex- 
perts. Tony Blair and Gordon Brown have said they are in 
favour of the euro in principle, and will doubtless be pleased, 
ifa little surprised, to see that most economists are with them. 

We, at any rate, were a bit surprised—not least because 
published academic work on the euro (much of it by Ameri- 
can economists, for some reason) is on balance quite scepti- 
cal. Economics students answering our question in an exami- 
nation would be expected to say whether Britain and the euro 
zone constituted an “optimal currency area”. On the stan- 
dard tests, which look at factors such as trade and (especially) 
the cross-border mobility of labour, the answer is no. To con- 
clude that Britain and the euro zone should nonetheless 
merge their currencies, you need to deploy other aa 
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To shed further light, we interviewed some of the econo- 
mists who said they were willing to be probed (see page 63). A 
few emphasised the benefits of exchange-rate stability— 
greater now than allowed for in the standard theories, be- 
cause of the integration of capital markets. Others said that a 
non-euro Britain would be disadvantaged in the competition 
for international investment. Another theme was the spur to 
competition among European producers that would come 
from greater transparency in pricing, again a factor that the 
traditional theory has tended to ignore. 

One broader finding also emerged: it seems that optimists 
tend to be pro-euro, and cynics and pessimists anti. Pro-euro 
economists were by no means unanimous in thinking EMU 
well-designed; some even feared that without revisions (nota- 
bly in the operation of the central bank) its chances of success 
were poor. But they trusted that the problems would be ad- 
dressed and put right—and many felt that Britain, if it were in, 
could play a big partin this. Theanti-euro crowd took a grime 
mer view. They tended to think that the same problems 
would not be solved, and that Britain’s voice would be ig- 
nored whether the country was in EMU or not. 

The issue seems to turn less on economics or politics than 
on whether your temperament is sweet or sour. It turns out 
that, once you get to know them, British economists are 
mostly quite sweet. 





Democracy and Islam 


They don’t mix, say the Algerian and Turkish armies. Algeria has made a mess of 


its election, an example Turkey should not follow 


LGERIAN and Turkish generals cannot drop their convic- 
tion that they know what is best for their people. This 
Thursday, the Algerians, in an unprecedented burst of de- 
mocracy, were supposed to choose a civilian president from a 
respectable array of candidates. The army, unable to trust 
them with a free choice, promoted its favoured candidate, 
Abdelaziz Bouteflika, so unremittingly that on the eve of the 
election all the others withdrew (see page 48). Turkey’s par- 
liamentary election on April 18th will not blow up in so dra- 
matic a way. But the Turkish army shares the Algerian army’s 
profound fear of Islamic fundamentalism and, as a result, is 
reluctant to let unfettered democracy run its course. 

None of the Algerian would-be presidents was an open 
Islamist, though one leading candidate had been endorsed 
by Islamist exiles. In any event, and whatever its reasons, the 
army decided to play safe by vigorously pushing its own man. 
But remember 1992: the army cancelled an election that the 
Islamist party was on the point of winning, and“playing safe” 
cost Algeria seven years of civil war and the loss of more than 
70,000 lives. The Turkish army, for its part, in 1997 engi- 
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neered the collapse ofa secular-Islamist Turkish coalition, led 
by an Islamist prime minister, that might have laid down the 
ground rules for civilised compromise. 

The soldiers’ case rested, and still rests, on the thesis that 
radical Islamists are not to be trusted in positions of power. 
The practice of democracy, together with respect for univer- 
sally recognised human rights, are, they argue, incompatible 
with fundamentalist Islamic faith. And, indeed, some un- 
yielding Islamists would agree: democracy, they say, cannot 
be reconciled with Islam because Islamic law is the essence of 
life, ruling all public and private behaviour. But in practice, 
the case is unproven, since the military upholders of democ- 
racy were not prepared to take the risk of waiting to find out 
whether political Islamists would indeed try to make life in- 
tolerable for secular Algerians and Turks, let alone whether 
they would hand back power when the time came. 

Unproven in Algeria and Turkey, but in Iran añ- experi- 
ment in combining fundamentalist Islam with a reasonably 
honest version of democracy is being tried out, day by day. 
Not always successfully: whether this fragile marriage en- 
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ing old prejudices. People vote freely, but strictly in the con- 
text that a supreme “religious jurist” has the final say. 
However, since the election of Muhammad Khatami as Iran’s 
relatively liberal president, some politicians have found 
themselves on collision course with the sages, arguing about 
the disposition of authority. Even more important, a number 
of bold Islamic intellectuals have begun to talk of new inter- 
pretations of the holy word. Political power, they argue, 
should rest with the people: the clerics should not believe that 
they have a mission from God to run people's affairs. Some 
even appear to question the Islamic republic’s most sacro- 
sanct concepts—and one has been put on trial for his audacity 
(see page 48). But the rethinking has started. The phrase “Is- 
lamic reformation” is now sometimes heard in Iran. 


Ifit’s bad, vote it out 


The Economist has argued, and still argues, that in a free elec- 
tion the party that gets the most votes should be allowed to 
have a go at government, however abhorrent its views—so 
long as there are checks and balances that protect the rights of 
others. To many Muslims as well as to most non-Muslims, 
- fundamentalist Islamic strictures are indeed abhorrent. 


dures remains to be seen. But the debate alone is undermin- 






Who would wish to subject anybody to the savageries of 


Algeria’s Islamist terrorists, to the inflexible edicts of Afghani- 


stan’s Taliban or suggest to any reasonably liberated woman 
that she has to accept the laws that govern the sexes in Saudi 
Arabia? But guerrillas and authoritarian regimes have noth- 
ing todo with free choice: their rules, based ona rigorous, and 
sometimes cruel, interpretation of the Koran, are imposed by 
force or by tradition or a combination of the two. 

“Most Muslims understand their religion as a message of 
liberation, tolerance, compassion and social justice,” said Ed- 
ward Mortimer, a British writer, in a recent lecture. “How 
many of them practise it as such may be questioned, but then 
similar questions can be asked of the adherents of any world 
faith.” Religious extremism, in all its forms, is horrible. Islam- 
ist doctrine, pur et dur, can be frightening. But allow people 
some common sense: in a practising democracy, they are un- 
likely to vote, or anyhow vote twice, for oppression. 

The Algerian army, distrusting this common sense, de- 
cided to manipulate the result it felt safest with. The tragedy 
for Algeria is that the whole business will almost certainly put 
off any chance ofa reconciliation between the secular govern- 
ment and the Islamist political opposition. Playing safe may 
once again prove the most dangerous course of all. 





In praise of old technology 


Sometimes the traditional ways really can be the best 


HE march of technology is a social as well as an economic 

phenomenon. Some whole industries, such as personal 
computers, seem to rely on the insatiable desire of people for 
the latest gadget. Never mind whether you really need it: just 
throw away your old computer, television, hi-fi or whatever 
and buy a newer, better (and often cheaper) one. An unwel- 
come side-effect is an instinctive tendency to disparage older 
technologies in favour of newer ones. 

Yet ditching the old completely can often prove a mis- 
take—because technologies that are dismissed as yesterday's 
habits sometimes turn out to be not such old hat after all. 
What was once regarded as obsolete can, with a minor tweak 
or embellishment, be revived as fast as any old fashion. 

The latest instance of an old technology to be rehabili- 
tated in just such a way is clockwork. Once a standard method 
of powering clocks, watches and children’s toys, it fell from 
grace with the rise of battery-powered gadgets. Yet, as the 
power needed by modern circuitry decreases, clockwork is 
becoming a feasible power source once more. Wind-up ra- 
dios and torches are on sale. The American military is evaluat- 
ing hand-cranked satellite-navigation devices and landmine 
detectors that would save soldiers from having to lug bulky 
battery packs around (see page 94). 

Plenty of other mechanical devices have been revived too. 
A hundred years ago, all calculators were mechanical, but 
they were displaced by electronic ones containing valves, 
then transistors, and finally microprocessors. Now micro- 
scopic mechanical components are staging a comeback at the 
heart of a new class of silicon chips. Such microelectro-me- 
chanical systems can sometimes do things that electronics 
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cannot: tiny silicon arms and levers can, for example, act as 
compact filters, timekeepers, optical switches and sensors. 

Transport offers other examples. Filthy, soot-belching 
steam locomotives were rejected in favour of diesel and elec- 
tric ones decades ago. Now new, modernised steam engines 
are sometimes more efficient and more environmentally 
friendly than diesels. Airships and balloons are also poised to 
return to the ascendant. New airships, built with space-age 
materials and filled with inert helium rather than explosive 
hydrogen, are taking to the skies. Plans have even been floated 
to use them as fixed communications relay-stations over big 
cities. Researchers are looking into the use of balloons to carry 
scientific instruments over the surface of other planets. 

Or consider the triumph of paper. The computer has en- 
tirely failed to dethrone paper; instead, computers make it 
easier to generate documents, and the introduction of the PC, 
far from fostering the paperless office, has led to.a huge in- 
crease in bumf. It is even possible to spot a similar pattern in 
wars: as events in Kosovo are showing, even the stealthiest 
fighter/bomber cannot substitute for the man on the ground 
with a machinegun. 


Whirrr 

The lesson of history is, in short, that even apparently mori- 
bund technologies such as clockwork have a persistent habit 
of, well, springing back to life. That is worth remembering 
next time you hear the death-knell being sounded for a sup- 
posedly outmoded way of doing things. Last year’s habit can 
often turn out to be next year’s habit too. 


seve 
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Exporting misery 


Refugees have often been used as weapons of war by unscrupulous leaders. To 
help those fleeing Kosovo, the West must learn from other cases of mass 
flight—or risk aiding Slobodan Milosevic instead 


S NATO'S bombing campaign began, 
its military leaders gave warning of 
Serbia's excellent air defences. They spoke 
of methodically destroying its military in- 
frastructure. The alliance’s political leaders 
spoke confidently of forcing Slobodan Mil- 
osevic back to the negotiating table. What 
neither the soldiers nor the politicians 
seem to have expected was that Mr Mil- 
osevic’s greatest weapon was not Serbia's 
surface-to-air missiles or fleet of fighter air- 
craft, but his willingness to unleash the 
Serb army, police and paramilitary forces 
on Kosovo's largely defenceless 1.6m ethnic 
Albanians, turning hundreds of thousands 
of them into refugees within days. 

In retrospect, NATO leaders should have 
foreseen that, unable to hit back against 
them directly, Mr Milosevic might provoke 
a refugee crisis instead (he had uprooted 
many even before the bombing began). 
Moreover, refugees were bound to play a 
central role in the Kosovo conflict in some 
form eventually, as they did in Bosnia. In 
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fact, refugees have been an important fac- 
tor in most recent conflicts. 

According to one estimate, the Gulf war 
temporarily or permanently displaced 
5.5m people. The United Nations High 
Commissioner for Refugees (UNHCR) last 
year reckoned there were 12m refugees 
around the world, as well as ım asylum 
seekers, 3.5m recently returned refugees 
and millions more displaced within their 
own countries. At least 3.2m Palestinians 
are still classified as refugees. In Iran alone, 
some 2m refugees—from Afghanistan and 
lraq—live in border camps. Well over ım 
Afghans have sheltered in Pakistan since 
1979. 

Many other leaders before Mr Milos- 
evic have driven people into exile to con- 
found an enemy, even in peacetime. With 
some justification, a White House spokes- 
man once described each of the 130,000 
Cubans expelled by Fidel Castro in 1980 as 
a “bullet aimed at the United States”. 

Mr Milosevic’s ultimate aim in provok- 


ing such a sudden refugee crisis is still un- 
clear. But there is little doubt that, by expel- 
ling so many ethnic Albanians so rapidly, 
he has already threatened further instabil- 
ity throughout the Balkans—something 
NATO had been desperate to avoid. 

NATO spokesmen estimate that 
776,000 people have been forced from 
their homes in Kosovo in the past year. Of 
these, nearly 456,000 have crossed 
Kosovo's borders since the NATO bombing 
began—and Serb attacks intensified—on 
March 24th. Some 60,000 left before the re- 
cent fighting, and roughly 260,000 are re- 
portedly displaced within Kosovo itself. 

These flows, rivers, floods, waves and 
tides of people have brought a confused 
and belated response from the West. So 
great has been the impact of the bedraggled 
masses that neighbouring Macedonia, fear- 
ful of upsetting its own delicate ethnic bal- 
ance, bused thousands to Albania. Accord- 
ing to some reports, Macedonia has even 
sent some of the refugees back into Kosovo 
itself which, if true, would be a breach of 
international law. Albania itself has so far 
been much more hospitable. 

Meanwhile, western governments have 
bickered over the best way to help this hap- 
less tide of humanity. The United States 
suggested airlifting 20,000 to an American 
military base in Guantanamo Bay, Cuba, 
but then abandoned that plan when few 
refugees wanted to go. European countries 
and UNHCR never liked the idea of moving 
refugees elsewhere, even to reassure the res- 
tive Macedonians, and argued that as 
many as possible should be cared for in the 
region. 

Like other refugees in similar situa- 
tions, the Kosovars seem to want this, at 
least in the short term. Aware that western 
countries are increasingly reluctant to ac- 
cept refugees as permanent immigrants, 
many refugee experts and policymakers 
have also become more enthusiastic about 
the benefits of settling refugees as close to 
home as possible. But there are also risks: 
semi-permanent refugee settlements can 
promote chronic political instability, as 
they have in Congo, Pakistan and the Mid- 
dle East. 

Presenting NATO with such dilemmas, 
it may be assumed, was one of Mr 
Milosevic’s aims in driving so many people 
out of Kosovo. His more recent decision to 
close Kosovo's borders, and force those try- 
ing to flee back into the country, is even 
more ominous. He may be planning to use 
these people as human shields for Serbian 
forces or, huddled in the mountains with- 
out food and shelter, as humanitarian hos- 
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tages, In any case, the decision has further 
complicated NATO's military calculations, 
and made it harder to bomb Kosovo itself. 

Mr Milosevic may also be trying to con- 
trol what type of refugees there can be— 
some reports suggest that young Albanian 
men in particular have been stopped from 
fleeing Kosovo. There have been reports of 
massacres. Pol Pot, the leader of the Khmers 
Rouges, sealed Cambodia’s frontiers be- 
tween 1975 and 1978, and then went on sys- 
tematically to murder 1m people. 

But the refugee crisis has also had effects 
which Mr Milosevic may not have antici- 
pated. For one thing, it has rallied NATO. Gil 
Loescher, professor of international rela- 
tions at the University of Notre Dame, ar- 
gues that the “refugees are the glue keeping 
NATO together. The main objective of the 
war is now to return the refugees.” With the 
aim of helping refugees, NATO is now send- 
ing 8,000 soldiers to Albania to join the 
12,000 already in Macedonia. 

Clearly, the exodus of the past three 
weeks has also raised the stakes over 
Kosovo. The sight of families waiting—and 
dying—in squalor on the border between 
Kosovo and Macedonia, and the tales they 
brought of brutal expulsions and summary 
executions, have strengthened public sup- 
port for NATO bombing and even the use of 
NATO ground forces. This cannot have been 
one of Mr Milosevic’s goals. 


Cold war certainties 


The sudden rush of refugees from Kosovo 
has been terrible, but it is hardly unprece- 
dented. Europe itself has a long history of 
such flows and has, on occasion, coped well 
with them. The term “refugee” was first 
used in 1685 for Protestant Huguenots flee- 
ing Catholic France to Britain, where most 
eventually prospered. During the Spanish 
civil war in the 1930s, some 400,000 civil- 
ians crossed into France in 10 days—~and 
were quickly aided, put into camps, then 
repatriated or settled locally. After the sec- 
ond world war America’s Marshall Plan 
channelled aid to some 6m displaced peo- 
ple; UNHCR was created to help the 1.2m of 
them who could not return home. 

What can be learnt from these, and 
other, refugee flows? The most important 
lesson is that the nature of the conflict will 
affect the plight of the refugees, and thus 
what kind of aid they need the most. Amid 
the ideological contest of the cold war, refu- 
gees had a wider political significance. 
Then they were escaping repressive, usually 
communist, regimes. The 1951 UN conven- 
tion that defined a refugee as anyone flee- 
ing persecution for “reasons of race, reli- 
gion, nationality, membership of a 
particular social group or political opin- 
ion” was quickly interpreted by western de- 
mocracies to mean anyone fleeing a com- 
munist country. 

This was the best kind of refugee to be. 
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Those escaping through the iron curtain 
were welcomed with a permanenthome in 
the West. For western leaders to grant asy- 
lum to a (well-educated, white, Catholic, 
East European) defector from communism 
was to show the moral and practical superi- 
ority of the West. 

But with thecold war's passing, refugees 
have lost this symbolic value just as their 
numbers have grown. No longer political 
pawns-in a global conflict, their signifi- 
cance is now local, which makes them far 
less attractive to rich western countries, 











and far more difficult to help. 

Many of today’s conflicts are, like that 
in Kosovo, ethnically-driven civil wars 
which send people spilling into neighbour- 
ing states that usually do not want them. 
Returning such refugees is sometimes to 
compound the humanitarian catastrophe. 
Many Hutus who fled after Rwanda’s geno- 
cide in 1994 were, guilty and innocent 
alike, forced to return at the point ofa gun 
to a country still gripped by ethnic hatred. 

On the other hand, refugees from a con- 
flict created more by economic or political, 
than by ethnic, rivalries have much better 
prospects. Around 1m refugees from Mo- 


zambique’s civil war, which was not solely 
an ethnic struggle, have been repatriated 
from Malawi and South Africa. 

Asecond lesson seems to be that how a 
conflict ends can determine the long-term 
fate of its refugees. Many Palestinian refu- 
gees from the 1948 Arab-Israeli war still lan- 
guish in miserable conditions in camps in 
Lebanon and elsewhere with no hope of re- 
turning to their former homes. The situa- 
tion of these Palestinians—50 years without 
citizenship of any state—is what refugees 
generally fear the most, after their physical 
safety is assured. 

By contrast, following the peace process 
which settled Guatemala’s civil war, and 
that which helped end a similar conflict in 
Honduras, many refugees are returning, 
voluntarily, from neighbouring countries, 
Guy Goodwin-Gill, professor of interna- 
tional refugee law at Oxford, argues that the 
“very successful” return of refugees to these 
countries has been made. possible by the 
process of national reconciliation which 
followed the ceasefire agreements, rather 
than by the end of fighting itself. Under in- 
ternational supervision, justice and police 
systems have been reformed and the UN 
has monitored resettlement. 


Four poor solutions 


Considering these two factors—the nature 
of the conflict and how it ends—-what con- 
clusions might western policymakers draw 
to help them cope with Kosovo’s refugees? 
There are, broadly, four possible ways to as- 
sist them: create a safe haven within 
Kosovo; give them shelter in camps outside 
Kosovo but in the region; resettle them 
somewhere farther afield; or return them to 
their homes—NaTO’s stated goal. All of 
these options have big drawbacks. The re- 
turn of Kosovars to their homes is the best 
long-term solution but, judging from ex- 
perience elsewhere, it will also require the 
most expenditure and the longest political 
commitment from NATO countries—and 
will probably work only if prefaced by a 
complete victory over Mr Milosevic. Unless 
that comes quickly, the other three less-at- 
tractive options are likely to be considered, 
at least in the short term. 

Safe havens, camps and resettlement 
are all designed to remove civilians from 
immediate danger. This is a worthy goal, 
but one which tends to reward the “ethnic 
cleanser’. Without real military muscle to 
back them up, safe havens have sometimes 
proven anything but safe for those who 
were supposed to be protected, as the Kurds 
in northern Iraq and the Bosnian Muslims 
in Srebrenica discovered. The “safe haven” 
of Srebrenica became infamous after UN 
peacekeepers were frightened into stand- 
ing idly by while the Serbs massacred 6,000 
Muslim men. “Safe havens won't work [in 
Kosovo] without a comprehensive political 
settlement,” argues Notre Dame's Mr 
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Loescher. A carve-up of the province, which 
is what Mr Milosevic may be planning, 
would leave many Kosovars as refugees in 
their own land and the West with a long- 
term security headache. 

Nor do camps in neighbouring coun- 
tries offer any long-term solution to refugee 
flows. Although in the short run they allow 
emergency relief—the distribution of food 
and medical aid, for example—they can 
quickly become sources of instability. 
Camps in eastern Congo during and after 
the Rwandan genocide became bases and 
sources of food and weapons for the ex- 
tremist Hutu militias which had led the 
genocide before themselves being expelled. 
The mujahideen and the Taliban who pur- 
sued Afghanistan’s civil war over the past 
20 years were formed, armed and trained 
in the refugee camps of Pakistan. The same, 
predicts one UNHCR official, could quickly 
happen among refugees in Albania or Mač- 
edonia as more men and some women join 
the Kosovo Liberation Army. 

For the refugees, in any case, camps 
rarely offer much ofa life. Salvadoran refu- 
gees in Honduras in the 1980s were 
dumped in camps and refused the right to 
work, to travel or even to leave the com- 
pounds for ten years. The American pro- 
posal to house Kosovars in barracks in 
Cuba was therefore fiercely opposed by the 
UNHCR and others. Such a place is a 
“rights-free zone, where babies born have 
no citizenship and the people are open to 
abuse,” says Bill Frelick, who works for the 
us Committee for Refugees, a charity. 

If neither camps nor safe havens are 
good prospects, then what of resettlement? 
That, in many cases, has become the de 
facto solution. Resettlement can occur ei- 
ther in the region, or elsewhere in the 
world. In the past, refugees have often been 
moved to distant countries and given new 
lives. Many of the Vietnamese boat people 
eventually found homes in the United 
States, Many Asians expelled from Uganda 
in 1972 by the murderous dictator Idi Amin 
were resettled in Britain. Palestinian refu- 
gees in Jordan have become Jordanian citi- 
zens and now play an important role in 
that country—a far better fate than that of 
the Palestinians stuck in Lebanon’s camps. 

But, as refugee numbers have grown, 
western countries have become less willing 
to accept new immigrants. During Bosnia’s 
war about 500,000 people fled to the Euro- 
pean Union—350,000 to Germany, most of 
the rest to Scandinavia and Austria. Al- 
though those in Scandinavia and Austria 
now have the right to stay, two-thirds of the 
refugees in Germany have since been sent 
back to Bosnia, often against their will. 
Temporary, not permanent, asylum is the 
latest western preference. 

NATO's Official goal of repatriation is 
the best long-term option both for refugees 
and for other countries, but it is also the 
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most costly and difficult choice for western 
governments. Ensuring Kosovars a safe re- 
turn home will be more difficult than the 
few successful repatriations of the past. In 
Mozambique and Guatemala and after the 
many African wars of independence, refu- 
gees were welcomed or accepted back. But 
this has not happened in the wake. of the 
ethnic purging in so many parts of ex-Yugo- 
slavia. Repatriation has proven difficult al- 
most everywhere: people are traumatised 
by their experiences, distrustful of neigh- 
bours and reluctant to return. 

The scale of the task facing NATO is best 
indicated by the two closest parallels of suc- 
cessful repatriation: Cyprus and Bangla- 
desh. Thousands of refugees were able to re- 


turn to Cyprus after the partition of the: 


island, but only with the help of huge 
amounts of EU aid and the presence of UN 
soldiers, who are still stationed there 25 
years later to police an uneasy peace. 

In 1971 violence between Hindus and 
Muslims in what was then East Pakistan, 
exacerbated by economic collapse, floods 
and famine, sent 10m Hindus fleeing into 
India, which considered the exodus the re- 
sult of a deliberate policy of Pakistan’s gov- 
ernment. This stampede of refugees was 
first halted, then reversed within months, 
but only after India went to war with Paki- 
stan, invaded and occupied East Pakistan, 
and then created the new state of Bangla- 
desh. Only by tackling the broader security 
problems did India resolve the refugee cri- 
sis and persuade people to return home. 
The same is likely to be true in Kosovo. 


Long-term options 


For Kosovo then, some lessons are evident. 
Safe havens, long-term camps and tempo- 
rary resettlement are all badly flawed. Per- 
manent resettlement is unlikely to be 
granted by wealthy countries. Therefore re- 
patriation of refugees to their homes must 
remain the ultimate goal. But that depends 
on how the conflict is ended. If, as in East 
Pakistan, an outright military victory is 
achieved, then the refugees can be sent 
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home in safety. As in Mozambique, Guate- 
mala and Europe after the second world 
war, refugees can sometimes be returned 
home if countries are being rebuilt in the 
wake of a war which has truly ended. But 
sometimes, as with the Palestinians, the AF 
ghans and the Rwandans, voluntary re- 
patriation is impossible and the problems 
faced by—and caused by--refugees are 
likely to grow. 

Some of these problems might be miti- 
gated by three policies, none easy but all 
worth a try. The threat to regional security 
could be reduced by keeping civilian refu- 
gees strictly separated from combatants, 
and preventing the use of humanitarian 
aid to feed soldiers. If refugees must be re- 
settled elsewhere, they will find this easier 
to accept if they are told what is happening 
and given some choice of where they go. 
And if it becomes possible to send them 
home, they should be allowed to judge, 
with visits, whether it is safe to return, as 
has been attempted in Bosnia. 

Ultimately the outlook for the Kosovars, 
though bleak, is likely to be better than that 
of the 20m or so refugees elsewhere in the 
world. For one thing, they are likely to get 
more help and attention than most—at 
least as long as the cameras and the money 
keep rolling. “It’s a hell ofa lot worse to be a 
refugee from Sierra Leone than from 
Kosovo,” says one UNHCR official. For west- 
ern governments and their people, there . 
still seems to be a double standard when it 
comes to the misery of refugees. 

More important, NATO countries now 
feel some responsibility for Kosovo's refu- 
gee crisis which, though they did not cause 
it, they have inadvertently played a hand in 
starting. This could eventually boomerang 
on the clever and callous Mr Milosevic. He 
may have successfully parried NaTo 
bombs with Albanian refugees, and created 
huge headaches for the alliance in doing so, 
but he may also have given nato the best 
reason of all to push for a decisive victory— 
the refugees’ safe return. 

Maana anar annaa nee mone 
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Balkan crisis 


NATO went on bombing Ser- 
bian military targets, oil sup- 
plies and infrastructure. At 
least ten Serb civilians died 
when a missile hit a train on 
a bridge. As many as 70 flee- 
ing Kosovars died after what 
was thought to be a military 
convoy was bombed in Kos- 
ovo. The Pentagon admitted 
that NATO might be responsi- 
ble. Serb militias continued 
to attack ethnic Albanians in 
Kosovo. Hundreds of thou- 
sands remained homeless, 
both within and outside the 
province. 





Meanwhile Russia sounded 
ever more friendly to the 
Serbs, sending humanitarian 
aid by land as government of- 
ficials spoke of sending war- 
ships to the Mediterranean. 
President Boris Yeltsin, con- 
demning Nato’s actions, 
even raised the spectre of a 
world war. He named ex- 


| prime minister Viktor Cher- 


nomyrdin, a moderate, as en- 
voy on Kosovo. 


Some European Union lead- 
ers welcomed a UN initia- 
tive calling for a suspension 
of NATO air strikes if Serbia 
halted the violence in Kosovo, 
withdrew all its forces, al- 
lowed an international force 
to police the province and let 
Kosovo's refugees get home. 


Sweden’s finance minister, 
Erik Asbrink, resigned two 
days before he was to present 
a budget. 














The British government said 
Chilean former dictator, 
Augusto Pinochet, must face 
extradition proceedings for 
crimes including torture. 


Turkey’s top court refused to 
ban the only Kurdish party 
running in a general election. 


Judgment day 


Anwar Ibrahim, Malaysia’s 
former deputy prime minis- 
ter, was sentenced to six years 
in jail on corruption charges. 
The United States said there 
were serious flaws in the judi- 
cial process. Australia said 
Malaysia was “lurching to- 
wards authoritarianism.” 


India and Pakistan test-fired 
upgraded missiles capable of 
carrying nuclear warheads. 


Shintaro Ishihara, a writer 
opposed to America’s mili- 
tary presence in Japan, was 
elected governor of Tokyo. 








A Pakistani court found op- 
position leader Benazir 
Bhutto and her husband, 
Asif Zardari, guilty of corrup- 
tion and sentenced them to 
five years in jail. Miss Bhutto 
was also disqualified from 
holding any public office. 
They were both fined a total 
of $8.6 million by the court. 


The law’s reach 


A federal judge in Arkansas 
declared Bill Clinton in con- 
tempt of court because he 
had given “intentionally 
false” evidence in testimony 
about Monica Lewinsky. 


= 
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Having said he wished to be 
“prosecuted for euthanasia”, 
Jack Kevorkian was found 
guilty of second-degree 
murder and got 10-25 years 
in prison for giving a lethal 
injection to a man suffering 
from Lou Gehrig’s disease. 


It was senior officials at the 
Department of Energy, not 
the Clinton White House, 
who opposed a tougher 
search for Chinese spies in 
America’s nuclear labora- 
tories, said a top depart- 
mental intelligence officer. 


The last of the beavers ac- 
cused of eating the cherry 
trees in the Tidal Basin in 
Washington, Dc, was arrested. 


In Argentina, one poll put 
the ruling Justicialist party 
ahead of the opposition Alli- 
ance, for the first time in two 
years. The Supreme Court 
confirmed a Justicialist deci- 
sion that President Carlos 
Menem could lead his party 
until 2003. 


Guerrillas hijacked a Colom- 
bian airliner and kidnapped 
nearly all its passengers. 





Venezuela slid toward con- 
stitutional chaos, as President 
Hugo Chavez threatened to 
declare a state of emergency if 
Congress did not give him all 
the economic powers that he 
wants. A planned constituent 
assembly could dissolve Con- 
gress and do its work anyway, 
he said. Not so, said the Su- 
preme Court. Let the new 
body dissolve the court too, 
said Mr Chavez. 


CONC 










POLITICS THIS WEEK 


Mexican trade unionists and 
academics pursued their cam- 
paign against government 
plans to amend the constitu- 
tion to let private companies 
own electric-power plants 
and distribute their output. 


Last man standing 





` 
The day before Algeria’s 
ground-breaking election of a 
civilian president, all the can- 
didates but one withdrew. 
They said the army was 
manipulating the result in fa- 
vour of Abdelaziz Bouteflika, 
the one remaining candidate, 
by rigging the pre-election 
army and police ballots. 


A senior Iranian general, Ali | 
Sayyad Shirazi, was assassin- 
ated in Tehran. The muja- | 
hideen opposition, based in 
Iraq, claimed to have “pun- 
ished” him for his suppres- | 
sion of Iranian Kurds. | 


Niger's unpopular military 
ruler, Ibrahim Bare Main- 
assara, was killed in a hail of 
bullets by his own guard. No- 
body took the official ex- 
planation of “an unfortunate | 
accident” seriously. The head 
of the presidential guard, Ma- | 
jor Daouda Malam Wanke, 
took over, ousting some of the 
old regime and talking of 
“reconciliation”. 





South Africa’s Nelson Man- 
dela formally set June 2nd as 
the date of the election that | 
will end his presidency. 





A Rwandan bishop was ar- 
rested to face genocide 
| charges for killings in 1994. 
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The world’s largest computer 
maker, Compaq, gave a | 
warning that its first-quarter | 
| profits would be less than | 
half of analysts’ expectations. 


{ 
{ 
| 
| 
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Meanwhile, Apple Comput- | 
er's second-quarter profits 
more than doubled, beating | 
forecasts. Intel, the giant chip | 
„maker, also announced prof- | 
its ahead of forecasts, though 
it said that revenues also fell 
short and would stay flat in 
the second quarter. 


Several Wall Street banks 
shamed their analysts by 
beating most estimates of 
first-quarter profits. Merrill 
Lynch reported record profits 
of $609m, J.P. Morgan made 
$600m, Fleet Financial 
$438m, and Paine Webber 
$161m. 








Japan’s bank regulators de- 
clared Kokumin Bank, a 
small regional bank insol- 
vent, the first such bank fail- 
ure since financial reform 
was passed last year to clean 
up the country’s banking 
mess. The government is now 
looking for a private buyer 
for it, but the insolvency 
raised fears that other banks 
might follow in its wake. 


America and China are to re- 
sume negotiations on terms 

for Chinese accession to the 

World Trade Organisation 
at the end of April. Both | 
countries had hoped to agree | 
during the visit to America by | 
China's premier, Zhu Rongji. | 
The gap between the two | 
sides was said tobe small— | 


though other wro members, 
especially the European 
Union, remain worried about 
a bilateral sweetheart deal. 


| Goldman Sachs, a Wall 


Street investment-banking 


| partnership preparing to go 


public, chose two outsiders 

for its first board of directors. 
Sir John Browne, chief execu- 
tive of Bp Amoco, and James 


Johnson, former head of the 


American mortgage giant, 


| Fannie Mae, will join the 
| board after Goldman's initial 


public offering. 


| Quick fix 


| America’s second-biggest car 
| maker, Ford, continued its 


aggressive expansion by 
agreeing to buy Britain’s 
Kwik-Fit, Europe’s largest 
car-repair chain, for £1 billion 
($1.61 billion). The deal fol- 
lows Ford's recent acquisition 
of Volvo Cars, and heralds a 
strategy to move beyond car 
and truck sales into services. 





Germany’s Volkswagen said 
first-quarter car sales were up 
10% on last year, but it hired 
two more executives to 
strengthen its sales and mar- 
keting teams. Despite its suc- 
cess, the company is under 
fire for its slow launch of the 
new Beetle in Germany. 


Two European chemical 
firms, Switzerland’s Clariant 
and Britain’s Laporte, 
abruptly called off merger 
talks. Clariant, which was 


| close to a £24 billion ($3.4 bil- 


lion) bid, has run into prob- 
lems with its largest share- 
holder, Germany’s Hoechst, 
which is itself embroiled in a 
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life-sciences merger with 
France’s Rhône-Poulenc. 


Telecom Italia failed to se- 
cure enough votes at a share- 
holders meeting to approve a 
restructuring plan as a de- 
fence against the €60.4 bil- 
lion (#65 billion) hostile take- 


| over bid by Olivetti. The 


company said it was. now 
considering inviting foreign 
companies to rescue it. 


Cisco Systems, an acquisi- 
tive maker of networking 
equipment, paid $1.9 billion 
in shares for GeoTel, a com: 
pany that makes software to 
route telephone calls. It is the 
latest bid by Cisco to benefit 
from the convergence of voice 
and data traffic. 


| Cisco’s biggest European ri- 


val, Ericsson of Sweden, 
snapped up Torrent Network- 
ing Technologies, an Ameri- 
can Internet data-networking 
company, for $450m, 


Ten of the world’s leading 
drug companies, including 
Britain’s Glaxo Wellcome and 
SmithKline Beecham, are 
jointly creating a new re- 
search consortium to study 
how variations in human 
DNA affect disease develop- 
ment. This will help drug- 
makers to tailor their prod- 
ucts to individual patients. 


France’s highest court backed 
the government in blocking 
Coca-Cola's attempt to buy 
Orangina for $825m from 
Pernod Ricard. Coca-Cola, 
which has been interested in 
the soft-drinks firm since 
1997, said it would continue 
discussions with regulators 
on an acceptable deal. 


British Land, the country’s 
second-largest property com- 
pany, said it will issue £1.54 
billion ($2.49 billion) worth 
of property bonds in the 
largest-ever such European 
securitisation. The bonds will 
be backed by rental income 





from real estate at Broadgate 
Centre in London’s financial 
district. 


Barclays, a troubled British 
bank, lost its new chief execu- 
tive before he. had even 
started the job. Michael 
O'Neill, an American ap- 
pointed as a saviour in Febru- 
ary, stood down. and flew 
back to San Francisco, after 
suffering from heart prob- 
lems following a recent bout 
of influenza. The bank's 
shares rose on speculation 
that it was now more vulner- 
able to takeover. 


The European Commission 
began antitrust proceedings 
against DaimlerChrysler, 
claiming it has prevented 
dealers from selling cars 
across borders. 


Kvaerner, a troubled Anglo- 
Norwegian industrial group, 
said it would sell its ship- 
building businesses and cut 
its workforce by almost a 
third as part of a wider 
restructuring. Its shipyards, as 
well as its pulp-and-paper 
and oil-and-gas operations all 
made losses in the fourth 
quarter of last year. 


Britain’s Imperial Chemical 
Industries said it would sell 
a bundle of bulk chemicals 
businesses to America’s 
Huntsman for $2.8 billion. 
The deal is part of 1c1's strat- 
egy to pay off its mountain of 
debt and focus exclusively on 
specialty chemicals and 
coatings by July 2000. 
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Offshore banking isn’t just for millionaires 


In fact all you need to open an offshore bank account is £1. For this small sum you can take advantage of the many benefits offshore 
banking provides. For example, by simply moving your UK savings to an offshore bank, you may be able to reduce your UK tax bill. 


To help you see if you could benefit from this, try answering the following questions: 


1. Will you be overseas for a full UK tax year? YES J] NO J 





2. Do you have savings in the UK? YES J NO J 
3. Do you have property in the UK? YES J NO UJ 
4. Do you have any investments in the UK? YES J NO J 
eee 2 If you ticked ‘yes’ to the first two questions and one other, there’s a good chance you may 


have a tax liability you could legally reduce by banking offshore. 
To find out more, contact Midland Offshore now, for a free copy of our brochure 
‘How to reduce your UK tax bill’ and details of the many benefits Midland Offshore can provide. 
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Midland Offshore 


Please call us 24 hours a day on 44 1534 616111 or fax us on 44 1534 616222 


or visit our website at www.offshore.hsbc.co.je 
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Or cut the coupon © 5 


To: Midland Offshore, PO Box 615, 28/34 Hill Street, St. Helier, Jersey JE4 SYD, Channel Islands. 
Please send me my copy of “How to reduce your UK tax bill” 
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The verdict on Malaysia 


KUALA LUMPUR 


Anwar Ibrahim was in line to rule Malaysia before he clashed with the prime 
minister and was jailed for six years. Is Malaysia now sentenced to six more 


years of Mahathir Mohamad? 


HE next time a westerner gloats over 

Asia's downfall, mention Mahathir 
Mohamad. For two years Malaysia’s prime 
minister has defied almost every trium- 
phant prediction levelled against the re- 
gion. When other governments turned to 
the imF for cash, he refused. When Anwar 
tbrahim—his finance minister, deputy and 
handpicked successor—followed 1MF ad- 
vice, Dr Mahathir sacked him and changed 
course, slapping on currency controls and 
denouncing international capital markets. 
When Mr Anwar was later arrested and 
beaten in police custody, the prime minis- 
ter cracked down on protesters and 
laughed at the world’s complaints. Now 
Malaysia’s economic strategy is winning 
some converts. And on April 14th, when Mr 
Anwar was convicted of corruption and 
jailed for six years, Dr Mahathir remained 
in command, with every expectation of 
winning another five-year term. 

Not that Mr Anwar’s jailing is a hit with 
most Malaysians. Many believe he was the 
victim ofa political conspiracy, even if they 
think he was no saint. Mr Anwar was found 
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guilty of ordering members of the special 
police to tamper with witnesses, pressuring 
them to retract allegations that he had en- 
gaged in sodomy (a crime in Malaysia). Al- 
though his conviction was expected, many 
thought the sentence was harsh. His beat- 
ing, persistent claims that the trial was po- 
litically motivated and some strange proce- 
dural rulings by the judge all added to the 
sense of unfairness, 

The verdict brought his supporters on 
to the streets, where they clashed with riot 
police. They were heartened by interna- 
tional reaction to the trial’s outcome: a 
handful of governments in the region is- 
sued mild statements of dismay and sev- 
eral human-rights groups declared the trial 
was politically motivated. John Howard, 
Australia’s prime minister, said Malaysia 
was “lurching towards authoritarianism.” 
John Malott, America’s ambassador to Ma- 
laysia until last year, declared Mr Anwar 
the world’s “newest and most famous po- 
litical prisoner”. 

In the seven months since his sacking 
and arrest, protesters have continued to 


support Mr Anwar’s reformasi movement, 
which calls among other things for an at- 
tack on corruption, more individual free- 
doms and a fairer justice system. They have 
turned out in droves to hear his wife, Wan 
Azizah Ismail, who has boldly picked up 
his campaign. They also bypass the tame lo- 
cal media to frequent over 50 new Internet 
sites that follow his cause. 

The jail sentence dealt Mr Anwar’s po- 
litical career a particularly hard blow, since 
it prevents him from holding office for five 
years after his release. Nevertheless, disaf- 
fected Malaysians sense an opportunity to 
end Dr Mahathir’s 18-year rule. Dr Wan 
Azizah recently formed the National Jus- 
tice Party to contest the next election, which 
must be held by April 2000. The party 
hopes to co-operate with the two main op- 
position parties—the Malay-based Islamic 
Party of Malaysia and the Chinese-based 
Democratic Action Party (DAP)—to form a 
multi-racial challenge to unseat the ruling 
coalition led by Dr Mahathir’s United Ma- 
lays National Organisation (UMNO). 

They face an uphill task. UMNO’s coali- 
tion has governed Malaysia since indepen- 
dence in 1957. Apart from the obvious ad- 
vantages of money and incumbency, it has 
developed an almost unbeatable structure. 
It has combined parties from each of Ma- 
laysia’s main ethnic groups; the country is 
55% Malay, 30% Chinese and has some 10% 
of Indian descent. By co-ordinating across 
constituencies, it has been able to divide ra- 
cially-based opposition parties. A deep- 
rooted fear of inter-racial violence, such as 
the riots that occurred in May 1969, has 
added to the coalition’s appeal as a stabilis- 
ing force in the country. 

Whoever rules UMNO, therefore, rules 
Malaysia. But as the country got richer and 
the familiar effects of globalisation took 
hold, a generation of young, urban, hip Ma- 
lays, many of them educated abroad, began 
to question whether Dr Mahathir—with the 
limited political freedoms he has al- 
lowed—was still their man. Within the par- 
ty’s youth wing, especially, support for Mr 
Anwar was strong. This grew with the re- 
gional economic downturn. But in the 
shoving match that followed, Dr 
Mahathir's determination to hold on to 
power led to Mr Anwar’s downfall. 

The opposition hopes it can capitalise 
on these divisions within the Malay com- 
munity. It hopes the main Malay opposi- 
tion party, PAS, which is fiercely Islamist, 
will now be able to work closely with the 
pap. Tired of constantly losing, they may 
do. But whether Dr Wan Azizah’s party can 
bridge the gap between rival opposition 
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groups remains to be seen. 

Mr Anwar’s imprisonment may out- 
rage many Malay voters, but the simple fact 
of Malaysian politics is that supporting Mr 
Anwar while he was inside UMNO was 
much easier than supporting him now that 
he is gone. Many now have to choose which 
side to be on. Following the verdict, a lead- 
ing member of UMNO’s youth wing said 
any members who still supported Mr 
Anwar must now decide if they are in or out 
of the party. 

UMNO remains an immensely power- 
ful political machine, and Dr Mahathir is 
still adept at tuning it to his advantage. Its 
lure is not only that of stability. Many peo- 
ple are sceptical of pas and fond of a coali- 
tion that has channeled patronage and eco- 
nomic advantages in their direction. 

Dr Mahathir has worked on these feel- 
ings, and tried to soften the blow of Mr 
Anwar’s trial. On the day that the court is- 
sued its verdict, a special commission 
which the prime minister had finally 
agreed to appoint announced that Rahim 
Noor, the police chief who has admitted 
beating Mr Anwar, would also be pun- 
ished. So long as Dr Mahathir can portray 
himself as a sound economic manager, and 
foreigners as the enemy, many voters will 
probably stick with him. 

The opposition’s best hope in the next 
election may be to whittle down his major- 
ity. Perhaps that is why there was so much 
excitement among the opposition groups 
when Dr Mahathir, who is 73, was briefly 
taken ill last week with a lung infection. It 
was nothing serious, the government says. 
But the speed with which Mr Anwar’s sup- 
porters jumped on the news may show how 
desperate they really are, hoping that ill- 
ness may accomplish what they cannot— 
force the prime minister to step down. But 
don’t count even on that. Dr Mahathir has 
as much faith in himself as he does in the 
country’s judges, 





Wriggling 
free 


Ce FORMING a coalition government 
with Jayaram Jayalalitha would be 
like going to bed with an anaconda.” Thus 
does a Congress party stalwart describe the 
problem facing his leader, Sonia Gandhi. 
Miss Jayalalitha, a former actress and 
head of a regional Tamil party, AIADMK, 
has parted company with the ruling coali- 
tion headed by the Bharatiya Janata Party 
(BJP), reducing it to a minority. The govern- 
ment now faces a no-confidence vote in 
parliament which could lead to its down- 
fall. Mrs Gandhi could try to form a new 
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Jayalalitha strikes 


government with the AlADMx’s help, but is 
worried that embracing Miss Jayalalitha 
means getting trapped in her coils. 

Ostensibly, Miss Jayalalitha parted 
company with the sje because it refused to 
accept her demands that the defence minis- 
ter, George Fernandes, be sacked, that the 
naval chief whom Mr Fernandes had dis- 
missed be reinstated, and that a parliamen- 
tary committee probe corruption in de- 
fence deals. However, her real problem 
with Mr Fernandes is her belief that he re- 
neged on a privately made undertaking to 
her last year: that if she supported the BJP, 
he would try to weaken some charges of cor- 
ruption relating to her stint as chief minis- 
ter of Tamil Nadu in 1991-96. The BJP gave 
her party the portfolios for law and reve- 
nue, but she was dissatisfied with 
arrangments made over her personal prob- 
lems. Additionally, the pyr is unwilling to 
meet her demand to sack the current Tamil 
Nadu government headed by a rival re- 
gional party which wants to put her behind 
bars. For 12 months she has thrown tan- 
trums, humiliated BjP ministers and threat- 
ened to walk out of the government. When 
she demanded Mr Fernandes’s head, the 
ByP decided that enough was enough. 

The existing coalition might yet stagger 
on. Minority governments in India have 
survived, if precariously, in the past. The 
BJP does not know what it is getting into, 
but it knows what it is getting out of, and 
feels that is good enough for the time being. 

An alternative coalition to replace the 
ByP-led one will not be easy to put together. 
Miss Jayalalita’s reputation is such that par- 
ties would refuse to let her be part of any 
coalition they served in. Another regional 
party does not want Congress’s Mrs Gan- 
dhi as the next prime pinister. This gives the 





BJP hope that it can survive without a ma- 
jority. On the other hand the Byp’s own al- 
lies are being wooed by the Congress party 
to cross the floor. Many political permuta- 
tions and combinations are possible, since 
the pyp has only 182 seats and Congress 138 
in a house of 545, with more than 20 small 
parties holding the balance. 

On parting company, Miss Jayalalitha 
accused the Byp of giving in to American 
pressure not to test India’s upgraded Agni 
missile. Almost immediately the govern- 
ment did indeed test the missile, where- 
upon she said the credit belonged to In- 
dian scientists, not to the Byp. The latest 
version of Agni has a range of 2,200km 
(1,375 miles) and could hit most cities in 
China. Indian scientists plan to increase its 
range to over 2,500km, enabling them to 
target Beijing. Despite Pakistan’s reaction 
(see below), the pepped-up Agni is not 
meant primarily for use against its close 
neighbour. India could hit every worth- 
while target in Pakistan with its shorter- 
range Prithvi missile, which is more accu- 
rate, is fully developed and partly 
deployed. Though the test this week has 
made India’s neighbours nervous, the tim- 
ing was almost certainly influenced by the 
ByP’s need to bolster political support. 

The current political crisis could end in 
a fresh general election, and the BJP wants 
to take credit for nuclear and missile feats 
which rival parties avoided when in power. 
Yet optimists in the party hope that there 
will be no early election, that they can win 
over some minor parties and keep going for 
a full five-year term. They say it’s not over 
till the fat lady sings. Pessimists reply that 
the rotund Miss Jayalalitha is singing at the 
top of her voice already. 

a 





Pakistan 
Minutes of glory 


ISLAMABAD 


HEN India test-fired an upgraded 
version of its Agni missile on April 

11th, Pakistan had a choice of responses: ei- 
ther to make a strong complaint to its 
neighbour, or to fire a missile of its own to 
remind India that it too had the latest 
weapons of war. Simply complaining was a 
temptation for Pakistan’s prime minister, 
Nawaz Sharif. His restraint would have 
been applauded by the outside world, espe- 
cially America. Perhaps a few extra millions 
of dollars might have been forthcoming 
from donors to help his faltering economy. 
But Mr Sharif, like most political lead- 
ers, is mainly concerned to protect his back 
at home. There are peaceniks in Pakistan, 
but not many. The army is hawkish, as are 
some Islamic extremists. They are suspi- 
cious that Mr Sharif is becoming too 
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friendly towards Pakistan's old enemy. Not 
everyone approved ofa new bus service be- 
tween the two countries, inaugurated by 
the Indian prime minister, Atal Behari 
Vajpayee. The summer months ahead are 
likely to see more exchanges of artillery fire 
in the disputed region of Kashmir. 

Mr Sharif chose the macho option, and 
launched two missiles.On April 14th, from 
a site near the city of Jehlum, south of Is- 
lamabad, Pakistan test-fired a version of its 
Ghauri missile. The weapon flew for 12 
minutes at a distance of about 1,400km 
(875 miles), though officials quickly 
pointed out that its potential range was 
2,300km. The following day Pakistan 
launched a shorter-range Shaheen missile, 
The upgraded Ghauri is Pakistan’s longest- 
range weapon that could carry a nuclear 
warhead, and is capable of hitting cities 
deep inside India. 

The two countries told each other in ad- 
vance of the tests, in keeping with an agree- 
ment to ease tension signed by their respec- 
tive prime ministers in Lahore in February. 
But Pakistan was peeved that it was merely 
included in India’s list of notified coun- 
tries, among them the United States, Rus- 
sia, China, Britain and France. Pakistan felt 
that it should have been notified ahead of 
the others. India, though, suspected that Pa- 
kistan would have tipped off America, 
which would then have leant on the Indi- 
ans to stop the test. Quite possibly. 

Last year both countries carried out 
tests on nuclear weapons. Now they have 
publicly demonstrated that they are capa- 
ble of delivering such weapons to their ene- 
my’s heartland. For Pakistan especially, the 
cost of the subcontinent’s arms race is be- 
coming unbearable. More than a quarter of 
the budget goes towards defence. The cen- 
tral bank is gloomy about current prospects 
for economic growth in the wake of a cot- 
ton crop failure. The Karachi stock market 
was depressed following news of the mis- 
sile tests. The market fears that the country’s 
jingoism will deter investors. 

Mr Sharif seems unwilling to bolster 
the economy by doing the logical thing and 
taxing the politically powerful landowners 
or using a sales tax to get round tax evasion 
by businesses. Some macho action here 
would do no harm. 
erisim asarana amiran ESOO I 


Japan 
A magician’s job 


HE only consolation that Japan’s rul- 
ing Liberal Democratic Party (LDP) can 
draw from its dismal showing in the local 
elections held on April 11th was that the op- 
position fared almost as badly. In poll after 
poll for prefectural and municipal assem- 
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blies, the winners were independent candi- 
dates who shunned any backing from the 
major parties or else played down their 
own affiliations. Unquestionably, the big- 
gest disaster for the LoP was the trouncing 
of its candidate in the important race for 
governor of Tokyo. Shintaro Ishihara, the 
author of “A Japan That Can Say No”, run- 
ning as an independent, walked off with 
that. He was backed not only by the bulk of 
Tokyo’s large floating vote but also by 
nearly half of the Lpp’s own supporters, 

Even though local elections focus more 
on personalities, the extent to which Japa- 
nese voters have been shunning the main- 
stream political parties of late has made 
both the Lop and its two biggest rivals, the 
Democratic Party of Japan and the New 
Komeito, equally nervous. 

While the independents gained 12% 


Obuchi keeps his cool i 


more seats, the Lpp’s share of seats slipped 
by 2%--even though the party fielded more 
candidates than ever. The message the par- 
ty’s barons have taken home is that now is 
not a time to do anything rash. Keizo 
Obuchi, the prime minister, and his LDP 
handlers were beginning to lay the ground 
work for an early general election. The gov- 
ernment has to go to the country before Oc- 
tober 2000. Mr Obuchi was counting on his 
modest but steady increase in popularity— 
along with the glimmer of economic recov- 
ery that officials swear they can detect--to 
call a snap election before the unemploy- 
ment rate turns really nasty. Whether the 
spark of recovery catches hold or not, the 
current level of joblessness (already a 
record 4.6%) is set to soar as Japanese firms 
prepare for new accounting rules and fi- 
nally get down to restructuring in earnest. 
But without a successful snap election 





ASIA 
to prolong his term as prime minister, Mr 
Obuchi will have to get himself re-elected 
as party president in September. The party 
elected Mr Obuchi last July to serve out the 
balance of Ryutaro Hashimoto's two-year 
term after he had resigned. With a number 
of senior Lop members, including the for- 
mer secretary-general, Koichi Kato, now 
itching to have their turn as prime minis- 
ter, a September election for the party lead- 
ership could prove to be a bloody affair. 

Hence all the talk emanating from the 
prime minister’s office this week about ei- 
ther getting Mr Obuchi an automatic one- 
year extension to his present term of office, 
or bringing the party election forward to 
July. While an extension is probably out of 
the question, an earlier party election 
would make a world of difference to the 
amount of support Mr Obuchi could 
muster. 

With its 93 members, Mr Obuchi’s own 
faction is still the largest block within the 
LDP. But ranged against him would be the 
70 members in Mr Kato's group plus allies 
from the 62-strong faction led by Yoshiro 
Mori and the 31 members loyal to Taku 
Yamasaki. However, were he to move 
smartly, Mr Obuchi could wrap up support 
from a new right-wing grouping that came 
together in February when two senior LDP 
conservatives, Masakuni Murakami and 
Shizuka Kamei, pooled their factional in- 
terests. Getting the new Murakami-Kamei 
faction’s 70 members to throw their weight 
behind the prime minister could even up 
the odds. The price could be a handful of 
senior posts. « 

If Mr Obuchi does succeed in getting 
himself re-elected as party president in 
July, the Lop’s majority in the lower house © 
means he will automatically get a second 
term as prime minister. His problem then 
will be when to call a general election. With 
nearly half the electorate now demonstrat- 
ing its total disillusionment with main- 
stream politics, the prime minister will 
have to pull a very special rabbit out of the 
hat when he finally goes to the country in, 
say, a year’s time. The one bit of magic capa- 
ble of winning back the Lpr’s errant voters 
would be solid evidence that the economy 
was on the mend. But that might require yet 
another big splurge of public spending. 





Kazakhstan 
Tetchy tenge 


ALMATY 


FTER holding out for eight months, 
Kazakhstan has been sucked into the 
financial crisis in Russia that began last Au- 
gust with the devaluation of the Russian ru- 
ble. The Kazakh government and its central 
bank jointly decided to give up the coun- 
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Preening China for the party 


BENING 


Gons people relish turning 50, greet- 
ing the milestone with confidence 
that their future will be just as good as 
their past. For others it is traumatic, in- 
spiring thoughts of mortality and fears 
that the best years are perhaps already 
gone. A typical response for either type is 
to throw a lavish party. 

China will be no exception. It is plan- 
ning a huge bash in Beijing on October 
ist—the official guest list already stands at 
500,000—to celebrate the day in 1949 
when Mao Zedong proclaimed 
the founding of the Commu- 
nist-led People’s Republic of 
China. Though the party is 
months away, the primping 
and preening have begun in 
earnest. 

Throughout the capital, 
| “greenification” and “beauti- 

fication” (both words sound 
better in Chinese) are the order 
of the day. Trees and flowers are 
being planted wherever space 
permits. Dingy pedestrian un- 
| derpasses are being resurfaced 
| with shiny new tiles. Roads are 
| being widened and re-paved. 
All manner of surfaces, from 
rubbish bins to walls, are being 
scrubbed and painted. 


Joining the work crews are the police, 
who have already begun their contribu- 
tion to “the appropriate atmosphere” by 
stepping up their enforcement of traffic 
rules. They will also be responsible for 
making sure that, by the time the party 
starts, the hundreds of thousands of rural 
migrants who live in Beijing will have 
found somewhere else to be. 

Introducing plans for the gala itself 
this week, Beijing's vice-mayor, Meng 
Xuenong, said there would be speeches, 





Mao (centre) on the long march to power 








try’s fixed exchange rate on April 5th and let 
the local currency, the tenge, float. After 
plunging in the first two days from 88.3 to 
around 140 tenge to the dollar, it staged 
something of a recovery and has since 
showed signs of stabilising (see chart), bol- 
stering the country’s confidence. 

The decision to float was made to help 
narrow a widening trade deficit, make Ka- 
zakh producers and exporters more com- 
petitive and preserve dwindling foreign 
currency reserves, which had fallen from 
around $1.9 billion at the end of 1998 to 
$1.65 billion by the end of March this year. 
Kadyrzhan Damitov, chairman of the cen- 
tral bank, said it would intervene in the 


to wait and see—primarily because their 
pockets have long been empty. 

The tenge had remained relatively sta- 
ble over the past few months, but at a very 
high cost. Since last August, more than 
$700m had been spent propping it up. The 
IMF granted a $217m loan in December to 
support Kazakhstan's depleting gold and 
hard currency reserves. But the export of Ka- 
zakh goods became more expensive, most 
notably to Russia, one of its largest trading 
partners. In turn, Kazakhstan was almost 
flooded with cheap Russian goods. 

This raised the spectre of an economic 
crisis, which some in Kazakhstan have 
thought to be imminent. It is why political 





currency markets if the , observers believe Mr 
tenge’s fall “exceeds ratio- Settling down Nazarbaev decided to 
nal expectations”. Kazakhstan tenge per $ hold presidential elections 


The effects were 
quickly noticeable. Some 
stores selling expensive 
western products closed 
temporarily. Other shops 





s| in January—two years ear- 
inverted scale) lier than scheduled. He 
o) was reelected with an 
| overwhelming majority. 
Immediately after the 





marked up their prices. 20 election, trade restrictions 
And President Nursultan were put in place against 
Nazarbaev urged people |- n5 F... m2, . 14| certain food products 
not to panic or stock up prod from Russia. A tariff of 





with goods. Most decided 


200% was also imposed on 
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exhibitions and fireworks, The highlight, 
a two-hour parade, will feature halfa mil- 
lion civilians as well as troops, weaponry 
and military aircraft. Officials have prom- 
ised to be frugal about it all, but hint ata 
price tag of at least $60m. 

Though all of Beijing is meant to be 
sprucing up, the focus of the campaign is 
on Tiananmen Square, where most of the 
festivities will take place, and on the Ave- 
nue of Eternal Peace, which is to be trans- 
formed into a “serious, simple, graceful 
and harmonious” thoroughfare. To 
achieve that end, officials are demanding 
the removal of all the advertisements 
from some 500 buildings and 300 boards 
along its length. Advertisers 
grumble but, according to city 
officials, few actual contracts 
have been violated. Some busi- 
nesses may incur “slight losses”, 
they say, but only in the short 
term and there are anyway 
many cities around the world 
that restrict the placement of 
advertisements. 

With such big plans afoot, it 
will do little good to complain. 
Instead, aggrieved parties 
would be well advised simply 
to swallow the loss and enjoy 
the parade. They are, after all, 
faring far better today then any- 
one who was in business in 
Beijing in 1949 when Mao 
came marching through. 





imports from Kyrgyzstan and Uzbekistan. 
But these measures proved to be ineffective 
due to a lack of control along the country’s 
long borders and an increase in smuggling. 
The restrictions and tariffs have now been 
removed. 

The iF praised the government's deci- 
sion to allow the tenge’s exchange rate to be 
set by the market, despite some reserva- 
tions about other measures, such as a tem- 
porary order requiring exporters to sell half 
of their hard currency proceeds. While 
most financial experts also welcomed the 
move, other problems remain. 

The precarious state of the economy 
and fall in industrial production cannot be 
attributed solely to the financial crisis in 
Russia. The drop in prices for oil, metals 
and grain—Kazakhstan’s major exports— 
have also hit the economy. Last month par- 
liament had to revise its 1999 budget. All 
ministries and state-owned companies 
were instructed to reduce their expendi- 
tures. It was also announced that the sala- 
ries of government officials would be cut 
and the use of mobile telephones and gov- 
ernment cars scaled back. A third amend- 
ment to the budget now seems likely. 

a 
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If you know of a better ‘ole, 


go to it 


WASHINGTON, OC 


As Americans get ready for next week’s commemoration of NATO’s 50th 
birthday, they gaze at the choice Bruce Bairnsfather spelled out long ago 


NOTHER 300 American aircraft; an- 
other $4 billion of the taxpayers’ 
money; an imminent summons to perhaps 
thousands of air-force and army reservists. 
“We must stay the course,” says President 
Clinton, “and persist until we prevail.” 
Fine words, but many Americans, recalling 
George Washington’s strictures against for- 
eign entanglements, are wondering what 
they may actually mean. So, too, the Ameri- 
can Congress. Does the bombing of Serbian 
targets, now in its fourth week, go on until 
there are no more missiles left to fire; or will 
American ground troops, despite Mr Clin- 
ton’s disavowals, eventually be placed “in 
harm's way” in the Balkans? 
if those are questions the president pre- 
fers to leave unanswered, he nonetheless 
recognises the danger of keeping the politi- 
cians on Capitol Hill in ignorance. Serbia 
may not be Vietnam, but the administra- 
tion, acutely sensitive to allegations of 
“mission creep”, knows that the last thing it 
needs as the 2000 elections approach is a 
nation divided by a foreign war. Last week, 
therefore, a bipartisan delegation from 
both Senate and House accompanied the 
defence secretary, William Cohen, across 
the Atlantic to-talk to NATO commanders, 
chat with American troops and assess the 
Balkans’ humanitarian needs. This. week, 
< when. Congress. returned from its spring 
break, the president first conferred with se- 
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nior members of both parties and then, on 
April 13th, gavea two-and-a-halhour brief- 
ing to some 58 members of Congress. 

So far, so reasonably good. Even those 
most critical of the president’s handling of 
the Kosovo issue will rally round the flag 
and support the air campaign for some 
time yet. But what if the bombing goes on 
for “weeks and months”, as Senator Joe 
Lieberman, a Connecticut Democrat, be- 
lieves it may? As Senator Kay Bailey 
Hutchison, a Texas Republican, put it after 
Tuesday’s briefing: “All of us will support 
the money we need to do this job [but] I 
think there are still many questions about 
where we go from here.” 

The biggest question is clearly the issue 
of ground troops. Pat Buchanan, a Republi- 
can presidential candidate who is both 
more articulate and more isolationist than 
most, relentlessly argues that America has 
no business interfering in a far-off country, 
especially when—as he sees it--there is no 
vital American interest at stake. 

At the other end of the spectrum one of 
his rivals for the Republican nomination, 
Senator John McCain of Arizona, said this 
week that NATO has to start “fighting this 
war as if it were a war with huge stakes in- 
volved, instead of some strange interlude 
between peace initiatives...We should 
commence today to mobilise infantry and 
armoured divisions for a ground war in 


Kosovo.” For her part, Mrs Hutchison sits 
on a quasi-patriotic fence by saying that 
what is needed is not a campaign on behalf 
of Kosovo’s Albanians but a plan for the 
Balkans as a whole. Kentucky's Senator ` 
Mitch McConnell proposes a somewhat 
different fudge to delay the sending of 
ground troops: the shipment of American 
arms to the Kosovo Liberation Army. 

Meanwhile, the idea grows that the 
president's refusal to countenance ground | 
troops is not as absolute as it first appeared. 
Witness Mr Lieberman’s analysis, after 
meeting the president, that Mr Clinton 
“does not favour the use of ground forces 
but he did say that that option should not 
be taken off the table--and it is very impor- 
tant for Mr Milosevic to know that we will 
exclude no action that is necessary to help 
us achieve victory.” 

But the sending of soldiers involves 
other issues, too. One is money. In the past 
week, General Wesley Clark, NATO’s Ameri- 
can supreme commander, has asked for 
382 more American aircraft to join the 500 
or so he already has. No wonder that this 
week the administration, which appar- 
ently reckons the air campaign is costing 
anything between $70m and $100m a day, 
told Congress it would need perhaps $4 bil- 
lion to wage the war through to September. 

How to find the money? Senator John 
Warner, the Virginia Republican who sits 
on the Armed Services Committee, is ada- 
mant that the money should not be at the 
expense of the increased defence budget 
sent to Congress by the president on Febru- 
ary Ist. Most in Congress will doubtless 
agree: given that America’s armed forces 
are supposed to be able to fight two major 
wars simultaneously, it hardly makes sense 
to stretch their resources still further. 

Still, this fiscal year’s budget surplus is 
estimated to be at least $111 billion, The 
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probably inevitable solution is to use the 
surplus and avoid budgetary constraints by 
treating the money as emergency spending. 
But that will not stop some Republican 
conservatives, who dogmatically insist that 
the money should be raised from offsetting 
cuts, arguing that the Pentagon is raiding a 
surplus which could both “save” Social Se- 
curity and provide a tax cut. 

So much for one difficulty. But the 
greater problem will be the relationship be- 
tween the president and Congress. For the 
moment, Congress's leadership is prepared 
to give the president both the benefit of the 
doubt over the war in Serbia and the 
money with which to fight it. In practice, 
that means delaying any big debate. 

But can it be delayed if the president de- 
cides to send ground troops? Most in Con- 
gress think not. Tom Campbell, a Republi- 
can congressman from California, is doing 
his best to have a debate sooner rather than 
later. His argument is that under Article 1 of 
the constitution only Congress has the right 
to declare war. Equally to the point, the War 
Powers Act of 1973 (a by-product of the Viet- 
nam era) both requires a president to con- 
sult Congress about possible troop deploy- 
ment and also limits the use of troops to 60 
days without specific authorisation by 
Congress. As Mr Campbell said on Tues- 
day, “If Congress does not stand up for its 
constitutional right to declare war in this 
instance, there is nothing left to the con- 
stitutional requirement” that Congress and 
only Congress can declare war. 

Possibly so—and Mr Campbell may 
well be able to shove his colleagues to a vote 
by early May. But the facts ofhistory are that 
no president, from Nixon onwards, has ac- 
cepted the War Powers Act; that the act’s 
constitutionality has not been ruled on by 
the Supreme Court; and that Congress has 
declared war on only five occasions, the last 
being in 1941. Yet American presidents, 
each designated as commander-in-chief by 
Article 2 of the constitution, have put 
troops into battle on more than 150 occa- 
sions, including both the Korean war in the 
1950s and the Vietnam war in the 1960s. 

In other words, Mr Clinton is running 
true to presidential tradition. He also has 
the comfort of a House resolution from be- 
fore the Kosovo intervention approving of 
the use of American peacekeepers and of a 
Senate vote approving air strikes. 

Good enough? So long as ground troops 
are not involved, certainly so. But the les- 
son of history is that America wages war 
best when Americans are solidly behind it. 
George Bush side-stepped the War Powers 
Act when he sent troops to the Gulf in 1990- 
91, but he made his case both to the nation 
and to Congress, and Congress responded 
with a joint resolution approving the use of 
force against Iraq. President Clinton, the 
persuader-in-chief, still has work to do. 

= a 
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The law and Clinton 
Bill of wrongs 


WASHINGTON, DC 


To villains of the impeachment saga 
are still in the stocks. On April 12th a 
jury in Arkansas flung rotten fruit at Ken 
Starr, the independent prosecutor who 
pursued President Clinton, by refusing to 
convict one of Mr Clinton’s sympathisers. 
On the same day a judge in a separate case 
in Arkansas pelted Mr Clinton, citing him 
for contempt of court. The president's es- 
cape from conviction in his Senate trial 
was, for sure, a close-run thing. 

MrStarr’s humiliation came in the case 
of Susan McDougal, Mr Clinton’s former 
business partner in a failed property ven- 
ture called Whitewater. Mrs McDougal had 
refused to answer Mr Starr’s questions 
about Whitewater, saying that she believed 
Mr Starr was less interested in justice than 
in toppling the president. For this recalci- 
trance, Mr Starr prosecuted Mrs McDougal 
for obstructing justice and contempt of 
court. But Mrs McDougal retorted that Mr 
Starrs rapacious search for evidence 
against Mr Clinton justified her silence. 
The jury sided with her, though narrowly. It 
handed down an acquittal on the obstruc- 
tion charge and failed to reach unanimity 
on two charges of contempt. 

A delighted Mrs McDougal declared 
that she had enjoyed the trial, which had 
given her an opportunity “to tell the world 
what kind of man Ken Starr is”. It will not 
be her last opportunity. The House Demo- 
crats lost no time after her trial in saying 
that she would be a celebrity witness at next 
month’s hearings on the independent- 
counsel law, which gave Mr Starr his con- 
siderable authority. That law expires in 
June; sharing the feelings of the jurors who 
acquitted Mrs McDougal, Congress seems 
unlikely to extend it. Mr Clinton is often be- 
rated for demeaning the presidency. Mr 
Starr may have sunk the institution he led; 
he himself, indeed, now says it should go. 

The demeaning of the presidency, 
mind you, has been considerable; and it 
drags on. The latest blow arose from the 
Paula Jones sexual-harassment case, which 
Mr Clinton settled in November by paying 
his accuser $850,000. This week Susan 
Webber Wright, the federal judge in the 
case, issued a ruling that declared Mr Clin- 
ton guilty of some of the charges of which 
he was acquitted in the impeachment trial. 
She said the president had wilfully pro- 
vided false testimony under oath last year, 
when he denied having had a sexual rela- 
tionship with Monica Lewinsky. In doing 
so, the judge continued, Mr Clinton had 
obstructed justice by denying Mrs Jones in- 
formation that might have helped her sex- 
ual-harassment case. 





Contempt, says Judge Wright 


Nothing can undo the verdict of the im- 
peachment trial; Mr Clinton faces only 
modest fines and possible expulsion from 
the bar in Arkansas as a result of Mrs 
Wright's ruling. Still, Americans’ respect for 
the president may take another drop. In the 
impeachment trial, Mr Clinton contended 
that his testimony had been “legally accu- 
rate” under a definition of sexual relations 
provided by Mrs Wright. But Mrs Wright re- 
jects this. In the impeachment trial, too, Mr 
Clinton denied having obstructed justice. 
Mrs Wright's view is different: echoing the 
president's Republican accusers, she de- 
clares that Mr Clinton “undermined the 
integrity of the judicial system”. 

Mr Clinton’s minders usually paint his 
foes as rabid partisans. It will be difficult to 
do this to Mrs Wright. Although she is a Re- 
publican, she has often taken Mr Clinton's 
side in the Jones case. In 1994 she ruled that 
Mrs Jones's lawsuit should wait until the 
president left office, though she was later 
over-ruled by the Supreme Court. Last year 
she dismissed Mrs Jones’s case, saying that 
the president's alleged behaviour did not 
meet the standard of sexual harassment un- 
der federal law. In this week’s ruling, the 
judge stressed that she took no pleasure in 
citing a president for contempt of court for 
the first time in history. Alas, the president's 
conduct had compelled her to do so. 





The Kevorkian verdict 
The limit reached 


WASHINGTON, DC 


T HAS been tempting lately to see Amer- 

ica as bottomlessly tolerant. Bill Clinton 
was not impeached. The judgmental right 
took a beating in November's mid-term 
elections. On university campuses, the 
scourge of political correctness seemed to 
be fading. In the coming presidential race, 
the Democratic front-runner boasts of his 
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“pragmatism” and his Republican counter- 
part flaunts his “compassion”. But few gen- 
eralisations about America last long. On 
April 13th a courtroom proclaimed that 
Jack Kevorkian, a practitioner of euthana- 
sia and assisted suicide, had sought and 
found the bottom of its tolerance. 

Over the past decade or so, Dr 
Kevorkian claims to have arranged lethal 
doses for more than 130 terminally ill pa- 
tients. On four occasions, prosecutors put 
him on trial for breaking Michigan's laws 
against assisted suicide. Each time, rela- 
tives of the sick people whom the doctor 
helped to die testified on his behalf: they 
gave details of the victims’ dehumanising 
sickness, and assured the jury that Dr 
Kevorkian’s action had been merciful. As a 
result, jurors proved reluctant to condemn 
the doctor, despite his clear infringement 
of the law. Dr Kevorkian was acquitted 
three times, and escaped thanks to a mis- 
trial on the fourth occasion. 

The fifth trial, which ended this week, 





was different. The doctor was on trial for 
euthanasia: rather than assisting someone 
to die, he had taken it upon himself to ad- 
minister the lethal medicine. Moreover, Dr 
Kevorkian had filmed this episode, and 
presented the tape to television producers. 
In an accompanying Tv interview, he had 
dared America to pass judgment on him. 
Thus challenged, the jury did not shrink 
from handing down a verdict of second-de- 
gree murder, despite pleas for tolerance 
from the victim’s brother and widow. The 
judge delivered a lecture on the importance 
of the rule of law, and sentenced Dr 
Kevorkian to 10-25 years in prison. 

The doctor says he will appeal, so Amer- 
ica has not necessarily heard the last ofhim. 
It has certainly not heard the last of the 
moral quandary that he publicised. In state 
legislatures, in referendums and in the 
courts the ethics of assisted suicide are frac- 
tiously debated. Oregon has twice voted to 
legalise the practice; other states, including 
Michigan, have voted not to. When the 





A nice straight line 


AS America’s economic 
expansion roars into its 
ninth year, inflationary 
pressures are still nota- 
ble by their absence. De- 
spite the recent jump in 
world oil prices, America’s consumer 
_ price index (cp1) rose by a modest 0.2% in 
March (and by 1.7% compared with a 
year ago), the Labour Department re- 
ported on April 13th. 

The energy component of the price 
index did jump by 1.6% in March (petrol 
prices alone rose 3.7%), reflecting part of 
the rise in international oil prices. Most 
economists expect an even. bigger jump 

| in the energy component of April’s CPL 
| But higher energy costs did not translate 
into higher overall inflation. That was 
partly because food prices--the other his- 
| torically volatile component of the in 
| dex-actually fell. More important, the 
| core rate of inflation, which excludes 





| both energy. and. food, barely moved: 
| core consumer prices rose 0.1% in March 
| (24% compared with a year ago). 
| What explains this? The boom. goes 
o on; unemployment is hitting record 
|. lows. Above-trend growth and abnor- 
| mally low joblessness used to bring 
v- higher inflation. Not today. Economists 
offer a. mixture of explanations. 
+. Qneargument emphasises the role of 
temporary inflation-dampening factors, 
“such asa strong dollar and falling com- 
> modity prices. Economists at Goldman 
©) Sachs calculate that virtually all the 1.4- 
"| -percentage-point decline in annualised 
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inflation that has occurred since the be- 
ginning of 1997 is due to lower commod- 
ity prices and lower import prices. Other 
explanations emphasise that heavy capi- 
tal investment by firms has brought ris- 
ing productivity and ample industrial 
capacity (both of which help to ensure 
that higher wages do not bring inflation- 
ary pressure). For instance, the capacity 
utilisation rate—a broad measure of the 
intensity with which industrial capacity 
is used—fell to 79.5% in February, well be- 
low its level of a year earlier. 

It may soon become clear which of 
these explanations counts for most. For 
oil prices have jumped, and other com- 
modity prices have stopped falling. The 
dollar, on a trade-weighted basis, is no 
longer strengthening. This suggests that 
the temporary anti-inflation props are | 
starting to weaken. But, judging by the | 
March statistics, there is no sign yet of | 
any seriously widespread price pressure. | 
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UNITED STATES 


baby-boomers were young, they persuaded 
America to leave the choice about abortion 
to the consciences of individuals. Now that 
they are getting old, the boomers may even- 
tually win the same argument on assisted 
suicide; but they will have to employ tactics 
subtler than those of Dr Kevorkian. 

isa toothache le nts rit tn im 





Latinos in Silicon Valley 
The digital divide 


SAN JOSE 


OR some in Silicon Valley it is not 

enough to have invented “the new 
economy”. They claim to have invented a 
new society, too, one that has abolished 
class and race prejudice, and judges people 
purely on the basis of merit. This is cer- 
tainly true for Asians. Almost a third of the 
region’s scientists and engineers are Asian- 
born. Indians and Chinese created 27% of 
the 4,000-plus high-tech businesses found- 
ed in 1991-96. But, for the region’s fastest- 
growing ethnic group, the picture is very 
different. Latinos make up 23% of the re- 
gion’s population; but when the San Fran- 
cisco Chronicle investigated 33 high-tech 
firms last year it found that only 7% of the 
workforce were Latinos, and hardly any of 
these held managerial jobs. 

So what? The over-worked cyber-elite 
desperately needs people to tend its chil- 
dren and clean its houses. And a large num- 
ber of the Latinos are poorly educated im- 
migrants. So long as the ladder of oppor- 
tunity stretches from Taco Bell to Intel, 
there should be no need to worry. 

The trouble is that the ladder is getting 
more rickety. Only 56% of Latino students 
graduate from high school, a smaller pro- 
portion than a few years ago; only 19% com- 
plete the basic courses you need to get into 
college; and only 11% are enrolled in an ad- 
vanced maths class. One Latina in eight has 
a baby before her 18th birthday. The Latino 
barrios of East Palo Alto and East San Jose 
are as rough and tough as the rest of the re- 
gion is soft and cerebral. 

The poor are not only falling further be- 
hind the rich. They are losing out in abso- 
lute terms as well. In 1991-97, households in 
the bottom 20% of the income distribution 
saw their real income fall by 8%, according 
to a local think-tank, Joint Venture Silicon 
Valley Network. During the same period 
households in the top 20% saw their in- 
come increase by 19%. 

The canneries and defence companies 
that used to provide immigrants with well- 
paid jobs have disappeared. High-tech gi- 
ants such as Hewlett-Packard once prided 
themselves on their ability to promote tal- 
ented shop-floor workers. Now they have 
contracted out their manufacturing to spe- 
cialists, many of them abroad. The tone of 
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MERICA the beautiful, or the increas- 
ingly polluted? This week American 
| Rivers, one of the country’s leading con- 
| servation groups, issued its annual list of 
| the ten “most endangered rivers”. 
Top of the list is Washington state’s 
| Lower Snake River, where four dams 
| constructed in the 1960s and 1970s have 
| now threatened migrating salmon and 
| steelhead fish to the point of extinction. 
This year’s number ten is Utah's Bear 
River, whose supply of fresh water to the 
Great Salt Lake is being increasingly con- 
sumed by thirsty Salt Lake City, to the 
detriment of birds and other wildlife. 
| The main culprit is the growing 
| sprawl of America’s cities. But American 
Rivers also blames the army’s Corps of 
Engineers: “For nearly 200 years the 
Corps has removed snags, straightened, 


Blame the army for mucky rivers, too 


Í 
{ 
deepened and dammed rivers, and con- | 
structed levees and floodwalls—dramati- | 
cally altering more than 30,000 miles of | 
rivers and streams and placing hun- | 
dreds of species at risk of extinction.” 
Is there a remedy? American Rivers 
notes that the Corps has now recruited a 
lot of “environmentally sensitive” ex- 
perts. It also draws heart from the 
thought that publicity can work won- 
ders. Clarks Fork, part of the Yellowstone | 
River in Montana and Wyoming, topped 
the group’s list from 1994 to 1996, but is | 
now much cleaner, after President Clin- | 
ton ordered a moratorium on mining. | 
The Potomac River, number seven onthe | 
list in 1997, is now benefiting from | 
Maryland’s decision in 1998 to limit the | 
run-off of chicken waste. Maybe Snake 
River's salmon aren't doomed, after all. 
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the Valley is being set by smaller compa- 
nies that value speed and flexibility above 
all else: a marvellous development for edu- 
cated job-hoppers, but a dismal one for 
people who start at the bottom. 

In the past, many Latinos made it into 
the middle class by dint of buying houses 
and starting businesses rather than accu- 
mulating education, a pattern that still pre- 
vails in Los Angeles. The father of Ruben 
Barrales, the president of Joint Venture, im- 
migrated from Mexico in the late 1950s, be- 
gan work as a labourer, but then started a 
roofing business and bought his own 
house, along with several other bits of prop- 
erty. Such upward mobility is a lot harder 
now. A survey of the area’s fastest-growing 
companies found that 84% of their jobs re- 
quired education beyond high school. 
Most Latinos lack the capital they need to 
expand small businesses. And now that the 
average house price is $500,000 even the 
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middle classes—let alone the poor—cannot 
easily get into the housing market. 

Manuel Pastor, an academic at the Uni- 
versity of California, Santa Cruz, points to 
two other things that limit social mobility. 
One is that, in this highly fluid economy, it 
is now more natural to draft in a friend 
from the other side of the world: than to 
wonder whether your gardener carries the 
high-tech equivalent of a general’s baton in 
his knapsack. The second is the fact that 
people who rely on public transport find it 
all but impossible to turn up for the night- 
time and weekend shifts that many high- 
tech manufacturers demand. 

What can be done to close this growing 
digital divide? There are lots of straws in 
the wind. Joint Venture is trying to bring 
the Valley’s social networks together so that 
the cyber-elite rub shoulders with minor- 
ities. San Jose’s Centre for Employment 
Training has a good record in placing mi- 





norities in high-tech firms. Some local 
firms such as Intel and Cisco Systems are 
bringing both computers and computer 
education to schools. At Wilcox High 
School, which is about 30% Latino, students 
recycle old computers, revamping them 
with the latest chips and then handing 
them down to local elementary schools. 
Latinos in general are getting more com- 
puter-savvy: one recent survey suggests 
that, in the country as a whole, the propor- 
tion of Hispanic homes with computers 
doubled in 1994-98, from 14% to 30%. 
Whether this will be enough to prevent 
the new demographics from colliding with 
the new economy remains to be seen. 
Latinos are becoming a powerful political 
force in Silicon Valley. Last November, San 
Jose became the first major Californian city 
to elect a Latino mayor, Ron Gonzales. The 
trade unions are recruiting lots of Latinos, 
scoring big hits with théir “justice for jani- 
tors” and “living wage” campaigns. The 
cyber-elite may yet have cause to regret that 
they did not take their talk ofa colour-blind 
meritocracy a little more seriously. 
| 





Organic farming 
Let's keep it clean 


PORTLAND, OREGON 


TH people who put organically grown 
food on to American dining tables sold 
a record $5 billion-worth of their produce 
in 1997, and could push that up to over $612 
billion next year. These are heartening fig- 
ures. The rebels who in the 1960s and 1970s 
decided to reject “intensive” modern farm- 
ing methods at last seem to have Americans 
licking their lips for the healthier and tast- 
ier stuff they grow. But organic farmers still 
have something to worry about: the pro- 
posals coming out of the United States De- 
partment of Agriculture (Uspa) for regulat- 
ing their industry. 

In general, organic farmers are perfectly 
happy with the idea ofa national system of 
regulation. At present, 44 independent 
bodies—33 private and 11 state ones—are re- 
sponsible for setting standards for organic 
food. For years, organic farmers have said 
that, to make sure the consumer is properly 
protected, the federal government should 
get into the regulating business. Strict crite- 
ria should be laid down for the organic- 
food industry. There should also be a uni- 
form, nationwide system of labelling, In a 
country where even genetically modified 
food is not labelled, this was a gallant idea. 

When the government. published its 
proposals on the subject, the reaction 
among the producers and retailers of or- 
ganic food was widespread. dismay. They 
argue that the standards set by these pro- 
posals are too low, and that the standards 
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even assume the use of some 
genetically modified organ- 
isms and drugs on livestock 
farms that are organically- 
certified. The Uspa propos- 
als also allow for factory- 
style livestock “facilities” 
where animals can be kept 
in cramped conditions with 
no way of getting outside. 
Under current organic live- 
stock standards, such meth- 
ods are banned. 

The opponents of the 
proposed legislation reckon 
they know what happened: 
the government’s arm got 
twisted by the industrial 
farming lobby and by agricultural drug 
and chemical companies, which see a huge 
potential in the organic market. The critics 
note that the first set of “national organic 
proposals”, published in October 1997, car- 
ried in its introduction words of approval 
from several trade associations represent- 
ing large agribusiness firms. 

The reaction to these proposals was an- 
gry and loud. The uspa got no fewer than 








The organic version 





275,000 letters of complaint, 
and was visibly rattled. Ron- 
nie Cummins, of the Cam- 
paign for Food Safety in 
Minnesota, says the federal 
authorities found them- 
selves caught in a crossfire: 
“On the one hand they have 
big industrial-agricultural 
producers lobbying them 
hard, and on the other they 
have a quarter of a million 
politically active middle- 
class American consumers 
attacking them.” 

Mr Cummins adds that, 
if the government sets lower 
standards than organic 
farmers would like, a breakaway group of 
producers will put their own seal on their 
products—and if necessary take their fight 
to the courts. “The Uspa cannot defeat us 
on the level of free speech: no federal judge 
would rule against us.” They may, however, 
have to find another word for “organic” to 
put on their labels. 

Organic farmers have plenty of clout. 
That was demonstrated earlier this year in 





And then, among the also-runnings . . . 


‘ST LOMWNS 


S THE big contenders for the White 
House start to line up for next year’s 
election, a herd of others are fighting for 
their footnotes in history. Thanks to the 
Internet, there is a bumper crop. Bernie 
Palicki of Alabama, an Independent, is 
running his entire campaign in 
cyberspace, and Joe Bellis of Kansas 
sports a website only a bit less involved 
than the blueprints for the space shuttle. 

Voters who complain that all politi- 
cians are the same have not looked hard 
enough. David Wyatt, a bill-collector 
from Florida, bases his platform on a clas- 
sic Pink Floyd album, “The Wall”. Larry 
Hines, a former Marine, is running from 
his West Hollywood base as the first 
openly homosexual candidate. Vincent 
Hamm of Colorado, who won 70 votes in 
the 1996 New Hampshire primary, is run- 
ning again, undaunted, on the issue of 
legalising drugs. 

Ballot-access laws vary from state to 
state, Some states, such as New York, 
present barriers that even Ross Perot 
found daunting; others require no more 
than a small filing fee, leaving plenty of 
room for the tongue-in-cheek candidate. 
Russell Hirschon, a bartender in the Dis- 
trict of Columbia, is sponsoring a contest 
for a running-mate. Contenders must 
submit a photograph: Mr Hirschon is 
looking for a human but is willing to 
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make an exception for a cute family pet. 
Two professional wrestlers, Ric Flair and 
Hulk Hogan, perhaps out of jealousy of 
their former colleague, now Minnesota’s 
Governor Jesse Ventura, are gearing up 
their campaigns. Alan Keyes, an ultra- 
right-wing black who ran in 1996, is a pos- 
sibility again in 2000, and may once 
more provide some comic relief. 

Some parties have been around for so 
long that they are part of the establish- 
ment, from the old warhorse Prohibition 
Party to the right-wing Us Taxpayers and 
the far-left Socialist Workers. New midg- 
ets, some of which exist chiefly in the 
minds of their founders, put the old ones 
to shame. Right-wing Christians have 
formed the Puritan Party, which proposes 
to turn the United States into a theocracy. 
The Pansexual Peace Party advocates ev- 
erything the Puritans oppose. The Family 
Values Party was founded, according to 
Tom Wells of Florida, at 2am on Christ- 
mas Day, 1994, when God spoke directly 
to Mr Wells and told him to run for Con- 
gress first and then for the presidency. Per- 
haps the most challenging of the dozen or 
so newcomers is the National Equestrian 
Party, “the party with horse sense”. 

Although the race for the Democratic 
and Republican nominations will domi- 
nate the news, there are other vigorous 
contests. The Libertarian Party has a lively 





UNITED STATES 
a dispute about meat labelling. For years it 
has been impossible to buy meat in North 
America with “organic” on the label, even 
when it has been certified as such. Nobody 
seems to know why this was so, though 
Katherine DiMatteo, chief executive of the 
Organic Trade Association, suspects that it 
was the result of pressure from the rich and 
powerful conventional meat industry, 
which did not want organic meat to be la- 
belled. Lo and behold, the uspa has now 
relented, and the “organic” label can be ap- 
plied to red meat and poultry as well as to 
fruit and vegetables. 

If this change is not reversed, organic 
farmers will begin to hope that the tide is 
running their way. The government has 
just announced that, after nearly two years 
of deliberation, the uspa will publish its 
proposals in full in September. The omens 
are good. As Ms DiMatteo puts it, “The 
uspa has recognised for the first time with 
the meat issue that certified organic label- 
ling is the way forward.” Thanks to her zeal, 
and that of those 275,000 letter-writers, this 
year could bring America’s organic farmers 
a lasting cause for celebration. oe 























contest between a former presidential 
candidate, Harry Browne, and another 
veteran, Jacob “Bumper” Hornberger. 
The Green Party is wide open; its 1996 
candidate, Ralph Nader, may face both a 
19608 icon, Angela Davis, and Dr Hunter 
“Patch” Adams, the subject of a current 
film starring Robin Williams. 

Most Americans complain that the 
presidential campaign is too long. But the 
realities of time and money require con- 
tenders to start work early if they are to 
have any hope of making a mark in the 
primaries of 2000; California, the na- 
tion’s biggest prize, has moved its pri- 
mary forward from June to March. It may 
seem a bit too soon to start the campaigns 
of 2020 or 2024. Yet that has not deterred 
a number of children who have already 
declared their candidacies for the years in 
which they meet the constitutional re- 
quirement to be 35 years old. 



































America’s boldest governor 


T HE governor of New Mexico looks normal. He sounds nor- 
mal. But he is definitely not normal. He likes hang-gliding, 
parachuting, 100-mile races. He runs, bikes or swims for two 
hours each day--and he begins this routine at five every morn- 
ing. He once shut himself inside a freezer, to prove he could 
withstand the cold; he clamped an alligator clip on to his 
tongue, to show he could withstand pain. Now he aims to prove 
that he can stand heat, too, better than anybody. While other 
governors tiptoe around the issue of education reform, fearing 
that they will be burned, Gary Johnson declares that every pupil 
in New Mexico must have a school voucher. 

Take a breath, and savour the mad scale of this ambition. 
Although Milton Friedman came 
up with the idea of school vouch- 
ers nearly halfa century ago, it has 
barely been put into practice. Mil- 
waukee led the way in 1990 with a 
voucher programme that covered 
1,100 poor students; the scheme 
has been expanded since, but still 
covers only 15,000 children. 
Cleveland followed in 1995 witha 
programme covering 2,000 pu- 
pils, but the courts (pending an 
appeal) have found Cleveland’s 
design to be unconstitutional. No- 
where in America is there a state- 
wide voucher scheme. Florida, 
Texas, Pennsylvania and Arizona 
have recently debated the idea; 
but all are plotting pilot projects, 
limited to the poorest or academi- 
cally weakest pupils. 

In New Mexico, Mr Johnson is 
being far bolder. He. wants to 
cover 100,000 children in the first 
year of his programme, and all of 
them soon after. And his style is as 
remarkable as his objective. In other states, pollsters have per- 
suaded politicians not to mention the “V word”: voters seem to 
think that vouchers, which give poor children the option to leave 
the public schools, will drain the public system of resources. (In 
fact, so long as they are properly designed, vouchers drain re- 
sources only as fast as they drain resource-consuming pupils.) So 
Florida’s vouchers are called “opportunity scholarships”, Penn- 
sylvania has “opportunity grants”, and other states have given 
up on vouchers in substance as well as language, experimenting 
instead with various kinds of tax credit. Mr Johnson will have 
none of that. “I was.told not to use the V word,” he says of his 
campaign last year. “I used it whenever possible.” 

It is not that New Mexico lends itself easily to this kind of 
tadical idea. Its people adore big government, which is only nat- 
ural-given that public spending accounts for half of New Mexi- 
co’s economy; compared with a third in the rest of America. A 
year ago the pollsters said that Mr Johnson—a Republican, anda 
stridently free-market one at that—would havea hard time get- 
ting elected toa second term: the Democrats had fielded astrong 
Hispanic candidate, and Hispanics account for 40% of New 
Mexico's people. But Mr Johnson defied the odds. He won, and 
comfortably; he is the first governor of New Mexico ever to win 
two consecutive terms in office. 

The governor's record helps to explain his bravado on educa- 








tion. If you remind him that voters have rejected pro-voucher 
referendums in Oregon, California, Washington and Colorado, 
or if you dare suggest that the polls augur poorly for his plan, the 
governor responds with genial disregard: “Damn the polls,” he 
says, “I move them.” On the issue of prisons, the governor recalls, 
polls said three-quarters of New Mexicans opposed privatisa- 
tion four years ago. But the governor privatised them anyway, 
and now most New Mexicans applaud him. 

Just possibly, Mr Johnson may already be shifting the cli- 
mate of opinion on education. Before he began to speak out in 
favour of vouchers, fewer than half of New Mexico's parents sup- 
ported the idea; but a recent survey suggested that 58% have now 
come round to it. 

And the more the governor 
talks, the more converts he is likely 
to win. He argues vigorously that 
other education remedies have 
failed: since taking office in 1995, 
Mr Johnson has raised education 
spending by nearly a third, but 
drop-out rates and test scores have 
showed barely any improvement. 
Since money has not solved the 
problem, the governor goes on, it 
is time to shake the system up. By 
making children mobile, comes 
the conclusion, vouchers will re- 
quire schools to improve them- 
selves, or lose their pupils. 

The governor's determination 
promises a fight worth watching. 
The Democrats who run New 
Mexico’s legislature have close ties 
to the teachers’ unions, and the 
unions hate vouchers. They have 
summoned their members to 
fight an anti-voucher crusade, 
distributing the call through the 
state’s network of parent-teacher associations and through radio 
advertisements. As a result, the Democratic law makers have sent 
Mr Johnson two budgets, neither of which authorised vouchers. 
The governor vetoed both of them. 

Mr Johnson says he will carry on wielding his veto. If there is 
no budget, so be it: the state government will shut down in July, 
and remain shut until the Democrats see reason. Of course, 
when a similar drama took place in Washington, DC, three years 
ago, it was the Republicans who were humbled in the end. But 
Mr Johnson reckons that was because Republicans occupied 
Congress rather than the executive branch: New Mexico is differ- 
ent. In the end, he may be willing to accept a voucher scheme 
covering: somewhat fewer than the 100,000 pupils he wants; but 
he is not going to give up. He would rather sacrifice his popular- 
ity. Vouchers, he says, are “a great issue to go down on.” 

If he.can avoid going down, small New Mexico may sud- 
denly have big consequences. A Johnson victory would prove 
that school vouchers can make good politics as well as good 


“sense, and encourage other Republicans to campaign on them. 


Already, a quiet pro-voucher tide flows in America: though only 
51% of respondents in last year’s. Gallup poll favoured vouchers, 
that is up from 43% two years earlier. But the tide needs a bold 
surfer if itis to have policy consequences. Gary Johnson, fitness 
fanatic that he is, seems the ideal candidate. 
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Between the caudillo 
and the democrat 


CARACAS 


The days of the caudillo seem to be over in Latin America and, in a region that 
is now one of interdependent democracies, are unlikely to come back. But the 
strongman tradition had its reasons and dies hard. The path of the democrat is 
not easy. Reports from Venezuela, Peru and Brazil tell the story 


ESAID it, and he meant it. During last 

year’s presidential campaign, Hugo 
Chavez promised a revolution if he won. 
He would have the constitution rewritten, 
and radically shake up both the political 
and judicial systems, which—far from 
alone—he reckoned had been riddled with 
malpractice and corruption over the past 
40 years. Now President Chavez is setting 
out to do it. On the way, he has started a 
battle not just with Congress but the Su- 
preme Court. His critics in both will proba- 
bly lose. So may Venezuelan democracy. 

Mr Chavez's political foes, brushed 
aside in December's presidential vote, have 
made it easy for him to brush them aside 
again. They have let the paratrooper turned 
politician choose his battleground: a bill, 
sent to Congress in mid-February, that 
would give him emergency powers to act by 
decree to narrow Venezuela’s huge fiscal 
deficit, maybe 8% of Gpp, and to re- 
vive its stagnant economy. 

Such “enabling laws” are a com- 
mon ploy of Venezuelan presidents 
in times of trouble or when Congress 
is leery of enacting unpopular mea- 
sures, and few expected any prob- 
lems. But Congress, still in opposi- 
tion hands after the November 
elections, had other ideas. Mr Cha- 
vez had asked for wide-ranging pow- 
ers; for instance, to restructure the 
bloated bureaucracy, bring in new 
taxes, refinance foreign debt, and 
much else. As March ended, Con- 
gress voted to grant him only part of 
what he asked for, and placed restric- 
tions on much of what it did allow. 

His opponents thought Presi- 
dent Chavez would back down. They 
were wrong. He sent the bill back to 
Congress, saying the restrictions ren- 
dered it useless. On April 9th he dra- 
matically raised the temperature, 
threatening to bring in a state of 
emergency—allowing him to rule by 
decree—if Congress did not grant 
him all he wanted. Nor would his 
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Chavez knows what he wants 


ministers obey its summons to discuss his 
plans, he added later. Let Congress im- 
peach him if it chose. 

The predictable result was a chorus of 
denunciations of his alleged dictatorial 
tendencies. Some opposition congressmen 
talked of indeed impeaching Mr Chavez; 
others appealed to the Organisation of 
American States to intervene. But while 
crowds of the president's supporters assem- 
bled round the Congress building, cooler 
heads started looking for a compromise. 

This week, however, brought fresh 
shocks. A referendum is due on April 25th 
on the new assembly that Mr Chavez wants 
elected—on non-party lines—to rewrite the 
constitution. Recent polls suggest a large 
majority for it. Mr Chavez hopes to have it 
in place by early July. And then? He says 
this new constituent assembly could dis- 
solve Congress, and itself grant him the spe- 








cial powers he wants. On April 13th the Su- 
preme Court decided otherwise: until there 
is a new constitution, the powers laid down 
in the present one hold good. Politically bi- 
ased or not, the judges were clearly right. 
Not in Mr Chavez's eyes. He retorted that 
the future assembly, and only it, would de- 
cide its own powers, and that it not only 
could but should dissolve Congress—“and 
the Supreme Court too”. 

Though his planning minister was due 
to meet congressmen on April 15th for fresh 
talks about the enabling bill, Mr Chavez, 
having promised a revolution, is clearly in 
no mood to give ground. And he has little 
political need to do so. The established po- 
litical elite is widely held in contempt. 
Many Venezuelans join their president in 
seeing Congress and Supreme Court alike 
as spent and corrupt forces, vestiges ofa po- 
litical system that has left most of the coun- 
try’s 23m citizens in poverty and a few very 
rich. His methods may be unorthodox, but 
few of Mr Chavez's fellow-citizens seem to 
mind: opinion polls put his approval rat- 
ing at around 90%. 

Could anything bring him low? Before 
the election, there was loose talk of a mili- 
tary coup if he looked like winning, or after 
he had. Loose it was, and it looks looser to- 
day. President Chavez has gone out of his 
way to maintain his popularity among the 
rank and file. Not all the officer class can 
have welcomed the reinstatement of offi- 
cers cashiered for their sympathies 
with the two would-be coups that the 
then Colonel Chavez inspired in 
1992. But not many can have been 
put off by his readiness to allow po- 
litical freedom to members of the 
armed forces. He has said he wants 
to see serving soldiers in the constit- 
uent assembly, 

The president has also been 
helped by the disorder of the politi- 
cal opposition, which still finds it 
hard to cope with the new realities. 
The two traditional big parties—left- 
ish Democratic Action and rightish 
COPEI—remain rent by divisions. So 
is the political organisation of Mr 
Chavez's only serious rival in De- 
cember, Henrique Salas Romer. No 
opposition leader with Mr Chavez's 
appeal has emerged. 

Businessmen backed Mr Salas 
Romer strongly against Mr Chavez. 
But once elected, the populist candi- 
date—however consistent in his 
views on the constitution—in eco- 
nomic affairs became, and has so far 
remained, the sober man of respon- 
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sibility, even reappointing the finance 
minister of the previous regime (though her 
position looks uncertain today). And luck 
may be with Mr Chavez. He inherited an 
economic desert. But since then the OPEC 
agreement to cut oil production, which he 
backed, has pushed prices sharply up- 
wards, a boost to Venezuela’s economy and 
its public finances alike. 

What next? If all goes to Mr Chavez’s 
plan, elections to the constituent assembly 
will be held in late June. It will start work 
on July 5th, and is to have a new constitu- 
tion ready six months later. Mr Chavez has 
said that he wants it to remove the present 
ban on any president serving a second con- 
secutive term. He looks forward to ten years 
of office—or even 14, he has hinted, if the 
new body were good enough to prolong the 
presidential term to seven years. 

There is a smell in that, as in his view of 
Congress and the courts, of the old Latin 
American caudillo—the strongman who 
believed himself indispensable, and acted 
to ensure that he remained literally that, ir- 
removable except by a coup. Mr Chavez 
this week asked a news conference causti- 
cally, “What dictator calls his people to a 
referendum?” The answer, historically, has 
been: quite a lot of them. Mr Chavez swears 
he has no dictatorship in mind, and proba- 
bly means it. But maybe it is as well that the 
region no longer tolerates what, within very 
recent history, it used to. 

m 





Peru 


A third term 
for Fujimori? 


LIMA 


HE president has become a fixture on 

Peru’s afternoon radio and the evening 
television news. Whether in his presiden- 
tial palace or on a trip to the provinces, 
there he is, talking with reporters, day after 
day, in what looks ever more like cam- 
paigning for a controversial third term. 
And it is working: Alberto Fujimori cur- 
rently scores around 40% in the opinion 
polls, upat least ten points since December. 

His popularity flagged late last year 
when he made a series of 
trips abroad, leading Peru- 
vians to perceive him as 
more interested in other 
statesmen than in solving 
their everyday problems. 
Even the peace accord he 
reached with Ecuador, 
sorting out the last dis- 
puted tract of the two 
countries’ frontier, did not 
help him much, after crit- 
ics questioned some as- 
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pects of the agreement as too generous. 

In January, Mr Fujimori moved to 
breathe new life into his lacklustre admin- 
istration, with a complete revamp of the 
cabinet, which now includes three women. 
His prime minister, Victor Joy Way, a long- 
time government insider, reached out to 
the media to drive home a message about 
the government's priorities for the coming 
months: reactivating the economy, creat- 
ing jobs and fighting poverty. 

The effect has been somewhat marred 
in recent weeks by open sparring between 
Mr Joy Way and the outspoken labour min- 
ister, Jorge Mufarech, over the latter's 
charges of corruption in the customs 
agency, and Mr Fujimori on April 14th 
made more cabinet changes. But if he does 
indeed intend to run again—he claims that 
he is yet to make up his mind—the pro- 
claimed priorities may be just the ticket. 

Yet it is by no means certain that the re- 
vival in Mr Fujimori’s popularity can be 
sustained. His right to run for re-election at 
all is open to question. The constitution 
bars a third term. The way round that was 
the fact that he was first elected, in 1990, un- 
der a previous constitution, plus a law, 
passed in 1996, supposedly “interpreting” 
the present one to the effect that his first 
term therefore did not count. This was a 
manifest boondoggle, but Mr Fujimori’s 
friends in Congress duly pushed it through, 
and when some of the constitutional 
judges disagreed he sacked them. He has 
also installed sympathisers in the electoral 
bodies. Public opinion has by now been 
moulded to swallow this, but the manoeu- 
vring did not win Mr Fujimori friends. 

A bigger doubt is the economy. It was 
battered last year by the storms of El Nino, 
turmoil in world financial markets and 
low minerals prices. Growth was under 1%. 
Since then, fishing, mining and agriculture 
have picked up. But confidence is fragile, 
and demand sputtering. The government's 
earlier projections of 4.5-5.5% growth for 
1999 have been scaled back to 3%. 

Pollsters say voters will choose accord- 
ing to their expectations for the economy. 
They gave Mr Fujimori the benefit of the 
doubt when they awarded him a second 
term in 1995, but they want to see results. 
The government is negotiating yet another 
three-year accord with the mF. That should 
reassure foreign money- 
men ina pre-electoral year, 
but a deal could also limit 
Mr Fujimori’s ability to 
spend in the run-up to the 
elections. Nor will getting 
one be all plain sailing: he 
may face friction with the 
IMF over his about-face on 
plans to privatise the re- 
maining state-owned elec- 
tricity and oil businesses, 
another apparent bid to 





Fujimori knows what he wants 


win back popular support. 

One thing, though, is clearly in his fa- 
vour: the weakness of his opponents. They 
failed to capitalise on the divisions within 
the government. And no opposition figure 
of any weight has emerged to challenge Mr 
Fujimori. The two names most often men- 
tioned are those of Alberto Andrade, the 
mayor of Lima, and of Luis Castaneda, a 
former chief of the social security institute. 
But neither man has yet declared that he 
plans to run. 

Alan Garcia, a charismatic ex-president, 
could be a wild card. His term, 1985-90, was 
marked by soaring prices, labour unrest 
and a rash attempt to nationalise Peru's 
banks; and by a continuing rise of far-left 
terrorism. But he plans a political come- 
back, saying he will run for Congress, and 
presenting himself, in a series of inter- 
views, as a mature, pragmatic politician 
who has learned from his past errors. He 
might supply leadership for the opposi- 
tion. Whether that would do it much good 
is another matter. Mr Garcia’s emergence 
could well remind voters of past inflation 
and guerrilla violence, and of who it was 
that largely defeated both: Mr Fujimori. 





Brazil 


Democracy gets 
back to business 


SAO PAULO 


HREE months ago, Brazil was driven to 

devalue its currency, detonating politi- 
cal and economic turmoil in Latin Ameri- 
ca’s largest economy, and threatening to do 
so far beyond. This week its president, Fer- 
nando Henrique Cardoso, began his first 
trip abroad since then. He may find his 
hosts in Germany, Britain and Portugal dis- 
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tracted, and have to remind at least Tony 
Blair and Gerhard Schroder of the meeting 
of European Union and Latin American 
heads of government, the first ever, which 
he is to host in June. But the real message of 
his presence in Europe is a simple and 
solid one: Brazil is not yet out of the woods, 
but—contrary to the forecasts of many re- 
spected economic pundits—it is on its way. 

Its nasty recession is not over. But this 
now looks unlikely to turn into the pro- 
longed decline that once threatened. The 
real this week rose to 1.66 to the dollar; a 
27% devaluation since January 12th, but far 
above the abyss that it briefly fell to in early 
March. In part, that is due to an influx of 
short-term foreign money attracted by high 
interest rates. But it is also due to a rally in 
sentiment that has lifted the Sao Paulo 
stockmarket 39% in dollar terms since Jan- 
uary 12th. 

Many investors reckon that Brazil now 
has a fairly credible economic programme; 
the IMF gave it a blessing last month. Fears 
that devaluation would unleash surging in- 
flation have so far proved mistaken: weak 
demand has prevented producers passing 
on price increases. Consumer prices in Sao 
Paulo rose only 0.6% in March, after 1.4% in 
February; and FIPE, the body that measures 
them, now forecasts 1999 inflation below 
10%, as against the 17% envisaged in Brazil’s 
IMF agreement. That has allowed the au- 
thorities to lower interest rates; and to sell 
fixed-rate government debt (albeit on a cou- 
pon of 33%) for the first time since last June. 

But officials give warning against un- 
due optimism. Monetary policy will stay “a 
little extra-cautious until we see a declining 
trend in inflation,” says Arminio Fraga, the 
central-bank president. Though most econ- 
omists now reckon the official forecast of a 
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4% fall in Gpr this year too gloomy, there is 
little firm evidence that recovery will begin 
much before July. Foreign banks are no 
longer cutting their exposure to Brazil; but 
scarce financing continues to cast doubt on 
its ability to achieve the strong export 
growth that officials are counting on. 

Even so, the immediate danger is that a 
better outlook might cause a relaxation in 
fiscal discipline—always Brazil’s biggest 
weakness, and the underlying cause of its 
January devaluation. Under that trauma, 
Congress voted through some unpleasant 
measures, including rises in taxes and pen- 
sion contributions, at which it had previ- 
ously jibbed. That, Mr Cardoso told The 
Economist, means the government has all 
the tools it needs to achieve the large “pri- 
mary” fiscal surplus—3.1% of Gpr before in- 
terest payments on its debt—which it has 
promised the mF. Maybe, but that will re- 
quire tight day-to-day control over cash 
outflows, a novelty for this government. 

Helpful too would be approval ofa “fis- 
cal responsibility law”, aimed at binding 
local as well as central government to fiscal 
probity. This, says Mr Cardoso, is his top 





Cardoso has to haggle for what he wants 


46 





priority for this year. But a second 
meeting between him and state gov- 
ernors that was meant to secure a 
consensus on this measure has been 
postponed until May. 

And what about politics? Here, 
alas for the government, a return to 
normality means headaches, not re- 
lief. Rather than push ahead with Mr 
Cardoso’s agenda of structural re- 
forms—of taxes and the political sys- 
tem, as well as further measures to re- 
organise pensions and the public 
administration—his allies in Con- 
gress are turning their attention to 
more congenial tasks, such as squab- 
bling for position and investigating 
alleged malpractice in other 
branches of government. 

This grandstanding was begun 
by Antonio Carlos Magalhaes, a 
tough conservative political boss 
from Bahia, in the backward north- 
east. As Senate president, he has been 
an important if volatile ally for Mr 
Cardoso. Less usefully, he bulldozed 


the Senate into setting up an investigation 
of the judiciary—a nest of “corruption and 
nepotism”, according to Mr Magalhaes, 
eleven of whose relatives are reported to 
have jobs on the public payroll. Brazil’s 
courts indeed have many obvious faults; 
whether reform via congressional inqui- 
sition is the best remedy is less clear. 

Thus emboldened, the centrist Party of 
the Brazilian Democratic Movement has 
secured a second congressional inquiry, 
into the financial system. This looks far 
more justified. Public concern has been 
aroused by the “revolving door” through 
which ex-officials have moved to lucrative 
jobs in investment banks; and by allega- 
tions (strongly denied) that large trading 
profits made by half-a-dozen, mainly for- 
eign, banks after the devaluation were 
based on prior leaks. A still riper smell sur- 
rounds a sale of dollars by the central bank 
in January to two small investment banks, 
at less than market value. Why? To prevent 
a chain of default in the futures market, 
says the central-bank president of the time. 
But another result was to save Salvatore 
Cacciola, owner of one of the two banks, 
from personal bankruptcy (it was only his 
investors who lost their shirts). According 
to the media, he had told friends he had 
been paying a central-bank official for in- 
formation. Mr Cacciola, now in Italy, de- 
nies it. The police are investigating. 

There is a motive behind these congres- 
sional initiatives: though Mr Cardoso is 
not four months into his second term, ma- 
noeuvring has already begun over who 
might succeed him in four years’ time. This 
has been accelerated by the fall in his popu- 
lar approval, down from 58% in December 
to 35% last month, according to a recent 
poll. The risk for him is that he may lose 
control of the political agenda, and thus the 
chance of further reform. But, for now, his 
relative passivity may be the best tactic. 
Having put the new IMF deal in place, he 
appears to be limiting himself to modest 
legislative goals, while waiting for the econ- 
omy to improve, and with it perhaps his 
own standing. That may not bean uplifting 
scenario for Brazil, but neither is it the di- 
saster which some believed was in store. 
— 
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Arafat's tricky descent from his 


UDI deadline 


EAST JERUSALEM 


A Palestinian state will be declared on May 4th, Yasser Arafat promised. Now 
he has to find a way out of an awkward predicament 


FA by his own globe-trotting stan- 
dards, Yasser Arafat has clocked up an 
enormous number of air miles. Between 
late March and early April, the Palestinian 
leader visited a dozen capitals in as many 
days. The aim of this frenetic diplomacy 
was to “consult” friendly governments 
about what he should do on May 4th. This 
is the expiry deadline for the Oslo agree- 
mentť’s five-year interim period, and 
the date, according to the Oslo pro- 
cess, when Israel and the Palestin- 
ians should have reached a final 
agreement. It is also the date on 
which Mr Arafat has been insisting 
for the past 20 months that, should 
there be no agreement, it is the Pal- 
estinians’ right to declare a state uni- 
laterally in the West Bank and Gaza 
“with Jerusalem as its capital”. 

Most Palestinians are aware that 
their leader's diplomatic offensive is 
an exercise in damage limitation. 
From Washington to Moscow to To- 
kyo, Mr Arafat has been told that he 
must postpone any unilateral dec- 
laration. The world’s caution is not 
about the Palestinians’ right to state- 
hood, which is gaining general rec- 
ognition. It is born of the fear that a 
Palestinian uni would allow Israel's 
prime minister, Binyamin Netanya- 
hu, to tear up the Oslo agreement— 
and milk for all it is worth the issue 
of “Palestinian terrorism” less than 
two weeks before Israel’s crucial elec- 
tion on May 17th. 

Mr Arafat’s problem is how to 
climb down from the uni tree with- 
out losing face with his own people. It is 
proving to be a hazardous descent. 

Outsiders have offered some ladders to 
help him. The Americans have combined 
quiet promises of a more active role in the 
peace process after Israel’s election with de- 
nunciations of Israel’s continuing expan- 
sion of settlements. The European Union 
has gone further. Its leaders, meeting in Ber- 
lin last month, issued a statement reaffirm- 
ing the Palestinians’ “unqualified” right to 
self-determination, “including the option 
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of a state”. While urging both sides to agree 
to an extension of the interim period be- 
yond May 4th, the £u also said that Pal- 
estinian self-determination is a right “not 
subject to any veto” and that it believed that 
it should be possible “to conclude the nego- 
tiations [on a final agreement] within a tar- 
get period of one year.” 

Mr Arafat called the declaration a his- 





If it’s Wednesday, it must be Tokyo 


toric endorsement of Palestinian rights. Mr 
Netanyahu, for his part, regretted “that Eu- 
rope, where a third of the Jewish people 
perished, would see fit to impose a solution 
that endangers the state of Israel and its in- 
terests.” It was a comment that made even 
some of his supporters wince. 

Mr Arafat has said that the final deci- 
sion on whether to declare a state will be 
made by the Palestine Liberation Organisa- 
tion’s 125-member Central Committee in 
Gaza on April 27th. The conventional wis- 


dom is that the package of American prom- 
ises and European declarations will be 
enough to marshal a majority in favour of 
postponement. But an increasing number 
of Palestinians argue that promises and 
declarations, when faced with an Israel that 
may after all continue to be led by Mr Net- 
anyahu, are no longer enough. 

On April 9th, a prominent member of 
Mr Arafat’s Fatah movement, Ahmed Korei 
(Abu Ala), wrote a long article in two Pal- 
estinian newspapers arguing that the Pal- 
estinians should declare a state on May 4th 
and let the world be damned. One of the 
Palestinian architects of the Oslo agree- 
ment, Mr Korei is not known as a radical. 
But as speaker of the elected Palestinian 
Legislative Council he has to listen to pub- 
lic opinion. He makes the telling point that 
postponing statehood on May 4th would 
be no less beneficial to Mr Netanya- 
hu’s electoral fortunes than declar- 
ing it. A Palestinian climb-down, he 
writes, would be used by the Likud 
leader as proof that he has succeeded 
in “lowering Palestinian expecta- 
tions” on any permanent deal. 

Other Palestinian leaders agree 
that May 4th cannot come and go 
like any other day. Azmi Shuiabi, a 
member of the pLo’s Central Com- 
mittee, says that it would be “fool- 
ish” for the Palestinians to pit them- 
selves against the international 
consensus in favour of postponing a 
declaration of statehood. But he also 
says that the Palestinians should not 
extend Oslo’s interim period with- 
out “guarantees” from Israel, the 
United States and the Eu. Chief 
among these, says Mr Shuiabi, 
should be an “absolute freeze” on all 
settlement construction. 

According to Israel's Peace Now 
movement, Mr Netanyahu’s govern- 
ment has established 17 new “hill- 
top” settlements since the Wye agree- 
ment was signed last October. This 
has swollen the West Bank’s settler 
population from its present 160,000 
to a potential 200,000. The new settle- 
ments, Peace Now points out, are close to 
areas from which Israel is supposed to 
withdraw under the terms of Wye. Should 
they be developed, a future Palestinian 
state would find it difficult to expand 
much beyond the 29% of the West Bank the 
Palestinian Authority (PA) currently (and 
partially) controls. The Americans say that 
such construction runs counter to under- 
standings reached with Mr Netanyahu at 
the time of the Wye negotiations. Mr Netan- 
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yahu responds that “We [Israel and Amer- 
ica] have never had an agreement to limit 
activities in the settlements.” 

Three weeks before the “sacred date” of 
May 4th, Mr Arafat’s dilemma is acute. 
Should he declare a state, or suspend what 
many Palestinians see as the constraining 
terms of the interim agreements (especially 
the security cooperation between the Pa, Is- 
rael and the cia), he may enhance Likud’s 
chances and anger the Americans. Should 
he do nothing, he will be exposed before his 
people as a leader who is impotent in the 
face of an Israeli government that not only 
declares its intention “never” to allow a Pal- 
estinian state, but which every day builds 
facts to prevent one from emerging, 
| 





iran 


Islam's balancing 
act 


TEHRAN 


HE country that 20 years ago prided it- 

self on offering an alternative model to 
western liberal democracy is now facing a 
period of philosophical angst. Can an Is- 
lamic republic also be modern and demo- 
cratic? And if so, how much power should 
go to the people? These two fundamental 
questions were being aired this week as 
Mohsen Kadivar, an intellectual cleric liv- 
ing in Tehran, was summoned to trial be- 
fore a Special Court for Clergy, dominated 
by conservative thinkers. 

Mr Kadivar is in the vanguard of a new 
movement some are calling Iran's “Islamic 
Reformation”. He believes that some reli- 
gious definitions need fine-tuning. Politi- 
cal power, he argues, should rest with the 
people, rather than with the small cadre of 
senior Shia theologians, the mojtaheds, 
who interpret and apply holy law to mod- 
ern life. He is charged with spreading pro- 
paganda against the Islamic republic, con- 





fusing public opinion, and indirectly 
insulting the late Ayatollah Khomeini. 

The charges stem from a series of essays 
Mr Kadivar published last winter. “One of 
the incentives of the revolution was to give 
power to the people,” he wrote. “But I think 
some clerics in power believe they have a 
mission from God to run people's affairs. It 
is not fair to have a revolution in the name 
of religion and to promise a people-ori- 
ented government and then gradually 
change directions.” 

One commentator has compared Mr 
Kadivar to Galileo, a man of science perse- 
cuted for beliefs: that were radical for their 
time. Would-be reformers fear that his ar- 
rest is part of an attempt to quash the new 
freedom of expression. But, significantly, 
support is also coming from some of the 
traditionally conservative seminaries in 
the holy city of Qom, with a number of se- 
nior clerics demanding Mr Kadivar’s re- 
lease: reinterpreting religious thought is 
not a crime in Islam, they say. 

When he was arrested in late February, 
Mr Kadivar said his detention was the “the 
price we pay for freedom.” With his trial un- 
der way, he is less resigned. In an open let- 
ter to President Muhammed Khatami, he 
argued that his arrest violates the constitu- 
tion. Reminding the president that he was 
elected on a promise to impose the rule of 
law, he called on him to take action. 

This was not a clever move. Mr Khatami 
has worked behind the scenes to rescue Mr 
Kadivar, a former aide who shares many of 
his own revisionist views. But now he has 
been put on a hot seat. If he does nothing, 
he will be harshly criticised by his support- 
ers, who feel their cause is under attack. But 
if he calls for Mr Kadivar’s release, he will 
be charged by hardliners with betraying the 
principles of the Islamic revolution. 

Any defender of Mr Kadivar would be 
accused of questioning the concept of 
velayat-e faqih, the sacred glue that holds 
the Islamic republic together: The doctrine, 
laid down by Khomeini, places ultimate 
political authority in the hands. of a su- 
preme Shia Muslim jurist. 
But after Knomeini’s death, 
the institution: of the su- 
preme leader has been 
showing signs of wear. It is 
now facing its most serious 
challenge ever. Not only 
are many secular. Iranians 
pressing Mr Khatami and 
his allies to claim more au- 
thority for their elected rep- 
resentatives, but brave Is- 
lamist intellectuals, such as 
Mr Kadivar, are stepping 
forward to provide an Is- 
lamic pedigree for their fel- 
low-countrymen’s republi- 
can claims. 
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Algeria 
A farce, again 


ALGIERS 


LECTIONS, a cynical experience for 

most Arab countries, are a fraught busi- 
ness in Algeria. The army aborted the coun- 
try’s first multi-party parliamentary elec- 
tion in 1992 for fear that Islamists might 
sweep the board. In 1997, prolonged dem- 
onstrations followed Algeria’s second con- 
tested parliamentary election after the op- 
position: claimed fraud. Now the latest 
election, fora civilian president, has gone 
up in smoke, as all but one of the candi- 
dates withdrew. Their boycott, and the rea- 
sons for it, have shrunk the chances: of 
bringing the chaos and bloodshed of the 
past seven years to a negotiated end. 

The six candidates who dropped out ac- 
cuse the pouvoir—the generals and senior 
politicians who run Algeria’s affairs—of fix- 
ing the elections in favour of the one who 
remained, Abdelaziz Bouteflika. A former 
foreign minister from the glory days of the 
1960s and 1970s, he had disappeared from 
the politicial scene altogether until late last 
year, when he mysteriously emerged as the 
candidate of three of the four parties in the 
governing coalition. 

With plenty of money from somewhere, 
he set up the flashiest campaign offices and 
the noisiest loudspeakers playing specially 
commissioned music from popular Alge- 
rian singers. His bumph magically appears 
in foreign journalists’ hotel rooms. Further- 
more, the others complain, Algeria’s state- 
owned television accorded him excessive 
coverage—an important factor in a country 
that is roughly 40% illiterate. 

On top of trying to push their man, the 
pouvoir also attempted to rig the vote out- 
right, according to the disgruntled six. They 
claim that during the pre-election-day poll- 
ing of the security services, their monitors 
were prevented by soldiers and policemen 
from watching the balloting in 80% of bar- 
racks (although with no foreign observers 
present, there is no one to back this up). A 
spokesman for one of the candidates waves 
a thick sheaf of reports from monitors in 
the field detailing irregularities. But when 
they requested a meeting with President 
Liamine Zeroual to air their grievances, he 
refused to see them. So on April 14th, the 
eve of the elections, they pulled out. 

Mr Bouteflika said that he still consid- 
ered himself a candidate, and Mr Zeroual 
insisted the show must go on, with as big a 
turnout as possible. The next day, the now 
somewhat farcical election went ahead as 
planned, with the names of the opposition 
candidates still on the ballot. But the six in- 
structed their supporters to boycott the 
vote, and so, indeed, many of them did. On 
Thursday morning in Algiers, more people 
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were waiting at the bus stops than at the 
polling stations.. 

In the campaign headquarters of 
Moulod Hamrouche, one of the leading ex- 
candidates, adrenaline-charged campaign 
staff manned the phones and faxes beneath 
blank result-charts, working desperately to 
pass word of the pull-out to all the cam- 
paign offices across Algeria’s vast desert 
hinterland. The government could still 
claim that the polls were fair, especially on 
the back of a decent turnout. But with no 
one but the government to monitor the 
proceedings, the six will doubtless reject 
whatever turnout figure is produced. 

Attention is turning instead to the mass 
protests across the country that have been 
called for April 16th, after the Muslim Fri- 
day prayers. With both sides blaming one 
another for the impasse, events might turn 
violent. Yet most Algerians seem disillu- 
sioned with the entire political process. 
Even before the six pulled out, many young 
people were saying that they did not intend 
to vote since they did not believe that any of 
the candidates would improve their 
chances of finding a job, or better yet, of get- 
ting a visa to escape from the country alto- 
gether. Both the government and its new- 
found opposition may find that few people 
have much time for either of them. 
it 





Eritrea 


Carnage on the 
plain 


OU know when you have reached the 

frontline by the musky smell of decom- 
position. A month after the battle, hun- 
dreds of Ethiopian corpses still lie unbur- 
ied under the thorn trees, among the burnt- 
out tanks in front of the Eritrean trenches. 
“We have been too busy,” say the Eritreans, 
or “There are too many mines out there,” or 
even “The bodies are so many.” 

The Eritreans claim to have killed 
10,000 Ethiopians on this hot, dry plain in 
a battle that lasted for 60 hours between 
March 14th and March 16th. The Ethiopi- 
ans attacked in waves of tanks and infantry 
on a four-kilometre (two-and-a-half-mile) 
front, crossing the Eritrean trenches. They 
were eventually repulsed in what must 
have been intense hand-to-hand fighting. 

The Eritreans refuse, as always, to dis- 
close their own casualty figures, claiming 
they were “very light”. But a nearby ceme- 
tery has more than 200 mounds of piled 
stones, and the Eritreans admit that these 
were not their only dead. Diplomats reckon 
that Eritrea has 180,000 soldiers at the 
front, and that 15,000-20,000 may have 
been killed. With a population of only 


50 








Rf 



































Waiting for the worst 


3.5m, Eritrea cannot afford heavy casualties 
or a long war of attrition against an enemy 
with nearly 20 times as many people. 

Fighting began just under a year ago 
with a border clash at a disputed village, 
Badme, which the Eritreans seized. It 
stopped for six months as outsiders tried to 
make peace. But these initiatives failed and 
both sides used the pause to build up their 
armies. The war resumed in February when 
the Ethiopians launched a huge attack on 
Badme, forcing the Eritreans to retreat. 

Both governments agree that the war, 
ostensibly over tiny disputed patches of 
land, is crazy. The Eritreans still hold some 
territory across the border at Bure and 
Zalambessa, but only for tactical reasons, 
they say. Ethiopia has demanded that they 
withdraw from these areas before talks can 
start. But this week, Ethiopia’s prime minis- 
ter, Meles Zenawi, agreed that a commit- 
ment to withdraw would do. Ethiopia, he 
said, would then declare a ceasefire. 

The trouble is that the battle has be- 
come a trial of strength, firing nationalist 
fervour. After the defeat at Badme, Eritrean 
students went on strike, demanding to be 
sent to the front. Even so, the government is 
finding it hard to produce the troops to 
cover a 1,000km-border. Eritrean women 
are conscripted alongside men, and ex- 

















pected to fight if necessary. But, for the first 
time, the authorities are having to knock on 
doors to chase up draft dodgers. 

The immediate result in Asmara, the 
capital, is a labour shortage. Businesses are 
being forced to close and there are fears that 
there may not be enough people to bring in 
the harvest later this year. Foreign invest- 
ment has vanished. The Eritreans are used 
to a tough life—the country spent 30 years 
fighting for its independence from Ethio- 
pia—but this war is stretching their re- 
sources to the limit, with military spending 
eating up about 20% of national income. 
Money has flowed out on weaponry, in- 
cluding six MiG-29 aircraft bought from 
Russia at an estimated $20m each. Two 
have already been lost. 

Income has dropped because Ethiopia 
was Eritrea’s largest export market. Reve- 
nue from the port at Assab, almost exclu- 
sively used by Ethiopia, has dried up. Eri- 
trea has also had to house and feed 50,000 
of its people deported by Ethiopia since the 
war started. Much of the war effort is fi- 
nanced by Eritreans living abroad who are 
anyhow expected to pay 2% of their income 
to the Eritrean government. Now they are 
being asked to contribute more. It is hoped 
that they will raise $400m this year. 

Don’t look at the figures, says President 
Issaias Afwerki, the man who led the Eritre- 
ans to their remarkable victory against the 
vast Soviet-backed army of Mengistu Haile 
Mariam in 1991. “The human dimension is 
very important,” he says and points to the 
commitment and coherence of the Eritre- 
ans and what he sees as the inherent weak- 
ness of the Ethiopian government. Be that 
as it may, the fighting is not yet over. And 
that may be the real reason why the bodies 
at Tsorona have not been buried. Ifthe Ethi- 
opians attack again they will be forced to 
step over the corpses of their comrades to 
reach the Eritrean trenches. 

a 
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The sun holds such bright promise as 
a clean, renewable energy source. 


And yet for years, it’s remained out of 


reach, Clean, yet too expensive. 
So the question is? do we follow the sun 


or just turn out the lights and go home? 
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OR MAKE A DREAM COME TRUE? 


A CH'OICE? 





Ignoring alternative energy is no alternative. Keeping pace 
with the world’s accelerating demand for energy and 
supplying power to remote areas require Shell to pursue 
renewable resources like solar, biomass and wind energy. 
We established Shell International Renewables with a 
US$500 million commitment to develop these new 
opportunities commercially. One of our goals is to make solar 
energy cheaper, more efficient and more accessible, 

both for businesses and homes. It's part of our commitment 
to sustainable development, balancing economic 

progress with environmental care and social responsibility. 
So with real goals and investment, energy from the sun 


can be more than just a daydream 
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Whose 
technologies are 
behind the dot? 


Glad you asked. 
Because while “com” 

is behind just about every 
company name on the planet, 
not everyone knows who's 
behind “com? 

At Sun, we've been think- 
ing about (and designing 
around) the very idea of 
the Net since 1982. A radi- 
cal approach that not only 
gave us a head start ~it 
gave us our entire focus. 

Everything we make and 
do is about the Net. The 
whole Net. And nothing 
but the Net. 

From our Net-based serv- 
ers (the Herculean engines 
behind the Net) to our _ 
Solaris” software (the robust 
foundation for the Net) to 
our Java™ technologies (the 
universal link for the Net). 

And soon, our newest 
technologies will push the 
Net out to every kind of 
hand-held gizmo and appli- 
ance imaginable. (As well 
as to a few that aren't yet) 

Wherever .com heads 
next, we'll be right behind 
the dot. Powering it along. 
Changing the way we work, 
live and play. 

Stop back here and see 
us again soon. 

We're the dot in .com? 
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No end in sight 


BELGRADE and BRUSSELS 





Each side in the battle of wills over Kosovo wants to give the impression it can 
ride out a long war. The chance of an early peace still looks remote 


FTER three weeks of war between Ser- 
bia and the combined forces of the 
western alliance, both sides are girding 
themselves for a long and perhaps worsen- 
ing conflict, while exploring the possibil- 
ities for a skin-saving compromise. But 
there is one important difference between 
them. Yugoslavia’s President Slobodan Mil- 
osevic has largely succeeded in his main 
aim—that of slashing the size of Kosovo's 
ethnic-Albanian majority. NATO, by con- 
trast, has not yet been able to achieve any of 
its stated aims, and is therefore calling in 
heavy reinforcements to swell its air arm- 
mada to some 1,100 aircraft. 

In Belgrade, Mr Milosevic’s govern- 
ment shows every sign of digging in for a 
war which might mean facing western 
ground troops. The mobilisation of reserv- 
ists is gathering pace. Middle-aged lawyers 
and taxi drivers are being drafted; whether 
out of fear or patriotic zeal, few refuse the 
summons. While links between Serbia and 
Iraq were initially played up by western 
governments, to stress Serbia’s status as pa- 
riah, it is officials in Belgrade who now 
boast about the tips Iraq has given them, 
such as burning tyres to confuse laser- 
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guided missiles. Although the number of ci- 
vilians killed by NATO—which may have 
exceeded 150—is small compared with the 
ocean of Kosovar blood that Serbian forces 
have shed, NATO's mistakes (including an 
attack on a train which killed 10 Serb civil- 
ians and on a convoy that may have in- 
cluded Kosovar refugees as well as Serb sol- 
diers) have been grist to Mr Milosevic’s 
propaganda mill. 

Plans are being drawn up in Belgrade to 
issue ration cards for food. Oil supplies 
have been cut by NATO attacks on depots 
and refineries, but the Serbs of Bosnia are 
busy smuggling fuel to their motherland. 
Despite more than 6,000 NATO sorties, 
Serb forces remain in control of Kosovo. 

Mr Milosevic has proved his ability to 
wrong-foot western governments and tie 
down their troops, by switching on and off 
like a tap the flow of refugees to neighbour- 
ing countries. By April 13th, some 460,000 
Kosovars had been forced out of the prov- 
ince since the bombing began, while at 
least 260,000 had been displaced within 
the province. The separatist fighters of the 
Kosovo Liberation Army say more than 
1,000 civilians have been killed this week 


by Serb forces in the mountains near 
Srbica, in central Kosovo. 

On April 13th, General Wesley Clark, 
NATO's supreme commander in Europe, ex- 
plained why 500 or so aircraft had not been 
enough either to deter Mr Milosevic from 
persecuting ethnic Albanians or to destroy 
his ability to do so. Only seven out of the 
campaign's 21 days had good enough 
weather for accurate bombing; on ten days, 
more than half the strikes were cancelled 
because of clouds. Serbia's air defences, the 
initial target of NATO raids, was “damaged 
but still operational”—and would quickly 
recover if NATO bombs stopped. In any 
case, the air defences were still too strong to 
allow for an airlift of Kosovo's beleaguered 
civilians. A few of Serbia’s 1,300 tanks have 
been destroyed from the air, but going after 
Serbian armour from so prudently high an 
altitude was a “difficult and slow” business 
that pilots disliked. 

Perhaps the general's most revealing re- 
marks were that “you cannot stop paramil- 
itary murder on the ground with aero- 
planes” and that NATO's military aims were 
not an end in themselves but designed to 
serve a political purpose. That is, to per- 
suade Mr Milosevic to sue for peace on 
terms acceptable to the West: a withdrawal 
of troops from Kosovo, an internationally 
policed return of refugees, and self-rule for 
the province. 

There is not, as yet, much sign that this 
will happen, although some blurring of dif 
ferences was perceptible in this week’s 
flurry of diplomatic activity. NATO's open- 
ing position is that it must lead and domi- 
nate a post-war occupation force in 
Kosovo, while Serbia (and its Russian 
friends) insist, fora start, that those who ran 
the air war would be the least suitable keep- 
ers of Kosovo's peace. Madeleine Albright, 
the American secretary of state, has speci- 
fied that NATO must form the “core” of any 
international military presence. Vuk Dras- 
kovic, the most liberal figure in the Bel- 
grade regime, has suggested that NATO 
countries (like Greece) which did not take 
part in bombing would be welcome to 
oversee reconstruction. While all western 
governments are vague about Kosovo's po- 
litical future, Mrs Albright mooted the idea 
of “an international protective status”. 

Germany, which currently holds the Eu- 
ropean Union presidency and is often a fa- 
voured interlocutor for Russia, came up 
with a plan for a peace force led by NATO 
but mandated by the un. Floated at a sum- 
mit meeting of European leaders in Brus- 
sels on April 14th, this drew a cool response 
from America for suggesting a pause in 
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bombing once the Serbs had started with- 
drawing. Russia, meanwhile, had some 
“major problems” with German ideas 
about a peace force but liked other bits of 
the plan. Whatever NATO wants, it still 
seems a long way from anything that Mr 
Milosevic or his Russian mentors are pre- 
pared to accept. Kofi Annan, the UN secre- 
tary-general, has offered to mediate, but 
seems in no hurry to go to Belgrade. 

An earlier meeting of NATO countries’ 
ministers seemed divorced from reality. 
They discussed Kosovo as though the war 
was a minor detail. The real question, they 
implied, was how precisely to reconstruct 
the Balkans—once the small matter of beat- 
ing Milosevic, was out of the way. 

But do western governments really be- 
lieve they can “beat Milosevic” or are they 
resigned. to the strong probability of an- 
other awkward compromise? In Belgrade, 
it has not gone unnoticed that the presi- 
dent’s name is missing from the list of gen- 
erals, policemen and warlords that the 
West wants to prosecute for war crimes. 
Suspicious minds wonder why Mr Milos- 
evic’s home town of Pozarevac has been left 
off the list of targets. 
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Pristina 
KOSOVO 


While the popular mood in Belgrade re- 
mains defiant, unease beneath the bravado 
is growing, along with tension. between 
people who genuinely support Mr Milosev- 
ic and those who mistrust him but have ral- 
lied round in Serbia’s hour of need. 

Already, NATO's offensive has provided 


an opportunity for extremists to settle old 
scores. Slavko Curuvija, a newspaper editor 


who was once close to the regime but later 


distanced himself, was shot dead by two 
men outside his home on April uth. While 
he may have been. a special case—because 
of ties. to figures in the security apparatus 
who have recently been purged—the killing 


has prompted shudders among the hand- 


ful of people who have refused to rally to 


Mr Milosevic or to his government. 


Meanwhile, Yugoslavia’s president and 


his brother Borislav, who is its ambassador 
to Moscow, are counting on more support 


from allies in the Russian armed forces and 


the Communist Party. They expect this sup- 
port to harden, should President Boris Yelt- 
sin die or leave office. Viewed from Bel- 
grade, the Russian leader and his protégés— 
such as Igor Ivanov, the foreign minister, 
and an ex-prime minister, Viktor Cherno- 
myrdin, newly named as a Russian point 
man on the crisis—look disappointingly 
lukewarm in their support for Serbia. After 


all, the most Mr Yeltsin has been prepared 
to do is warn the West of the dangers of a 


third world war. 








PODGORICA 


A AONTENEGRO is a country of 
breathtaking vistas. Massive black 
mountains, streaked with snow, falling 
into: endless blue chasms, fade into the 
horizon. It has always been a swashbuck- 
ling, Byronesque sort of place, home to 
princes, smugglers, poets and, latterly, toa 
stalwart band of down-to-earth demo- 
crats. For, amazingly, Montenegro—poor- 
est, smallest and most feudal of the six re- 
publics that once made up federal 
Yugoslavia, and now the only one left in it 
beside Serbia—is the last oasis of sanity in 
the war-torn Balkans. 

Yet it too may soon be dragged into 
the quagmire. Threats of a bloody coup 
hang in the air. Air-raid sirens pierce the 
nocturnal quiet. Each time, as the NATO 
bombers pass over, a little more of Presi- 
dent Milo Djukanovic’s political life- 
force ebbs away. Which is exactly what 
Serbia’s Slobodan Milosevic wants. 

For Mr Djukanovic’s statelet stands 
for everything Mr Milosevic hates. It 
wants him out. It refuses to declare war on 
countries in NATO. It opposes Yugosla- 
via’s heralded union with Russia. It up- 
holds a fragile, pro-western democracy 
and a free press, offering devolution and 
amity to its own ethnic Albanians. Mr 
Djukanovic’s fall would almost certainly 
make blood flow. And it would end the 
democracy Montenegrins have nurtured. 





A beleaguered Balkan outpost of sanity 


But the republic is already bitterly di- 
vided. Most of its southerners still back 
Mr Djukanovic and dream of indepen- 
dence. The north is for Mr Milosevic. Any 
civil war would be fratricidal and ideo- 
logical as well as regional. 

Take, for example, Neno Lopicic and 
Nikola Bogdanovic. Playing frisbee in the 
rain outside the old royal palace in Cetin- 
je, they are best friends. Both are 19, speak 
passable English, sport American base- 
ball caps. But Neno is for Mr Milosevic, a 
Greater Serbia and a Slav union with Rus- 
sia. Nikola, named for Montenegro's last 
king, is for Bill Clinton and Montenegrin 
independence. Neno would like to see the 
whites of an American soldiers eyes; 
Nikola boasts how his father went to 
prison for seeking independence. Both 
lads say they would never take up arms 
against each other, yet both say they 
would happily die for their cause. Such 
passion scares most of the country’s poli- 
ticians stiff. “Independence is not worth 
the life of a single Montenegrin,” says 
Branko Perovic, its foreign minister. 

Mr Milosevic has other ideas—but is 
too chastened, for now, to put them into 
practice. “He cannot afford two fronts,” 
says a hopeful Montenegrin minister. 
“But as soon as Kosovo quietens down, he 
will turn his guns on us.” A dissident 
Montenegro is bad enough for Mr Milos- 


evic; an independent one, home to Yugo- 
slavia’s navy, would be unthinkable. So 
he has puta tough general in charge of the 
10,000 or so federal troops stationed in 
the republic, muzzled its voice in the fed- 
eral parliament, and tried (so far in vain) 
to silence its annoyingly lively press. 

If it came to a fight, Mr Djukanovic 
might well go down with guns blazing. 
He controls 8,000 well-trained special po- 
lice, who have so far fended off a coup by 
Mr Milosevic’s friends. A peculiar stale- 
mate-a kind of dual sovereignty—pre- 
vails. While foreign journalists are safe on 
Mr Djukanovic’s turf, once in federal 
army territory they risk being beaten up. 

Serbian nationalism has already cost 
Montenegro dear. Tourism and legal 
commerce are dead, the republic’s mer- 
chant fleet stuck in port. This year’s 
planned budget of $300m is but a pipe- 
dream. No tax is being collected. The war 
is said to cost an extra $18m a month. 

A month ago, 22,000 people lived in 
Ulcinj, a beach resort. Now 45,000 do. 
Hundreds, perhaps thousands, of desti- 
tute Kosovar Albanians line the prome- 
nade. Nearby, scores of refugees bed 
down ina tiny whitewashed mosque. The 
air is fetid. They have just one open la- 
trine, one tap. Montenegro now hosts 
55,000 Kosovo refugees, along with an- 
other 25,000 from the wars in Croatia 
and Bosnia~—some 15% of its current 
population. Without outside help, they, 
or Mr Milosevic, may sink Mr Djukanov- 
ic—and Montenegro. 


m 
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Kosovo's battle for hearts and minds 


The mixed feelings of Europeans 


PARIS 


While Nato’s political leaders are sticking firmly together as the bombs con- 
tinue to fall on Yugoslavia, public opinion, which we examine in articles on 
France, Italy, Spain and Greece, is more varied 


H” strange. The more the French, hes- 
itant at first over NATO air strikes 
against Serbia, throw their support behind 
the war, the more stridently they criticise 
the United States for its dominant and, in 
French eyes, domineering part in this con- 
flict and in the world as a whole. Yet not 
since General de Gaulle took France out of 
NATO's military command in 1966 have 
France’s leaders worked so closely and har- 
moniously in military co-operation with 
their American allies. 

Both the Gaullist president, Jacques 
Chirac, and his Socialist prime minister, 
Lionel Jospin, have heartily endorsed the 
bombs meant to bring Serbia’s leader, 
Slobodan Milosevic, to heel. They do not 
feel the Americans are pushing them 
around. Indeed, they think Europe, for 
once, has been calling many of the shots, 

Many ordinary French people, on both 
left and right, beg to differ. Many of those 
who dissent are the usual America-bashing 
nationalists at both ends of the spectrum. 
Bruno Mégret, leader of one wing of the far- 
right National Front, says Messrs Chirac 
and Jospin are both “behaving like Presi- 
dent Clinton's lapdogs.” Arlette Laguiller, 
leader of a Trotskyist party, denounces the 
war as “a vile new action by American im- 
perialists.” Philippe de Villiers, leader of a 
right-wing Euro-sceptics’ movement, says 


Hate-love 
French views of America 


f 4 


| culturally? 


economically? 





militarily? 


politically? 


| 
Over Kosovo, are you 
worried by America’s role as 
sole superpower? 
rateful to the 
Inited States? 


in the Balkans, is the United States 
motivated by 


a desire to protect human rights and 
democracy? p 
its own political and military interests? 

What kind of defence policy would 
you prefer? 
| European, without American involvement 
| European, integrated into NATO 
| Independent French 
Do you feel 
close to the 
American people? 


THE ECONOMIST APRIL I7TH 1999 














that “bellicose Americans” are “setting Eu- 
ropeon fire.” Robert Hue, the Communists’ 
boss, whose party is in Mr Jospin’s ruling 
coalition, calls the war a connerie (bloody 
idiocy), while his party's newspaper, 
L'Humanité, splashes “NATO Go Home!” 
across its front page. 

But many mainstream politicians, es- 
pecially Gaullists, have sounded off against 
the Americans too. Charles Pasqua, a for- 
mer interior minister, deplores French 
pandering, as he sees it, to America. Jean- 
Pierre Chevénement, the current old-left in- 
terior minister, who previously resigned as 
defence minister in protest against the Gulf 
war, says he would have “preferred a diplo- 
matic solution.” Philippe Séguin, the Gaull- 
ist party leader, curtly approves of the war— 
yet expresses “dismay” at the bombing of 
one of “France's old allies.” Alain Peyrefitte, 
an influential veteran Gaullist senator, says 
the war is “illegal and immoral.” NATO, he 
moans, will “always be a tool of America.” 

While anti-Americanism has always 
been an ingredient of Gaullism, such feel- 
ings—according to a poll published in the 
left-wing newspaper Libération—now per- 
vade France at large. Approval of NATO's 
bombing campaign has gone up to some 
70%. But a big majority also dislikes Ameri- 
ca’s being the sole superpower and resents 
its influence in so many spheres of life, And 
most French discount the idea 
that American policy abroad, 
the Balkans included, is fired 
by ideals. 

The Kosovo crisis has 
strengthened calls, across the 
French spectrum, for a “Euro- 
pean defence identity”. Al- 
though nearly half of the 
French want it to exist within 
NATO, nearly as many want 
Europeans to do without any 
American involvement at 
all—despite the massive extra 
cost that that would entail. 
And, despite France's fascina- 
tion with things American— 
from film and Disney to fash- 
ion and fast food—two-thirds 
say they “do not feel close to 
the American people.” The 
young and the educated feel 
least friendly. 

A week before the bomb- 
ing campaign against Yugo- 
slavia began, France's foreign 
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French and friendly 


minister, Hubert Védrine, said his much- 
quoted description of the United States asa 
“hyperpower that dominates in every 
field” was a statement of fact, not a com- 
plaint. Even while warning against Ameri- 
ca’s penchant for “unilateralism”, he said 
that co-operation over the current crisis 
had been “exemplary”. But that is not your 
average Frenchman speaking. 

= M 





Loyal Italians 


ROME 


ARELY considered one of Europe’s 

warrior nations, Italy has seldom 
evoked much confidence among its NATO 
partners since helping to found the Alli- 
ance in 1949. It has a large but out-of-date 
army, a still strong reluctance (often en- 
couraged by the Vatican) to use military 
force, and a lingering if not always de- 
served reputation for backsliding earned at 
the end of the second world war, when it so 
unceremoniously junked its long-time alli- 
ance with Germany. So, when NATO air- 
craft began their war against Serbia using 
some 14 launch-pads in Italy, many coun- 
tries in the alliance feared that Italian knees 
would soon start knocking. 

It has not happened. The government is 
holding fairly firm, the opposition is more 
or less on-side, and Italians as a whole are 
refusing to panic. 

Still, the usual suspects have been doing 
their best to give the allies jitters. The 
United Communists, the more doctrinaire 
of the descendants of what was until 1990 
the largest communist party in the West, 
have loudly opposed the raids. Yet, with 
their two ministers who are loth to resign, 
they have voted to go on supporting the 
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Martial Italians—before Italy was a country 


government. Their leader, Armando Cos- 
sutta, who loyally backed the Soviet Union 
when it invaded Hungary in 1956 and 
Czechoslovakia in 1968, rushed to Belgrade 
to parley, ineffectually, with his old com- 
rade, Slobodan Milosevic. 


Wary Spaniards 


MADRID 


TRAUMATIC military history, a 

brutal civil war within living mem- 
ory, and four decades of rule by a genera- 
lissimo have made, and kept, modern 
Spaniards highly ambivalent about war 
and armies. The Spanish government is 
reticent about its involvement in NATO's 
bombing. Most Spaniards are yet to be 
persuaded that the use of force over 
Kosovo is right—or will work. 

Opinion polls, which the govern- 
ment may be discouraging editors from 
publishing, suggest that less than a third 
of Spaniards back NATO's campaign. 
Slightly more, perhaps 40%, agree that 
Spain should play some part in the oper- 
ation in order to fulfil its obligations as a 
member of the alliance. But more than 
half think the operation will fail to bring 
peace to the region. 

Mindful of such feelings, Spain’s 
prime minister, Jose Maria Aznar, has 
been unforthcoming about his govern- 
ment’s views. He has sent four F-18 air- 
craft to help attack the Serbs, plus an- 
other four as back-up. American military 
aircraft on their way east have been stop- 
ping over at bases across Spain. But 
Spanish military men have signally 
failed to give any press briefings. 

Spaniards are far from proud of their 
military record over the past century and 
have no yearning for the more distant 


There has been some supporting evi- 
dence for those who think Italy is bound to 
waver. The government has refused to let It- 
aly’s own aircraft join in the bombing. Ita- 
ly’s outgoing president, Oscar Luigi Scal- 
faro, said gloomily (if unhistorically) that 


days when the conquistadores took 
South America or when swathes of Eu- 
rope were under Spanish control. The 
defeat at the hands of the United States 
over Cuba in 1898 and the ignominious 
scramble from Spanish Sahara after Mo- 
rocco invaded it in 1975 can still evoke 
feelings of embarrassment. 

Spain’s decision to join NATO in 1986 
was bitterly controversial, with barely 
half of Spaniards voting in favour. Only 
last year did Spain become a full mem- 
ber of NATO's military structure. The 
country still spends a rather paltry 1% of 
its GDP on defence. 

Still, the unease over the bombings, 
fostered in part by those awkward his- 
torical memories, has not been trans- 
lated into serious opposition. A commu- 
nist-led, anti-NATO march was thinly at- 
tended. The two main trade unions were 
at pains to distance themselves from it. 

By contrast, Spaniards—and their 
press—have focused a lot more keenly on 
the refugees than on the purely military 
angle of the war. The government has 
promised to spend generously on those 
displaced; charities have raised some 
Pta250m ($1.6m). Many people have 
been offering to have refugees to stay. 
Again, history tugs at consciences: plenty 
of Spaniards still remember the pain of 
war and exile. 
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“wars never solve anything.” The separatist 
Northern League, far from backing the sep- 
aratist Kosovars, surprised everybody with 
its sudden passion for the Serbs. And the 
tone of some remarks by Lamberto Dini, 
the foreign minister, has been more sympa- 
thetic to the Serbs—traditional friends of It- 
aly—than that of his counterparts in NATO. 
Italy, it is also noted, has managed to keep 
its embassy in Belgrade open. 

All the same, Italy has stuck with NATO. 
Massimo D'Alema, the prime minister, 
who hails from the main party of reformed 
communists, has carried parliament and 
the country with him. The public is broadly 
behind the government—and the alliance. 
Mr D’Alema’s popularity has gone up. 

“We'll be loyal to the end,” he declared, 
while reminding the West of Italy's geo- 
graphical sensitivities. “Italy is paying 
more—and our allies know it.” Two civilian 
airports in the south-east, at Bari and Brin- 
disi, have had to close, thanks to the war. 
With a nod from the centre-right opposi- 
tion, Italy is sending 2,000 troops to Alba- 
nia to help bring in humanitarian aid. Italy 
would still, however, be likely to part com- 
pany with those belligerent French and 
Britons, if it were suggested that the way to 
end the war was for NATO ground troops to 
fight their way into Kosovo. 

s 





Orthodox—but 
unorthodox 


ATHENS 


REECE'S Socialist prime minister, 
Costas Simitis, chose to spend the Or- 
thodox Easter weekend in a remote bit of 
Epirus, a poor region by Albania’s border 
that has lots of Albanian immigrants. His 
message, though low-key, was clear. The 
Greek government backs NATO's war. 
While most Socialists nonetheless feel 
edgy about bombing Yugoslavia and talk 
anxiously about finding a political solu- 
tion in Kosovo, they have condemned Ser- 
bia’s ethnic cleansing of the Albanians 
there. Slobodan Milosevic, a friend of pre- 
vious Greek prime ministers, can no longer 
count on a sympathetic hearing in Athens. 
Mr Simitis has performed a virtuoso 
balancing act to keep his party's national- 
ists, who are strongly pro-Serbian, at bay. As 
NATO's sole Balkan country, Greece said it 
could not join in an attack against a neigh- 
bour. But Greek air-bases are providing lo- 
gistical help for NATO surveillance flights 
over Yugoslavia. Supplies for the 12,000 
NATO troops in Macedonia, originally 
meant to spearhead a peacekeeping force 
once a deal had been signed, come through 
Salonica, Greece's north-eastern port. 
Mr Simitis says Greece will take in 
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5,000 Kosovo Albanian refugees but will 
concentrate on helping refugees in Mac- 
edonia and Albania itself. The Greek army 
is building a camp for 2,000 of them near 
Korce, in southern Albania. Its air force has 
been flying food, blankets and medical 
supplies to Skopje, the Macedonian capi- 
tal. George Papandreou, the new foreign 
minister, helped smooth over an awkward 
row between the Albanian and Macedo- 
nian prime ministers when the Macedo- 
nians at first tried to keep out thousands of 
the refugees. 

But popular opinion in Greece is quite 
another matter. Most Greeks are fiercely 
pro-Serb. Until NATO started bombing mil- 
itary targets in Yugoslavia, Greeks assumed 
that in a regional flare-up they would be 
with the Serbs. Across a range of prickly is- 
sues, from relations with Turkey and Bul- 
garia to sanctions-busting in the early 
1990s during the Bosnian war (when fuel 
and spares were shipped illegally from 
Greece to Serbia), political leaders in Ath- 
ens and Belgrade have stuck together in 
times of crisis. So people are shaken by the 
change. 

One tie that has been particularly 
strong is religion. Greeks and Serbs are both 
Orthodox. Greek churchmen have few scru- 
ples about stirring up feeling against Mus- 
lims, whether they be Bosnians or 
Kosovars. Backing up such feelings, in a 
more secular mode, is Greece's still vigor- 
ous little Communist Party, which remains 
passionately anti-American and anti-Brit- 
ish, helping to stage violent protests outside 
western embassies in Athens. Graffiti de- 
claring “Americans—Murderers” and de- 
nouncing NATO have appeared on walls 
around the city. 

Greek newspapers and television sta- 
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The patriarch prays for the Serbs 
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tions are unabashedly pro-Serb. Several 
journalists who saw Serb atrocities in 
Kosovo say that editors in Athens changed 
or suppressed their reports. Serbian state 
television makes much of naro bomb 
damage and defiant demonstrators in Bel- 
grade. Lorries full of medicine, collected by 
the church and the Communists, have gone 
to Serbia alone. 

The 400,000 Albanian immigrants in 
Greece are nervous. Some say that young 
Greek nationalists have begun to harrass 
them. They are already widely blamed for 
Greece’s rising crime rate. Greeks are par- 
ticularly worried that, if NATO were to send 
ground troops into Kosovo or if Serbia at- 
tacked Albania proper, a huge wave of refu- 
gees from Macedonia and Albania would 
then pour into Greece. 

So far Mr Simitis and his government 
have managed to fend off the nationalists 
by stressing that Greece’s wider interests— 
getting closer to Western Europe, joining 
the euro and staying out of Balkan wars— 
mean that Greece should co-operate, at 
least for the moment, with NATO. So far, Mr 
Simitis’s balancing act has worked. Indeed, 
his own popularity has soared since the 
bombardment began. 





Germany 
What's in a name? 


BERLIN 


Dos its fraught 105-year history, the 
Reichstag has been burned, bombed 
and—more recently—swathed in silver 
wrapping by Christo, an eccentric artist. 
But no one has quite managed to do away 
with the massive (some say monstrous) 
neo-Renaissance pile, squatting next to the 
Brandenburg Gate in the heart of Berlin. 
Not until now, that is. 

Mind you, the actual building still ex- 
ists; indeed, it looks almost inviting with its 
sparkling new glass dome, part ofa revamp 
master-minded by Sir Norman Foster, a 
British architect, at a cost of DM600m 
($331m). But when the nation’s parliamen- 
tarians stream into this squeaky-clean new 
home for a brief inaugural session on April 
19th, they will not—officially, at any rate— 
be entering the Reichstag. Nothing so 
simple. 

“Reich”, after all, means empire—a 
word most Germans connect with Bis- 
marck, the chancellor for “blood and iron” 
when the Reichstag was being built, and 
even more painfully with Hitler. These are 
not, many argue, the kind of ties to be 
stressed as deputies move to the old-new 
capital of united Germany from the mod- 
est federal parliament they have occupied 
for the last half century in dozy little Bonn. 

What, though, to call the Reichstag if 
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not, well, the Reichstag? After months ofan- 
guished national debate, the all-party 
Council of Elders of the Bundestag (parlia- 
ment’s lower house) has come up with a so- 
lution that pleases no one—except, per- 
haps, Berlin sign-makers. The place will 
henceforth be known as the “Deutscher 
Bundestag—Plenarbereich _ Reichstagsge- 
baude” (or, just in case you need elucida- 
tion, the German Federal Assembly—Ple- 
nary Area, Imperial Assembly Building). 

Silly? Gerhard Schröder, for one, thinks 
so. As chancellor and now, since April 12th, 
chairman of the Social Democratic Party, 
he reckons the affair makes Germans look 
“too uptight” about their history. Maybe, 
though they are surely less so than they 
were: witness their participation in NATO'S 
current bombing of Serbia, the first time 
they have fought abroad since 1945. 

At any rate, for many of Germany's 
neighbours the name-change debate, how- 
ever linguistically tortured its outcome, has 
been more comforting than absurd. So too 
has the rejection of designs for a dynamic, 
arguably rapacious-looking, eagle to deco- 
rate a wall of the new hall. Instead, deputies 
plumped for a bigger version of the docile 
fowl, affectionately known as “the fat hen”, 
that has long adorned parliament in Bonn. 

Just symbols, of course. But they count. 
And is it mere luck that the inauguration in 
the “Plenary Area” is not being held a day 
later? Few Germans care to mention it, but 
April 20th happens to be Hitler's birthday. 





The Caucasus 
By-passing Russia 


TRILISI 


T completion of an oil pipeline and 
the opening ofa new rail route are fur- 
ther eroding Russia’s influence over its 
southern neighbours. Glasses will be raised 
to this development at ceremonies on April 
17th at Supsa and Poti, twin ports on Geor- 
gia’s Black Sea coast. 

The new pipeline, which runs from 
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near Baku, Azerbaijan's capital, straight 
across to Supsa, means that Azerbaijan can 
by-pass Russia when it exports its oil. Hith- 
erto, oil companies operating in Azerbat- 
jan have used a pipeline that crosses the 
wilds of Dagestan and Chechnya to Rus- 
sia’s Black Sea port at Novorossiisk. 

The new railway, say optimists in Geor- 
gia and Azerbaijan, will now provide a 
link, without crossing Russia, between 
Hamburg in Germany and Almaty, the cap- 
ital of Kazakhstan. The route, by way of a 
rail ferry over the Black Sea from Ilichovsk, 
in Ukraine, to Poti, was completed when a 
ramp was built at the Georgian port. Simi- 
lar ramps, enabling wagons to roll off a 
ferry and on to the local rail network, al- 
ready exist at ports in Ukraine, Azerbaijan 
and Turkmenistan. An older ramp at Ba- 
tumi, on Georgia’s west coast, is not much 
good because Lloyd’s refuses to insure wag- 
ons that use it. There are plans, too, fora rail 
ferry from Poti to Romania’s main port at 
Constantia. Regular freight train services 
from Hamburg both to Yerevan, Armenia’s 
capital, and to Baku might conceivably be- 
gin later this year. 

All in all, the European Union’s target 
of breaking Russia’s monopoly on traffic to 
and from Central Asia seems to be in sight. 
The United States, which is also deter- 
mined to prevent oil and freight going 
south through Iran, is delighted with the 
new routes set to bypass Russia. They chime 
with America’s ambition to promote an 
east-west trade “corridor” beneath. Russia’s 
southern rim, as a way of projecting west- 
ern influence into the Caucasus and Cen- 
tral Asia. 

For Russia, naturally enough, the news 
is less welcome. Competition will be tough: 
tariffs on the new pipeline are ten times 
lower than for the line through Chechnya, 
and the crude oil received at Supsa, known 
as Azeri Light, is of higher quality than Rus- 
sia’s Urals Blend that flows via Novoross- 
iisk. Moreover, the new rail route cuts the 
distance for goods travelling from Europe 
to some Central Asian destinations. It 
should be cheaper. 
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Still, it would be wrong to conclude that 
Russia is being frozen right out of the Cau- 
casian business circle. Its largest oil com- 
pany, Lukoil, will help operate the new 
pipeline; and it has a 10% stake in the west- 





ern-led consortium, known as the AIOC, 
that drills and exports offshore Azeri oil. 
Moreover, the a1oc itself, if its output in- 
creases, could again become a major user of 
the pipeline to Novorossiisk. Trouble in 
Chechnya has led to repeated shutdowns of 
this pipeline in the past three months. But 
the Baku-Supsa pipeline also has its head- 
aches: a niggling dispute between the AIOC 
and the Azeri government over cost over- 
runs remains unresolved. 

Might Russia get nasty as the east-west 
corridor impinges on its interests? Edward 
Shevardnadze, Georgia’s president, saw 
Russia’s hand behind a small military re- 
bellion in western Georgia, which dis- 
rupted construction of the pipeline last Oc- 
tober. The presence of Russian troops in 
Georgia and Armenia provides ample 
opportunity for stirring up trouble. But, at 
least since October, this is not a chance that 
Russia has taken up. 
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| 
i S TURKEY prepares to go to the polls 
l on April 18th, a record number of 
| women candidates—for both parlia- 
| ment and local councils—is adding a 
touch of colour to an otherwise drab elec- 
| toral canvas. Take Demet Demir, who is 
| standing in Istanbul’s bohemian Bey- 
_ oglu district. She feels perfectly equipped 
to operate in the male-dominated world 
of Turkish politics. Well, yes: she was 
once a chap herself—until she had an op- 
eration to change sex a few years ago. 
Then there is Merve Kavakci, a sleek, 
Texas-educated computer engineer, one 
of 17 female candidates running for par- 
liament on the Islamist Virtue party’s 
ticket. By fielding such women, Virtue 
hopes to look modern—and avoid the 
fate of its predecessor, Welfare, banned 
last year on the charge of trying to im- 
pose Islamic rule on Turkey. But moder- 
nity has its limits. Ms Kavakci dutifully 
wears an Islamic-style headscarf—proof, 
say Turkey's military-led secular purists, 
that she is a religious radical. 
Ms Kavakci argues that her scarf is a 
mere token of her faith, not her politics, 
which are determinedly feminist. Tur- 





Busting Turkey's grey male monotony 


key’s election watchdog, the Higher Elec- 
tion Board, disagrees. It has ruled that no 
woman candidate who covers her head 
may appear on television. But Ms Kavak- 
ci and a fellow candidate, Aysenur Tek- 
dal, are likely to win seats. What happens 
when the pair turn up wearing scarves 
for the parliamentary swearing in? 

Down in Turkey’s largely Kurdish 
south-east, another glamorous woman is 
stirring hearts and minds. Ferda Cilali- 
oglu Cemiloglu wants to be mayor of Di- 
yarbakir, the jewel in the Kurdish munic- 
ipal crown. Running for the Republican 
People’s Party, which sticks firmly to the 
secular tenets of modern Turkey's 
founder, Kemal Ataturk, she stands little 
chance against the main pro-Kurd party. 

And what of Tansu Ciller, Turkey's 
first woman prime minister and leader 
of the conservative True Path Party? 
Since she defied the generals to form a 
ruling coalition with the Islamists in 
1996, after previously presenting herself 
as Turkey’s secular Joan of Arc, her repu- 
tation in most Turkish eyes has slumped. 
These days, in an effort to snatch votes 
from Virtue, she declares herself “Islam’s 
only true defender”. 

Though he would have scowled at 
some of their headgear, Ataturk would 
probably have been proud of these 
women. After all, he it was who gave 
women the vote in 1934; a year later, 18 of 
them were in parliament. Oddly, their 
number has since been falling. The trend 
may now go the other way. Some 30 
Turkish women are tipped to win seats. 
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Dealing effectively with the accelerating 
pace of change in European markets has 
become one of the major challenges of 
our time. Although change often leads to 
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Yevgeny Primakov, Russia’s martial artist 


N JUDO, as in international politics, a weak but clever con- 

tender can occasionally send a bigger one sprawling. Russia’s 
portly prime minister, Yevgeny Primakov, is no athlete. But he 
has been displaying Olympic talents in wrong-footing the 
world’s most powerful countries. 

Since becoming prime minister in September, his most im- 
pressive holding grip has been on the forces of finance that have 
threatened to sweep away what remains of Russia’s dismal econ- 
omy. Mr Primakov has just about managed, in principle at least, 
to prise yet another dollop of cash out of western fists, amid all 
the usual vacuous promises of prudence and probity. Some of 
the money will go just to pay off old debts, chiefly to the im, but, 
once that has been done, another few billion dollars in new 
loans should flow straight into the 
Russian government's _ rattlingly 
empty coffers. 

That has nothing to do with such 
ostensibly important issues as collec- 
tion of taxes (still pathetic) or reform 
of Russia’s ailing banks (non-exis- 
tent). Lending money to Russia is 
more a matter of nerves. The West, es- 
pecially America, seems to have de- 
cided, in the end, that letting Russia 
become a global financial pariah is 
just too risky. 

Now the same sort of Russian tac- 
tics may be coming into play over 
Kosovo. Just as Russia is using the 
threat of further financial collapse to 
press for more cash from the West, so 
it is urging the West to back down in 
the Balkans or risk a much bigger 
military confrontation. 

In the early stages of NATO's 
Kosovo campaign, worries about 
Russia’s reaction seemed overblown. 
Russia said plainly that it would not 
be drawn in. Now, with the war look- 
ing messier and set to go on for 
longer, and with Russians of all 
stripes outraged by what they see as 
the West’s double standards, some kind of Russian involvement 
is looking more likely. Mr Primakov—if he so chooses, and if 
President Boris Yeltsin is unable to stop him—has four obvious 
ways of helping Serbia’s Slobodan Milosevic. Each one presents 
the West with the unhappy choice of either raising the military 
stakes or of seeking peace, most probably by accepting a deal 
brokered by, yes, Russia. The longer the West seems scared of 
confronting Russia, the more likely that Mr Primakov will even- 
tually tie another knot in his black belt. Mr Primakov has long 
experience, after all, in smelling out opponents’ weaknesses. 

In so fraught an atmosphere, mere gestures can have power- 
ful effects. Bringing Yugoslavia into some new Slavic Union to- 
gether with Russia and Belarus, the first of Mr Primakov’s op- 
tions, could well jangle NATO nerves: bombing a Balkan 
dictatorship is one thing; attacking a country formally linked to 
the world’s second nuclear power quite another. Encouraging 
Russian volunteers to go to Yugoslavia, as human shields or as 
soldiers, would be another way of upping the ante. 

And if naro does decide to call Russia’s bluff and continue 
the war, Mr Primakov still has other tricks in his repertoire. One 








is to share intelligence. A Russian spy ship, equipped to eaves- | 
drop NATO communications, is already in the Adriatic. Satel- | 
lites, as well as human spies, may be handy too. All these things 
should help Mr Milosevic bargain, as well as fight, better. 

But Mr Primakov’s last and most alarming move would beto 
send weapons. Russia is already complaining loudly about sup- 
posed western breaches of the arms embargo, in the form of mili- 
tary aid to the ethnic-Albanian guerrillas of Kosovo. A Russian 
convoy of humanitarian goods this week rolled into Belgrade, 
after furious complaints of overzealous inspection by Hungar- 
ian customs. What would the West do ifa Russian aircraft carry- 
ing anti-aircraft missiles took off for Belgrade, or if a Russian 
cargo ship headed for Yugoslavia’s remaining Adriatic port? 

And Russia still has a fearsome if | 
rusting nuclear arsenal. The Speaker | 
of the Duma, the lower house of par- 
liament, has announced (incorrectly, 
it seems) that Russia’s nuclear mis- 
siles are once more aimed at NATO 
countries. Though the chances of a 
nuclear confrontation along the | 
lines of the Cuban crisis of 1962 are 
tiny, they are not nil. Few western 
politicians would want to explain to 
their voters why winning a Balkan 
war is worth even the faintest risk of 
a nuclear one. 

In any case, the finger on the nu- 
clear button is not Mr Primakov’s but | 
Mr Yeltsin's. And just as the prime | 

i 


ministers black-belt diplomacy 
looks to be coming into its own 
abroad, the traditional spring fever 
in Russian politics could yet floor 
him at home. Mr Yeltsin rudely de- 
scribed his prime minister last week 
as “useful—for now”. 

Some serious Kremlin-watchers 
predict that Mr Primakov will be 
chucked out of the ring within days. 
“He’s an inept prime minister who 
doesn’t understand economics,” says 
Boris Fedorov, a clear-headed bruiser who has twice tried his | 
hand as finance minister. “And he is surrounded by a bunch of | 
Communists who are stealing like crazy.” War-mongering, as 
well as corruption and economic stagnation, is certainly not 
what Russia’s first democratically elected president hoped 
would mark his final year in office. 

Still, Mr Primakov is a master at staying on his feet. He has 
broken a big taboo by throwing corruption charges at people in 
Mr Yeltsin's inner circle, even as he has helped the president 
fend off impeachment charges still looming in parliament. Even | 
if the famously erratic president did suddenly sack him, an 
alarming stalemate—of the kind Mr Primakov’s appointment in 
September ended—would probably ensue. 

All the more reason for Mr Primakov to be enjoying the war 
over Kosovo. It burnishes his image at home as Russia’s cham- 
pion against NATO’s arrogant cowboys, while weakening the 
pro-westerners still in Russian politics. Indeed, it could still all 
end in humiliation for NATO and triumph for Russian diplo- 
macy. So far, every move of Russia's wily little judo expert looks 
uncannily well rehearsed. l 
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INTERNATIONAL BANKING 


pis God, not again. You could hear the col- 
lective groan among the world’s investors. Yet 
again, the world’s big banks seemed to have found a 
way to lose oodles of money. The financial whirl- 
wind that whipped around the world last year 
seemed in danger of blowing many of them down. 
Asia had collapsed; Russia defaulted; Brazil, and 
with it the rest of Latin America, teetered on the 
brink. Banks’ lending to emerging markets.and the 
turmoil in financial markets looked set to inflict 
huge losses, and economists were muttering about 
global recession. From their peak in June, by Octo- 
ber shares in big rich-country banks, on average, 
had fallen by half. 

In the event it was not the banks that needed to 
be bailed out, at least not directly, but a hedge fund. 
And not any old hedge fund, but Long-Term Cap- 
ital Management, one of the biggest and most pres- 
tigious of the lot, which had on its board, among 
others, a former vice-chairman of the Federal Re- 
serve, one of Wall Street’s most revered traders, and 
a couple of Nobel-prize-winning economists. Three 
swift interest-rate cuts by the Federal Reserve went 
a long way to calm the panic. Financial markets re- 
sumed their poise. America and, to a lesser extent 
Europe, continued to grow. The crisis apparently 
over, investors piled back into banks. The storm, it 
seemed, had served only to show how resilient the 
world’s big banks had become, and how much bet- 
ter at managing their risks. 

This survey will argue that such optimism is, for 
many reasons, misplaced, in America as much as 
anywhere. That might seem odd, American banks, 
laid low at the beginning of the 1990s by a combina- 
tion of third-world debt, domestic recession and 
over-enthusiastic lending, seem to have undergone 
a miraculous transformation. Helped by benign in- 
terest rates, a surging economy, deregulation and 
their own efforts to make themselves more compet- 
itive, American banks look in fine fettle. As a group, 
they made pre-tax profits before provisions of some 
$100 billion last year. Their return on equity is just 
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On a wing and prayer 





over 14% on average, and much higher for some. 
Their capital ratios look strong, their bad debts are 
minimal, and the number going bust has dwindled 
to nothing. An investment in the shares of the big- 
gest would, on average, have nearly quadrupled in 
value in the past ten years. Their credit ratings have 
been rising in recent years, “By any measure, Amer- 
ican banks are healthier now than at any time since 
the 19508,” says Christopher Mahoney of Moody’s, 
a credit-rating agency. “We believe there has been a 
secular and profound change in the industry.” 

European banks’ health has been less uniformly 
glowing in recent years, partly because the markets 
themselves are so different. In Britain, Spain and 
Ireland, banks’ return on equity would not have 
disgraced their American rivals. By contrast, in Ger- 
many and France private-sector banks last year 
showed an average return on equity of only 10%. 
Banking in these countries is fragmented, unprofit- 
able, and distorted by the dominance of the public 
sector. Although bad loans have not been too much 
of a problem at home, European banks as a group 
were the biggest lenders to emerging markets, and 
last year suffered a rash of downgradings by the rat- 
ing agencies as a result. 


Comfort ye 

Still, optimists in Europe insist there are reasons to 
be cheerful. Shareholders have started to raise eye- 
brows at banks that fail to deliver decent returns. 
The introduction of the euro, combined with the 
single European market, will make it easier for in- 
vestors to put their money into those that perform 
well. True, a more homogeneous capital market will 
also make it cheaper for companies to raise money 
directly, squeezing banks out of some of their tradi- 
tional lending business; but Europe’s banks will try 
to make up for that by boosting their fee and com- 
mission income, as American banks have done. Eu- 
ropean banks are already beginning to cut costs, 
merge and spread their wings across the continent. 
In the past two years banks accounting for a quarter 









Many of the rich 
world’s banks seem 
to be flying high. 
But, asks Richard 
Cookson, can they 
keep it up? 
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of European banks’ total market capitalisation have 
been involved in some sort of merger, according to 


~ Fox-Pitt, Kelton, a consultancy. Although most of 


these mergers have been domestic, it is only a matter 
of time, say some observers, before the first big 
cross-border merger. 

Japanese banks, almost ‘ten years. after: the 
stockmarket bubble popped and eight years after 
land prices followed suit, are still on the floor, The 
biggest 17 will again lose money this year, and even 
excluding the cost of provisioning for bad debts, 


their return on equity will be only about 5%. Ac- 


cording to official. estimates, Japanese banks have 


¥76 trillion ($623 billion) of bad debts, and have put: 


aside provisions for about half of them. But un- 
official guesses put the amount of bad loans at ¥100 
trillion, and climbing. Capital ratios—in so far as 
they mean anything, given the leeway that banks 
have in manipulating their accounts—are pretty 
thin. In 1989, Moody’s gave six Japanese banks its 
top-notch aaa rating; now, although it rates more 
banks, the best it hands out is.a single a. Even that is 
flattering, because the rating includes implicit and 
explicit support from the government. Strip away 
that guarantee (which Moody’s does with its bank 
financial-strength ratings), and 11 banks receive the 
lowest rating (£), which means they would not sur- 
vive without government support. Anyone who ten 
years ago had put money in the shares of the biggest 
banks would by now have lost three-quarters of it. 
However, pundits detect the end of Japan’s long 
banking winter. The first sakura (cherry blossom) 
that marks the start of spring is in bud, if not exactly 
flowering yet. The public purse has been opened: 
the biggest banks will have ¥7.45 trillion injected in- 
to them this year, a sum equivalent to half their eq- 
uity. Japan’s new regulator, the Financial Super- 
visory Authority, seems to have more teeth than its 
predecessor, the finance ministry (which admitted- 
ly had none), The authority wants the biggest banks’ 
bad debts to be cleared up in the course of this year. 
In return for public money, they have pledged to cut 
costs. Two of the worst banks, Nippon Credit Bank 
and Long-Term Credit Bank, have been national- 
ised; a third, Hokkaido Takushoku, has been closed. 


Not so fast 

All these optimistic predictions look at best too san- 
guine, at worst utterly mistaken. Some American 
banks are indeed in peak condition, but many have 
generated greater returns by taking bigger risks. The 
quality of their lending portfolios has dropped 
sharply in recent years, and so have their margins 








on such lending. Although some have moved into 

new businesses such as asset man- 
agement, 60% of their profits still 
come from taking deposits and 
lending. And about half of these 
new sources of revenue are at risk 
should the stockmarket and ‘the 
economy turn down. 

In Europe, there will doubtless 
be more mergers, including a few 
cross-border ones. But in the big- 
gest markets—Germany and 
France—change and consolidation 
will be grindingly slow: there are 





too many public-sector borrowers; 


and the markets are dominated by mutual banks 
that are showing no enthusiasm for a stockmarket 
flotation. 

In Japan, not much has changed; all that has re- 
ally happened is that the problems have been na- 


‘tionalised. Companies are as indebted as they ever 


were. While that remains so, those that have lent to 
them—the banks—will not recover. 

All over the world, banks’ traditional business 
of taking deposits and lending out the proceeds is in 
terminal decline. The ugly word for this is “disinter- 
mediation”. In America, banks and thrifts (building 
societies) now have. 28% of the financial-services 
market, only half of what they had 20 years ago. 


- Where America leads, the rest of the world will 


surely follow. 

On the liability side, investors have other places 
to pop their cash. Mutual funds, money-market 
funds and the like are being snaffled up, starting 
with America and spreading elsewhere. All the rich 
countries, even Japan, are starting to deregulate sav- 
ings products. Similar forces are at work on banks’ 
assets. The spread of information technology and 
the dramatic advances in financial theory have 
made it cheaper for big companies to raise money in 
the capital markets than from banks. So cheap, in- 
deed, that many banks have started to get out of the 
lending business altogether. J.P. Morgan, Bankers 
Trust and State Street in America, and uss in Swit- 
zerland, have all drastically pruned their loan 
books, and plan to carry on wielding their secateurs. 

These twin pressures, and lower interest rates, 
have squeezed margins—the difference between the 
rate at which banks borrow and lend. In America in 
the 1970s, regional banks typically had margins of 
more than 5.5 percentage points; now they are closer 
to 4 percentage points. Margins for big money- 
centre banks have fallen from 3 percentage points to 
perhaps 1.25. In Germany five years ago margins for 
the big private banks were about 3 percentage 
points; now they are a little over one. 

Disintermediation feeds on itself. If customers 
take their deposits out of banks, then banks must go 
to the wholesale markets for their funds. Such funds 
are generally more expensive, and are becoming 
even more so as credit-rating agencies cut the banks’ 
ratings. In 1989, Moody's gave its top AAA rating to 
21 private banks around the world; now the Neth- 
erlands’ Rabobank is the only one left. Many of the 
companies to which banks used to lend have better 
ratings than the banks themselves, so they find it 
cheaper to borrow directly in the capital markets. 

Governments everywhere have been loth to let 
banks fold, but by providing this safety net have en- 
couraged banks to take risks, and sometimes to base 
lending decisions on political criteria rather than 
credit standards. Yet the political costs of bailing out 
banks’ mistakes have been rising, and taxpayers 
have been revolting, not just in Japan but also in 
other Asian economies as well as in France, where 
Crédit Lyonnais has swallowed billions of francs of 
taxpayers’ money. Rating agencies now reckon that 
state support for banks has become less automatic 
than it used to be. 

At the same time shareholders are becoming 
more demanding. Both in America and in Europe, 
they often expect returns on equity of 15-20%. Butif 
economies are not growing very fast and banks’ 








share of financial intermediation is shrinking—in 
other words, if their lending is not growing—how 
can they make lots of money? “The question”, mus- 
es one economist, “is whether shareholders are part 
of the solution or part of the problem.” 

Cutting costs is one way of improving returns. 
American banks have been rather good at this of 
late. Chase Manhattan, for example, the product of 
get-togethers between Chase Manhattan, Chemical 
Bank and Manufacturers Hanover, reckons that 
these mergers have stripped out costs of some $2.5 
billion a year. Efficiency ratios—the proportion of 
costs to revenues—in the banking sector as a whole 
have improved, from 67% in the late 1980s to about 
58% now. Cost-cutting is one reason why the num- 
ber of banks in America has fallen from 14,500 in 
the mid-1980s to just under 9,000 now. Technology 
has helped. First arms, then telephone banking and 
now the Internet have all provided cheaper ways of 
delivering products to customers. 


How to make a profit 


For all the cost reductions, America’s banks now 
employ more people than ever before. That is be- 
cause they have worked even harder at pushing up 
revenues than at cutting costs. But increasingly 
these revenues are of a different kind from their tra- 
ditional ones. Ask the boss of any of the world’s big 
banks how he expects to make his money in future, 
and he will give you a range of answers. One is asset 
management, or asset gathering as it is now called. 
In essence, this means that the bank switches its de- 
positors into other savings vehicles. It has two ad- 
vantages: it uses very little capital (splendid for 
profitability), and it keeps folk that want more re- 
warding sorts of investments with the bank. The 
second answer you will get from your banker is less 
common, mainly because it is both expensive and 
uncertain: follow clients into the capital market, ie, 
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get into investment banking. 
Though this is a rock on which 
many have foundered, numerous 
are the banks that still set sail. 

But the main way in which 
banks have tried to cope with the 
pressures on them is to lend to 
worse borrowers. Even in America, 
most of banks’ profits come from 
their traditional business. The 
banks are lending to companies of 
lesser quality, at home or abroad. 
This would be fine if they were paid 
for taking this risk, but increasingly 
they are not. Capital requirements 
push them in the same direction. 
The 1988 Basle Accord insists that internationally 
active banks must have capital ratios of not less 
than 8% of their risk assets. It makes no distinction 
between the capital that a bank must set aside 
against lending to 16M, say, or lending to a corner 
shop. Other sorts of investors without such capital 
requirements, such as mutual funds—which usu- 
ally lend via the bond market—are at a competitive 
advantage. 

To increase returns, banks have two options: re- 
duce costs, or increase revenues, often by moving 
into other businesses. Reducing costs can be diffi- 
cult, and in Japan itis not what is needed. But push- 
ing up revenues often results in greater risk for 
which neither the banks nor their shareholders are 
paid. Whenever he gets the chance, David Gibbons, 
of the Office of the Comptroller of the Currency, 
America’s main bank regulator, begs investors not 
to expect record profits every quarter. That way, he 
thinks, lies trouble. To understand the problem, 
look first at the banking system that he helps over- 
see, and that has been subject to the most profound 
changes over the past decade: America’s. 
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Renaissance men 


TALL, courtly man with large, enveloping 
hands, Walter Shipley is chairman (until June) 
of a bank that is one of the world’s biggest money- 
spinners: Chase Manhattan, the result, as men- 
tioned above, of a merger of Chase Manhattan, 
Chemical Bank and Manufacturers Hanover. Last 
year the combined bank made net profits of some 
$4 billion, sidestepping both the emerging-markets 
crisis and the fall-out in financial markets. Chase 
appears to be indestructible, and has a seemingly 
ideal spread of businesses—a remarkable change 
from the early 1990s, when the original bank was on 
its knees. It epitomises the renaissance of America’s 
banks. A stream of mergers, culminating last year 
with Travelers and Citicorp, and NationsBank with 
BankAmerica, created banking behemoths in rude 
health that dwarf their predecessors. How different 
from the sickly wimps of the late 1980s, when losses 
on third-world and property lending put many in a 
desperate state. Banks were going bust in droves, 
and credit ratings were being slashed. 
Since then, their profits have soared. For banks 
as a whole, return on equity for most of the past 


THE ECONOMIST APRIL 17TH 1999 


decade has been just over 14%, compared with just 
over 10% in the 1980s. As they have cut costs and 
squeezed out more revenues, they have become 
more efficient. Capital ratios have risen, too, for big 
banks especially. Thanks to all this, almost uniquely 
in the world, their credit ratings have been rising. 
The value of the top tier of America’s banks has 
soared (though mergers and the country’s effer- 
vescent stockmarket have had a lot to do with that). 
In 1990, J.P. Morgan was the most highly valued of 
America’s banks, with a market capitalisation of a 
little over $8 billion. Now Citigroup is top dog, with 
a market capitalisation of $144 billion—three-and- 
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a-half times bigger than the ten biggest banks put 
together in 1990. These days J.P. Morgan does not 
even make the top ten. Many of the biggest banks of 
a decade ago have been swallowed up in mergers. 
What happened? After the near-death experi- 
ence of the late 1980s and early 1990s, banks began 
to invest where the rewards for investing were not 
just higher but also better in relation to the amount 
of risk they were taking—-in other words, they start- 
ed looking at risk-adjusted returns. This meant that 
they began to jettison businesses that were in- 
sufficiently profitable. Lending to emerging markets 
was one. In the late 1980s there were few banks, 
even small ones, that did not lend to emerging mar- 
kets; now only a few of the biggest do, and they too 
have lately been getting out of this business. 
Lending to big companies was another, with 
Bankers Trust and J.P. Morgan leading a stampede 
out of this business. J.P. Morgan’s loan portfolio us- 
es up half the bank’s capital for single-digit returns, 
even though loans account for under 10% of assets. 
Since the bank is committed to a return on equity of 
15-20%, it is reducing its lending sharply. Rather 
than keep loans to companies on their balance 
sheets, banks have syndicated or securitised them, 
ie, turned them into a tradable security. Just about 
anything can be (and has been) securitised, from 
credit cards to mortgages. The big advantage is that 
banks do not have to put any of their precious cap- 
ital aside, but still get the fees for arranging the deal. 
The banks also installed new systems for mea- 
suring the riskiness of loans and tracking their over- 
all credit exposures. Many banks and consultancies 
developed off-the-peg software with snappy titles 
such as CreditMetrics, CreditRisk+ and CreditPort- 
folioView. Technology has been an enormous help. 
It has allowed banks to build up sophisticated data- 
bases on their retail customers, telling them not just 
about their employment and credit history but also, 
according to Keith Stock, a consultant, indicating 
the best time to call, “and what to say in the first and 
second call,” if their debts are overdue. 
Some banks have cut costs drastically: Chase, 
for example, has stripped out some $2.5 billion a 
year, partly by getting rid of overlaps in the three 
banks’ businesses and branches. In metropolitan 
New York, their combined network of 1,000 
branches has been reduced to 500. Similar reduc- 
tions have been made elsewhere. “Ten years ago I 
asked how many people went to branches,” says Mr 
Shipley. “Then it was 30-40%; now almost no one 
does except to go to an atm machine”. = 











Expensive branches have often been replaced 
with cheaper ones, chock-a-block with ATMS, Or 
lightly manned ones in locations such as super- 
markets, So although the number of branches has 
remained largely unchanged in America as a whole, 
they are much cheaper to run. Are managers wor- 
ried that technology might in future loosen custom- 
ers’ bonds with the bank? Not at all. “You'll come 
into Chase,” says Mr Shipley, “and your relation- 
ship will come on toa screen; the staff will be able to 
sound like they know who you are. Technology al- 
lows you to recreate a relationship.” 

For all the new technology, banks have not been 
reducing their staff numbers, but adding to them: 
the industry now employs 1.6m people, more than 
ever before. That points to a second reason for im- 
proved profitability: higher revenues. Salomon 
Smith Barney reckons that the financial-services in- 
dustry as a whole now has annual revenues in ex- 
cess of $2 trillion, and banks are grabbing a good 
slice of this business. Regulatory changes have 
helped. Until 1994, banks were not allowed to open 
branches outside their home state. When the law 
was changed (broadly with effect from 1996), it be- 
came far easier for banks to buy or merge with oth- 
ers, and they did. The total number of banks in 
America has come down to under 9,000, from 
14,500 in the mid-1980s. 

Big banks have got bigger. The ten largest now 
have two-thirds of banking assets compared with 
about half in the 1970s. The North Carolina Na- 
tional Bank became Nationsbank, which after doz- 
ens of acquisitions in effect took over BankAmerica. 
The new Bank of America is now America’s largest 
deposit-taker, with 7% of insured deposits, and is 
active in 23 of America’s 50 states. Next on the list, 
with 3% apiece, are Bank One and First Union. As 
banks have expanded across the country, so they 
have become less susceptible to shocks in specific 
geographical areas. The days when banks could be 
hit by a slump in oil prices (in Texas) or by a collapse 
in property prices (in New England) are—fingers 
crossed—over. 

Banks have also become more differentiated 
from each other. First Union, for example, has con- 
centrated on consumers and small businesses; Bank 
One on credit cards, which account for 30% of its as- 
sets; J.P. Morgan has gone for the wholesale end. As 
Chip Dickson, an analyst at Salomon Smith Barney, 
puts it, there are “different strokes for different 
folks”. Specialisation means that banks can build 
up expertise, achieve a critical mass and reap econo- 
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“Coming together is a beginning, 
Staying together is progress, 
and working together is success.” 


Henry Ford 


We are working for you all over 
the world. 


e Our network of branches ensures 
that we are represented in all the major 
financial areas of the world. | 

e Our product range is effectively and 
creatively coordinated — so you gain 
every time. 

e You can look forward to a successful 
future because we'll be with you every 
step of the way. 
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What did we say when they asked us 
for a mission-critical network? 





No problem R 


Computer networks are the central and running year in, year out. financial institutions ask us for 
nervous systems of modern banking ClearSession, an essential element mission-critical networks. 
and financial institutions. Without of Olicom’s ClearStep™ 


Olicom is also the only 
networking company in 
the world offering a 
detailed high-speed 


them, virtually every aspect of the strategy, is implemented 
company's international trade and throughout our range of 
commerce grinds to a halt. The quality-engineered Token-Ring, |ClearStep| 
impact on earnings — not to mention Fast Ethernet and ATM | 
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customers — can be disastrous. networking equipment. Its vis deintaiechaso networking migration 
unique failsafe functionality roadmap. Our ClearStep strategy 

To give you an edge in mission- automatically ensures the allows you to safely and cost- 

critical networking — 24 hours a availability of the systems and effectively build high-speed, 

day, 7 days a week, 365 days a applications that drive your mission-critical networks capable 

year — Olicom has developed business. of handling the needs of 

ClearSession™, the world’s most tomorrow, today. For more 

advanced set of solutions for That’s why we say “no problem” information, please visit 

keeping computer networks up when the world’s biggest banks and www.olicom.com. 

olicom & 
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mies of scale in the businesses they are good at. 

| Then there are the new businesses that banks 
have been flooding into, again helped by dereg- 
ulation. Glass-Steagall, the law which prevents 
commercial banks from doing investment-banking 
business and vice versa, has become largely irrele- 
vant: for example, banks can now earn a quarter of 
their revenues from equity underwriting, can trade 
in equities, and can sell bonds and insurance (al- 
though Glass-Steagall still bars them from insur- 
ance underwriting). This year the law may at long 
last be scrapped altogether, after years of trying. A 
big chunk of the banks’ business now comes from 
selling things rather than taking balance-sheet risk. 
These days, commissions of one sort or another ac- 
count for some 40% of revenues, double the figure 
20 years ago. Roughly half of these fees are un- 
affected by the health of the economy, and will con- 
tinue to roll in if it slows. 

Are the banks overextending themselves? Mr 
Shipley at Chase maintains that his outfit wants to 
be in a business only if it is a leader. “We don’t dab- 
ble,” he says. Still, there are not many things the 
bank does not do; as Mr Shipley explains, “We're as 
close to a universal bank as you'll find in America.” 
Except for Citigroup, which seems to do just about 
everything, including, for the moment, underwrit- 
ing insurance, thanks to a temporary exemption. 
“There’s nothing to say we can’t walk and chew 
gum at the same time,” says Sandy Weill, Ci- 
tigroup’s co-chief executive. But running a whole- 
sale bank, a retail bank and an insurance company 
are very different challenges. Tellingly, when John 
Reed, now co-chief executive at Citigroup, was boss 
of the old Citicorp, he considered dividing the retail 
and wholesale businesses. 





Lenders of first resort 


Despite all their triumphs, American banks can still 
be caught on the hop, as last year’s crisis showed. 
The fall-out in emerging markets, particularly Rus- 
sia’s default last August, caused large losses for 
many of the biggest of them. Sophisticated ways of 
measuring market risk (of prices of securities going 
up or down) seemed to come to naught. Similarly, 
the banks’ lending to hedge funds such as Long- 
Term Capital Management, whose demise was 
averted only by a bail-out co-ordinated by the Fed- 
eral Reserve, proved a lot less secure than they had 
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thought. Worse still, many banks claimed that they 
had not known what Lrcm was up to—hardly a 
ringing endorsement of their risk management. 
“These concerns raise questions about their overall 
lending practices,” says Mike Mayo, an analyst at 
Credit Suisse First Boston. 

Mr Mayo has more than a few allies. The Office 
of the Comptroller of the Currency, American 
banks’ main regulator, has been voicing similar 
worries for a few years now. Its biggest qualms are 
about the quality of banks’ loan portfolios and the 
margins they earn on these assets. Michael DeStefa- 
no, a Managing director of Standard & Poor's, a rat- 
ing agency, is another. “American banks are never 
as good—or as bad—as they seem; beneath the sur- 
face, they are not that healthy,” he says. This is one 
reason why sap has been reluctant to raise the rat- 
ings of American banks too much: for all their re- 
cent renaissance, their ratings now are lower than 
they were in the 1970s. 

There are sound reasons for that. Since 1993, the 
credit quality of banks’ portfolios has declined 
sharply. The better-rated companies increasingly 
raise money from the capital markets. Syndicated 
lending provides a good illustration of this trend 
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dicated lending was for companies 
with a rating below investment 
grade, or no rating at all. By Sep- 
tember last year, the figure had ris- 
en to 62%. Lending to leveraged fi- 
nancing has also risen dramatically, 
from 7.2% of total lending to 31% in 
the third quarter of last year. Like- 
wise, in their over-the-counter de- 
rivatives business (ie, contracts not 
traded on.an exchange), banks have 
been contracting with counterpar- 
ties of ever-lower quality in search 
of margins. In consumer lending, 








Whats cooking 
in Basle 





some banks have been keen on so- 
called “sub-prime lending”, ie, to people who had 
trouble repaying loans, or had failed todo so. “Any- 
thing that grows at a 45-degree angle scares me,” 
says David Gibbons of the occ. This sort of lending 
is growing at just such a pace (see chart 5). 

The problem is that the banks are getting no ex- 
tra rewards for taking these risks. “We've been pret- 
ty vocal on that. Commercial lending standards 
have been declining for the past four years,” says 
Mr Gibbons. The difference in the price of money 
charged to non-investment grade and aa compa- 
nies has been falling steadily since the end of 1992, 
although it picked up a bit at the end of last year 
when the closure of the capital markets forced com- 
panies to go to the banks. But it has fallen since. 

The most important reason for their willingness 
to be paid less for taking risk has been America’s 
booming economy. The amount of bad loans has 
fallen sharply in the past few years, though lately it 
has risen a little. While the economy booms, banks 
are sitting pretty. The problem comes when the 
boom ends. “As leveraged institutions, banks reflect 
the economy as a whole,” says Jim Leach, the chair- 
man of the House banking committee. 

Both companies and consumers are getting- 
deeper into debt. In 1989, companies’ debts ac- 
counted for 29% of cor; by 1997, this had reached 
44%, and last year’s figure was certainly much high- 
er. Worse, many companies have been issuing debt 
to buy back equity, which has been retired at the 
rate of about 3% a year in recent years. In a down- 
turn, corporate balance sheets would look uncom- 
fortably stretched. There are similar worries about 
consumers. Paying off debts now accounts for at 
least 17% of consumer income, not far short of the 
record 17.6% in 1991. In fact, their debts are now big- 
ger, but interest rates are much lower than they were 
in 1991. And these figures do not include leases. All 





downmarket. In 1993, 35% of syn- 


in-all, borrowers are up to their necks in debt. Such 
things worry sa's Mr DeStefano. “We have not 
been through a high-unemployment recession since 
1991,” he says. “People forget what happens.” 

As it is, bad debts are increasing. At their lowest 
point, loan-loss provisions were a quarter of a per- 
centage point; now they are 0.4 percentage points. 
csrB’s Mr Mayo thinks that credit losses might rise 
to over one percentage point this year—even with- 
outa recession. And itis far from clear that all banks 
have come clean about their emerging-market ex- 
posures. Mr Mayo points. to a ‘precedent. In 1982, 
Citicorp said in its annual report that it could easily 
weather the storm in emerging markets; five years 
later it took a $3 billion hit. 

Lower interest rates also hurt banks. With 
short-term interest rates at their lowest levels for 25 
years, it becomes increasingly difficult to make a de- 
cent spread between deposits and loans. Some de- 
posits pay no interest at all, so reducing rates is not 
an option; but even where it is possible, falling in- 
terest rates make it more difficult. Between the third 


and the fourth quarter of last year, two-thirds of 


American banks saw their margins decline. Where- 
as inflation tends to mask bad lending, disinflation 
spotlights the sins of the past, Mr Mayo points out. 
For all the banks’ new diversification into areas 
where fees are economically insensitive, that still 
leaves half of their fee income—from trading, in- 
vestment banking, corporate finance, venture cap- 
ital and asset-management fees—vulnerable to a 
stockmarket collapse or an economic bust. What 
worries banks most, however, is not that their fees 
might drop, but that their main business—lending, 
which still accounts for most of their revenues— 


would come a cropper. That is where most of their 
capital is at risk. And that is why their favourite 


gripe is about the bankers at Basle. 




















Capital ideas 


N 1988, a committee of international bankers un- 
der the chairmanship of Peter Cooke from the 
Bank of England came to a landmark agreement: it 
decreed that, by 1992, internationally active banks 


should have capital equal.to 8% of their risk assets. 


The so-called Basle Accord was partly a response to 


concerns that banks’ capital—the cushion that pro- 
tects both banks and those that lend to them should” 


things go wrong—was inadequate and had. been 
falling for decades. As the third-world debt crisis in 
the early 1980s had shown, banks were eager to lend 
without worrying too much whether they had suf- 
ficient capital if these bets went wrong. Their second 
reason:was more protectionist: they wanted to stop 
“Japanese banks. from undercutting their compet- 
itors and: grabbing huge amounts of the lending 
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marketin America and Europe. From the momentit 
was passed, the accord was criticised for merely 
substituting one set of bad incentives for another: 
“The guys that were supposed to protect the world 
banking system have caused banks to take greater 
risks,” complains one banking boss. 

The committee, boosted by the ‘appointment 
last year of a new chairman, William McDonough 
(who is also chairman of the Federal Reserve. Bank 
of New York), recognises that banks are taking more 
risk by going for lower-quality borrowers, especial- 
ly in emerging markets. It hopes to. come up with a 
revised accord this year, but there are political hur- 
dies to overcome first, and members disagree on 
what form a replacement should take. One thing on 
which everyone agrees, however, is that the present 
accord needs fixing. 

At the moment, there are three classes. of bor- 
rower: those for which banks need to put aside the 
full 8% capital; those for which they need only a 
fifth of that; and those for which they need none at 
all (although mortgages have a 50% weighting). Into 
the first category go all non-financial companies, 
whatever their creditworthiness. Bankers have long 
griped that this puts them at a huge disadvantage to 
other lenders, especially when lending to big blue- 
chip companies. Mutual funds, for example, have 
no capital requirements, so in theory they can lend 
much more cheaply. This is one reason, say bank- 
ers, why they have been priced out of the market for 
better-quality borrowers. If the capital require- 
ments of lending to Microsoft, say, were reduced to 
reflect the quality of its credit, the banks would be 
more competitive with the capital markets. 

The incentives in the second and third cate- 
gories are still more perverse. Lending to banks in 
OECD countries, or to the countries themselves, re- 
quires only a fraction of the 8%, or nothing at all, to 
be put aside. And that includes countries such as 
Mexico and South Korea. So lending to a South Ko- 
rean bank requires only one-fifth of the amount of 
capital needed for lending to General Electric, 
which seems a bit dotty. 

Nor is the accord uniformly implemented ev- 
erywhere. One much-quoted example is Japanese 
banks. Under the accord, half of that 8% capital 
must be “tier one”, that is equity or equity-like; the 
rest can be subordinated debt or suchlike. Japan's 
finance ministry negotiated an exemption under 
which its banks could count 45% of the unrealised 
gains in their huge stock portfolios as this “tier-two” 
capital (which implies, oddly, that buying equities 
and issuing them both count towards capital). In 
theory, that tied Japanese banks’ capital to the level 
of the stockmarket. 

Why only in theory? As soon as the market val- 
ue of those securities started to fall below their book 
value, the Japanese finance ministry simply al- 
lowed the securities to be valued at cost. The dis- 
tinction between equity and debt has also been 
blurred by financial innovation. For example, the 
Basle committee last year debated at length whether 
huge quantities of hybrid securities issued by Japa- 
nese banks to bolster their tier-one ratios should be 
allowed to count as such. 

The Japanese experience points.to other prob- 
lems with the accord. Different regulators take dif- 
ferent views of what constitutes a bad loan: the Ja- 
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pantse, for example, for a long time favoured a 
much laxer interpretation than the Americans 
(though of late they have become abit tighter). 
And evenif standards were uniform, they might 
not be imposed in the same way in different coun- 
tries: there are differences in requirements on re- 
serves, on how they are taxed, and on what 
happens to banks when capital standards fall 
below the required level. 

So it is-clear that many things need to be 
fixed. The problem for regulators is: how? 
It is all very well to say that capital re- 
quirements should better reflect the 
riskiness of the loan, but there does 
not appear to be a simple answer, 
which is why the committee has been 
at loggerheads. One possibility would 
be to use ratings from credit-rating | 
agencies, but this raises as many prob- 
lems. as it solves. Few companies are: | 
rated even in America, and even fewer 
in Europe and Japan. And many 
countries, particularly in emerging 4 
markets, are more than a little dis- 3 
enchanted with rating agencies. such 
as Standard & Poor’s and Moody's. = 
They dislike the sharp cuts the agencies have recent- 
ly made in their, and their companies’, ratings. This 
is partly pique, but also reflects a feeling, especially 
in Asia, that ratings agencies do not understand 
how these countries’ economies work. Japan has set 
up a body to rate the raters. 

That raises the question of which credit-rating 
agencies would be acceptable to international regu- 
lators. To use the Japanese example again, the coun- 
try’s domestic rating agencies have generally given 
Japanese companies better marks than have their 
foreign competitors. Since these domestic agencies 
are owned by those that they rate, their ratings may 
be less than wholly impartial. Not that sar and 
Moody’s entirely escape criticism on this point: they 
are, after all, paid by those they score, rather than 
by those who use their ratings. Many on the com- 
mittee therefore approve of using credit ratings for 
assessing the riskiness of lending to sovereign coun- 
tries—all of which are rated—but do not think that 
they would be much help in the private sector. This 
leaves two other options. 

The first, favoured by a number of countries in 
continental Europe, is to keep tabs on bank lending 
through the use so-called “credit registers”. These 
are records of every loan above a certain amount in 
a particular country. Six European. countries, in- 
cluding France and Italy, compile such registers. But 
Britain and America, in particular, are not keen to 
adopt them: “Those with fragmented banking sys- 
tems have most to gain, and there are endless ways 
round them,” says one regulator. 

The last option is to use banks’ internal models 
to determine the amount of capital appropriate to 
be put aside. This has a number of advantages: it is, 
for a start, consistent with the way in which the 
committee allowed banks to put capital aside for 
their market risks on their trading books. It is also 
more market-friendly, taking big brother out of the 
picture in prescribing exactly what banks should 
do, and allowing them to become more flexible in 
how they allocate capital. Many banks have already 
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developed credit models of their own. 

But there are problems with these, too. “The na- 
ture of credit-risk models is very much more com- 
plicated than market-risk: models,” says a.senior 
regulator. “Though progress has been made, I: don’t 
think that we can use them now. But at some stage 
in the future they will be useful.” The biggest prob- 
lem is that they have to be tested not just over a year 
or so, but over the whole economic cycle. And, op- 
ponents argue, market-risk models hardly covered 
themselves in glory in last. year’s crisis. Never- 


theless, American and British regulators are keen to. 


move towards modelling credit risk as the best basis 
for allocating capital. 

Another note of discord will be sounded on the 
amount of capital that banks put against their credit 
risk. Banks, naturally, want to put aside as little as 
possible. Most regulators do not want less capital, 
but they want it to be allocated more efficiently: 
That might mean, say, that loans to dodgier custom- 
ers would require more capital; or it might mean 
that capital is required for other sorts of risks, such 
as operational risk. 

Since regulators are unlikely to agree on any of 
the above, any accord to emerge from all this will, at 


best, be a compromise. The committee will say that, 
in principle, models will be accepted from those 
banks that have done enough homework. But they 
will also say that so far no one has met that require- 
ment. Data, testing and validation will all need to be 
improved first. But a compromise might be possible, 
allowing banks to use models to determine at least 
some of their capital. ; 

So there will be, in all probability,:a. bit: of 
tweaking here and there. The number of “risk buck- 
ets”—the different sorts of credit risks to which 
banks are exposed—will be increased, and their 
weightings will be changed: The committee will also 
push for more transparency about what capital ra- 
tios actually mean. As one member says, “banks 
disclose their capital ratios most of the time, but 
they are not very good at showing what these are 
composed of.” It would be naive to expect more. 
Accounting rules are not in the purview of most reg- 
ulators. And few national regulators would put 
their own banks at a disadvantage. Bankers will 
gripe and regulators will shrug their shoulders: they 
did their best in the circumstances. But converging 
upon the lowest common denominator is rarely sat- 
isfactory: ask most European banks. 

m 








A quagmire in Europe 


EW banks can boast a record such as Britain’s 

Lloyds ts, which over the past five years has 
managed an average return on equity of 30%. With 
a ratio of costs to revenues of a touch over 45% now, 
it is one of the world’s most efficient banks. Its 
shares have comfortably outperformed any other 
big British bank over the past few years. Every so of- 
ten Lloyds tsp buys another bank, strips out costs 
and adds some splendidly cheap deposits. Sir Brian 
Pitman, the bank’s chairman, can easily resist the 
lure of investment banking: there are profits aplenty 
to be made on the retail side. His domestic rivals 
seem at last to be learning this lesson, after years of 
pouring money down the drain. Both NatWest and 
Barclays have shed much of their investment bank- 
ing business, though both are left with substantial 
remainders and neither seems as yet to have devel- 
oped a coherent strategy for dealing with them. 

Might Lloyds tsp be pointing the way for banks 
elsewhere in Europe? Should they, too, be concen- 
trating on retail banking to increase their mostly 
fairly dismal profits? Certainly, following Lloyds 
TsB’s example would deal with the decline in mar- 
gins in the wholesale banking business caused by 
the introduction of the euro. Lending to big compa- 
nies, long unprofitable, will become still less so as 
firms shop around for the best deal. By contrast, re- 
tail customers have remained steadfastly, even sur- 
prisingly, parochial. As Sir Brian points out, it is sig- 
nificant that people still talk about “their” bank. It 
allows margins to remain rather generous. 

For the moment, they are less generous else~ 
where in Europe because the continent is, for the 
most part, so overbanked. Europe, on average, has 
twice as many branches per head as America. Merg- 
ers and acquisitions, both within countries and be- 
tween them, might provide a much-needed boost to 


profitability. Indeed, optimists reckon that the in- 
troduction of the euro could have an effect in its 
home countries not unlike that of the scrapping of 
interstate banking laws in America. “It is some- 
where between likely and inevitable that bigger 
banks will be formed,” says the former boss of one 
British bank. 

The euro is one reason, both because it makes 
the pricing of banking products more transparent 
and because, at a stroke, it has wiped out many 
sources of revenue, such as dealing in different Eu- 
ropean currencies or offering deposits in them. 
McKinsey, a consultancy, reckons that of the $100 
billion of such revenues in Europe, which account 
for 40-80% of a typical bank’s total revenues, about 
a quarter will disappear. But there are other reasons 
too: for example, that technology costs are rising re- 
morselessly, and that shareholders are demanding 
higher returns. 

European banks have not been sitting on their 
hands. For example, Germany’s Deutsche Bank has 
bid for America’s Bankers Trust; Spain’s Banco San- 
tander is merging with Banco Central Hispanoa- 
mericano; and France’s Banque Nationale de Paris 
made a hostile(-ish) bid for two of its French rivals, 
Société Générale and Paribas, which had already 
agreed to a merger between themselves. In all, cal- 
culates Fox-Pitt, Kelton, a consultancy, the past 
couple of years have seen some 18 sizeable deals 
among Europe’s private banks, and many more 
among smaller ones. 

The trouble is that Lloyds Tsp’s successful strate- 
gy in. Britain cannot easily be replicated in many 
other European countries. Where labour laws make 
it hard to sack people, the logic of mergers becomes 
less compelling. Moreover, in many European 
countries mutually owned co-operative banks have 
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a big share of the market; unless they decide to go 
public, as did many of Britain’s building societies, 
they cannot be taken over. And public-sector banks 
with special privileges often distort the market. 

Nowhere are these problems more acute than in 
Germany. The three big Frankfurt-based banks— 
Deutsche, Dresdner and Commerz—between them 
have only 17% of the domestic banking market; pri- 
vate banks as a whole have only a quarter. The rest 
is parcelled out among the 2,200-odd co-operative 
banks, which have another quarter, and the publi- 
cly owned savings banks (owned by the cities in 
which they operate) and Landesbanken (owned by 
the various states), which have the rest. 

That causes problems for the big private banks. 
They have traditionally considered themselves 
wholesale banks, but margins in this business have 
been declining fast. In 1990, German banks earned 
perhaps 2-3% on lending to big German companies; 
now their margins are a touch over 1%. One reason 
has been increased competition from capital mar- 
kets. This will become even stronger as the euro 
makes the price at which companies borrow more 
transparent. Not that it was particularly difficult in 
pre-euro days for borrowers and investment banks 
to arrange borrowing in any currency. Still, a more 
liquid capital market should, all things equal, make 
for cheaper borrowing; and by eliminating currency 
risk, the euro makes it easier for investors to nose 
around for the best deal and to avoid restrictions. 
Banks are already falling over one another to lend; 
more efficient markets mean that they will be under 
constant pressure to do so more cheaply. 

But German banks’ wholesale business has also 
suffered from competition from Germany's 12 
state-owned Landesbanken. These have the inesti- 
mable advantage that they do not have to make 
much by way of profits, and their state guarantee 
makes it much cheaper for them to raise, and there- 
fore lend, money. No surprise, then, that their share 
of lending has grown. No surprise, either, that they 
have pushed down margins for the private banks. 

With so many savings and mutual banks to 
compete with, private banks have been no more 
successful on the retail side. For an indication of the 
obstacles they face, consider Erlangen, a town out- 
side Nuremberg. Between them the three big banks 
and HypoVereinsbank, another private bank, have 
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seven branches there. The local savings bank has 50 
branches. Small wonder that Deutsche Bank, for 
example, has only 6% of German deposits. Contrast 
this with Lloyds rsg, which has a quarter of all cur- 
rent-account deposits in Britain. 

So if wholesale and retail banking are both un- 
profitable for the German banks, what should they 
do? They could venture further afield in Europe, in 
two ways: either by growing their own network, or 
by buying other banks. However, those who have 
tried have found either method more than a little 
tricky. Deutsche says it will open ten branches in 
France, but this is probably a waste of money. 
Frenchmen are unlikely to rush to give their busi- 
ness to a German bank. Experience shows that 
banks do not get a worthwhile slice of retail banking 
in another country by expanding their own net- 
work there. The only minor exceptions~-France’s 
Crédit Lyonnais in Belgium, the Scandinavian 
banks in each other’s markets—have been in coun- 
tries with similar cultures and languages. 

That leaves acquisition; but politicians have 
been touchy about foreigners buying treasured na- 
tional assets. Despite the mind-boggling losses that 
Crédit Lyonnais (a.k.a. Débit Lyonnais) has man- 
aged to rack up over the years trying to expand into 
other European markets, and the amount of money 
taxpayers have had to pump in to keep the bank 
afloat, the French government is almost certainly 
unwilling to let the bank fall into foreign hands. Un- 
der a fifth of the deals tracked by Fox-Pitt, Kelton 
have been cross-border. Deutsche, for example, 
wanted to buy Crédit Lyonnais and Société Géné- 
rale, but was sent away with a flea in its ear. 

For all the talk of a huge increase in cross-border 
acquisitions after the launch of the euro, they have 
remained elusive. Nationalism aside, the logic of 
cross-border deals is different from that of domestic 
mergers, adding revenues. Yet doing this in other 
countries with different cultures, languages and le- 
gal and regulatory environments is tough. As 
Moody’s Sam Theodore says, “If a modestly profit- 
able French bank merges with a modestly profitable 
German bank, 1 don’t see the result as anything 
more than a modestly profitable bank.” 

So where does that leaves the German banks? In 
Germany, perhaps, argues Dieter Hein, an analyst 
at Commerzbank. In his view, consolidation may 
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well become easier between the different pillars of 
the German banking system: A big force for change, 


potentially at least, is the European Commission. noo 


1994, Germany’s private. banks. complained to the 
commission about a capital injection to West LB 
from its owner; the 0.6% interest it paid, they ar- 
gued, was a subsidised rate. Since then the debate 
has expanded: does the guarantee enjoyed by the 
Landesbanken amount to:a more general subsidy? 
The commission has been-a little slow to consider 
this question, perhaps for fear of offending the Ger- 
mans. It did produce a report on it at the end of last 
year, but has still not made it public, though it seems 
that it broadly agrees with the private banks’ gripes. 

According to Mr Hein, there are three options 
for dealing with the Landesbanken in general and 
the strongly expansionist West LB in particular, 
They could be made to pay higher interest rates on 
their capital to cover the implicit state subsidy; they 
could be allowed to keep the subsidy but stop com: 
peting in the commercial banking business; or they 
could have the guarantee withdrawn. Any. of these 
would make the Landesbanken hugely uncompet- 
itive: Mr Theodore argues that they have no com- 
petitive advantage except for their ratings. Cash- 
strapped state governments, says Mr Hein, would 
be tempted to privatise them; he reckons that would 
be the only way for them toget a much-needed cap- 
ital injection. And the buyers could well be the pri- 
vate banks. Result: consolidation. 

Well, possibly; but it is not clear that private 
banks would have much interest in buying a bank 
with no franchise. For the time being, the argument 
is hypothetical anyway. One mooted merger, be- 
tween the largely private Bankgesellschaft Berlin 
and Norddeutsche Landesbank, was called off last 
October. So big German banks have really just two 
options: return money to shareholders (perish the 
thought), or carve a new niche for themselves in in- 
vestment banking. To no one’s great surprise, they 
have chosen the second. 

The problem is how to get from here to there. 
Having tried acquisition (with the purchase of Mor- 
gan Grenfell, a British merchant bank, in 1989), 
Deutsche went for building organically for a while. 
Now it has plumped for another acquisition: Amer- 
ica’s Bankers Trust. But it is doubtful whether the 
cultures fit, or whether Bankers can contribute the 
right business—especially in America—and exper- 
tise. Deutsche’s problem is how to break into lucra- 
tive parts of investment banking, such as MaA, 
where last year it ranked sth in Germany. Dresdner, 
too, chose to buy (Kleinwort Benson in 1994), then 
build; but it may not have the critical mass or, m- 
deed, the expertise required. 

The biggest question mark is about Commerz- 
bank, the smallest of the three. It has tried and failed 
to buy into investment banking; it narrowly missed, 
for example, buying Britain’s Smith New Court 
(bagged by Merrill Lynch). Now it is trying to build 
its own European investment-banking operation. 
The man in charge, Mehmet Dalman, was pinched 
from Deutsche in Tokyo. “We have an advantage,” 
he says. “We didn’t have anything to start with, so 
no one is competing with anyone else internally.” 

But, like the rest, Commerzbank needs to get in- 
to the high-margin business such as initial public 
offerings and maa in: which the American in- 





















vestment banks are cleaning up. Its problem, says 
Mr Dalman, is people and products rather than re- 
lationships. “Goldman Sachs would give its right 
arm to have the relationships that we have.” Devel- 
oping the people and products will take a lot of 
work, and few outsiders are as bullish on Com- 
merz’s ability to break the American investment 
banks’ hold on this business as Commerz itself. 


A divided Europe 


Broadly, argues Christopher Williams of Fox-Pitt, 
Kelton, Europe can be divided in two. On one side 
are the “core” countries, Germany and France, with 
their costly, fragmented banking systems in which 
mutuals and government or state-owned institu- 
tions have a big share, and immense political clout. 
As long as mutuals want to stay that way and states 
do not want to privatise, domestic consolidation is 
very hard to achieve, and concentration on retail 
banking well nigh impossible. In France, govern- 
ment-owned institutions have a special advantage 
because they have a monopoly on tax-favoured 
savings accounts. Even if pnp took over its two ri- 
vals, that would mark the beginning of the end: 
there are only five big private banks in France. 

As Mr Williams sees it, the situation in the “pe- 
ripheral” countries, such as Spain, Italy, Portugal, 
Ireland and Britain, is generally different. Retail 
banking tends to be a more profitable business, 
partly because there are fewer “distorting” state- 
owned institutions, but also because the banks have 
been able to consolidate and cut costs. Net interest 
margins and profitability tend to be higher, some- 
times dramatically so (see chart 7). Because they 
have been more profitable, banks in these countries 
have generally stayed out of investment banking 
and emerging-market lending. 

Banks everywhere, at least the big ones, are try- 
ing to replace interest margins with fee and com- 
mission income. Underfunded pension schemes, a 
growing capital market, and the desire for better re- 
turns in a low-interest-rate environment are all 
propelling banks into the mutual-fund business. 
Because the concept of a universal bank, selling all 
manner of services, is more ingrained in Europe, 
they have been fairly successful: some 90% of mu- 
tual funds are sold by banks, compared with about 
35% in America. 

But Moody's Mr Theodore spots a catch. Tradi- 



















THERE ARE NO HEROES 















| any iore, But they're there. Walk down 
diiy treit and you will find them. The 
wiaiaes who work, the fathers who 
strive, the children who overcome. 
They aren’t larger than life, but they eee 
are larger than their own lives. Their | 
names aren’t famous, but their sistas, | 
are. Hard work. Common sense. An | 
unshakable belief in themselves. If oN ag 


you're e looking for a hero, look around. 





HUMAN AGHIEVEMENT 


WHY 


DEJA VU IS A GOOD THING 


FOR A PILOT TO FEEL WHEN 


WALKING INTO A COCKPIT. 





The flight deck of the Next-Generation 737 was designed with the same state-of-the- 
art technologies as the 777, making it one of the most modern and pilot-friendly 
airplanes in the sky. It also shares extensive commonalities with most Boeing aircraft 
already in service—allowing pilots and flight crews to begin working immediately, 
with minimal time and money spent on retraining. Which is just one more reason the 
Next-Generation 737 will continue to make the 737 the most widely used and best- 


selling commercial airplane in the world. THE NEXT-GENERATION 737 
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| tional savings are.in the hands of many thousands 
of banks; mutual: funds, in contrast, are in the 
hands of a relatively small number, In Spain, for ex- 
ample, Banco Santander and ssy have an over- 
whelming advantage. The same is true in Italy for 


Sanpaolo ia, which pulls about $1 billion. a month 


into its mutual funds. “The winners in euroland 


~ will be those banks that offer such products com- 
_ petitively, "says Mr Theodore, Nowhere is this truer 


than in investment banking. 





Per ardua ad astra 


The road to ARCEL OSPEL's most notable characteristic 
investment 4+¥ His not the first one you notice; indeed, in a ca- 
banking is long sual meeting, you are unlikely: to notice it at all. The 
chief executive of the new uss is urbane, solicitous, 
and stony frank and charming. He is also probably the world’s 
most ruthlessly efficient banker. It has been Mr Os- 
pel’s drive that has transformed Swiss Bank Corpo- 
ration from a sleepy outfit peddling eurobonds to 
Swiss investors to a potential member of the in- 
vestment-banking superleague. That success, and 
| Mr Ospel’s undoubted other talents, propelled him 
into the post of chief executive after the “merger” of 
uss and ssc last year (in reality, a takeover by sec). 
Getting the bank to the cusp of investment bank- 
ing’s select few (dominated by Merrill Lynch, Mor- 
gan Stanley Dean Witter and Goldman Sachs) is a 
remarkable achievement, not just for a European 
commercial bank but for any commercial bank. 
Over the years, many have tried to turn themselves 
into investment banks but not one has succeeded. 
Some would dispute that assessment. Chase 
Manhattan, for example, claims that its invest- 
ment-banking business is splendid. Perhaps; but 
why has it twice approached Goldman Sachs with a 
view to buying it? Still, Chase would not be the first 
to find investment banking difficult. The past 20 
years are littered with failed aspirations: of Amer- 
ican commercial banks in the mid-1980s; of Japa- 
nese and French banks later that decade; of British 
banks in the 1990s. Most Japanese banks had to 
throw in the towel years ago (although the Industri- 
al Bank of Japan, is, for the moment, bloodied but 
unbowed). The British, after throwing lots of money 
at their investment-banking businesses, have also 
largely given up the struggle, 
Of the two American banks that have made the 
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best fist of it, one, Bankers Trust, lost its way after 
scandals and is due to be taken over by Germany's 
Deutsche Bank ‘this year. The other, J.P. Morgan, 
has been much more successful, but has yet toshow 
that it can make serious amounts of money. By its 
own admission, this is the year when it will have to, 
or think again, possibly about a merger. In Europe, 
apart from urs and the American-Swiss csrs, the 
only serious aspirants are in France and Germany. 
Société Générale and Paribas are both fairly sophis- 
ticated but parochial. Even if they are taken over by 
Banque Nationale de Paris, another French bank, 
this will not change. In Germany, all three big 
Frankfurt banks--Deutsche, Dresdner and Com- 
merz -want to make their mark in investment 
banking. Given commercial banks’ dismal record in 
this business, why do they carry on trying? 

Many of them think they have no choice. Some 
of those that are trying hardest to get into in- 
vestment -banking are wholesale banks. Most of 
their lending is to big companies, and the economics 
of such lending is becoming increasingly precarious 
as more and more big companies raise money di- 
rectly from capital markets. After allowing for the 
risks of such lending, banks probably lose money 
on this business. 

At the same time that capital markets have be- 
come cheap places for large companies to raise 
money, banks themselves have seen their credit rat- 
ings slip compared with those of their traditional 
customers. So banks which themselves rely wholly 
or in part on the capital markets for their funding 
now have less of a funding advantage. Indeed, some 
companies can borrow more cheaply than banks. 
The most dramatic example is Japan’s long-term 
credit banks, which have lost their raison d'être. 
Since the mid-1970s big companies have been 
grown-up enough to borrow on their own behalf. 
Two of the long-term credit banks, which lent 
mostly to big companies and relied almost entirely 
on wholesale markets for their funding, were na- 
tionalised last year. And even as this squeeze is 
making the banks’ traditional business less profit- 
able, they are being pressurised by investors to 
make more money. How can they? 

One thing they can do is to lend less to big com- 
panies, and to look for better returns in other busi- 
nesses, such as issuing and trading companies’ debt 
and equity, derivatives, mergers and acquisitions, 
and asset management. In short, they can follow 
their customers into the capital markets and turn 
themselves into investment banks. It should come 
as no surprise that American commercial banks 
were first off the mark, because capital markets 
there started to take over from banks as a source of 
financing sooner than anywhere else. Only about 
30% of America’s financing needs come from banks 
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Many banks have decided that retail banking is a | 
much better bet. in Britain, Lloyds rsp has refused l 
to be tempted by investment banking at all. So have 


| and 70% from the markets. In Europe these propor- 
| tions'are reversed, and in Japan, despite a growing 
| bond market, bank lending still accounts for the 
| great majority of companies’ financing needs. 














But that is not the only route to bigger profits. 


banks such as Spain’s pv, Italy’s Unicredito Ital- | 
iano and Sanpaolo mi, and America’s Bank One or 








Pretenders to the crown 


HE big three American investment 

banks can hardly expect to be able to 
keep the lucrative top bracket of the 
business all to themselves forever. Plen- 
ty of others are trying to elbow in. The 
ones that have come closest are csrp, J.P. 
Morgan and Warburg Dillon Read, the 
investment-banking arm of Switzer- 
land’s uss. What are their chances? 

Warburg Dillon Read is the only 
truly European pretender. It grew from 
a string of acquisitions by the former 
Swiss Bank Corporation, but last year 
sec went for something altogether more 
difficult to swallow: Union Bank of 
Switzerland, its bigger Swiss rival. Al- 
though this was billed as a merger of 
equals, and the merged bank is still 
called uss, sac people now fill nearly all 
the most senior jobs, starting with Mar- 
cel Ospel, the former chief executive of 
ssc, who holds the top job at the new 
us. The takeover provided both oppor- 
tunities and problems. 

On the problem side, the old ups’s 
investment-banking operations were 
quickly seen to have severe risk-man- 
agement problems. The most obvious 
one was the bank’s investment in Long- 
Term Capital Management, a big hedge 
fund which nearly went bust last Sep- 
tember, costing uns SFr978m ($650m) in 
write-offs. But uss also had big prob- 
lems with its equity derivatives and in 
Asia. Mr Ospel accepts that uss “lacked 
the proper balance between risk control 
and risk-taking”. 

Has it established a better balance 
now? Swiss regulators certainly remain 
to be convinced that the risk-manage- 
ment problem has been resolved. This is 
important for the bank’s reputation, but 
also for capital requirements for the 
firm’s trading book which depend on 
how robust regulators think its risk 
management is. 

The second question is whether the 
firm has managed to overcome the acri- 
mony caused by ssc’s takeover of ups. 
ssc’s handling of its previous acquisi- 
tions had been hard to fault, but uss 
posed a challenge of a different order. 
The merger also caused a branding 


| problem. ssc’s investment bank has 


been through many name changes, 
from ssc to ssc Warburg, then to spc 





Dillon Read. The bank’s management 
has been in flux: Hans de Gier; its chief 
executive, has been replaced by the 
head of equities, Markus Granziol. 

Warburg Dillon Read’s private-cli- 
ent business in Switzerland, which ac- 
counts for half its revenues, provides 
handy cash for expansion in investment 
banking, but the bank still lacks clout in 
America. On the other hand, the combi- 
nation of the two banks has certainly 
added to sgc’s thinnish client list. In 
high-margin businesses such as M&A, it 
admits that it needs to do more. Score: 
five out of ten. 

J.P. Morgan has different problems. 
Undoubtedly it has one of the best 
brands in the world, is chock-a-block 
with clever people and has a strong cul- 
ture. As one of its rising stars says, the 
firm’s culture is “warm-hearted and 
cold-minded”. Not for Morgan the divi- 
siveness of a merger or an acquisition, at 
least not yet. “We're not dogmatic about 
it, we just haven’t found something that 
fits,” says the same manager. 

Its strategy is clear: get out of the tra- 
ditional lending business. Morgan has 
tried to go for fee businesses, such as eq- 
uity and maa, which have done fairly 
well. But it has also tried hard to take 
advantage of what it sees as “a revolu- 
tion” in the marketplace for credit. 
Thanks to the development of credit de- 
rivatives, these days banks are able both 
to buy credit risk and sell it short more 
easily. Morgan wants to be at the fore- 
front of that business. 

Its emerging-markets activities give 
an idea of what it is trying to do. Over 
the past year it has halved its exposures 
to emerging markets, but at the same 
time it has taken advantage of the tur- 
moil to increase its share of trading and 
underwriting in these markets. 


All this is connected. “Money is a 
commodity: we add value by working 
with a client to advise it on finance, not 
in holding the risk ourselves. Our job is 
to find the cheapest finance; most of the 
time that won't be from us,” says Joe 
McHale, the boss of J.P. Morgan’s Lon- 
don operation. 

The bank’s biggest problem is that it 
does not make much money. Unlike 
uss, which gets much of its profit from 
private banking, Morgan has few other 
options. The recent reduction in its 
credit exposures, particularly to emerg- 
ing markets, was expensive. The bank is 
trying to cut costs by $400m this year. 
True, it is a bit flabby, but without an 
established franchise that is risky. Score: 
six out of ten. 

csrp is a very different beast. Al- 
though owned by Switzerland’s Credit 
Suisse, it is better described as an Amer- 
ican firm. Half its revenues come from 
the world’s most important capital mar- 
ket. The firm has relied heavily on its 
undoubted trading and bond expertise 
(though it still managed to lose a packet 
in Russia last year). But it is trying to be- 
come more balanced; for example, it is 
building up its equity business, where 
under the estimable Brady Dougan em- 
ployment has grown from 700 people in 
1996 to 2,000 now. 

-Its strategy, in a market where the 
rewards are increasingly going to the top 
few firms, is to grab market share. As 
the purchase of szw’s equity business 
(for a knock-down price) showed, csFB 
is in two minds whether to do that orga- 
nically or by acquisition: “Ideally, the 
preferred strategy would be organic. But 
in an era of change and consolidation, 
buying might be quicker and cheaper,” 
says one senior manager. 

A potential problem may lie in 
csre’s image. The firm is not as slick as, 
say, Goldman Sachs, and has less of the 
feel of a corporate machine than the big 
three. People at csrs know why they are 
there: to make money, and lots of it. 
That includes Allen Wheat, the firm’s 
boss, who is admiringly described by 
another senior manager as “an: oper- 
ator”. So he is, but he is also frank, blunt 
and clever, with a gift for the bon mot. 
In the often inward-looking world of 
investment banking, csrs and its boss 
are distinctly refreshing. Score: eight out 
of ten. That is about eight more than 
any Japanese firm would get. 
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Warburg Dillon Read, now to Warburg 
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First Third. These are all more profitable than those 
that have taken the investment-banking path. But 
for wholesale banks, entering the retail business is 
not generally an option, except by acquisition; and 
in countries where retail banking is dominated by 
mutuals and public-sector banks, this is well nigh 
impossible. 

Investment banking is not an all-or-nothing 
business: even the big investment banks. concen- 
trate on different things. Goldman Sachs, for exam- 
ple, gets much of its profit from maa, whereas J.P. 
Morgan, despite its blue-chip image, makes most of 
its money from trading. Others concentrate on asset 
management or custody services. Some of these 
businesses garner fees, which have the advantage of 
being more stable and eating up much less capital; 
others rely more on risk-taking. Many banks have 
sought to add only sortig of these investment- 
banking strings to their bow: But it is clear that to 
play in the big league, investment banks must have 
a presence in most of these:businesses, “Youcan’t be 
a greengrocer and sell only three vegetables”, says 
Frank Newman, the boss of Bankers Trust. That is 
where the problems begin. 

For a start, building up such businesses has al- 
ways been horribly expensive. There are all those 
offices to open, all those highly paid traders, sales- 
men and analysts to hire to work on lots of different 
products. And even when all that has been done, it 
takes time to develop the risk-taking, quick-deci- 
sion-making culture needed to succeed in the busi- 
ness. Moreover, it takes time to attract clients. 

Becoming a successful player is getting more ex- 
pensive because the spoils are being divided up be- 
tween fewer of them. The leading pack, with good, 
global brands, has been pulling away, gathering 
market share and making huge profits. “A year ago 
I'd have said that you had to be one of the top ten 
investment banks to be profitable; now I'd say one 
of the top six,” says the boss of one of the top six. 
Newcomers tend to be left with the crumbs. They 
issue bonds by the bucketload, which often means 
writing a cheque to the issuer and assuring the fi- 
nancial director that he does not have to come to the 
closing dinner. Since bond issuance is a commod- 
itised business, it does not help the bank concerned 
to develop a relationship with the issuer, or to coax a 
firm into giving it lucrative business such as equity 
issuance or M&A. Aspirants also trade bonds and 
equities in the secondary market, where the mar- 
gins are nugatory. Making money depends on hav- 
ing good traders; clients are useful mainly for seeing 
which side of a bet they should take to help them 
with their own punting. “For guys coming in, the 
only thing they can do is trade,” says the same boss. 

That raises a big question for would-be in- 
vestment banks: build or buy? Expanding an in- 
vestment-banking business organically seems to 
have defeated everyone except J.P. Morgan, which 
has been working on it for many years. But even 
Morgan’s share price has languished badly in recent 
years, NatWest, Barclays, Société Générale, Paribas, 
1B] (and just about any other Japanese bank you 
care to name): the list of those trying unsuccessfully 
to build up their own expertise goes on and on. 

Acquisition may be a better route. Credit Suisse 
bought First Boston, an American bank, in 1988, 
though it did not make any money for years. sac 
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first bought O'Connor, a Chicago- 
based derivatives firm, then Brinson | 
Partners, a  fund-management 
group, and Dillon Read, a blue- 
blooded American investment 
bank, and then took over uss and all 

its investment-banking operations. 
Deutsche bought Morgan Grenfell,a | 
British merchant bank, in 1989, and 
at first left it to its own devices, then | 
tried to integrate it rather unsuccess~ 
fuly, then went on a spending spree | 
tocoax lots of investment bankersto 
join. Now, by buying Bankers Trust, | 
it seems to have done another volte | 
face. Whatever the route, not one of 
those who have been trying to break into in- 
vestment banking’s top tier in the past few years has 
managed it yet. 

On the face of it, that seems odd. After all, banks 
have the money to throw at the business; but share- 
holders often balk at the expense, at the volatility in 
earnings that comes with trying to develop in- 
vestment banking, and at the uncertain long-term 
rewards. Another problem is culture. As the boss of 
one large commercial bank with a large investment- 
banking operation says: “If you give a cheque book 
to a commercial banker, he will be conservative; if 
you give it to an investment banker, you will end up 
with toxic waste.” Bosses of commercial banks ex- 
pect their employees to be careful with their banks’ 
and shareholders’ capital, despite lots of evidence to 
the contrary; bosses of investment banks (at least 
good ones) have no such illusions. Commercial 
bankers, to be blunt, do not understand the in- 
vestment-banking business. 

That makes it important to separate commercial 
bank and investment bank. “They bite each other; 
you cannot run the two together under the same 
roof,” says Mr Ospel. The mentality is entirely dif- 
ferent; so are risk management, pay systems and 
business practices. At best, putting them together (as 
Deutsche did for many years) produces a lumbering 
institution that goes nowhere and swallows vast 
amounts of money; at worst, it results in a debacle 
such as that at the old uss, where risk management 
was, by the firm’s own admission, lamentable. Now 
even Deutsche seems to have got the message: it has 
hived off its wholesale and investrnent-banking ac- 
tivities into an organisation with the snappy title of 
Global Corporates and Institutions. 

Even those that have done everything right 
have found the going tough. One big reason is that 
protectionism has provided American investment 
banks with a splendid base. For all the discussion 
about the Glass-Steagall act that is meant to sep- 
arate commercial and investment banking, America 
has so far failed to repeal this antedeluvian law, for 
a simple reason: it keeps at bay foreign commercial 
banks with pots of money either to buy investment 
banks or develop one of their own in America. A se- 
nior American regulator, asked if Glass-Steagall was 
essentially a protectionist measure, laughed at the 
question: “What a shock.” 

America is so important because it has the big- 
gest, deepest, most efficient, most profitable capital 
markets in the world; without distribution to Amer- 
ican investors, big and small, and without access to 
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What banks are 
doing to cope with 
greater volatility 





corporate borrowers, potential competitors have 
had no chance. Had Japan, with a third of the 


* world’s savings, deregulated earlier and not coddled 


its banks and securities firms so outrageously; it 
might have produced a powerhouse or two, but this 
did not happen. There is a possibility, but no more, 
that Europe's single currency and more developed 
capital markets might produce a few powerful in- 
vestment banks of its own. 

But there is no denying that American in- 


vestment banks were first off the blocks, and gained 
a huge competitive advantage from it. A soaring 
stockmarket, handsome fees (1ros in America com- 
mand fees about three times the level in Europe, for 
example), expertise in the widgetry of finance and 
splendid brands: all have meant that the large 
American investment banks have made dramatic 
inroads in Europe and Japan. But after last year's 
shenanigans in financial markets, is investment 
banking a risk worth shouldering? 





Living dangerously 


AST year’s crisis in the financial markets raised 
many questions, but the most basic is this: how 
profitable is investment banking, particularly 
where it involves taking risks, as in trading? Some 
people now think that financial markets are gener- 
ally becoming more volatile. If this is true, banks 
should put more capital into their investment- 
banking operations. They have already had to put 
up more capital to reflect last year’s volatility, which 
still feeds into their risk models. But many of the as- 
sumptions made by banks to manage their risks- 
how far markets were likely to move, and how far 
diversified portfolios helped them to offset loss- 
making positions—proved false. Their risk manage- 
ment did not work half as well as they had hoped. If 
they allow for this extra risk, will investment bank- 
ing remain an attractive business? 

Optimists argue that last year’s crisis was a 
once-in-a-century event. The mix was unprece- 
dented. The Asian crisis, which started in 1997 with 
Thailand’s devaluation, had little effect on major 
markets until August 17th last year when Russia de- 
faulted on its domestic debt, but then financial mar- 
kets everywhere took fright; anything with the fain- 
test whiff of risk was sold. 

On September 23rd came the near-collapse of 
Long-Term Capital Management, a big hedge fund. 
Its failure was prevented only by a rescue by its 
bankers, co-ordinated by the Federal Reserve. Even 
now the experts cannot agree on whether the Fed 
was right to step in. Many think that extending the 
safety net to a hedge fund, which was known to be 
risky and which only the rich could invest in, was 

Seneca an 








ill-advised. On the other hand, regulators reasoned 
that had irem been liquidated and its assets sold, 
the effect on the financial system in general and the 
banking system in particular could have been cata- 
strophic; it could, said the Fed’s Alan Greenspan, 
have “potentially impaired the economies of many 
nations, including our own.” 

The panic was bad enough anyway. Spreads be- 
tween risk-free investments, such as government 
bonds, and riskier ones ballooned to unprecedented 
levels. The price of bonds issued by emerging coun- 
tries collapsed. The spread between Treasuries and 
high-yield (“junk”) bonds doubled; new issues of 
such bonds slowed to a bare trickle: in August and 
September last year a mere $4 billion-worth of junk 
bonds were issued, compared with a monthly aver- 
age of some $15 billion previously. Volatility in fi- 
nancial markets increased to twice its historic aver- 
age. Traders fretted that markets might become even 
more frenetic. Nobody, it seemed, would take risk 
in any form. 

For all the advances made in the theory and 
practice of risk management, banks were caught out 
in a number of ways. The first was that they could 
not get rid of their positions. Second, the diversifica- 
tion in their portfolios that they had hoped would 
protect them did no such thing: in crisis, markets 
become far more correlated. Third, and most im- 
portant, the moves in the market were much bigger 
and lasted much longer than their risk models had 
allowed for. Are financial markets becoming more 
volatile and, if so, why? 

One reason to think they might be is that last 
year’s crisis is the latest in a series. First was the 
bursting asunder of Europe’s exchange-rate mecha- 
nism in 1992-93. This was followed by the bond- 
market crash in 1994; the Mexican crisis in 1995, 
which reverberated through other emerging mar- 
kets; and the Asian crisis, which started in 1997 and 
spread to the rest of the world last year. “I think it is 
difficult to argue that the world hasn’t become more 
volatile,” says Steve Thieke, the former head of risk 
management at J.P. Morgan, who has thought long 
and hard about such matters. 

He lists a number of reasons for this. The first is 
the growth in the number of funds that concentrate 
on absolute returns rather than returns relative to 
an index—hedge funds being the most obvious ex- 
ample, though the proprietary trading desks of 
banks do much the same thing. If their bets go bad, 
they have to get out because many of the funds are 
leveraged, so losses mount sharply. Advances in risk 

















management and technology—and rigorous mark- 
ing of positions to their market price—make it easier 
for them to keep track of the overall value of their 
positions, and how much they need to sell or buy to 
protect their capital. Moreover, the buying and sell- 
ing of risk has become much easier; markets have 
become much more efficient. 

Why does all this create more volatility? For a 
start, many of these investors have tended to have 
similar positions. For example, if two assets move 
sharply out of line with each other compared with 
how they have traded in the past, a trader will tend 
to buy one and sell the other. All the banks are 
aware of the history of such relative prices. When 
things move against them, they head for the exit at 
the same time, driving the market against them, 
triggering stop-loss limits and forcing them to get rid 
of even more positions: a vicious circle. 

This is made even more vicious by the use of 
risk-management models such as value-at-risk 
(var) models. If markets become more volatile, such 
models require traders either to cut their positions 
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or increase their capital to keep the same overall lev- 
els of risk. Forced selling tends to drive markets 
against them, forcing them to sell even more. 

All this helps to explain why in times of turmoil 
markets become more interlinked, and thus why 
banks’ diversification came to naught. Risk-man- 
agement models look at a firm’s overall risk; if it is 
losing a packet in one market, it has to sell risky po- 
sitions in other markets to reduce its overall risk. Of- 
ten banks will be obliged to sell what they can: at the 
height of the crisis last year America’s junk-bond 
market, for example, stopped working almost en- 
tirely, making it very difficult to cut positions; so 
banks sold shares instead, for example, or tried to 
buy volatility in the options market. 

The implications of all this for the risk-taking 
parts of investment banking are huge—and not just 
because many traders lost pots of money. After all, 
banks went into this business because the risk- 
adjusted returns were thought to be much better 
than elsewhere. But if the risks are much greater 
than they thought—f volatility is much higher and 
diversification benefits much lower—they will have 
to put aside a lot more capital. 

Exactly how much more is hard to say. VAR 
models are based on how markets have moved in 
the past, and assume that extreme movements are 
rare. In a normal bell curve of probability, these ex- 
treme movements are represented by the thin tails 
on either side. But if markets are becoming more 
volatile, then these tails may be much fatter than the 
models assume, and banks should hold a lot more 
capital. It is partly because of such concerns that the 
folk in Basle require banks to hold at least three 
times as much capital as their models say they need 
for the risks on their trading operations. It used to be 
enough, but it may not be in future. If banks have to 
hold lots of capital, it will make their financial prod- 
ucts much more expensive. Except for a chosen few, 
that may force them to reconsider why they are in 
the business at all. 





Japan's long winter 


A brave folk think that the long winter of Ja- 
pan’s banking system is drawing to a close. Ei- 
suke Sakakibara, the most senior international bu- 
reaucrat at the finance ministry and an eternal 
optimist, declares the financial crisis over. Some 
pundits agree: Japanese banks, they say, are as 
much of a buy as their American counterparts were 
in 1992, when their shares went for a song. 

That judgment looks premature. Nothing much 
has changed except that the government has par- 
tially nationalised the country’s banking woes. Its 
“solution” simply puts a bit of sticking plaster over 
the fundamental problem: Japan’s economy was 
weaned on cheap capital that in recent years at least 
has been handed out more or less indiscriminately. 

The recent optimism was prompted by a few 
signs of economic spring. Bankruptcies have fallen 
sharply of late, which should slow the growth of 
bad debts on banks’ books. After shrinking in the 
fourth quarter of 1998, this year’s first few months 
may even have shown a little growth. Best of all, the 
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government has injected lots of money to bolster big 
banks’ capital. The word “consolidation” is being 
bandied around, though without much conviction. 

Moreover, Japan seems to have got itself a 
tougher regulator in the form of the Financial Su- 
pervisory Agency (rsa), which took over from the 
demoralised and discredited finance ministry last 
June. Many thought it would be little more than the 
ministry's poodle. A good number of its staff— 
including its boss, Hakuo Yanagisawa— originally 
came from the ministry, which had failed spectac- 
ularly to see the banking crisis coming, and to do 
anything except dissemble when it arrived. 

Mr Yanagisawa has turned out to be tougher 
than expected. Two of the worst basket cases— 
Long-Term Credit Bank and Nippon Credit Bank— 
have been nationalised, and the rsa is widely 
thought to have been behind a spate of mergers and 
co-operative ventures this year. For example, Mit- 
sui Trust and Chuo Trust, two other troubled lend- 
ers, announced in January that they were to merge. 





Those cherry 
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A day later Sanwa and Toyo Trust said that they 
would set up a “comprehensive alliance”; a merger 
has not been ruled out. Fuji says it might buy Yasu- 
da Trust. The rsa has obliged banks to put more 
provisions against “category two” loans—those that 
are behind on their debt payments, but do not ap- 
pear to be in imminent danger of going under. 

The government has also forced big banks to 
bolster their equity with ¥7.45 trillion ($61 billion) 
of public cash so that they can afford more provi- 
sions against bad debts; the 17 largest will probably 
put another ¥10 trillion of provisions against bad 
loans this year. In return the rsa asked the banks to 
clear bad loans from their books by March 31st, the 
end of the financial year. It has also insisted on cost- 
cutting. In response, many big banks have an- 
nounced branch closures at home and abroad, and 
reductions in staff and salaries. 

A better capitalised, more efficient, consoli- 
dating banking system, cleansed of its bad debts: 
surely Japan’s banks are heading in the right direc- 
tion? Probably not, for three reasons. First, banks 
are very unlikely to have cleared up their bad loans 
by the end of the financial year just ended. Every 
year they have been saying they will do so, and ev- 
ery year they seem to manage to pull more out of the 
hat. True, they have now reserved against many of 
their loans to property, building companies and fi- 
nance companies that they built up in the late 1980s. 
But in the past couple of years the Japanese econo- 
my has had such a dreadful time that many more 
bad loans have been piling up. 

What about cost-cutting? Again, it is doubtful 
that the banks will actually do much of this. One 
obvious route, mergers, is largely closed to them. 
Banks are the linchpin of their keiretsu, or corporate 
grouping, around which much of Japanese industry 
is based. That is why there have been so few mergers 
to date, and then only when at least one of the part- 
ners has been at death’s door. There is not much 
chance of Bank of Tokyo-Mitsubishi, say, getting 
into bed with Sumitomo Bank or Sakura Bank. And 
even where mergers have taken place, the results 
have often been disappointing. This is because 
when two Japanese banks merge, usually not a lot 
happens: they often keep two personnel depart- 
ments, and their branch network and loan books 


remain much as they were. 

More importantly, though, Japanese banks do 
not need to cut costs. They are already among the 
world’s most efficient banks, points out David At- 
kinson, an analyst at Goldman Sachs. Of the 15 big 
banks with the lowest cost-to-revenue ratios in the 
world, 11 are Japanese. If anything, argues Mr At- 
kinson, Japanese banks probably need to spend 
more, not less, especially on technology. In 1997 
American banks’ technology spending amounted to 
¥4.8 trillion, or 0.49% of cpr; their Japanese coun- 
terparts’ was only ¥1.12 trillion, or 0.22% of Gor. A 
big American bank might spend $1 billion-2 billion 
on technology; a big Japanese one perhaps $500m. 

Unless they spend more on improving their sys- 
tems, Japanese banks’ already appalling service to 
retail investors, for example, will get worse. They 
take two weeks to approve a mortgage, largely be- 
cause they do not have the technology that gives 
them instant access to consumer information. Yet 
tackled in the right way, as banks elsewhere have 
found, retail banking can be very profitable. Rivals 
will be able to offer better, cheaper, services. Citi- 
bank is doing rather a good job in Japan: its smallish 
branch network there already has $12.5 billion in 
deposits—half as much again as a year earlier. 

The main problem for Japanese banks is their 
revenues, which in relation to their balance sheets 
are puny by international standards. In fiscal 1997 
Japan’s largest bank, Bank of Tokyo-Mitsubishi, 
had assets of some ¥82 trillion and revenues of ¥952 
billion. Putting the dollar figures for Citicorp (now 
part of Citigroup) into yen for comparison gives you 
¥41 trillion of assets worldwide, on which it made 
¥2.7 trillion of revenues. The Japanese revenues are 
so small because big Japanese banks are essentially 
wholesale banks: 40% of their risk-weighted lend- 
ing is to big companies. Japan’s capital markets have 
been stunted by over-zealous bureaucrats, so com- 
panies whose debt belongs in those markets still 
borrow from banks. With too many banks chasing 
too few lending opportunities, margins on such 
lending have become near-invisible. Margins on 
new lending have picked up a bit, but that is be- 
cause many borrowers cannot afford to tap the 
bond market; they go to the banks because the 
charges are so low. Not much cause for rejoicing. 
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Faced with thin margins in their. traditional busi- 
ness, Japanese banks, like banks everywhere, have 
taken more risk on other kinds of business. In the 
early 1990s, for example, the country’s banks lent 
more than anyone else to countries in Asia, partic- 
ularly Thailand, that subsequently came a cropper. 
They have also tried the capital-markets-route but, 
long protected by regulation, they are not very good 
at it. As in Europe, the Americans are cleaning up: 
last year Goldman Sachs’s investment-banking op- 
erations made its first real profit in Japan in a quar- 
ter of a century. (Every western firm with an iota of 
financial acumen has been coining money for years; 
but the profits have been booked ‘overseas, where 
corporate tax rates are lower.) That leaves trading, in 
bonds especially, in which Japanese banks do not 
have.an enviable record. 

At least most city banks have cheap deposits 
with which to fund low-yielding loans, Last year, as 
worries about the health of the financial system be- 
came more serious, people pulled money out of 
smaller banks and credit unions and put it into the 
city banks, especially the big ones. The biggest, Bank 
of Tokyo-Mitsubishi, raked in ¥3:7 trillion of new 
deposits last year. Investors also put it into the post 
office, which last year gathered ¥5 trillion more into 
the huge pot of cash it already had. 

Banks that rely on the markets for their funding 
are having the toughest time. As their credit ratings 
have been slashed and perceptions of credit risk 
have become more sophisticated, some of their big- 
gest borrowers now find they can raise money more 
cheaply than they can. That is why the trust banks 
are trying to merge, and why two of the three long- 
term credit banks have been nationalised. All eyes 
are now on the third, the once-mighty Industrial 
Bank of Japan, which in 1990 was the world’s big- 
gest company by market capitalisation. Two mem- 
bers of the Financial Revitalisation Commission, 
formed last October to dole out public cash to the 
banks, thought that 1y and the trust banks should 
get none because they were in such bad shape. 

The solution to the banks’ problems seems sim- 
ple: shift low-yielding assets off their balance sheets 
by securitising them, thus improving profitability. 
Failing that, at least stop lending so much to big 
companies. If only it were that easy. Most of the re- 
cent slight drop in lending figures has come from the 
long-term credit banks and the trust banks. The city 
banks’ outstanding loans have remained almost 
static, despite the savage recession. 

Why do they continue to lend so much? Partly 
because they cannot afford not to. For all the talk of 
increasing returns, banks care less about profit- 
ability than about staying in business. To do that, 
they need to earn revenues. If they securitised as- 
sets, these would fall. Moreover, to earn a decent re- 
turn, buyers of those assets would demand a pretty 
steep discount to the price at which these assets 
were carried on the banks’ books. Why would 
banks sell them? They have already provisioned 
against many of them; since interest rates are 
around zero, they therefore have a free call option 
on economic recovery. Ultimately, securitisation is 
about efficiency: it makes pricing more transparent, 
and conveys more of a sense of credit risk. 

And that, when push comes to shove, is Japan's 
problem. The country’s “Big Bang” deregulation of 
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the financial system was supposed to create a better, 
more capital-market-oriented ‘financial system, 
producing bigger returns for investors, anda health- 
ier economy to boot. Unfortunately, the mandarins 
now realise, it would also produce an awful lot of 
pain in the short term. Capital markets demand a 
much higher and more differentiated price for the 
taking of risk than Japan’s banks have ever done; 
the worse a company’s condition, the more they 
charge. If companies cannot afford that price, they 
will go bust and lots of people will lose their jobs. 
And the main reason why companies cannot afford 
it is that they are as indebted as ever. For the most 
part, banks have simply written down their loans 
and made provisions against them, but they have 
not written them off: the amount of debt in the 
economy has not been reduced. Shutting down 
banks, therefore, would shut down companies. 

Why? In theory, the government could shut 
down a bank and transfer its good assets to another, 
injecting capital into that bank. The stumbling block 
is “category two” loans, which account for the vast 
majority of dodgy lending. This category includes 
lots of duff loans to building and property compa- 
nies which are unlikely ever to be paid back.’ No- 
body would take on these loans without charging 
far more, which would push up overall borrowing 
costs for companies. Japanese companies are too 
stretched and too unprofitable to afford this. The 
FSA’s requirement that banks set provisions equiv- 
alent to 12% of these loans seems pretty lax, given 
how many of'them are likely to be defaulted on. “It 
does not get them the Dirty Harry award,” says Al- 
icia Ogawa, an analyst at Salomon Smith Barney. 

Japanese policy is all about keeping people in 
jobs come what may, regardless of economic effi- 
ciency. Best, therefore, not to encourage the devel- 
opment of capital markets too much; best, in other 
words, to keep as many banks as possible in busi- 
ness, lending at absurdly low rates, for that is what 
keeps companies in business. If the banks look too 
sickly, then nationalise them and/or get other pub- 
lic lenders to take up the slack. Forget the umpteen 
plans promising this and that, and the talk of mak- 
ing Japan’s financial system more efficient. Rich Ja- 
pan has been able to afford to keep its quasi~Soviet 
financial system in place. 

It has done everything it can to stave off the nas- 
fy consequences of dismantling it. It has national- 
ised the long-term credit banks so as to keep them 
going, and allow them to keep lending at rates Ja- 
pan’s companies can afford. The ¥7.45 trillion that 
the government is injecting into the big banks is giv- 
ing it ownership of a quarter of the market capital- 
isation of the rest. And it is stepping in to lend to 
companies when private banks politely decline. 
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Nissan, Japan’s second-biggest and most troubled cleaned up and sold to the private sector in the fore- 
car maker, has received an ¥85 billion loan fromthe seeable future—despite all the talk last year of 
public sector; Daiei, Japan’s biggest and most heavi- “bridge banks”, in which insolvent private banks 
ly loss-making retailer, has also asked for money. would be nationalised and then sold back to the pri- 
Japan’s regional guarantee corporations, set up last vate sector. 
October under the joint ownership of central and All this public support for lenders and borrow- 
local government, have already guaranteed ¥13 tril- ers helps to explain why bankruptcies have fallen 
lion of loans to smaller companies. The corpora- sharply recently, but it gets Japan no closer to solv- 
tions’ central body reckons that by next March they ing its problem. Corporate debts are as big as they 
will have handed out ¥60 trillion-worth of guaran- ever were. Until they are reduced—by debt-for- 
tees. In all, the public sector's share of lending has equity swaps, for example—or simply forgiven, the 
risen from a quarter to a third. economy will be condemned to slow growth and in- 
None of these public lenders is under much vestment will not revive. Banks, which account for 
pressure to make money. The fact that they are the vast proportion of financing needs, will remain 
there will simply crimp profits for the private banks sickly and fall further behind their international 
for years to come. In contrast to America or Scandi- competitors. Who knows, “Big Bang” could take on 
navia, none of the nationalised banks is likely tobe another, altogether more sinister, meaning. 











Technical trouble 


Without SK a techie what he thinks of banks, and he will reduce costs. Sir Brian Pitman of Lloyds tsp’s claims 
technology, banks almost invariably tell you that advances in that his bank’s 4,500 arms are controlled by only 
would be nowhere. technology will rapidly lead to their demise. Bill two people, though he may be exaggerating a little. 
; Gates—a man who has become very rich indeed by Citibank is trying, as an experiment, to expand its 
But it could put knowing what is what in the technological world— smallish retail base in America through pc banking 
them out of a job famously declared, a few years ago, that banks were and aTms, many placed in shops. “We don’t have 
“dinosaurs”. Technology, the argument goes, will the customers now; we're using technology to get 
bring lower costs, commoditisation and conve- them,” says Robert Lipp, Citibank’s head of retail 
nience, killing off banks as we know them. Perhaps; banking. It has used a similar strategy in Japan with 
but it may be too early to write off banks quite yet. some success: half of its new accounts there are 
For a start, technology should, in theory, allow opened by telephone rather than in person. It now 
banks to deliver their products more cheaply than offers “Direct Access” banking in 20 countries. For 
traditional branch networks lumbered with expen- those who want to talk to a real-life person, it has 
sive staff. That was the rationale for banks in- call centres, but not necessarily in the same country: 
troducing arms in the 1970s, telephone banking in the whole of continental Europe, for example, is 
the 1980s, and now Internet banking. Probably 85% served from Germany. 
of banks around the world, and nearly 100% of Technology also allows banks to market prod- 
American banks, have Internet sites, although most ucts more effectively—and not just traditional 
are little more than online corporate brochures. Ci- banking services but all the other things, such as life 
tigroup is spending about $200m a year developing and travel insurance, mutual funds and so on, that 
its Internet presence. And the better and more cen- banks are now trying to muscle in on. Until recent- 
tralised systems get, the more they should be able to ly, banks had only the haziest idea of what products 
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their customers might buy. “It is extraordinary how 
little banks. know about their customers,” says a 
partner in one consulting firm. “Technology allows 
them to turn data into information.” Rather than 
just leaving brochures lying around their branches, 
banks can now use technology to mine all the in- 
formation they have about their customers and tar- 
get their efforts more precisely. One South African 
bank, rather sinisterly, even supplies its customers 
with free mobile phones so it can see from their tele- 
phone bill whom they call. In short, technology 
should mean a better hit rate (higher revenues) and 
less of a scatter-gun approach (lower costs). 

Similarly, it also allows banks to collate and in- 
terpret data for credit risk, especially in personal 
loans. Mortgages and credit-card applications in 
many countries can now be approved the same day. 
With better information on default rates for differ- 
ent consumers in different products, banks are able 
to price these products more efficiently, which often 
means more cheaply for customers. 

But the most dramatic effect is on wholesale and 
investment banking. Your correspondent, when a 
young bond trader in the mid-1980s, worked out 
bond yields on a calculator and positions on a piece 
of paper. Changes in either during the day formed 
the subject of educated guesses; until the end of the 
day, nobody at the bank knew for sure how they 
had moved. Nor was there any way for the firm’s 
management to calculate its overall risk even in one 
office, let alone around the world. As recently as 
1992, during the exchange-rate mechanism crisis, 
some firms took half an hour to calculate, for exam- 
ple, the value of their options positions (by which 
time markets had moved against them). Now, for 
the most part, traders and firms have a far better 
sense of their overall positions and their risk and 
can control them accordingly. 

Soin many ways technology has been a blessing. 
That is why banks, and American ones especially, 
spend so much on it. Apart from personnel costs, 
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technology is usually the biggest item in the budget, 
and growing the fastest. However, it is not without 
its drawbacks. For a start, technology is notso much 
an alternative way of delivering services but usually 
an additional one. arms have not replaced branch- 
es, but have often been added on. For all the money 
being spent on Internet banking, the same will 
probably be true for that technology too. “It’s great 
to reach people via the Internet, but only if you shut 
down old channels—and that’s costly, too,” says 
Joel Friedman, of Andersen Consulting. For the cus- 
tomers, it means choice: those who want to go to a 
branch can continue to do so. But if banks have to 
go on being all things to all men, costs will rise rela- 
tive to revenues. 

At some point, the Internet will start eating into 
the splendid margins in retail banking. People will 
no longer have to trudge down the high street look- 
ing for a mortgage, a loan or a credit card. The In- 
ternet will commoditise these products. A banker’s 
idea of hell is someone using a web browser to seek 
out the cheapest mortgage. ; 

Banks have often been pretty profligate in their 
spending on technology, and much of it has been 
wasted. Part of the problem is that the rr depart- 
ments and the bankers who run the business do not 
see eye to eye. Try asking either how long it should 
take to clear a credit card. The technical people will 
tell you that 15 seconds is pretty quick; the business 
lot will insist that anything more than seven sec- 
onds causes embarrassment to the user. Because of 
such differences in perspective, rr people often de- 
liver the wrong things. 

Maddeningly, technology can trap you, too. 
Newcomers, such as Internet banks, can bypass re- 
dundant technology, and are spared the high cost of 
maintaining older delivery systems. Better tech- 
nology thus removes some barriers to entry into the 
banking market. In Britain, supermarkets such as 
Sainsbury and Tesco are moving into retail financial 
services, and snatching some business from banks. 

Then there is the y2x problem, which also fa- 
vours newcomers because newer widgets are more 
likely to be “y2x compatible”. For banks, the mil- 
lennium brings no gain, only pain. Will their sys- 
tems cope with the millennium bug? And if they do, 
will those of their counterparties? How much pre- 
cautionary money will people pull out of their ac- 
counts at year-end? For all that banks are planning 
to launch an advertising campaign to tell people not 
to worry about this, they will. A few banks are even 
borrowing money (at a premium) for the turn of the 
year to cope with this potential problem. 

In the longer term banks might have something 
else to worry about: electronic money. Life without 
crumpled banknotes and grubby coins might be a 
boon for consumers, but not for banks. Pundits 
think that if there was no need for physical money, 
banks would have little to offer. Everything—trans~ 
fers, payments, even loading up electronic purses— 
could be done on a computer. 

Undoubtedly some of this will come true—but 
not yet. Telephone banking has proved successful. 
In Britain, for example, First Direct, a subsidiary of 
ssc, has gone from a standing start to 70,000 cus- 
tomers now and a forecast 1m next year. But tele- 
phones are not very high-tech. Internet banks, de- 
spite the hype, have not caught on so far. In trials, 
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| If the world 
economy takes a 
dive, the banks 
could be in for a 
bumpy ride 

















electronic money has been a flop. Banks. are now L 
starting to bridge the gap between their business and - 


their 17 people, and spending their tr money, more 
effectively. ee 

The catch is that none but the biggest banks can 
afford to spend on this scale. Banks no longer have a 
monopoly on information; as Andersen’s Mr Fried~ 


_man says, the “democratisation” of information is 
proceeding apace. Customers are increasingly call- 


ing the shots. If banks compete only on price, they 


will lose out. But the alternative—-spending lots of 


money promoting their brands and maintaining 
their expensive branches—is also expensive. Per- 


haps technology is just a curse by another name. 
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Fasten your seat belts 


| Baie high-riding America to. muddled Europe 
to down-in-the-dumps Japan, this survey has 
argued that the world’s banking systems are in less 
good shape than many suppose. Their core business 
is being whittled away by capital markets, a prob- 
lem aggravated by the perverse incentives of in- 
ternational capital rules. Yet all the while share- 
holders are demanding better returns. To achieve 
them, banks have increased their revenues by lend- 
ing to less creditworthy companies, whether at 
home or in emerging markets, or by venturing into 
new sorts of business. Some of these, particularly 


investment banking, have proved difficult and ex- 
pensive to get into and, as last year’s crisis showed, 
riskier than expected. For all the advances in risk 
management and technology, banks were caught 
out. “Clearly their risks are better managed; the 
question is whether they are better managed in rela- 
tion to the risks they run,” says one regulator. For in- 
vestors, that makes banks riskier than they had 
reckoned with. Although some stockmarkets have 
soared to record highs this year, bank shares, tell- 
ingly, are still some way below last year’s peak. 

The other way in which banks have tried to in- 
crease profits has been by merging and cutting costs. 
Consolidation has been.a boon for American banks, 
though there has been less cost-cutting than many 
think. In much of Europe and Japan, consolidation 
has been and will continue to be much more diffi- 
cult because of the prevalence of government- and 
state-owned lenders and mutual banks. In Japan 
these problems are compounded by banks’ central 


role in the provision of cheap credit to companies: 


that cannot afford to pay more. The government is 
unlikely to close the banks down. 

Last year’s financial-market meltdown pointed 
to a number of other problems. The first, as csrp’s 


Mr Mayo points out, is credit risk. Many banks in 
America, Europe and Japan lost heavily on their 
emerging-market lending. Russia’s troubles caught 
out almost everyone. The banks started. to rein in 
sharply on such lending only after the crisis broke. 
This does not speak well for their ability to monitor 
and control emerging-market risks. It also raises 
concerns about how well they manage their domes- 
tic lending. Both America and Europe have so far 
managed to avoid sharp recessions, but how would 
banks’ domestic loan portfolios fare if their econo- 
mies did contract? 

Second, there is that old bankers’ bugbear, con- 
centration risk—in essence, the risk that banks have 
too many of their eggs in one basket. In America, 
banks have spread themselves over many different 
states, lessening the chances that they will be caught 
out by local problems. But their international port- 
folios proved a lot less diversified than they thought. 
Last year, risky assets everywhere—from junk 
bonds to emerging-market debt—fell sharply. 

A third problem is information risk. Do banks 
have adequate information about their borrowers? 
Not always, and perhaps not even most of the time. 
Banks that lent to Long-Term Capital Management 
claimed that they knew little or nothing about the 
size of its positions, or about the uses to which the 
fund put their money. In emerging markets, too, 
banks were often in the dark. 

Other worries are less clear-cut but nagging. 
Take operational risk. How good are banks at con- 
trolling the risks in all the different kinds of busi- 
nesses they have been moving into? And does their 
evolution into broad financial-services companies 
make them harder to manage? A large, unfocused 
company such as Citigroup is arguably much har- 
der to handle than a smaller, tighter one because it 
covers so many sorts of businesses that are vastly 
different from one another. And the way in which 
such groups have been formed—through mergers 
and acquisitions—have made risk management 
even harder. 


It’s the economy, stupid 


Here is a prediction. At some stage America’s econo- 
my will slow, or indeed go into recession. Europe’s 
economy is slowing sharply; Germany may already 
be in recession. Japan’s, after a brief upturn thanks 
to the vast amounts of money thrown at it by the 
government, will probably continue to contract. 
What. will this mean for these countries’ banking 
systems? Put another way, will banking just be a 
bad business to be in for a while, or might the world 
be faced with another full-scale banking crisis in 
one or more countries? 
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The answer depends partly on how deep these 
recessions are, and whether they happen at the 
same time. A severe recession in America would 
not, say optimists, cause as much damage as it 
would have done in the past. American banks are 
bigger, sometimes much bigger than they were. Ci- 
tigroup has $45 billion of equity. An economic 
downturn, says Mr Weill, one of its bosses, causes “a 
bump in the fender rather than the car being rolled 
over.” Banks are more diversified, too. Both of these 
factors might help to insulate them. 

Still, most of American banks’ profits continue 
to come from lending. Since banks have become in- 
creasingly exposed to lesser borrowers, it is a fair bet 
that they would suffer bad credit losses. Worse, 
some of the businesses they have entered, such as 
asset management and trading, will become much 
less attractive. “We don’t know how diverse busi- 
nesses will be if there is a sharp economic slow- 
down,” admits Bankers Trust’s Mr Newman. 

In Europe, too, banks are at risk from an eco- 
nomic slowdown. In Germany, for example, what 
would happen to German industry, particularly the 
all-important Mittelstand, if the country went into 
recession? Provisions would almost certainly rise, 
especially for the biggest private banks. This is also 
true everywhere else in Europe, though the more 
profitable banking systems, such as Britain’s, 
should be able to weather that sort of storm. 

Japan’s banks remain in the most parlous state. 
There is a real risk that the country could enter a pe- 
riod of prolonged debt deflation, where high and 
rising real interest rates trigger a large number of 
bankruptcies. Monetising this debt—printing mon- 
ey—would reduce the debt burden in the real econ- 
omy, but might provide a one-way bet for investors 
to switch out of bank deposits and into better- 
yielding assets in harder currencies. Without cheap 
deposits, Japan’s banks would be in a terrible hole, 
because the markets would charge them a punitive 
rate on anything but short-term borrowing. 

And what if everyone got into serious trouble at 
the same time? Imagine that America’s stockmarket 
suffers a crash, dragging down others in its wake. 
America’s economy, high on debt and low on sav- 
ings, might well contract sharply. A sharp down- 
turn in America would probably have severe conse- 
quences for other economies. The world is already 


awash with excess capacity in many products, espe- 
cially in Asia. The Economist reckons that the 
world’s output gap—the difference between actual 
output and output at full capacity—is now the 
highest since the 1930s. If demand fell further, prices 
would drop. Emerging economies would probably 
take another dive, causing even more losses to 
banks that had lent to them. Falling prices, in turn, 
would dampen demand everywhere: potential 
buyers would wait for prices to come down further. 

Deflation would hurt rich-world banks in a 
number of ways. It would sharply reduce corporate 
profits and increase firms’ real debt burden, making 
it harder for them to service and repay debts. This is 
all the more worrying because many companies, es- 
pecially in America, have increased their balance- 
sheet leverage by taking on more debt compared 
with equity. Where loans are backed by collateral, 
the difficulties are compounded because the value 
of collateral—often land—falls too. In Japan, the 
world’s second-biggest economy, the problems of 
deflation are already in evidence. 

In financial markets, to which so many banks 
now have exposure through their investment- 
banking and asset-management businesses, the ef- 
fects would be equally troublesome. Credit spreads 
would rise, which would put many of the banks’ 
positions in the red. True, they have tried to cut such 
positions, especially in emerging markets, but to get 
the returns that shareholders demand they are 
obliged to take more risk than they did. 

A bear market in shares would cause other 
problems. Sales of mutual funds might fall sharply; 
making money in dealing, as last year showed, 
would become much more difficult (selling things 
short is generally more expensive than buying 
them, and dealers tend to be better in bull markets 
than bear ones); M&A business would shrivel (as it 
did briefly last year when stockmarkets wobbled). 
In all, financial-markets businesses—which big 
banks have spent so much money to build up— 
would become a lot less lucrative. 

None of this is to say that things would be as bad 
as in the 1930s when, in America alone, the econo- 
my contracted by 30% and 11,000 banks were shut- 
tered. But given the pressures on banks to earn more 
profits, and the extra risk they have taken to achieve 
them, another prayer may be in order. 
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Economists for EMU 


We asked Britain’s top academic economists whether it would be in the 
country’s economic interest to join the European single currency within the 
next five years. Of the 164 who replied, almost two-thirds said yes. Why? 


NLESS disaster befalls either the La- 

bour government or Europe’s single 
currency, a referendum will be called in Bri- 
tain shortly after the country’s next general 
election. Probably in late 2001 or early 2002, 
Britons will be asked whether they want to 
scrap the pound in favour of the euro. 

The question is in large part a political 
one. Indeed in France, Germany and other 
euro-zone countries, monetary union was 
mostly sold as an economic means to the po- 
litical end of “ever-closer union”. Butin Bri- 
tain, by contrast, the government has tried to 
narrow the question of entry to economics 
alone. Tony Blair says that he sees no consti- 
tutional reasons not to join the euro. The 
British will be invited to vote on entry only if 
monetary union meets five “economic tests” 
set out by the government, 

There has been poll after poll of British 
business opinion, with both pro- and anti- 
euro camps claiming to have a majority on 
their side. But what do the country’s econo- 
mists think? The Economist has asked 
them—or, at any rate, a lot-of the leading 
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ones. We asked the Royal Economic Society, 
in effect the professional association of Brit- 
ish academic economists, to draw upa list of 
all economics professors in the country’s 
leading universities (full professors, as 
Americans would call them). To this we 
added Fellows of the British Academy (eco- 
nomics section} not picked up in the res list. 
This yielded 256 names in all. 

We asked them whether they thought it 
would be in Britain’s economic interest to 


join the single currency within the next five 


years. Respondents were also asked to list 
their specialist areas of research, and were 
given the choice between having their opin- 
ions published and remaining anonymous. 
(Just under half chose to vote anonymously, 
with the Yes voters slightly more likely to 
choose this option.) 

The results are shown in the table. Of the 
256 sent the questionnaire, 164 (or 64%) re- 
plied. A comfortable majority, 65%, was in 
favour of switching from the pound to the 
euro. The table also breaks down the replies 
according to the economists’ research inter- 








ests—an inexact business, given that some 
economists’ interests straddle several fields, 
and that the boundaries between some areas: 
are indistinct. The surprisingly small num- 
ber who mentioned the European Union, 
European integration or monetary union as 
a research interest was split 73% to 27% in fa- 
vour. Macroeconomists were in favour by 
67% to 33%, and specialists in international 
economics (including trade, exchange rates 
and foreign direct investment) by 64% to 
36%, The one striking exception was mone- 
tary economists: by a majority of two toone, 
they said that joining emu would be a bad 
thing for Britain. 

A sirnple tally of ayes and noes, howev- 
er, does not tell you very much. Some 
thought that the arguments on one side were 
very much stronger than on the other. Oth- 
ers said that their judgment was finely bal- 
anced, (Indeed, two respondents split their 
votes: one came down 0.7-0.3 in favour, the 
other 0.6-0.4 against.) And more important 
than the crude totals are the arguments on 
either side. We interviewed economists on 
both sides of the question, to get a sense of 
the debate. 


Those in favour 


Start with the case for joining, First, several 
economists argued that inside the euro Bri- 
tain would benefit from a more stable ex- 
change rate. Although British companies 
would still be vulnerable to changes in the 
value of the euro against the dollar, yen and 
so forth, the pound would be irrevocably 
fixed against the euro, whose 11 members 
now buy over 50% of British exports. 

This stability could not be achieved in 
any other way. If the pound were retained, 




















BRITAIN 
but pegged against the euro, it would still be 
open to speculative attack, says Anne Sibert 
of Birkbeck College, London. “I don’t see 
that there’s any sensible alternative [to join- 
ing the eurol,” she says. Mark Taylor of Ox- 
ford University says that Britain’s dilemma 
is part of a broader international question, 
because of the speed and ease with which 
capital flows can cross borders, Just look at 
the collapse of various pegged exchange-rate 
‘regimes, and the consequent talk of creating 
a big dollar block in the Americas. “The ma- 
jor international economic issue”, he thinks, 
“is what to do about capital flows and ex- 
change rates.” 

Second, some economists argue that by 
staying outside the euro Britain would putat 
risk its enviable record in attracting foreign 
direct investment (FDI). In recent years 
around 40% of the rpi coming into the Eu- 
ropean Union has come to Britain. lan Woo- 
ton of Glasgow University says that Britain 
has proved itself an attractive home for mul- 
tinational companies wanting to serve Eu- 
rope’s single market. But if Britain sticks 
with sterling, firms investing in Britain will 
be lumbered with transaction costs and ex- 
change risks that they would not face else- 
where, for example because they would be 
paying their workers and some suppliers in 
pounds and selling in euros, 

Fine, says the anti-~euro camp, but can’t 
exchange-rate risks be hedged? Yes, says Mr 
Wooton, but only at a price: in effect, firms 
would have to buy insurance against cur- 
rency movements for the privilege of locat- 
ing in Britain. And, adds Anton Muscatelli, 
another Glasgow professor, although hedg- 
ing can protect investors in the short term, 
long-term investments cannot be hedged. 

Third, argues George Zis of Manchester 
Metropolitan University, some companies 
are going to use euros instead of sterling in 
any case. So the Bank of England's ability to 
control economic activity and inflation us- 
ing British interest rates will be curtailed. 
Now that the euro has been created, Britain 
will find it much harder to pursue an inde- 
pendent monetary policy, whatever the for- 
mal arrangements. 

Fourth, says Richard Portes of the Lon- 
don Business School, if Britain stays outside 
the euro it will have no influence on the con- 
tinent’s monetary and financial institutions. 
This goes beyond formalities: Britain, he 
says, risks exclusion from the capital market 
of the euro-zone, which “will soon become 
the most dynamic aspect of European inte- 
gration.” Euro-zone companies will find it 
relatively easier, says Oxford’s Mr Taylor, to 
develop trading relationships with each oth- 
er than with British ones. There will be an in- 
crease in takeover and merger activity, for 
which the advisors will be based in Frank- 
furt rather than London. 

Fifth, advocates of joining the euro stress 
microeconomic as well as macroeconomic 
arguments. Some of these, says Bruce Lyons, 


64 


a professor at the University of East Anglia, 
are pretty unimportant, such as the savings 
on foreign-exchange transactions. But oth- 
ers, such as the increase in transparency 
brought about by a single currency, matter 
much more. It will, he says, be harder for 
companies to hold up prices by segmenting 
markets: it will be immediately obvious if 
prices are higher in one country than anoth- 
er, creating an incentive for competitors to 
move in. “We know that the single market 
isn’t at all single now,” comments Richard 
Layard of the London School of Economics. 
None of this implies that advocates of 
emu think the single currency’ flawless. 
Consider a forthcoming paper (“Alice in Eu- 
roland”, Centre for Economic Policy Re- 
search, London) by Willem Buiter, a Cam- 
bridge professor and a member of the Bank 
of England’s monetary policy committee 
(mpc), which sets British interest rates. Mr 








A precarious position? 


Buiter, the only member of the mpc we 
polled who was willing to put his vote on the 
record, is a well-known proponent of a sin- 
glecurrency. Yet his paper is an attack on the 
European Central Bank's (ecs) institutional 
arrangements. It is too secretive, he says: the 
minutes of its meetings will not be published 
for 16 years and the voting records of its gov- 
erning council never will be. Its inflation tar- 
get is too vague, and its inflation forecast is 
never published. It is not sufficiently ac- 
countable to the European Parliament. 

In essence, Mr Buiter argues, the euro 
would be on a much sounder footing if in 
some respects the ecs looked more like (you 
guessed) the Bank of England. The Bank has 
a clear, published inflation target, and pub- 
lishes its minutes and the votes of mpc 
members within a fortnight. The mpc is 
grilled from time to time by a committee of 
MPS. All of this could have been said by a 





critic of the single currency. The difference 
between the:two sides is that Mr Buiter 
thinks the flaws.can be sorted out, whereas 
the euro’s critics think that they are either ir- 
remediable or not worth remedying. 


Inthe red-white-and-—blue corner 


As for the No camp, its composition isevery 
bitasstrikingas its arguments. Justas the po- 
litical opposition to a single currency spans 
both socialists and the free-market right, 
says Victoria Chick of University College, 
London (a self-described “left-wing anti”), 
so the economic Noes contain both old-style 
Keynesians and Marxists on the one hand, 
and monetarists on the other. However, says 
Ms Chick, left and right have different rea- 
sons for opposing a single currency. For in- 
stance, she and economists like her think 
that the ecs has an in-built bias towards be- 
ing too tough on inflation—which is unlikely 
toconcern the right. 

That said, the two wings have some ob- 
jections in common. The left-wingers say 
that the eces lacks democratic accountabili- 
ty. So, from the other flank, does Patrick 
Minford, a monetarist at Cardiff Business 
School. “The idea that credibility requires 
unaccountable central bankers is wrong,” he 
says. “Central bank independence has been 
oversold.” Far from making the ecs an exact 
copy of the German Bundesbank as is often 
supposed, he says, the new bank’s designers 
forgot how much the Bundesbank relied on 
its political legitimacy. 

Besides this, the anti camp—left, right 
and centre--have two main objections to 
joining the single currency. First, they say, 
monetary union has imposed a “one-size- 
fits-all” monetary policy on the euro-zone: 
in booming Ireland and slumping Germany 
alike, interest rates are 2.5%. To complicate 
matters, thanks to variations in the structure 
of economies, a given change in interest rates 
may have quite different effects in two dif- 
ferent countries. Britain’s housing market, 
says Andrew Hughes Hallett of Strathclyde 
University, is dominated by variable-rate 
debt, making British consumption and 
housing expenditure far more sensitive to 
changes in interest rates than elsewhere in 
Europe. Meanwhile, German corporations’ 
reliance on debt rather than equity finance 
makes the supply of capital more sensitive to 
interest rates than, say, in Britain. 

On top of this, there is little scope for fis- 
cal policy to cushion the effects of economic 
shocks affecting different countries in differ- 
ent ways. The stability and growth pact lim- 
its national budget deficits to 3%. And the Eu 
budget is not big enough for international 
transfers to take the strain instead. 

This leads to the second objection: that 
Europe’s labour and product markets are 
too inflexible to deal with the strains that 
EMU will put on them. If interest rates, ex- 
change rates and fiscal transfers cannot be 
called on todeal with economic shocks, then 


THE ECONOMIST APRILE IJE 1999. 





wages and prices will have to do thejob. 
“The consequence of one-size-fits-all”; says 
John Flemming, warden of Wadham Col- 
lege, Oxford (and a former chief economist 
at the Bank of England) “is that the strain is 
likely to be taken by unemployment.” 

In the United States, “asymmetric 
shocks” (ie, changes in economic conditions 
that affect one part of the country more than 
another) are partly dealt with by a highly 
mobile labour force. But sceptics doubt that 
European workers will be as adaptable. 
“That’s where the analogy between the 
United States of Europe and the United 
States of America breaks down,” says David 
Greenaway of Nottingham University. 
“Over there, people move across the country 
and when they get there they find the same 
language, the same rv, the same hamburg- 
ers. I can’t see that happening between, say, 
Britain and Sweden.” And if anything, says 
Mr Hughes Hallett, some European labour 
markets are becoming less flexible: indeed, 
the introduction of the 35-hour working 
week was in part a sop for the macroeco- 
nomic pain of getting France into EMU. 

How do the pros respond? As Mr Bui- 
ter’s paper indicates, they readily accept, for 
example, that the Ece is insufficiently ac- 
countable, But for the most part they argue 
that the worries of the antis are overdone. 
Many argue that, within Britain, people 
readily accept a single interest-rate, despite 


The environment 





marked regional differences. The se's Mr 
Layard argues that the stability and growth 
pact will not constrain the role of fiscal pol- 
icy in stabilising the economic cycle, because 
the British budget is in balance. 

But there is also a difference, if you like, 
in the competing economic models of the 
two sides. In essence, the pros acknowledge 
the rigidities in European labour markets, 
the differences in economic cycles and so 
forth, but believe that the creation of a single 
currency will cause these costs to diminish. 
Theantis think that the obstacles will change 
only slowly, if at all. 

Thus Birkbeck’s Ms Sibert thinks that 
continental countries will have to make their 
labour markets freer and that Britain’s 
housing market will also adjust. Indeed, 
more Britons are taking out fixed-rate home 
loans. Yes, says Strathclyde’s Mr Hughes 
Hallett, but the stock of existing home loans 
(as opposed to the flow of new ones) is still 
mostly at a variable rate. Mr Minford agrees 
with the pro camp that labour market rules 
may be modified by emu~-but in the wrong 
direction, If Britain goes in, he thinks, it may 
be coerced into harmonising its system with 
the continentals’, Oxford’s Mr Taylor thinks 
that emu will bring cycles and the use of debt 
more closely into line and that Europe’s la- 
bour markets will become freer. But, he ad- 
mits, no one really knows: “It's uncharted 
territory.” 


The other Goldsmith 


How Teddy Goldsmith has played godfather to the environmental movement 


URING the last election, the public got 

used to the sight of Jimmy Goldsmith, 
leading his troops in the Referendum Party 
on a crusade against the European Union. 
The Referendum Party flopped, and shortly 
afterwards its tycoon leader died. But the 
death of Jimmy has not removed the Gold- 
smith influence from British politics. Jim- 
my’s older brother, Teddy, who celebrated 
his 7oth birthday earlier this year, is on a 
crusade of his own—and may ultimately 
prove more influential than his late brother 
in changing mainstream politics. 

While Jimmy spent his career amassing 
the fortune that would fund his last great 
campaign, Teddy has dedicated his own life, 
soul—and a considerable chunk of the fam- 
ily fortune—to developing the ecology and 
green movements. He founded the Ecologist 
magazine in 1969, which has remained one 
of the most important green journals ever 
since. In 1972 he co-wrote “A Blueprint for 
Survival”, which inspired the foundation of 
the Green Party in Britain, the first of its kind 
in Europe. 

Although other Green parties, notably 
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Do-gooder and gloom-monger 


in Germany, soon eclipsed the British 
Greens, some of Mr Goldsmith’s preoccupa- 
tions are now entering the mainstream of 
politics in the United Kingdom. Last Sep- 
tember, the Ecologist devoted a whole issue 
to the subject of Monsanto, an American 
company, and its production of genetically 








BRITAIN 
modified (cm) food, only to have its entire 
production run pulped by the publisher for 
fear of libel. Since then, however, public 
concern about genetically modified food has 
mounted and Monsanto-bashing has be- 
come a staple of the mainstream press. This 
week the government announced that it 
plans to restructure the committee advising 
iton Ga foods, in response to criticism that = 
members of the present committee are too 
close to the food industry. 

Teddy Goldsmith will not relish the idea.” 
that he has gone mainstream. A large, ener- 
getic man with a white beard, he has phys- 
ically grown into the role of the biblical 
“prophet in the wilderness” that he has cast 
for himself. Despite his well-bred charm 
and his cosmopolitan, establishment back- 
ground (born in Paris, educated at Millfield 
and Oxford), he remains a quintessential 
outsider, Unlike his younger, media-ob- 
sessed brother, Teddy is almost totally un- 
known to the wider public. Whilst Jimmy 
was essentially a “doer”, Teddy’s contribu- 
tion has been as a thinker. But there are also 
important similarities between the brothers. 
Teddy has the family trait of using funda- 
mentalist and extreme language to advance 
the causes he believes in. Green issues, he ar- 
gues, boil down to “a question of whether 
you want life on this planet.” And like Jim- 
my Goldsmith, Teddy is on a crusade against 
“globalisation”. 

The elder Goldsmith has now written 17 
books, “The Way—An Ecological World- 
View”, written in 1992, is probably the most 
ambitious. But he does not just deal with 
grand theory. He is also the proud co-author 


of a three-volume study of the “Social and = 


Environmental Effects of Large Dams”, not 
a tome for the fair-weather ecologist. In 
France he was recognised by the last Mitte- 
rand government, which awarded him the 
Légion d'honneur in 1991, In Britain, Tim 
Lang, Professor of Food Policy at Thames 
Valley University and one of the most influ- 
ential critics of genetically modified foods, 
says that Mr Goldsmith has “without a 
shadow of a doubt been critical” to the mod- 
ernenvironmental movement. 

Even by the standards of his fellow 
Greens, Mr Goldsmith is a single-minded 
fanatic-~or perhaps just a Great British Ec- 
centric, depending on your generosity of 
spirit. For Mr Goldsmith, the end is always 
nigh. He has never brooked any compro- 
mise with governments and big business; the 
“policy-wonking” has been left to his more 
emollient successors such as Jonathan Por- 
ritt of Friends of the Earth. Unlike the vast 
majority of his fellow campaigners, he is also 
well to the rightof the Conservative Partyon - 
social and moral issues. This has made him 
an acquired taste even within the environ- 
mental movement. He has recently lost one 
editor of the Ecologist magazine, Nicholas 
Hildyard, for precisely these reasons. 

For Mr Goldsmith, the problem of ge- 


68 

















BRITAIN 
netically modified foods is symptomatic of 
the wider defects of transnational capital- 
ism—and his big campaign is now against 
globalisation. The Goldsmith Foundation, a 
grant-giving organisation based on the fam- 
ily fortune, contributes to, and Teddy him- 
self co-chairs, the International Forum on 
Globalisation, which is based in San Fran- 
cisco. With Jerry Mander, an American aca- 





<> demic, Mr Goldsmith has co-edited a 600- 


page tome—“The Case Against the Global 
Economy’”—which contains all the argu- 
ments you could ever think of against glob- 





Government computers 


The mice bite back 


A succession of official computer projects are ending in chaos 


TE opening scene of “Carlton-Browne 
of the ro”, a classic Ealing comedy of 
1958, stars a mouse determinedly nibbling 
its way through a crucial treaty in the vaults 
of the Foreign Office. Forty years on, life un- 
der New Labour has begun to imitate art. 
The introduction of a new £77m ($125m) 
computer system at the Home Office’s Im- 
migration and Nationality Directorate (IND) 
has led to such delays in processing asylum 
applications that there are reports of rats 
gnawing away at vital documents. Rodents 
apart, teething problems with the depart- 
ment’s new computer system have led to 
thousands of lost or inaccessible files, with 
applicants having to wait for months while 
frantic searches are made for their docu- 
ments. More than 60,000 applications await 
processing. The results of the chaos are vis- 
ible outside the inp’s grim south London 
headquarters, where the queues now startat 
four in the morning. The delay in comput- 
erising the no's files has already forced an 
abject apology from the home secretary, 
Jack Straw. He told mrs that he “greatly re- 
gretted” the problems that had occurred and 
said the chaos is “totally unacceptable”. 
None of this should have come as a sur- 
prise. The cock-up at the inp, exacerbated 
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alisation, and quite a few more besides. 

In British politics, his-attacks on global- 
isation have percolated through to the La- 
bour left via mes like Alan Simpson. And on 
the right, Mr Goldsmith will be a-player in 
the campaign against Britain’s joining the 
single European currency. To the Goldsmith 
school of thought, the future of politics con- 
sists of a reconfiguration of parties into 
“globalists” versus “localists”, In the tribal 
politics of Britain, it will never come to that. 
But with “the other Goldsmith” pressing 
hard, it will not be for want of trying. 


by its move to new offices, is merely the lat- 
est in a long line of computer disasters to hit 
central government. The Parliamentary 
Public Accounts Committee (rac) is cur- 
rently examining nearly 40 computer pro- 
jects which have gone seriously wrong in re- 
cent years. The Treasury has also begun an 
inquiry into why so many privately fi- 
nanced government rr projects have ended 
in tears. Among the more notorious failures 
are the new air-traffic-control system for 
London which isrunning four years late and 
75% over budget, the Post Office’s benefits- 
card system and the Contributions Agency’s 
attempt to modernise the national insur- 
ance system. Computer Weekly, a trade 
magazine, estimates that these and other re- 
cent computer blunders will cost the tax- 
payer more than £1 billion. 

A critical National Audit Office report, 
published last month, drew attention to the 
risks of adopting a “big-bang” approach to 
managing change. The inp contract to com- 
puterise its systems is a classic example. The 
original contract signed by the Home Office 
in April 1996 was based on using existing 
software to do the highly complex job of 
computerising the department's records. 
But shortly after winning the contract, Sie- 





mens decided to develop.a bespoke. system 
with the help of a specialist sub-contractor, 
Perot Systems. Predictably this ambitious at- 
temptended in disarray, leaving Siemens at- 
tempting to finish the job onitsown. 

An even worse example is the new na- 
tional-insurance recording system which 
has been so plagued with problems that An- 
dersen Consulting; the main contractor, is 
reported as likely to lose many millions of 
pounds on the contract. There have been 
more than 1,900 systems glitches of which 
three-quarters are said to be unresolved. 
The consequences include 160,000 pension- 
ers in receipt of state pensions being under- 
paid, more than ım claims for the Jobseek- 
ers Allowance cleared without up-to-date 
information and 17m national-insurance 
records waiting to be processed. The backlog 
of data is such that even when the system is 
fully working, it will take years to clear. 
Compensation for the thousands affected 
will run into tens of millions of pounds. The 
government has agreed to pay bank charges, 
telephone bills and postal fees as well asa flat 
amount in compensation. 

Another troubled computer project is 
the £1 billion benefit-payment swipe-card 
system, known as Pathway, under develop- 
ment for the Benefits Agency and the Post 
Office. The contract, awarded to cL, to com- 
puterise nearly 20,000 post offices to allow 
them to pay out a wide range of benefits via 
cards is already two years behind schedule. 
The system was due to be in operation by the 
beginning of this year but so far only 205 
post offices are taking part in a limited field 
trial. Ministers now doubt whether the gov- 
ernment’s revised deadline of November 
2000 will be met. 

What lessons are there to be learnt from 
these disasters? It is true that private indus- 
try also makes costly computer-procure- 
ment mistakes. Take for example the recent 
problems of the Stock Exchange. But central 
and local government appear even less well 
adapted to learning from past errors. 

The pac has published more than 30 re- 
ports in the past decade on expensive infor- 
mation-technology failures in all the key 
Whitehall departments. David Davis, its 
chairman, says there are a number of com- 
mon features. They range from under esti- 
mating the costs and technical problems to 
poor specification and weak project man- 
agement. “A number of the departments ap- 
pear before you so often that they are almost 
like old friends,” he says wrily. The minister 
for the Cabinet Office, Jack Cunningham, 
launching last month’s white paper on 
“Modernising Government”, said one of its 
aims was “to avoid some of the calamities of 
the past which we inherited from the previ- 
ous administration.” But bad computer- 
procurement decisions are common to all 
parties. They stem not from bad politics, but 
from poor management. 
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Flying blind? 


ONY BLAIR is an extraordinary politician. But the past few 

weeks have put him under extraordinary pressure. Elections are 
imminent: in local government, for the new parliaments in Scot- 
land and Wales, and for the European parliament. Meanwhile, big 
questions of war and peace are drumming the prime minister from 
his usual sport of wiping the floor with his domestic opponents. 
With Nao, Britain isin its third week of war with Serbia. In North- 
ern Ireland, the peace which Mr Blair engineered a year ago looks 
fragile. Times like these show the true temper of a national leader. 

So far, Mr Blair has at least kept his cool. But in his approach to 
both places the prime minister has also shown a cast of thought that 
you can choose either to admire or condemn. Admirers might call 
this a habit of optimism, of the sort 
that encourages a politician to take 
worthwhile risks. Critics will call it 
inattention to detail, of the sort that 
can cause unnecessary mistakes. For 
his part, Bagehot cannot help noticing 
the resemblance between Mr Blair 
and Rodney Wainwright, 

Rodney Wainwright, you may 
remember, is the Australian academ- 
ic in David Lodge's novel, “Small 
World”. He has a problem. Having 
been invited months ahead of time to 
deliver a lecture at an international 
conference in Jerusalem, he cannot 
for the life of him get beyond the first 
two and three-quarter pages of the 
required text. Whenever he tries to, he 
bumps into writer’s block. At one 
point he tries writing his two and 
three-quarter pages all over again, ve- 
ry fast, hoping that, like a pole vaulter 
lengthening his run-up for a daunting 
jump, sheer momentum will carry 
him across the obstacle. It doesn’t. 
Eventually, in his conference hotel, 
he constructs a cunning plot against 
himself, whereby he will leave com- 
pletion of his paper to the last possible 
moment, and thus force himself to 
finish it by the sheer, inexorable pres- 
sure of diminishing time. This seems 
to work. The night before, he sits down next to his mini-bar and 
finds his pen flying exuberantly across the page. Next morning, he 
wakes up amid a litter of empty bottles and sheets of paper covered 
with illegible gibberish. With clenched smile he descends to the au- 
ditorium, clutching two and three-quarter pages of a lecture that is 
supposed to last for 50 minutes. He does not know what will hap- 
pen, but prays for a miracle, and starts to read. 

In Northern Ireland a year ago, Mr Blair bumped into a writer’s 
block. Whereas Sinn Fein’s Gerry Adams said that giving up IRA 
weapons could not be a precondition for its entering the cabinet of 
the new assembly at Stormont, the Ulster Unionists’ David Trimble 
insisted on it. So Mr Bair wrote an agreement that (a) did not make 
weapons decommissioning a precondition, whilst (b) assuring Mr 
Trimble that the decommissioning would indeed take place. Mr 
Blair’s assumption seemed to be that all would somehow come right 
on the night. But as of the middle of this week, the night had come 
and all had not yet come right. Both Mr Adams and Mr Trimble are 
adhering unobligingly to their irreconcilable principles. 
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NATO's Campaign against Serbia has a similarly Wainwright- 
ish quality. The first two and three-quarter pages of the NATO 
script looked sound enough: drop bombs on some Serbian 
bridges, factories and refineries, and Mr Milosevic will see the 
need to stop being beastly to the Kosovars. But here, too, moving 
beyond the first bit of the script has been harder than expected. 
So Mr Blair just keeps on reading the early pages out all over 
again. Bagehot has lost count of the number of times Mr Blair and 
his ministers and generals have said gravely from Parliament or 
podium that the bombing campaign is being broadened, dee- 
pened, reinforced, accelerated, intensified and will simply con- 
tinue until Mr Milosevic jolly well yields. Sometimes the wrong 
people die, but there is said tobe na 
question of changing tactics, 
launching a ground war, or modi- 
fying NATO's war aims. Mean- 
while, many of the Albanians of 
Kosovo, whom the bombing was 
intended to save, have been turn- 
ed into refugees. 

So which is the real Mr Blair? 
The optimist who takes necessary 
risks? Or the chancer who fails to 
think through the details? For the 
moment, there is still evidence for 
the former. 

First, both adventures might 
come right. In Ulster, the inexora- 
ble pressure of diminishing time 
might still work for Mr Blair. And 
even if Mr Trimble and Mr Adams 
cannot bridge their differences, the 
risk which Mr Blair took a year ago 
in fudging on arms would have 
had its benefits: not just stopping 
violence, but creating an alliance 
between the Ulster Unionists, the 
Irish and American governments 
and the nationalist spure, which 
will make it harder for the ma to 
resume its war without adding to 
its isolation. In the Balkans, too, it 
is still more likely that Serbia will 
bend the knee than that Nato will 
admit defeat. To say that this will come too late for the Kosovarsis 
a bit too glib: Mr Milosevic planned his campaign of ethnic 
cleansing long before the first naro bomb fell. Mr Blair’s stand- 
ing will depend on the terms under which the Kosovars can re- 
turn. Sometimes, statesmanship consists of having the courage to 
take the first step even when you cannot see the next. 

Besides, Mr Blair is always cautious in one way. He gets the 
domestic politics right—a harder trick than it looks. Alex Salm- 
ond of the Scottish Nationalists thought he had read the public 
mood when he called the bombing a folly that would unite the 
Serbs. His popularity has slumped. Mr Blair drops his bombs 
and speaks of a “new internationalism”, in which dictators may 
nolonger bully their own people. For all the horrors in Kosovo, he 
and his Balkan policy have been flying high in the polls, 

Oh. You may wonder what happened to Mr Wainwright. He 
has barely started to read when news arrives that the hotel is suf- 
fering an outbreak of Legionnaire’s Disease and the lecture must 
be abandoned. In 
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Commerzbank’s focus on German ` 
-and European economic issues 4/99 


Y2K - a threat 
to liquidity? 





Given the dependence of modern business on informa- 
tion technology, the Year 2000 problem poses. a number 
of risks for both individual firms and entire sectors. In 
the financial sector, concern is often voiced that serious 
liquidity shortages could emerge. However, prices for 
interest-rate futures suggest that the markets now think 
that a liquidity squeeze is less likely than they did in the 
second half of last year. And if extra liquidity is needed, 
the central banks will provide it. Concerns that the Y2K 
problem will affect liquidity seem less justified, there- 
fore, than the related fears regarding output. 





international presence: 
Almaty, Amsterdam, 
Antwerp, Atlanta, Bangkok, 
Barcelona, Beijing, Beirut, 
Bratislava, Brno, Brussels, 
Bucharest, Budapest, Buenos 
Aires, Cairo, Caracas, 
Casablanca, Chicago, 
Copenhagen, Dublin, Geneva, 
Gibraltar, Grand Cayman, 
Hong Kong, Istanbul, Jakarta, 
Johannesburg, Kiev, Labuan, 
London, Los Angeles, 


Luxembourg, Madrid, Manama, 


Mexico City, Mumbai, Milan. 
Minsk, Moseow, New York, 
Novosibirsk, Paris, Prague, 
Rio de Janeiro, San Francisem, 
$40 Paulo, Seoul, Shanghai, 
Singapore, St. Petersburg, 
Sydney, Taipei, Tashkent, 
Tehran, Tokyo, Toronto, 
Warsaw, Zagreb, Zurich. 


Demann for cash and short-term 
assets could increase as from 
end-1999 for several reasons. It 
could rise, for example, due to 
fears that banks are incapable of 
coping with the Y2K problem, or 
perhaps. because companies are 
uncertain as to whether their 
customers will-pay on time. 
Apart from this, production 
might be stepped up to accommo- 
date the desire of firms to boost 
their inventories as a precaution- 
ary measure. This would produce 
stronger. demand for: cash, short- 
term funds and credit lines. 


One indication of whether the 
markets expect liquidity to be- 
come scarce at the end of Decem- 
ber is provided by the prices of 
interest futures for time deposits 
due after the critical date. And the 
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month funds in international inter- 
bank trading will temporarily 
become more expensive. Futures 
prices reflect expectations regard- 
ing both monetary policy and the 
liquidity situation. which is usu 
ally tighter at the end of the year. 
The Y2K premium tan be identi- 
fied by adjusting money-market 
rates around the millennium 
change to factor out these normal 
effects. 


Year 2000 premium 


current assumption is that three- 





temporarily. The central banks 
ean do this without endangering 
price stability, Some, like the 
Federal Reserve, have already 
indicated their willingness- to 
do so. 


NONETHELESS, it is too early yet to 
sound the all clear, and banks 
must continue to take the Y2K 
issue seriously. They must all 
recognize that their liquidity 
position will be influenced by 
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THREE-MONTH Eurodollar interest- 
rate futures show that such a 
Year 2000 spread has by no 
means been stable over time. 
While the millennium premium 
was negligible for such contracts 
up to last June, it climbed to over 
20 basis points in October, only 
to decline again since then. Nat- 
urally, though, the markets can 
be wrong, so it cannot be ruled 
out that the Y2K premium will 
rise again in the course of 1999. 


COMMERCIAL. BANKS themselves 
may be seen asa potential source 
of millennium-related problems. 
If so, they.can help prevent 
liquidity shortages by rapidly 
putting the finishing touches to 
their Y2K preparations and mak- 
ing sure that everyone knows 
this. However, should demand 
for liquidity increase because 
companies fear that they will not 
receive payments from their 
customers promptly, extra funds 
will have to be made available 
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what others both at home and 
abroad have done to tackle the 
problem. Banks in the industrial 
countries should ascertain 
whether their clients and firms 
they work with are Year 2000- 
compliant, especially in emerging 
markets. 


Wirth the help of central banks, 
financial institutions can ensure 
that businesses will not face a 
serious liquidity squeeze as we 
enter the new millennium, Any 
fallout from the Y2K problem is 
more likely to take the form of 
output losses, which even in 
industrial countries could cause 
GDP growth to slow in the first 
few months of the year 2000. 





For more information about 
Commerzbank’s.broad scope of 
research capabilities and finan- 
cial services, just contact the 
bank's head office in Frankfurt. 
Fax +4969 136-298 05 
www.commerzbank.com 








BUSINESS» 


Paper lions 


JOHANNESBURG 


South Africa has embraced black economic empowerment. It is not working 


T THE height of apartheid, black South 
Africans were barred from most busi- 
nesses, White firms employed blacks only 
for the sweatiest and worst-paid tasks; the 
education system sought to keep them 
qualified for little else. Hegal black-run 
shops and pubs hid behind closed doors to 
avoid police raids. Before 1979, blacks 
could not even own property in urban ar- 
eas. It was clear, when the African National 
Congress (ANC) came to power in 
1994, that fostering a new black 
business class would be as diffi- 
cult as it was desirable. 

On the face of it, black busi- 
ness has blossomed, Companies 
are scrambling to bring blacks 
into the boardroom. Black cus- 
tomers throng Johannesburg's 
chic boutiques and bmw show- 
rooms. The newspapers report an 
endless stream of “black-empow- 
erment” deals: some 130 invest- 
ments worth 21 billion rand ($3.8 
billion) in 1998. Black-controlled 
firms now account for 6% of the 
value of the Johannesburg Stock 
Exchange (jse), up from 1% three 
years ago, according to Business- 
Map, a consultancy (see chart on 
next page). Firms with large, but 
not controlling, black share- 
holdings account for twice as 
much again. 

Some “black chips” have 
prospered. Shares in Kunene 
Technology, a technology hold- 
ing-group, rose by 190% last year. Those in 
Theta, a financial holding group that spe- 
cialises in small loans for poor people, rose 
by 160%, while the stock price of African 
Harvest, another finance company, dou- 
bled. “Few substantial transactions take 
place any more without a black-empower- 
ment angle,” notes a recent report by Ernst 
& Young, a consultancy. 

Optimists like to argue that, in the long 
run, black empowerment will create three 
strengths. First, black managers will be bet- 
ter able to sell things, from insurance to 
soap powder, to other blacks. Second, firms 
that are seen to be black are more likely to 
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land government contracts, And third, 
black shareholders, particularly if they are 
unions’ investment arms, should foster 
calmer labour relations. 

Yet much of the progress is illusory. 
Firms that rely on political connections to 
obtain finance have done poorly. Shares in 
Mawenzi Resources, an investment firm 
headed by Mzi Khumalo, a hero of the 
struggle against apartheid, plunged by 72% 





in 1998, New Africa Investments, run by 
Nelson Mandela's doctor, has struggled. Of 
the 29 black-controlled listed firms that 
have been trading for more than a year, 
about half outperformed the jse in 1998— 
but that is to be expected, since most are 
holding companies whose assets consist 
chiefly of other companies listed on the JsE. 

One problem is that black-empower- 
ment deals have done little to establish gen- 
uine businesses. To impress the govern- 
ment and perhaps to avert racial unrest, 
white banks and businesses decided that 
they should nurture black capitalists. Be- 
cause few blacks had much capital, banks 








lent money to well-connected black consor- 
tia that wanted to acquire shares in white 
businesses. The white firms offered their 
equity at a discount, because they thought. 
that having black shareholders was politi ` 
cally sensible. The new black moguls were © 
to repay their loans when their shares ap». 
preciated in value. 

Quite how hollow such deals really 
were has now become obvious. The jse fell 
by 12% last year; and since South African 
interest rates are high (about 20%), the aver- . 
age black-chip’s shares have not done well 
enough for it to service its debts. If share 
prices do not recover, many indebted new 
black tycoons will be unable to meet their 
repayment deadlines and their shares will 
in theory revert to their creditors. In prac- 
tice, it would be unwise for white-owned 
banks to foreclose on black clients, several 
of whom are former ANC bigwigs. 
Moreover many black acqui- 
sitions are “ring-fenced”: that is, 
profits from good investments 
need not be used to cover losses 
on dud ones, which further re- 
duces the investors’ risk. 

Black empowerment has thus 
led to an odd sort of capitalism. If 
a deal goes well, everyone bene- 
fits. If it bombs, the banks absorb 
the blast. No wonder that most 
empowerment financiers are 
busily devising ways of shifting 
more risk on to black shoulders. 
Ring-fencing is going out of fash- 
ion, and some banks are thinking 
of using derivatives to hedge 
against future market declines. 
Reuel Khoza, the black chairman 
of Eskom, the state electricity 
firm, writes mockingly that black 
business thinks it has found “a 
new alchemy”: the idea that 
“through sophisticated financial 
engineering, we can turn black- 
ness into gold.” 

No amount of financial engineering 
can deal with the fundamental flaw of 
black empowerment, South African-style: 
that the emphasis has been almost entirely 
on taking over chunks of existing enter- 
prises, rather than creating new ones, When 
it was first in office, the ANC made the en- 
couragement of small, bottom-up black 
business a priority. Although there have 
been some successes, such as black radio 
stations, Herdbuoys (an advertising 
agency) and Motswedi Technology Group 
(acomputer-services firm), they are few and 
far between—and mostly unlisted. 

Fast-food and convenience-store fran- 
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chises, an obvious first step on the ladder, 
are often awarded to blacks, but franchises 
still account for a tiny share of retail sales. 
Black firms in the tourist industry, one of 
the few sectors enjoying a modest boom, 
have made little impact. Black townships, 
even the most densely populated, are con- 
spicuous for their lack of commercial buzz. 
Soweto, with 3m-4m people, boasts only a 
handful of stores: residents shop in Johan- 
nesburg. 

Many small-businessfolk feel that the 
government has become discouraged and 
stopped trying to help them. If anything, 
the millions of rand poured into flashy, pa- 
per-shuffling empowerment deals has re- 
duced the amount banks can spare for real 
black entrepreneurs. This is a great shame. 


| 
_ Hostile reception 





SPECTRE is haunting Europe: the 
hostile bid. So far this year, there 
have been 13. If this pace continues there 
will be more hostile bids in Europe than 
in any previous year. The value of those in 
the works is already three times the earlier 
record for the year (see chart}—and by far 
the biggest are in continental Europe, not 
_ Britain. Olivetti’s €60 billion ($65 billion) 
| bid for Telecom Italia dwarfs the others, 
| but the €34 billion ($37 billion) bid by 
Banque Nationale de Paris for its domes- 
tic rivals, Société Générale and Paribas, is 
no minnow either. A boon for sharehold- 
ers? History is not encouraging. 
Paul Gibbs, an analyst at J.P. Morgan, 
has crunched the numbers. Since 1990, 
there have been 222 hostile bids in Eu- 
rope. Only 68 were on the continent, of 
which only a third were successful. Given 
that the fees of a big deal can be $100m or 
more, and given also the disruption that 
the whole exercise causes to management, 
failure is expensive for a buyer. 
So, often, is success. Deals in which 
there is only one hostile bidder often 
command a lower premium over the pre- 


Phinda Madi, a prominent black critic of 
the way empowerment has been pursued, 
argues the most empowering thing for 
most black South Africans would be a job. 
Yet a third of the workforce is out of work, 
and the share is rising. Black empower- 
ment has created almost no new jobs. 

If it really wanted to make a difference, 
the state could do several useful things. It 
could relax labour laws that deter firms 
from hiring. It could further ease the laws 
that make it hard for the “unbanked” to ob- 
tain a loan. It could accelerate the horribly 
slow pace of privatisation. And it could 
also do something about the yawning skills 
shortage. A new payroll tax of 1% is to be 
devoted to training—though it will be spent 
on what the government, not business, de- 
cides is necessary. Imparting skills will re- 
main arduous, so long as South Africa's 
schools and universities turn out hordes of 
semi-literate arts graduates and hardly any 
black engineers or accountants. 

Redistributive “black empowerment” 
has made a few black South Africans honk- 
ingly rich overnight. In a way, it is uplifting 
to see South Africa’s new black millionaires 
flashing their Rolex watches and being 
grovelled to by managers of the very restau- 
rants that used to exclude them. But if it 
consists mainly of giving slices of white eq- 
uity to the well-connected black elite, em- 
powerment is unlikely to do much for 
South Africa’s masses. 
it 








vailing share price of the target than they 
would in Britain. This may be because 
bids on the continent often do not extend 
to all shareholders, so it is possible to col- 
lar just a few of the main ones. This is 
what LVMH, a French luxury-goods firm, 
recently tried unsuccessfully to do with 
Gucci, a smaller rival. 

Contested bids are another matter. 




















Telecom Italia 
Please try later 


ROME 


VER since Olivetti sprang a hostile bid 

on Telecom Italia in February, the ele- 
phantine telecommunications group has 
put up a feeble fight against a firm that is a 
fraction of its size. In the latest manoeuvre, 
a shareholders’ meeting on April 10th to ap- 
prove the firm’s defence, Telecom Italia’s 
board admitted defeat even before the 
meeting opened. The shareholders had de- 
nied it a quorum by staying away. 

Telecom Italia’s management wanted 
their approval for the purchase of the 40% 
ofshares that the firm does not already own 
in Telecom Italia Mobile, a cellular-tele- 
phone subsidiary, as well as for a share- 
buyback plan and a proposal to convert 
non-voting shares into ordinary stock. If 
these schemes to push up Telecom Italia’s 
share price had succeeded, Olivetti, faced 
with an impossibly large task, would have 
withdrawn its bid. 

That bid is already under strain. The 
firm’s opening offer for each Telecom Italia 
share, of €6 ($6.50) in cash plus €4 in 
shares and bonds in Tecnost, a subsidiary 
that is the planned vehicle for the takeover, 
was widely considered to be too low. 
Olivetti came back on March 29th with a 
revised bid worth a total of €11.50 per 
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Typically, calculates Mr Gibbs, when the | 
bid is contested, a successful bidderhasto | 
pay a premium of 50-60%, compared 
with 40% in Britain. In simple terms, the 
buyer then has to increase the profits of 
the company by a similar amount just to | 
break even. Yet in continental Europe, it 

is hard to increase profitability by cutting 
costs because sacking people is expensive, 
time-consuming and unpopular. BNP, for 
example, has promised that there will be 
almost no job losses. 

Why then such a high premium? One 
reason is that hostile bids are often born 
of desperation; another that the target of- 
ten wheels in a “white knight”: a friendly 
counterbidder ready to offer an even 
more extravagant price. National inter- 
ests can play more of a role in such situa- 
tions than shareholder value. 

Although it is an old saw that hostile 
bids are generally better for the acquired 
than the acquirer, this is doubly true in 
Europe. But there are still reasons for 
cheer. A target company is often one 
which manages its business badly; even if 
it fights off a bid, the record suggests that 
it has only a one-in-three chance of re- 
maining independent. And takeover bat- 
tles are also a lot of fun. 
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We decided not to pull the plug. 
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3,400 brochures sent. 
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You have a great acquisition opportunity. 
Can you spare the cash? 
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your position across any currency, organization and time period. In other words, it’s as close as you can get to predicting the 
future. Oracle® Applications integrate your entire business — sales, service, supply chain, manufacturing, accounting, projects, 


human resources. Everything. Our applications capture all the information needed to provide a complete view of what's going 
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share, having announced three days 
earlier that its advisers had raised 
much more than the €22.50 billion 
it was seeking to finance the bid. Al- 
though Olivetti’s offer is attractive 
compared with Telecom Italia’s 
share price of €8.40 at the beginning 
of February, before Olivetti’s interest 
became known, some analysts think 
€13-14 would be a fairer price. 

Nevertheless, Franco Bernabe, 
Telecom Italia’s chief executive, and 
his fellow directors have taken a bat- 
tering. Holding a shareholders’ 
meeting on a Saturday in Turin is 
not the best way to attract a crowd. 
And investors had plenty of reasons 
to withhold their support. Some are 
waiting for the publication of Oli- 
vetti’s prospectus, which was filed 
for the regulator's approval on April 
gth. Others think that Telecom Ita- 
lia’s industrial and financial plans 
to fend off Olivetti are not good 
enough. True, the bid from Olivetti 
was so outrageous as to seem unbe- 
lievable, but Telecom Italia’s defence 
has been slow and complacent. 

Telecom Italia’s reverse will not 
necessarily be Olivetti’s gain. There 
remain several doubts about its bid. 
One is the heavy debt with which 
Olivetti would saddle Telecom Italia, and 
on which it would have to pay a high rate of 
interest. Another is how Olivetti would 
treat Telecom Italia’s minority sharehold- 
ers, who would sit-at the end ofa stack of 
holding companies. Waverers cannot have 
found it normal that a bidder should sell 
shares in the company it is trying to buy, as 
Olivetti did just before it announced its in- 
creased offer at the end of March (the firm 
later said blandly that it had made a 
mistake). 

Yet the main weakness is Olivetti’s 
management. Although the firm runsa suc- 
cessful telecoms business, Infostrada, as 
well as Omnitel, Italy’s second cell-phone 
operator, Roberto Colaninno, the chief ex- 
ecutive, and his team cannot claim credit 
for this. Omnitel had already passed 
through its fragile launch and covered 
about 60% of Italy and around 80% of the 
population when Mr Colaninno took over 
in September 1996. Former insiders say 
Olivetti’s survival strategy of abandoning 
information systems was in place when Mr 
Colaninno arrived from the car compo- 
nents industry, where he had worked since 
1969. Bidders usually bring capital, tech- 
nology, markets or management to the 
feast. Olivetti offers none of these, says a 
businessman once close to the firm. 

What happens next will depend partly 
on the reception that the regulator gives to 
Olivetti’s proposals. Despite the fuss so far, 
the real offer will be contained in the pro- 
spectus, which has not yet been published. 
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Olivetti must make sure that the document 
clears administrative and legal hurdles by 
April 25th so that the offer can start before 
the end of the month, or it lapses, 

Telecom Italia’s fate will depend also 
on Mr Bernabe. The beleaguered boss has 
few options. He could put together a 
counter-bid along the lines of the Olivetti- 
Tecnost scheme. Or a white knight may res- 
cue Telecom Italia from its unwelcome bid- 
der. Britain's BT, Germany's Deutsche 
Telekom, Spain’s Telefonica and America’s 
SBC have all been mentioned, although 
none has publicly expressed any interest. 
The Italian government does not want a 
foreigner to take control, but it would have 
difficulty using its golden share to block a 
European bidder. Nevertheless foreigners 
might think twice about investing when 
they are not wanted, especially because 
they would have to deal with Telecom Ita- 
lia’s huge overmanning. 

Most fund managers would certainly 
like a counter-bid. Cynics think that 
Olivetti’s offer is all an elaborate charade, 
designed to win the firm a much smaller— 
but dominating—~stake in Telecom Italia. 
Eighteen months after privatisation, the 
Italian government is still the firm’s largest 
shareholder, with a modest 3.4% stake that 
it wants to sell. Olivetti earns points for be- 
ing Italian. Yet a messy compromise at a 
company that is so lacking in direction and 
so badly in need of restructuring would be 
the worst possible outcome. 
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South Korean restructuring 
More pain, please 


SEOUL 


IXTEEN months after its humiliating 

IMF rescue, South Korea is a changed 
place. Or is it? Its militant trade unions 
have been made meek by their members’ 
fears of layoffs, a phenomenon once almost 
unknown in the country. Politicians who 
formerly ran South Korea hand-in-hand 
with big industrial conglomerates, or 
chaebol, now criticise them at every oppor- 
tunity. And within the chaebol themselves, : 
there has been an even more dramatic de- 
parture: executives at Samsung Electronics, 
a privileged lot who once ran their com- 
pany with an iron fist, have taken to wash- 
ing the feet of their salesmen in a ceremony 
meant to boost morale and increase sales. 

But there are also signs that the bad old 
South Korea is re-emerging. Blame the im- 
proving economy. industrial output and 
the stockmarket are now close to pre-crisis 
levels; the government is forecasting a re- 
turn to healthy economic growth this year; 
and the currency is just low enough to be 
competitive without wiping out savings. 
Suddenly the siege mentality that spurred 
government, companies and citizens alike 
to make the reforms for which the country 
has been praised is evaporating. 

Evidence of backsliding is everywhere, 
Despite promising to reduce their vast 
debt, the top five chaebol ended last year 
owing 7% more than they had the year be- 
fore. They tried to play this down by restat- 
ing their assets at market value, rather than 
the much lower book rate. This has a flatter- 
ing effect on debtto-equity ratios (see 
chart).On April 12th Moody’s, a debt-rating 
service, gave a warning that such “creative” 
accounting would slow progress in reduc- 
ing overcapacity and debt, endangering the 
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South Korean banking system. 

Last year Ssangyong, the seventh-biggest 
chaebol, promised creditors it would sell 
its oil-refining business to sK, a competitor, 
to raise $400m (490 billion won) and spin 
off its cement business for another $1 bil- 
lion. But now it is having second thoughts, 
despite having an eager cement buyer in 
the form of rx1, a Texas-based building-ma- 
terials firm. And yet Ssangyong has debts of 
nearly $12 billion, a staggering 14 times its 
equity at the end of last year. 

Similarly, Tongkook Synthetic Fibers 
had struck a deal to sell its spandex yarn 
factory to DuPont for about $250m, only to 
scrap it earlier this year as conditions im- 
proved, It applied for a state-sponsored 
“work-out programme” which will require 
it to take the less radical measure of merg- 
ing with two loss-making sister firms in re- 
turn for protection from its creditors. Cred- 
itors came under pressure not only to 
waive payments on interest and principal 
for Tongkook’s combined $1 billion debts 
until 2002, butalso to provide nearly $50m 
in new loans and debt-for-equity swaps. 
Analysts doubt whether the merger will cre- 
ate any synergy beyond keeping Tong- 
kook’s two troubled sisters in business. 

Other beneficiaries of the work-out pro- 
gramme have made scarcely more progress. 
At least 65 firms have qualified for the pro- 
gramme by promising creditor banks that 
they will take such drastic steps as selling 
assets and replacing top managers with 
abler hands. But their efforts have so far 


been disappointing. They have raised only 
$600m, less than 10% of the amount that 
they promised, and only a handful of firms 
have found new bosses. 

Even companies that rightly went bust 
have been miraculously revived, with little 
pain. In December 1997 the Halla group 
(owned by a brother of Chung Ju Yung, 
founder of the Hyundai group) declared 
bankruptcy, with combined debts of more 
than $6 billion. More than 140 creditors, 
including Hyundai, agreed to write off half 
of Halla’s debts so that Halla might borrow 
$1 billion overseas and raise $700m by sell- 
ing assets. But Halla has so far borrowed 
only $345m and sold a mere $110m of as- 
sets. It is now back on its feet and the incen- 
tive to go further is fading: the government 
is bailing out many of the banks. 

To his credit, President Kim Dae Jung 
has begun to sound the alarm. On April 
13th he accused the biggest chaebol of back- 
ing away from their promised restructur- 
ing and gave a warning that this could lead 
to another economic crisis. The Financial 
Supervisory Service has pledged to halt 
misleading asset revaluations. And Mr Kim 
is meeting the heads of some of the largest 
chaebol later this month to encourage the 
big mergers that he championed last year. 
Most have stalled with disagreements over 
price and control. But mere exhortation 
may not be enough in the face ofa buoyant 
stockmarket and resurgent trade. How 
about arranging another heart-stopping 
currency crash? 

a 





Japanese toys 
Big game hunting 


TOKYO 


The Japanese toy industry is in the doldrums—a perfect opening for foreigners 


HERE were nostalgic toys, such as train 

sets; faddish toys, such as Tegaki Pipi, a 
mobile gadget that lets teenagers swap e- 
mail; and nauseating toys, such as a Furby 
pet that gurgles in Japanese. But the real 
talking-point at last month’s Tokyo Inter- 
national Toy Fair was the return of Mattel. 
After an absence of three years, the world’s 
biggest toy maker is back. And it may be 
thinking of a bid—possibly for Bandai, the 
largest toy maker in Japan. 

Mattel’s interest may seem surprising. 
The ¥950 billion ($8 billion) Japanese toy 
market has been flat for the past three years. 
Sales of traditional toys are declining in fa- 
vour of computer games, interactive char- 
acters and “grown-up” toys such as mobile 
telephones and instant cameras that print 
mini “photo-stickers”. The pool of children 
under 14 is shrinking and the average an- 
nual amount that each child spends on 
toys has fallen by half since the bubble 
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economy burst, says Atsuko Tatsumi, editor 
of Weekly Toy News. 

Most of Japan’s toy makers are reeling. 
Yet that might be just the time for a pushy 
American such as Mattel to strike. Jill Ba- 
rad, its chief executive, is under pressure to 
prove herself. On April 15th, the company 
reported lower quarterly sales, a net loss 
and plans to cut 10% of its workforce. Ms 
Barad wants to double Mattel’s interna- 
tional sales within five years. 

The signs are that Japan will be one of 
her targets. Last month Mattel replaced the 
American expatriate who headed its Japan 
operation with Sam Sugiyama, a native 
who is a marketing hot shot from Unilever. 
He thinks that, with the spread of such big 
retailers as Toy “R” Us, Mattel will benefit 
from better marketing and distribution. 
But Barbie's maker may have bigger plans 
up its gold lamé sleeve. “Mattel has huge 
ambitions in Japan,” says Mr Sugiyama. 





Barbie goes to Japan 


“We are looking at all opportunities. We 
are very anxious to do something quickly.” 
Rivals are nervous. “Mattel is clearly intent 
on getting further into this market,” says 
Kantaro Tomiyama, president of Tomy, the 
country’s second-biggest toy maker. 

Mattel has a number of possibilities. 
Capitalised at $7.5 billion, and with $212m 
in cash, it could manage to bid for Sega, 
which is valued at ¥230 billion. But the 
computer-games maker is dominated by 
Isao Okawa, its chairman and biggest 
shareholder. Takara or Epoch, Japan’s 
third- and fourth-largest conventional toy 
makers would be easier prey. 

However, the talk is that Mattel has its 
eye trained on Bandai, which is worth ¥74 
billion and produced such hits as Tamag- 
otchi virtual pets and Power Rangers. The 
company has flirted with consolidation be- 
fore. In 1997 its managers announced a 
merger with Sega, only to see their plan tor- 
pedoed by their own employees—and, 
many suspect, by some board members 
worried that Bandai’s creative culture 
would be stifled by Sega’s bureaucracy. 

Such a concern might apply doubly 
with the larger, foreign-owned Mattel. 
However, as Mr Sugiyama notes, pointing 
to Nikko’s tie-up with America’s Travellers 
and Renault's alliance with Nissan, “Japa- 
nese business sentiment towards foreign 
companies is changing rapidly.” 

Yet these days Bandai may no longer be 
in much of a position to argue. The firm is 
not what it was. Tamagotchi pets are well 
past their prime and the new Wonder- 
Swan, its great hope and a Gameboy look-a- 
like, has not yet proved a hit. The group ex- 
pects to lose ¥18.5 billion in the year to 
March 1999. Recently Bandai replaced its 
second president since the Sega fiasco with 
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Economic reforms gain momentum. The new BiH is ready to welcome 
foreign investment. Find out why? During this two-day forum investors will 
appreciate the achievements made so far, understand the challenges 
ahead: and explore opportunities for market entry. You will meet 
representatives from the business community, from Government, 
international financial institutions and organizations. Company visits are 
arranged upon request. 
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Takeo Takasu, who won his spurs at Sanwa, 
the group's bankers. Mr Takasu, who spent 
almost a decade in America embracing, as 
he proclaims, American management val- 
ues, is widely seen as having a mandate to 
sell the company. “We are very open to ev- 
erybody. We are looking for a strong part- 
ner,” he says. 

If Mattel is an unwelcome buyer, he 
may look closer to home. Tomy has pros- 
pered as Bandai has suffered. Its share price 
has risen almost seven-fold since its flota- 
tion 18 months ago, giving it a market value 
of ¥101 billion, greater than Bandai, even 
though its ¥93 billion sales are two-thirds 
less. Though its Pokémon (pocket monster) 
figures have been hugely popular, Tomy’s 
success has more to do with a restructuring 
that is radical by Japanese standards. This 
was initiated by Mr Tomiyama, the 
founder's grandson, who even went as far 
as to fire his own father from the board. 
This year the group should also benefit 
from its alliance with America’s Hasbro, 
from whom it has the Japanese licence for 
Furby and toys derived from the forthcom- 
ing “Star Wars” film. 

Kazumi Takeuchi, an analyst at Crédit 


Lyonnais Securities in Tokyo, says a merger 
between Tomy and Bandai would unite the 
world’s third- and fourth-biggest toy mak- 
ers to create a real challenger to the Ameri- 
cans. Tomy is strong in the pre-school mar- 
ket, but Bandai’s toys appeal to children 
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over seven. Despite Mr Tomiyama’s rad- 
icalism, the firms’ cultures should mix 
more easily than Americans and Japanese. 

Bandai could yet go to Mattel or Tomy. 
But either way the toy maker is likely soon 
to find out how it feels to be in play. 





E-commerce 
Asia online 


SINGAPORE AND HONG KONG 





Business over the Internet is taking off in Asia. But it is quite different from e- 


commerce in the West 


MERICA has Jeff Bezos; China has Jack 
Ma Yun. Both are clever entrepreneurs 

who have grown rich by being among the 
first to exploit the Internet’s potential. But 
there the similarities end. In 1995, around 
the time Mr Bezos was setting up Amaz- 
on.com, Mr Ma was sending his first e-mail 
message during a trip to America to negoti- 
ate a deal for a provincial highway (of the 
asphalt variety), He got three responses and 
was so impressed that he bought a pc with 


Compaq spoils the party 


T WAS bad timing, to say the least. 

Compaq, the pc maker, had invited 
more than 4,000 of its best customers to a 
technology lovefest in Houston, its home 
town, to launch its long-awaited “Non- 
Stop e-business” initiative. But on April 
9th, the Friday before the event, after Wall 
Street closed, the company announced 
that earnings for the first quarter would 
be about 15 cents a share—less than half 
what analysts had expected. Compaq 
shares plunged more than 20% when the 
market re-opened. 

Neither has Compaq’s chief executive, 
Eckhard Pfeiffer, escaped. He blames fall- 
ing prices in the pc industry and weak de- 
mand from businesses for higher-end 
computers. But many suspect there may 
be more to it than that. Other pc makers, 
after all, are faring better. At an analysts’ 
meeting the day before Compaq’s profit 
warning, Dell (which had earlier suffered 
a disappointment of its own) said that its 
American corporate business was strong. 
Hewlett-Packard also sounds upbeat 
these days. And on April 13th, Intel, the 
chip maker, announced results that 
topped analysts’ expectations. 

Compaq is having difficulty integrat- 
ing DEC, which it bought last year, with its 
other operations. Costs seem to have got 
out of control, partly because the DEC 
deal was about buying people more than 
about buying technology. Lots of sackings 
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in the early days of integration would 
have had the talent packing its bags. 

The pec deal also dramatises Com- 
paq’s dilemma about what exactly it is. It 
aspires to be a technology and services 
powerhouse like 1BM and, to a lesser ex- 
tent, Hewlett-Packard. It correctly saw 
that its pc and Intel-based Nr server busi- 
nesses were well on the way to commod- 
ity status; and rather than compete head- 





Pfeiffer calls the tune 


some winnings from Las Vegas, signed up 
with a web-hosting service, and returned to 
China to found an Internet business. 
China would not get its first commer- 
cial Internet connection for a few more 
months. When it did, and Mr Ma logged 
into the Shanghai service provider with a 
long-distance call from his native Hang- 
zhou, the first page of his site took three 
hours to load. “The speed made me lose 
face, but at least I proved that I could really 





on with Dell, it believed that the right 
strategy was to broaden its technology 
portfolio. Hence the pec deal. 

That may still be the right way for- 
ward, but for the moment, Compaq is 
neither fish nor fowl. On the one hand, it 
is still some way from gaining the credi- 
bility to be a provider of complete solu- 
tions. On the other, it is being hammered 
in the pc market both by the continuing 
high demand for low-margin $600 ma- 
chines and by Dell’s production efficien- 
cies in the mid-market. Compaq’s at- 
tempts to embrace Dell's direct-from-the- 
web model have appeared half-hearted. 

Analysts argue that, if Mr Pfeiffer had 
handled expectations better and been 
more honest about the scale of the trans- 
formation he was embarked upon and 
the long-term benefits it would bring, 
Compaq’s shares would not now be get- 
ting such a hammering. Perhaps. More 
likely it would have happened anyway. 
The market loves approaches such as 
Dell's, which are easy to grasp. It is often 
reluctant to give a company time to pull 
offsomething more complex. 

Things are likely to get worse at 
Compaq before they get better. pc de- 
mand is expected to weaken later in the 
year after last-minute Year 2000-related 
sales dry up. Mr Pfeiffer is now wounded. 
But his departure would not solve any- 
thing. A change at the top would be taken 
as a signal of a complete reversal of Mr 
Pfeiffer's strategy—and where would that 
leave Compaq? 
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BUSINESS 


do it,” he says. By the time Mr Ma's 
sites, ChinaPages and ChinaMarket, 
had their first few thousand visitors, 
Mr Bezos was well on his way to be- 
coming a billionaire. 

Asia is not America, especially 
when it comes to e-commerce. How- 
ever, countries in the region are racing 
to wire themselves up, with such pro- 
jects as Singapore's “wired island”, 
Malaysia’s multimedia super corridor 
and Hong Kongs planned “cyber- 
port”. Although they are only just get- 
ting to grips with their own e-mail, 
government planners proclaim Asia’s 
ambition to create a networked soci- 
ety. In China, 1999 has been declared 
the “year of getting on the Internet” 
and all ministries are creating 
websites. Despite Asia’s economic cri- 
sis, Internet and e-commerce growth 
rates are among the highest in the 
world, and often twice as high as that 
in America. 

Every consultancy has its own esti- 
mates of Asian e-commerce revenues; 
all agree that they are small compared 
to America’s~but whose aren’t? A 
more reliable guide may be the num- 
ber of secure web servers in each coun- 
try. Secure servers are used mainly for 
e-commerce, and they have certificates giv- 
ing the actual country of residence, as op- 
posed to address “domains” such as “.uk” 
or “fr” which can often be misleading. 

By this measure, Asia is not as far be- 
hind the West as is often thought. Today it 
has nearly two-thirds as many e-commerce 
servers as the EU (see chart) and it is gaining 
ground, according to Netcraft, a consul- 
tancy. Australia, New Zealand, Singapore 
and Hong Kong are all above the Eu aver- 
age of e-commerce servers per person. And 
China, which two years ago had no such 
servers at all, is catching up at a phenom- 
enal pace, growing at an annual rate of 
more than 1,000%. 

Still, Asian e-commerce is a breed apart. 
Although plenty of Asian entrepreneurs 
dream of Amazon-like wealth, few have 
been successful. The ownership of Pcs is ris- 


























ing, albeit from a low base. But at least half 
those Pcs are not connected to a network, 
having been bought mostly to educate chil- 
dren. More than half of online users in Asia 
are in business, compared with a third in 
the United States. 

There are other barriers to consumer e- 
commerce. Few Asians have credit cards; 
they prefer face-to-face buying (mail-order 
has never taken off, except in Australia and 
New Zealand); and most of the region is 
plentifully served by corner shops. More- 
over, Asian banks mistrust online transac- 
tions. ActionAce.com, an online toy seller 
based in Hong Kong, has to process its or- 
ders in America, because no local bank 
would serve it. 


e-busy 

Business-to-business e-commerce, or e- 
business, is a different story. Even in the 
home of consumer sites such as ebay and 
eTrade, which steal the headlines and 
achieve dizzying valuations, e-business is 
the greater part of online transactions. 

In Asia, e-business is even more prepon- 
derant than in America and it is likely to 
stay that way. Although Asian consumers 
are ill-prepared for e-commerce, its busi- 
nesses stand to gain far more than their 
western counterparts. The region is domi- 
nated by small and medium-sized firms, 
many of them exporters in manufacturing 
industries. Most were too small to jump on 
to previous 1T bandwagons. When compa- 
nies such as WalMart pushed electronic 
data interchange (Ep!) in the 1980s, small 


Asian producers were often left out, 
because they could not afford the pro- 
prietary systems that they needed to 
gain access to the network. 

With the Internet, they can redress 
the balance. Few have mainframes 
running business processes or 
databases keeping stock. But they can 
do wonders for their efficiency by re- 
placing women at desks shuffling 
countless flimsy paper forms. Small 
Asian firms are notoriously bad at in- 
ternational marketing, something a 
website makes simpler. E-mail is 
cheaper than faxes and international 
telephone calls. Even the smallest fac- 
tory can afford a pc and a dial-up In- 
ternet connection. 

Take the example of Asian Sources. 
A few years ago, this firm was chiefly a 
trade-paper publisher, sending hun- 
dreds of salesmen to tiny factories in 
China, Taiwan and elsewhere in Asia 
to sell product-display advertising in 
glossy catalogues. Now Asian Sources 
is shifting to a website. The same sales- 
men carry digital cameras and teach 
factory managers how to use e-mail, 
even helping them set up their first Pc. 
More than 7,000 manufacturers, some 
of them tiny shops in remote Chinese 
provinces, are now online. 

Whereas big Western firms have the 
clout to become e-business hubs them- 
selves, smaller Asian firms are turning to 
“electronic trade associations” that are 
starting to create entire e-commerce com- 
munities. The Gartner Group, a consul- 
tancy, counts more than 100 of these third- 
party hubs in Asia, such as Advanced 
Manufacturing Online (AMO) and Arena 
(formally Cargonet), a site that tracks ship- 
ments and export logistics for dozens of 
firms. In future, firms will compete “sup- 
ply-chain versus supply-chain”, says James 
Hatcher of amo; the most wired firms have 
the greatest chance of prevailing. It may not 
be as glamorous as books and videos, but it 
fits better with Asia’s strengths in manufac- 
turing and trading. 

In Silicon Valley, the Internet is seen as 
a libertarian’s dream, releasing commerce 
and consumers from government interfer- 
ence. There is no such fervor in Asia. With- 
out a Nasdaq on which to launch start-ups, 
and little appetite among investors for 
firms, such as Amazon, that lose money 
with every sale, Asian governments have 
been the main promoters of Asian e-com- 
merce—and welcome ones at that. When 
China’s trade ministry asked Mr Ma to set 
up ChinaMarket, 4,500 companies joined 
before he ran a single advertisement. There 
may not be anything headline-grabbing 
about most e-business—an e-mail here, a 
website there—but an e-commerce revolu- 
tion is nevertheless under way. 
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What implications does the Asian financial crisis have for 
outward-oriented economic policies? What policies will eco- 
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issues can be found in the 1999 edition of the Asian 
Development Outlook, Asian Development Bank's (ADB's) 
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growth during the second half of the 20" century. This book, 
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This volume analyzes how economic restructuring has af- 
fected, from an economic perspective, the health and educa- 
tion subsectors of selected transitional economies of Asia. It 
compares and contrasts the manner in which these econo- 
mies have dealt with the common challenge of mobilizing 
adequate resources and allocating them efficiently and equi- 
tably. Leading international and domestic experts examine 
these issues in the People’s Republic of China, Kazakhstan, 
and Viet Nam. Surveys of Cambodia, Kyrgyz Republic, Lao 
People’s Democratic Republic, Mongolia, and Myanmar 
broaden the range of lessons to be learned. 


For these and other publications, contact Asian Development Bank 
Publications Unit, PO. Box 789, 0980 Manila, Philippines 
Fax: (632} 630-2648 / E-mail: adboub@mail asiandevbank.org 
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How green is Browne? 


Sir John Browne, the boss of BP, wants to be loved— 
and he may even deserve to be 


HE deal just signed by Sir John Browne, 
‘A chief executive of Bp Amoco, could revo- 
lutionise the energy business. No, not the 
$27 billion takeover of America’s Atlantic 
Richfield (Arco) which was unveiled last 
month and has been hogging the headlines. 
But the decision on April 6th tospend $45m 
to win control of Solarex. This will make BP 
the world’s biggest solar-energy company. 

Despite its trifling size, the deal raises in- 
teresting questions about the thinking of its 
mastermind. Sir John runs the world’s sec- 
ond-biggest oil company. He has helped 
turn BP into one of the world’s highest-rated, 
least sentimental majors. He shocked the in- 
dustry with his acquisition last August of 
America’s Amoco, setting off a round of 
mergers that included the marriage of Exxon 
and Mobil last December. By gobbling up 
Arco, he has once again caught his rivals off- 
guard. “He clearly has the first-mover advantage,” says Robin 
West, an American industry expert, “and the industry is dancing 
to his tune.” 

Yet the man who has made a name for himself as a ruthless 
cost-cutter and daring deal maker now seems to be behaving like 
a quixotic dreamer. Solarex is not the only example. Sir John is 
pushing ahead with other environmentally friendly schemes. 
This week, for example, Bp kicked off a programme to bring 
power to 200 petrol stations using solar panels. Earlier, Sir John 
also came clean on global warming. Since environmentialists 
first began to raise the alarm about greenhouse gases, oil compa- 
nies have tended to react by circling their wagons. Most have 
resorted to rubbishing any alarming scientific evidence. In the 
run-up to the un’s Kyoto summit in 1997, at which rich countries 
agreed to binding cuts in emissions, the industry spent a fortune 
pressing its line that the issue is nonsense. 

That was when Sir John broke ranks and declared his sup- 
port for the aims of the Kyoto process. Since then, he has even 
committed his firm to reducing its own emissions of greenhouse 
gases well in advance of any legal requirements. With the help of 
the Environmental Defence Fund, a green group, BP has 
launched an internal market for emissions-trading among its 
divisions around the world. 











expect to be taken seriously for his greenery, 
let alone make money from it? Many oil | 
bosses and environmentalists remain scep- | 
tical. They suspect he is either a naive turn- | 
coat or a sophisticated fraud. 

Yet it is just possible that Sir John saw the | 
stand-off over global warming as a brilliant 
business opportunity waiting to be seized. | 
Since the tide was always likely to turn | 
against the oil companies, goes the argu- | 
ment, Bp should take the moral high ground | 
with some early burnishing of its environ- | 
mental credentials. After all, that is how 
things have played out: the past year has 
seen BP applauded as a farsighted, ecologi- 
cally sound firm. Its emissions-trading 
scheme is being watched on both sides of the 
Atlantic and in Japan. Even some rivals, 
such as Royal Dutch/ Shell, are now follow- 
ing BP's lead. 

So was this a clever effort to seize yet another “first-mover 
advantage” over his rivals? The unflappable Sir John falls silent. 
On the contrary, he says, BP’s top management was concerned 
that there might be a “first-mover disadvantage”. Oil companies 
have such a poor public image that the first to profess concern 
for global warming might quickly suffer a backlash from a cyni- 
cal public. And fellow oilmen might have ostracised Bp, even to 
the point of damaging its future business ventures, 


| 

l 

| 

Who dares wins | 
| 

| 

| 

| 


Why then did Sir John set out on the green path? One reason,he | 
explains, was the science: both his researchers and he himself 
grew troubled by the mounting, though still inconclusive, evi- 
dence of global warming. He says he was concerned too about | 
the implications: “We simply cannot survive for long if we re- | 
main so out of tune with our consumers’ perceptions, and the | 
next generation’s attitudes.” Another factor was a conviction that | 
oil companies “must engage in the debate, and not be shut out | 
as the bad guys. I want us to be...” Here he again pauses, and | 
continues softly, “I want us to be—dare I say it—progressive.” 
Sir John’s greenery belongs. It is part of his general eagerness 
to modernise a business that has long thought it was above 
change. He has imposed a discipline on 





Sir John thinks that demand for 
clean energy—-from natural gas, renew- 
ables and new technologies—will grow 
faster than the demand for oil in coming 
years. His acquisitions of Amoco and 
Arco have boosted Bp’s reserves of 
cleaner-burning gas (see chart). Arco’s 
boss, unusually for an American oilman, 
agrees, declaring these to be “the last 
days of the age of oil.” 

Sir John may yet prove a visionary. 
But some still suspect him of mere win- 
dow-dressing. After all, grand talk aside, 
few firms—especially oil companies— 
have ever succeeded in promoting clean 
alternatives to oil. Does Sir John really 








costs that were inflated by folk memories | 
of the great petrodollar era. In the same | 
way, he is demanding that an industry | 
on the defensive should come out fight- 
ing, declaring that it is ready to be held | 
responsible for the environment. The | 
history of oil is full of tough, cocksure 
men who are certain they have the future 
right and damn the rest. Sir John, in con- 
trast, seems aware of the risk of hubris 
and is ready to learn from anyone who 
talks sense. With his greenery, Sir John 
may be doing nothing less than prepar- 
ing Bp for the unthinkable: life after oil. If | 
he is right, it will be his rivals who turn | 
green—with envy. 
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Global be 


The world is shrinking. Whereas 


your scope is constantly growing 
Theoretically. And practically? 
Whenever you wish to make 
more than just a small move, 
include the WestLB in your plans 
We appreciate global thinking 
and, as one of Europe's leading 
banks, we have both the 
experience and the potential to 
achieve even exceptional goals 
with you. Established as a 


German wholesale bank, we 


offer you all services from one 
source, made to measure, reliable 
and, if you like, worldwide 

After all, what could be closer 
to your wishes than a bank with a 
perspective as broad as your own? 

Are you looking for a partner 
near you? Simply call our auto- 
matic fax service in Germany on 
(+49) 211 537 95 22 to request a 
list of our worldwide network 
straight away or visit our Web 
site: http://www.westlb.com 
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A raw deal for commodities 


Oil has recently bounced back—but don’t expect other commodity prices to 


follow suit just yet. They have been falli 


OW many statistical series can boast 
an ancestry as long as The Econo- 
mist's commodity price index? First pub- 
lished in 1864, with figures stretching back 
to.1845, it is probably the world’s first regu- 
larly published price index. Despite its age, 
the index is still alive and kicking (see page 
154)-which is more than can be said 
for commodity prices them- 
selves. The industrial com- 
modities index has fallen this 
year to a record low in real 
terms—80% below its level in 
1845 (see chart). 

Our commodity-price in- 
dex has taken several different 
forms over this period. For in- 
stance, it used to be sterling- 
based, when Britain was the 
world’s economic power- 
house, but later it shifted to a 
dollar base. Because of such 
changes, the index has not, un- 
til now, been available on a 
consistent basis over the full 
150-odd years. But after hours 
of delving in The Economist’s 
dusty archives, our research- 
ers have now produced an un- 
broken series. 

Reflecting the changing 
shape of economic activity, 
the composition of our indi- 
ces has also changed over 
time. Tallow (candle-wax), silk 
and indigo have all, sadly, 
been cast out. Today, our all- 
items index includes 24 in- 
dustrial and food commod- 
ities (excluding oil), weighted 
according to rich economies’ 
imports. 

Since its recent high in 
1995, The Economist's indus- 
trials index has fallen by more 
than 40% in dollar terms. 
Rubber prices are down by 
60%, copper by 55%. This has 
been good news for consum- 
ing countries, helping to keep 
down inflation rates. Produc- 





THE ECONOMIST APRIL 17TH 1999 


ng in real terms for a century 


ing countries, however, have been badly 
hurt. 

Some of the blame for the slump in 
prices lies with the collapse in demand in 
East Asia. The region had been a big im- 
porter of raw materials, especially when 
ambitious infrastructure investments were 
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FINANCE AND ECONOMICS 


in full swing. The fall in commodity prices 
was then exacerbated as cash-strapped pro: 
ducers, such as Brazil and Russia, tried to. 
offset lower prices with increased sales: 
This pushed prices lower still. 

But the world’s economic slowdown is 
only part of the explanation. Prices have 
also been depressed by a big increase in 
supply as a result of extra capacity that was 
planned when prices were high but is only 
now coming on stream. This is typical of 
the commodity cycle: a big price increase 
boosts investment, and excess supply then 
reduces prices. As a result, commodity 
prices tend to swing more violently than 
the prices of manufactured goods. 

These swings have, however, been 
around a long-term trend decline in prices 

in real terms, the result of two 
factors: 

* A shift in economic output 
from heavy metal-bashing in- 
dustries to services and in- 
formation technology means 
that any given increase in GDP 
produces a smaller increase in 
demand for raw materials. 

* Technological advances 

have both increased the sup- 

ply of commodities, through 
higher rates of mineral extrac- 
tion and crop yields; and re- 
duced demand, as plastic has 
replaced metal, or fibre-optics 
have replaced copper wire. 
Alan Greenspan, chair- 
man of the Federal Reserve, 
has suggested that, despite 
huge increases in America’s 

GDP, its national output 

weighs barely any more than 

it did 100 years ago. 


Reading the tea leaves 


Whatever the long-term trend, 
swings in commodity prices 
have often been good leading 
indicators of turning-points 
in world output The 12- 
month rates of change in in- 
dustrial-commodity prices 
and in industrial production 
have tracked each other fairly 
closely. That is because, in the 
short term, supply is relatively 
fixed, so prices respond 
quickly to changes in de- 
mand. Thus, in the late 1980s, 
as many economies surged, 
industrial-commodity prices 
a more than doubled over two 
years; but they started to fall 
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before America dipped into recession in 
1990. 

Now, once again, raw material prices 
are likely to pick up when the world econ- 
omy revives. But revival looks unlikely be- 
fore next year, and will come only if Ameri- 
~ ¢a’s bubble-like economy does not burst in 
“the meantime. Moreover, because stocks 
are high, and new mines are still opening 
up, it may take longer than usual for a re- 
covery in demand to feed through into ris- 
ing prices. 

Commodity bulls respond by pointing 
to the 50% rise in oil prices since February. 
Over this period, some non-oil commodity 
prices have also ticked up slightly; yet they 
are unlikely to follow oil prices up in the 
near future. Oil prices have risen not in re- 
sponse to a recovery in world demand, but 
because of promised supply cuts by OPEC 
that may not be sustained. In other com- 
modity markets, producer cartels have all 
collapsed. This means that producers are 
even less able than OPEC to eliminate ex- 
cess supply. 

A recent report from the World Bank 
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predicts that average prices will fall again 
this year, before picking up in 2000. How- 
ever, it does. not expect prices to regain-re- 
cent peaks; even by 2010 most commodity 
prices will be lower in real terms than they 
were in 1997. In recent years, argues the 
Bank, high prices have stimulated a greater 
surge in supplies than usual, not only be- 
cause of advances in technology, but also 
because privatisation and market liberal- 
isation have increased the incentives for 
firms to invest in extra capacity. “Com- 
modity prices”, it concludes, “may have 
taken another step down in the long his- 
tory of declining prices relative to those of 
manufactured goods.” 

The Bank is probably right. But ever 
since the 18th century, when Malthus pre- 
dicted that food shortages would grow as 
population rose, commodity-price fore- 
casters have had some spectacular failures. 
In the 1950s and 1960s they predicted ever 
falling prices in real terms, as richer coun- 
tries spent less of their income on basic 
commodities. When prices took off in the 
early 1970s, the Club of Rome predicted 





HE annual meeting of the European 
Bank for Reconstruction and Devel- 
| opment (EBRD), beginning on April 17th, 
may be less soporific than usual. With 
| war in the Balkans and Russia's financial 
' collapse, there is plenty to talk about. 
And the meeting will be asked to endorse 
| anewstrategy for the EBRD itself. 

The bank has done much navel-gaz- 
ing since Germany's Horst Kohler re- 
placed France’s Jacques de Larosiére as 
president last September. Mr de La- 
rosiére had done a good job of cutting 
costs after the profligate early years un- 
der Jacques Attali (famed for his taste in 
expensive marble). But last year’s thump- 
ing loss demands further change. 

Planned reforms include vague 
promises of closer co-operation with the 
IME and the G7, and a shift away from 
simple lending towards trying to get gov- 
ernments to improve financial supervi- 
sion, strengthen bankruptcy laws and re- 
duce red tape. As Eastern Europe's 
biggest foreign investor, the bank has the 
clout to “be more vocal”, says Nicholas 
Stern, its chief economist. 

The EBRD will also spend less on big- 
ticket projects and more on helping 
small and medium-sized firms that have 
trouble raising finance. So far only one- 
sixth of its lending has gone their way. 
That figure is already starting to rise. Last 
week, the EBRD set aside €75m ($80m) 
for a small-business lending scheme. 

Meanwhile, some old ideas are fad- 











: Europe’s Bank Rethinks Development 


ing away. Take, for example, the “gradua- 
tion” principle—that as more advanced 
countries’ fortunes improved, an ever- 
greater share of EBRD resources should 
be directed to needier countries further 
east. No longer. The bank remains com- 
mitted to former Soviet basket-cases 
(who else would have invested in Vladi- 
vostok’s telephone system?), but the pro- 
portion of its assets allocated to better-off 
countries—around — two-fifths—is un- | 
likely to fall as fast as planned. 

One reason is that some, such as the 
Czech Republic and Romania, are more 
troubled than a few years ago. But with 
shareholders worried about red ink, the 
EBRD also needs money-spinning pro- 
jects in richer, more stable countries to | 
offset Russian exposure. Graduating is 
important, but so is paying tuition fees. 


| in need of reconstructi ; 
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ever-rising prices as shortages developed: 
Such predictions often. contain- the 
seeds of their own rebuttal. Big price rises 
encourage new investment, creating to- 
morrow’s glut. Likewise, today’s low prices 
should eventually. choke off supply and 
help rekindle demand. Like many old cod- 
gers, The Economist’s commodity price in- 
dex may yet have a few tricks up its sleeve. 


Bank regulation 
School for scandal 


TORONTO 


DWARD KATIMBO-MUGWANYA re- 

cently had a hard homecoming from 
school. Home is Uganda, where he is one of 
the country’s top bank supervisors. School 
was in Canada, where he had been attend- 
ing a session at the Toronto International 
Leadership Centre for Financial Sector Su- 
pervision. The centre was founded in 1997, 
with the aim of helping bank supervisors 
from developing countries do what is right. 
But Mr Katimbo-Mugwanya went home to 
find himself sacked. In his absence Ugan- 
da’s president, finance minister and the 
governor of the central bank had decided 
to close down Greenland Bank. Three other 
Ugandan banks have been closed since 
September, two of them for good. Mr Kat- 
imbo-Mugwanya has now been reinstated, 
but his fate is a reminder ofhow precarious 
such jobs are. At least he is now able to put 
into practice what he learnt at school. 

The help offered is training in leader- 
ship and crisis management. The centre is 
sponsored by the World Bank, the Cana- 
dian government, three big Canadian 
banks and York University’s Schulich busi- 
ness school. Its starting point is the recogni- 
tion that bank regulators in developing 
countries such as Uganda are beset by pow- 
erful interests, lack of finance, inadequate 
legislation, and dubious accounting and 
auditing standards. But worst of all for the 
guardians of financial stability is the isola- 
tion and obscurity in which they toil. 

Often the people running the banks run 
the country too. So what is a poor regulator 
todo? The centre offers leadership training: 
how to build a constituency by cultivating 
the press; how to look after staff; enlist the 
help of local politicians; ask foreign regula- 
tors for sample legislation. Without such 
support, doing the right thing could soon 
cost a supervisor his job. For people previ- 
ously resigned to seeing themselves as inef- 
fectual, the centre’s courses can be an inspi- 
ration. 

During the most recent session in 
March, one case study covered the collapse 
of Barings Bank in 1995. Participants were 
put in the place of the governor of the Bank 
of England who learned of Barings’s calam- 
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itous derivatives losses. Bank supervisors 
from countries as diverse as Finland, Singa- 
pore and Zimbabwe were asked to decide if 
the bank was too big to fail, how to limit the 
damage, when and what to tell the other 
banks and the press, and how to find help. 
The case-study leader was Brian Quinn, 
who really was at the Bank of England dur- 
ing the crisis, 

He is not the only battle-scarred veteran 
recruited by Paul Cantor, who runs the cen- 
tre. Mr Cantor himself became chief execu- 
tive of a large Canadian insurance com- 





In bondage 


| 
| 
RUST the British to find themselves 
out on a European limb. They are not 

the only ones in the EU with concerns 

about the European Commission’s pro- 
| posed withholding tax, designed to stop 
| individuals evading tax by putting sav- 
| ings abroad. But they have landed them- 
| selves with the job of finding a compro- 
| mise. Gordon Brown, the chancellor of 
| the exchequer, is due to outline one to an 
| informal £u finance ministers’ meeting 
| in Dresden on April 17th. 
| The British objection centres on Lon- 
| don’s Eurobond market. Practitioners 
| claim that it would flee outside the Eu— 
| “in 45 minutes”, says one trader—if the 
| tax were implemented in its originally 
| proposed form. It is meant to apply only 
| to £u individuals with accounts in an- 
| other Eu country, who collectively hold 
| only around 5% (nobody is quite sure of 
| the figure) of outstanding bonds. But trad- 
| ers say it would disrupt the entire market. 
| In particular, they say that such a change 
| could mean that many outstanding 
| bonds would be called—becoming repay- 
_ able at once—which would cause huge 
| losses to investors, because they are trad- 
| ing ata premium. 
Yet other countries also have gripes 
| about the proposed tax. Luxembourg, a 
| cosy home to many bond funds, agrees 
| with Britain that it will be an adminis- 
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pany shörtly before it collapsed in 
1994. Other case-study leaders in- 
cluded Ruth de Krivoy, boss of Ven- 
ezuela’s central bank in 1994,whena 
third of the country’s banks failed, 
and John Heimann, former comp- 
troller of the currency in America 
and now chairman of the Bank for 
international Settlements new Fi- 
nancial Stability Institute. The cen- 
tre sees itself in part as the Institute’s 
leadership-training adjunct, and 
hence as an important part of efforts 
to improve global financial regula- 
tion. A Bis-led “financial stability fo- 
rum” of top regulators held its first 
meeting in Washington, pc, this week. The 
issue of better regulation is much talked- 
about. The Toronto centre is one of few ini- 
tiatives designed to bring it about. 

So far, the centre has conducted three 
five-day sessions on banking supervision 
for about 50 central bankers from more 
than 40 countries. It cannot hope to pro- 
vide a haven for them from all the political 
storms that will buffet them at home; but at 
least they know others in the same boat and 
acquire some of their skills, 
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British banks 


Lost leader 


66 A LL we have lost is a chief executive,” 

says Sir Peter Middleton, chairman 
of Barclays. “The business is doing well.” 
Why, then, had the bank been ready to pay 
the man in question five times as much as ` 
its local competitors pay their bosses? Still, 
lose him they did. Michael O'Neill, whom 
Barclays had hired after a round-the-world 
search, resigned this week before he had 
even taken up his post, because of health 
problems: a recent bout of flu had revealed 
an irregular heart-beat. Only five months 
have passed since Martin Taylor, the previ- 
ous chief executive, left in a huff at the 
obstructiveness he encountered from his 
board of directors. 

This time, Sir Peter is not doing much 
soul-searching—at least not in public. “This 
is not like when Martin Taylor left; I think 
we have clear objectives.” Four, indeed: to 
develop the bank’s domestic business, cut 
costs, build a European strategy and 
strengthen its brand. 

To take these in turn: Barclays has a neb- 





trative quagmire, and will divert business 
to non-EU Switzerland. The Danes, 
Swedes and Dutch are concerned about 
how they will get their hands on tax with- 
held by Luxembourg. Germany, the cur- 
rent EU president, wants to leave such ar- 
guments for later, until after the tax is 
accepted. Confidential minutes from an 
EU working group meeting on March 
25th record “an intense exchange of 
views”-—bureaucratese for a fierce tiff. 
The British government fears that it 
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Brown: more study needed 





| 
would look too anti-European if it vetoed 
the tax outright. It hopes, at the least, that 
existing Eurobond issues can be ex- 
empted. One plan is to pay agents to sup- 
ply information on holders rather than 
withholding tax, which would avoid trig- 
gering calls. An alternative is to distin- 
guish between wholesale and retail mar- 
kets by exempting holdings above 
€40,000 ($43,000), But bond dealers re- 
ject both compromises and argue that Eu- 
robonds should be exempted entirely. 

The commission is not giving up. It 
has sent teams to Switzerland, Liechten- 
stein and Monaco and claims that these 
rival centres will not exploit this opportu- 
nity to win business. (A likely story, grum- 
ble the British—and, in any event, what 
about New York?) The commission adds 
that, if its tax proposal is not agreed upon 
before the EU summit in Helsinki in De- 
cember, Britain can wave goodbye to the 
financial-services reforms that its pen- 
sion funds so ardently desire. 

More than mere money is at stake. In- 
deed, the commission cheerfully admits 
it does not know how much would be 
raised by a withholding tax. It says it is all 
about the bad effects on employment of 
“unfair tax competition”. Europe is 
forced to tax labour too much and capital 
too little, because the latter is more mo- 
bile. Yet that is exactly the British point-- 
taxes tend to drive capital elsewhere. It 
was an American tax, afterall, that created 
the Eurobond market in the first place. 
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ulous domestic strategy, certainly com- 
pared with Lloyds tsp, its biggest rival. It 
has “a decent spread of businesses,” as Sir 
Peter puts it, but is weak, he admits, in 
mortgages and life insurance, and has no 
obvious way to increase business.in those 
fields through acquisition. 

Barclays’ costs are too high: its cost-to- 
revenues ratio (a measure Sir Peter dispar- 
ages) is some 58%, against Lloyds TSB’s 46%. 
It wants to cut costs over the next three 
years, and Sir Peter says he has “no idea” 
why this was not tackled earlier, in the years 
before his watch began—an admission 
which does not say much for the bank’s in- 
ternal communications. 

In continental Europe, Barclays already 
has some operations, notably in Spain and 
Portugal. But Sir Peter wants to expand. 
This seems odd, since he admits that you 
cannot expect to earn returns in Europe 
that are as high as in Britain. And then there 
is developing the bank’s brand to foster 
cross-selling, Good luck to it~others have 
tried this and failed. 

In fact, Mr O'Neill was probably more 
important to the bank than it cares to ad- 
mit. The surge in Barclays’ share price after 
the announcement of his resignation was a 
sign of weakness rather than of the market's 
insouciance: the bank was thought to be 
vulnerable to takeover. The talk in the mar- 
ket was of mergers, either with Royal Bank 
of Scotland or with Bank of Scotland, and 
of Barclays’ inheriting their bosses as part 
of the deal. 

Mr O'Neill's brief seems to have been 
simple: cut costs and sell. The bank could 
easily cut half the jobs in its headquarters. 
Mr Taylor found this hard: he lacked a 
power base to force through tough deci- 
sions even if he had wanted to, and so pre- 
ferred to tackle big, strategic questions, 
such as what to do with the wholesale bank 
and. its investment-banking arm. Mr 
ONeill, spiritually at least, is made of 
sterner stuff and might have had more ap- 
petite for cost-cutting. 

As for selling, the question is to whom? 
Barclays is, after all, the sixth-biggest bank 
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Middleton must look again 
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in Europe by market capitalisation; it 
would need a mighty big bank to take it 
over. Perhaps a British one? The compe- 
tition authorities would have qualms if 
Barclays wanted to merge with. National 
Westminster, since the two banks domi- 
nate the market in lending to Britain’s 
small and medium-sized companies. Their 
qualms might be somewhat less acute ifthe 








buyer were Lloyds Tsg, whose boss, Sir 
Brian Pitman, has made no secret of want- 
ing to buy something and this week sug- 
gested that prospects for a British merger 
had improved. A merger with Barclays 
would create the second-biggest bank, by 
market capitalisation, in the world—big 
enough to take on Europe, as well as to 
dwarf the competition at home. 
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Japanese life insurance 


Another fine mess 


TOKYO 





The day of reckoning is nigh for Japan’s sickly life-insurance industry 


IGARETTE ends, tea cups and strewn 
papers are piled high in Government 
Communal Building Number Four, threat- 
ening to bury the new tenants. The Finan- 
cial Supervisory Agency (FSA), Japan’s fi- 
nancial regulator, has sprung. some sur- 
prises since it opened last year, not least the 
unusual. vigour with which it pursues its 
bureaucratic mission. Already it has tight- 
ened bank regulation and pumped fresh 
capital into the big lenders. This week, it 
turned to the regional banks, announcing 
the insolvency of one small Tokyo lender, 
Kokumin Bank. Yet one neglected financial 
sore still festers: the life-insurance industry. 
Its troubles are every bit as big. and dan- 
gerous as the more publicised woes of the 
banking system. On some estimates, invest- 
ment losses have blown a hole in life-insur- 
ers’ books of 10-18% of their assets—a tidy 
¥19 trillion-¥34 trillion ($16 billion-$28 bil- 
lion). At some point, they will need taxpay- 
ers’ money to help plug that gap. 
That point could arrive soon if, as some 
insurers expect, the FSA is about to turn its 
guns on them. Even if it dithers, the Fsa’s 


hand could soon be forced. The weakest in- 
surers are near to collapse. But fresh capital 
alone would not be enough to fix their fun- 
damental problems, which are what they 
sell and how they sell it. 

Japan’s life-insurance market dwarfs 
even America’s, making up more than 40% 
of worldwide premiums. One reason is that 
the Japanese are big savers who, until now, 
have had little choice of investments. But 
the insurers themselves give most of the 
credit to their unique sales force of “insur- 
ance ladies”. Recruited first from second 
world war widows, then housewives, insur- 
ance ladies had no training and were paid 
strictly on commission. Often they would 
sell policies to their families and friends 
and then quit. But more would join each 
year, and they spread locust-like through Ja- 
pan. More than 90% of Japanese families 
now own a life-insurance policy. 

Now, however, this system no longer 
seems so clever. Because there are more 
opportunities for women to work, insur- 
ance ladies do not come as cheap as they 
did. Meanwhile, business is shrinking, as 
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At Barclays Capital, we have always known what it would take to succeed. If we applied our £220 billion balance sheet, our AA credit rating eee 3 : 


and our ability to devise and execute focused integrated solutions for our clients, then the deals. would come through, And they have. : 

Since January 1999, Barclays Capital has lead-managed 36 transactions totalling US$12.76 billion, including the £200: million: ‘issue for the 

Kingdom of Spain. This is Spair’s first Sterling transaction in 14 years and is the only sovereign credit to come to the Sterling market this year 
At Barclays Capital we believe in pushing back the frontiers. 
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And in. 10 other cities across the world www.barcap.com 


tisued by Barclays Bank PLC, regulated by SFA and member of the Londan Stock Exchange. Barclays Capital is the investment banking division of 
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Fifth Annual World 
Bank Conference on Hy) THE WORLD BANK eae 
: _ Development DAGAN of Finance 
in Latin America and 


Meaben Decentralization and 
Accountability of the Public Sector 


Valdivia, Chile ~ June 20-22, 1999 


: i TOPICS: Sectoral issues in deceritralization 
The Fifth Annual Conference on Overview and political origins of decentral- @ Education 


Development in Latin America and the — ization inthe Latin American and Caribbean 
Caribbean is inten ded as a forum for the region: a © Decentralized environmental management 


exchange of ideas among the public sector, Making local governments accountable to @ Sub-national VAT taxes 
: “7 average persons in cities and villages 
the private sector and the general public. © Public health 

The format for the conference has been Making decentralization compatible with 


` j À; À macro-economic stability ® Road systems 
designed to promote discussion, with > ; 








Dea ya Transfers and incentives ® Local eS 
opportunities for all participants to ask "NNN een ere 
questions and contribute to the agenda Of Equity and decentralization ® Integrated management of local sanitation 
priority issues that must be addressed as Recent developments if: sub-national tax ® Access to credit markets by states and 
the region moves toward a more effective EN oo o ou, municipalities 





and accountable public sector.. Training and knowledge on decentralization ® Capacity building for local delivery of services 





improving the accountability of sub-national 
governments to achieve efficiency, equity, 
and fiscal prudence 





For further information, please visit the official conference, website at: http:/Awww.worldbank.org/abedlac 
or contact L. Kumar Arora at (202) 473-9328 or Margie Hart-Gomez.at (202) 473-0171, fax: (202) 676-0239 or (202) 522-2110 





An intensive program for 
individuals with a career 


a -The MSF Program 


® Builds upon prior degree in business, 
economics, law, or other quantitative 
discipline. 

® Provides advanced education in financial 
theory and management. 


© Emphasizes applied research and modeling, 
as well as the international and regulatory 


dimensions of finance. 


# Holds classes on Thursday and Friday 
evenings and on Saturdays to accommodate 


Contact us today working professionals. 
for more information, w Can be completed in one year full time 


- -vor two years part time. 
ee nants du ® Facilitates the development of a network of 


professional colleagues from a cross-section 
www.gwu.edu/~msf of prominent organizations. 








the market has become satu- 
rated (see chart). But the big- 
gest problems are caused by 
the main product sold by 
the ladies: individual life- 
policies that guarantee a 
fixed rate of return. The least 
risky way to invest these pre- 
miums ought to be to 
“match” them by buying 
government bonds that earn 
a fixed return for the life of 
the policy. 

In Japan, however, the 
government issues hardly 
any bonds with maturities 
longer than ten years. So the 
life companies have invested a third of 
their assets in shares, property, loans and 
foreign securities, For a while, economic 
growth masked the riskiness of this strategy. 
In the slowdown since 1991, however, inter- 
est rates have fallen sharply, to well below 
the 6% or so that a policy written ten years 
ago is obliged to pay. The mismatched in- 
vestments, meanwhile, have done terribly, 
as loans have soured and share- and prop- 
erty-prices have tumbled. 











Policy failures 


Weaker insurers have, with the rsa’s bless- 
ing, been raising fresh capital to meet new 
solvency requirements (themselves a bit 
lax, say some experts) by issuing subordi- 
nated debt~—totalling ¥712 billion-worth in 
the latest fiscal year. But, as Andrew 
Smithers of Smithers & Co, a British fund- 
management consultancy, points out, this 
cannot help much, as the interest bill will 
add to the insurers’ headaches. 

The rsa has been treading gingerly so 
far. A few bankruptcies, however, and it 
may start to act tough. Big insurers such as 
Nippon Life and Dai-ichi Mutual have 
been making ends meet partly by squeez- 
ing costs. Smaller firms lack the scale for 
this to help much. Instead, they have run 
down their hidden equity reserves—the dif- 
ference between the market and book val- 
ues of their shareholdings—by selling or re- 
valuing investments. But, with the average 
book price of the 19 big insurers’ share port- 
folios now close to market prices, this game 
is now up for the weaker firms. 

More alarmingly, despite the evidence 
that some insurers are writing new policies 
at a loss to hang on to business, customers 
are abandoning them. This should expose 
their insolvency as they sell assets to meet 
claims. A number of firms, including Chiy- 
oda Life, Daihyaku Life and Toho Life, suf. 
fered huge policy cancellations and with- 
drawals of pension-fund business in the 
year ending March 1998. The gossip in To- 
kyo is that last year some life companies 
gambled and lost heavily on foreign securi- 
ties. One is said to have taken a huge and 
disastrous punt on a strengthening euro. 
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Some foreign firms, such 
as AXA, a big French insurer, 
are sniffing around with a 
view to snapping up the 
weaker companies. But the 
big Japanese insurers have 
little interest in buying 
them, because there are few 
easy cost-savings from lay- 
offs or integrating their com- 
plicated information sys- 
tems. So a handful will 
probably go bankrupt- 
which will quickly absorb 
the industry’s undercapital- 
ised compensation fund. 
Now that the government 
has agreed to guarantee this fund's borrow- 
ings, the cost will then shift to the taxpayer. 

What of the survivors? First they will 
have to change their mutual ownership, 
which prevents them from raising fresh eq- 
uity capital. Every life company has a study 
group working on the problem. If investors 
judge their prospects to be too poor, taxpay- 
ers may be called on again. 

Second, they need to redesign their pol- 
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Frog spawn 


is probably not out of a sense of 
decorum that Wall Street's financial ana- 
lysts use it so rarely. Currently, “sells” ac- 
count for a mere 1% of analysts’ share rec- 
ommendations, compared with “buys” 
at 68%. In the early 1980s, the ratio of 
buys to sells was roughly one to one. The 
Economist, along with some other mar- 
| ket-watchers, has long suspected that the 
| reason analysts have stopped uttering 
| the sword is that it no longer pays them 
to do so, even when they should; indeed, 

it might get them fired. 

Wall Streets top regulator, Arthur 
Levitt, chairman of the Securities and Ex- 
change Commission, is now on the case. 
In a speech on April 13th he pointed out 
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icies, One solution would be to sell vari- 
able-rate policies. During the stockmarket 
bubble, however, a lot of people borrowed 
from their banks to buy variable policies, 
and lost money when the interest pay- 
ments on their loans started to exceed the 
value of the policies. With more than a sus- 
picion that mis-selling was at work, the in- 
surers are loth to touch variable-rate poli- 
cies now. But unless they do, they risk 
ending up in exactly the same mess again. 
The life insurers are trying to change, ty- 
ing upwith foreign fund-managers to learn 
investment skills, and introducing profes- 
sional financial planners alongside their 
insurance ladies. But management is old 
and backward. As financial deregulation 
progresses, they risk losing business to ri- 
vals, both foreign and domestic, who can 
offer a wide choice of investments through 
a range of different channels. The life com- 


that most analysts work for firms that do 
business with the companies they pro- 
nounce upon. He fretted that they are un- 
der “unspoken pressures” to bring in 
and retain business for their firms—an 
analyst's compensation is often based in 
part on the profits made by his bank's 
trading desk and its investment-banking 
division. And that relies on a good client 
relationship. “Companies quite natu- 
rally look more favourably on bankers 
whose analysts profess a full apprecia- | 
tion of their virtues.” Indeed. 

in public, Wall Street brokers say that 
their research is objective, and its ex- 
treme bullishness has been more than 
justified in recent years. Privately, they 
concede that “sell” recommendations 
are bad for investment-banking busi- 
ness~-but that investors know this, and 
correctly read between the lines when an 
analyst lowers his recommendation 
from “strong buy” to “buy”, or from that 
to “hold” or “neutral”. Mr Levitt is not 
convinced. He said he was worried that | 
investors heard from too many analysts | 
keen to report that “what looks like a frog 
is really a prince.” Sadly, of course, 
“sometimes a frog is just a frog.” Unfortu- 
nately, Wall Street financial analysis is it- 
self a particularly ugly frog. And it is not 
atall clear, beyond speaking out about it, 
that Mr Levitt has any way to turn it into 
a prince. Perhaps a kiss? | 
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Happiness is a warm vote 


The meaning of life, according to economic theory, is maximised utility. 
also have something to do with it 


Democracy and happiness, it appears, 


CONOMISTS are often accused of tak- 

ing a desiccated view of human moti- 
vation. According to standard theory peo- 
ple are rational maximisers of “utility’— 
which is the name economists give to 
whatever it is that people maximise. As it 
stands, this is hard to disagree with, 
though not especially revealing. In looser 
formulations, economists tend to assume 
that people are mainly out to improve 
their material standard of living. De- 
meaning as this idea may be to the hu- 
man spirit, there is a lot of evidence, 
based on the way people behave when 
confronted with choices, to support it. 
The trouble is, there is also evidence to 
suggest that money doesn’t make you 
happier--or not much happier, anyway. 

Up to now, studies have tended to 
find that the strongest influence on hap- 
piness is employment: people with jobs 
are very much happier than the unem- 
ployed. Low inflation also makes people 
happier. Income promotes happiness a 
bit, but the effect tends to be small and 
statistically insignificant. In many coun- 
tries incomes have risen sharply in recent 
years. This has not increased happiness 
overall: national surveys of “subjective 
well-being” have stayed flat. Within coun- 
tries, comparing people across the in- 
come distribution, richer does mean hap- 
pier, but the effect is not large. 

Aside from that, married people tend 
to be happier than single people, couples 
without children happier than couples 
with, women happier than men, white 
people happier than black, well-educated 
people happier than the uneducated, the 
self-employed happier than employees, 
and the retired happier than the eco- 
nomically active. Age-wise, studies find, 
happiness tends to fall until you are in 
your 30s, and then starts rising again. 

Until recently nobody had conducted 
a systematic survey of the effect of politi- 
cal institutions on happiness. On the face 
of it, this was a peculiar oversight. You 
would expect people in democracies to be 






happier than people living in authoritar- 
ian states. Even among democracies, you 
might expect different sorts of constitu- 
tional arrangements to be more or less 
conducive to human flourishing: the re- 
sources devoted to demanding and im- 
plementing constitutional reform cer- 
tainly seem to assume this is so. You 
might expect citizens to be happier in sys- 
tems that gave them a greater sense ofcon- 
trol over what their politicians do, for in- 
stance, or in systems that. gave them a 
fuller role as participants. 


Devil in the data 


Econometrically, the problem is that con- 
stitutional arrangements are. usually 
fairly stable. This makes it necessary to 
compare happiness and political institu- 
tions across: countries. This has been 
done, but it is unsatisfactory because in a 
cross-country comparison many other 
things vary along with political institu- 
tions: it is impossible to isolate the effect 
of political arrangements on happiness. 

Which is where Switzerland—one 
country with many political systems— 
comes in. Switzerland has a federal struc- 
ture that reserves major powers to the 26 
cantons, and the cantons themselves vary 
in the ease with which which citizens par- 
ticipate. Cantons use assorted instru- 
ments of “direct democracy”, notably 
“initiatives” to change the canton’s con- 
stitution, and referendums to stop new 
laws, change existing ones, or prevent 
new public spending. The rules control- 
ling these instruments (the number of sig- 
natures required to start an initiative, the 
time allowed to gather signatures, and so 
on) differ from place to place. It is, in 
short, an econometrician’s dream. 

Bruno Frey and Alois Stutzer of the 
University of Zurich have studied a sur- 
vey of 6,000 Swiss residents that asked 
“How satisfied are you with your life as a 


whole these days?”, with answers on a 
scale of one (“completely dissatisfied”) to 
ten (“completely satisfied”). These an- 
swers were then compared, first with con- 
ventional economic and demographic 
information, and then with the “direct 
democracy” data for the relevant cantons. 
The results are interesting. 

The standard determinants are found 
to have their usual effects. Of these, unem- 


ployment, as expected, has an especially 
‘strong influence: being unemployed re- 


duces the probability of a person’s being 
“completely satisfied” by 26 percentage 
points. The effect of income, as in other 
studies, is small and statistically weak. 

The effects of the new political vari- 
ables, on the other other hand, are both 
sizeable and statistically robust. The ex- 
tent of democracy in the cantons is cap- 
tured on a scale running from one to six. 
Messrs Frey and Stutzer find that a one- 
point increase in this democracy index, 
after stripping out the effects of the other 
variables, increases the share of people 
who say they are very happy by 2.7 per- 
centage points. What this means is that 
the marginal effect of direct democracy 
on happiness is nearly half as big as the 
effect of moving from the lowest monthly 
income band (SFr980-1,285, or $660-865) 
to the highest (SFr4,501 and above). 

There is an interesting further wrin- 
kle. You might ask, which aspect of direct 
democracy is it that makes people hap- 
pier—the outcome (better government, as 
one might suppose) or the process? Turn- 
ing again to their wonderful data, Messrs 
Frey and Stutzer answer this question as 
well. Participation in initiatives and ref- 
erendums is restricted to Swiss nationals. 
Foreigners living in Switzerland enjoy 
the better results, if there are any, but only 
nationals get the benefit of taking part. In 
fact, it turns out that direct democracy im- 
proves the happiness of foreigners and 
Swiss nationals alike—but the increase 
for foreigners is smaller, only about one- 
third of the increase for nationals. A 
happy country, it seems, is one where 
politics is not just a spectator sport. 


“Happiness, Economics and Institutions” has not yet 
been published. A copy can be obtained from Mr 
Stutzer, astutzer@iew.unizh.ch. The best published refer- 
ence is “Happiness and Economic Performance” by An- 
drew Oswald, Economic Journal (November, 1997)- 
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SCIENCE AND TECHNOLOGY 


New drugs for old habits 


Advances in both science and social attitudes could lead to novel treatments 


for drug and alcohol addiction 


Ik THE world of addiction, ingenuity 
knows few bounds. People have always 
had a knack for getting high, and sometimes 
hooked, on the most unlikely substances, 
from mushrooms to poppies. But though 
modern pharmacology has created hun- 
dreds of new drugs, both legal and illicit, for 
would-be junkies, it has offered few thatcan 
deal with the problem of addiction itself. 

Until now. Advances in the under- 
standing of how alcohol, cocaine, heroin 
and nicotine affect the brain at the cellular 
and molecular level are leading to new ap- 
proaches to treating. substance abuse. The 
challenge, say addiction experts, is to per- 
suade drug companies to develop these 
bright ideas into marketable products with 
the same enthusiasm they have for drugs to 
treat cancer, say, or depression. 

A few companies have taken the plunge, 
at least for alcohol abuse. Consider acam- 
prosate, a new drug made by Merck Lipha, a 
company based in Lyons, France: The com- 
pound, which helps reformed. alcoholics 
stay off the bottle after detoxification, is fin- 
ishing late-stage clinical trials in America, 
and has been on the market in Europe since 
1995. How it works is still uncertain. Acam- 
prosate is known to bind to a protein on 
nerve cells in the brain called the NMpa re- 
ceptor, which is normally involved in relay- 
ing excitatory signals between nerve cells. 
Alcohol withdrawal boosts the receptor’s 
activity and reduces the effects of other in- 
hibitory proteins, sending the brain into a 
twitter, and the drinker in search of liquor. 

Joseph Volpicelli, a researcher at the 
University of Pennsylvania, reckons that 
acamprosate may act by dampening the hy- 
peractive NMDA receptor, restoring the bal- 
ance between excitation and inhibition in 
the brain, so keeping reformed alcoholics on 
the wagon. At any rate, in large-scale clinical 
trials in Europe, twice as many alcoholics 
taking acamprosate stayed dry after a year 
of daily dosing compared with those receiv- 
ing a placebo. 

Acamprosate may prove a good partner 
for naltrexone, another anti-alcoholism 
drug launched by America’s DuPont in 
1995. Naltrexone has been found to lower 
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the high associated with drinking and to di- 
minish craving. It is not a new drug: it was 
approved 15 years ago to treat heroin addic- 
tion, Butold drugs, often developed for quite 
different disorders, tend to find new uses in 
addiction medicine, largely because of the 
lack-of drugs tailor-made to deal with sub- 
stance abuse. 

Another difficulty, says Dr Volpicelli, is 
that most alcoholics and doctors are largely 





unaware of these new medical treatments. 
And many Americans believe that, unlike 
other diseases such as cancer, addiction is a 
moral rather than a medical problem. Even 
such long-established drugs as methadone, 
for treating heroin addiction, are controver- 
sial in America, and new drugs take much 
longer to be accepted than in Europe. 

There is also plenty of room for im- 
provement in administering the drugs. One 
big problem with naltrexone is that users of- 


ten forget, deliberately or otherwise, to take 
their pills. One solution, now being tested by 
Drug Abuse Sciences, a biotechnology com- 
pany in Menlo Park, California, is to repack- 
age naltrexone from pill form into micros- 
pheres that can be implanted under the skin. 
In animal tests, this slow-release system sus- 
tained steady levels of the compound for 
one month. Drug Abuse Sciences is hoping 
totryiton human volunteers inclinical trials 
later this month. 

Similarly, experts are hoping for a tech- 
nical fix to one of the most offputting aspects 
of methadone treatment for middle-class 
heroin addicts, namely the nuisance and 
humiliation of queuing up at a down-at- 
heel clinic in the inner city. Drug experts like 
Westley Clark, director of the Centre for 
Substance Abuse Treatment in Rockville, 
Maryland, are hoping to introduce more 
amenable means of distributing newer, 
potentially more effective drugs for heroin 
treatment (such as buprenorphine, now in 
clinical trials in America) to these addicts. 
These drugs could, he suggests, be prescribed 
tosome patients by their own doctors. 


Kicking the habit 


The urge to drink or take drugs is, neuro- 
chemically speaking, linked to endorphins 
(aatural morphine-like molecules) or dopa- 
mine, a neurotransmitter that is involved in 
bits of the brain that control reward beha- 
viour. A better grasp of how such reward 
pathways work is leading to new drugs to 
treat even the enfant terrible of narcotics, 
cocaine. According to Frank Vocci, a director 
of medications development at America’s 
National Institute of Drug Abuse, several 
drugs are on the way that block the drug-in- 
duced craving associated with cocaine. And 
the range of drug therapies will grow, he be- 
lieves, as new genes associated with drug 
and alcohol addiction are found. 

Among the new approaches is a co- 
caine-like molecule now in clinical safety 
trials from Neurosearch, a Copenhagen- 
based biotechnology firm. This drug attach- 
es itself to a protein that is responsible for 
pumping dopamine back into nerve cells af- 
ter its release. This same pump is targeted by 
cocaine, which rapidly blocks it and so 
boosts dopamine levels, causing an intense 
high. Neurosearch’s compound stops co- 
caine from binding to the receptor by getting 
in the way and gradually brings dopamine 
levels back to normal. Cocaine-addicted ba- 
boons treated with the molecule stopped in- 
jecting themselves, with no sign of becoming 
hooked on the treatment instead. 

Aneven more intriguing approach toco- 
caine addiction uses the immune system- 
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which can be coaxed into producing anti- 


bodies to just about anything—to attack _ 


drugs. Drug Abuse Sciences has been gener- 
ating antibodies to cocaine in horses and us- 
ing them to mop up cocaine in the blood- 
stream of otherexperimental animals before 
it reaches the brain and heart. The company 
believes that these antibodies might one day 
be useful for treating cocaine overdoses. 

Donald Landry and his team at Colum- 
bia University in New York have also devel- 
oped antibodies to cocaine, but with a twist. 
As well as sticking to cocaine, their antibod- 
ies also break it up into bits, which more 
thoroughly removes it from the system. Co- 
caine-addicted rats lost their appetite for the 
drug after receiving a few doses of Dr Lan- 
dry’s catalytic antibodies. And Cantab 
Pharmaceuticals, a Cambridge-based bio- 
technology firm, has almost finished safety 
trials with its anti-cocaine vaccine designed 
to stimulate an addict's own immune system 
to fight off the drug, just as it might a bacte- 
rial infection. The company plans to try a 
similar approach for nicotine addiction. 

Weaning smokers from their weed is an 
alluring prospect for large pharmaceutical 
companies interested in millions of custom- 
ers and billions of dollars in sales. But devel- 
oping drugs for other addictions is a riskier 
commercial proposition, largely because so 
many addicts are poor and, in America at 
least, their health insurance will not always 
pay the bill. 

Yet every dollar spent on drug-abuse 
treatment could save as much as seven times 
thatin medical and social costs. With such a 
prize at stake, all it may take to get moredrug 
companies into the business of addiction, 
according to Dr Volpicelli, is one success 
story, such as Prozac. Until that happens, 
though, academics and biotechnology firms 
will remain busy trying to lift addiction drug 
development out of depression. 


Planet hunting 


The plot 
thickens 


Te search for planets orbiting other 
stars is one of the most exciting bits of 
modern astronomy. It is also one of the most 
perplexing. Each new “extrasolar” planet 
found seems to raise as many questions as it 
answers. The latest discovery, announced 
this week, this time of the first-ever multi- 
ple-planet system to have been found 
around asun-like star, is no exception. 

The star concerned, Upsilon Androme- 
dae; isa mere 44 light-years away —a stone’s 
throw by astronomical standards. Along 
with 100 or so other nearby stars, carefully 
chosen because of their similarity to the sun, 
itis being monitored by astronomers for tell- 
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An alien solar system 
Planets in orbit around Upsilon Andromedae 




















tale wobbles in its spectrum caused by the 
to-and-fro. tugging of orbiting planets. In 
1996 Geoffrey Marcy and Paul Butler, of San 
Francisco State University, discovered that 
Upsilon: Andromedae’s spectrum showed 
just such a periodic wobble. From this they 
inferred the presence of a planet, at least 
three-quarters of the mass of Jupiter, that 
was orbiting the star at a distance of 0.06 
astronomical units (au) every 4.6 days. (1 AU 
is 150m kilometres, or 93m miles—the dis- 
tance from the earth to the sun.) 

Dr Marcy and Dr Butler first measured 
this particular star’s spectrum in1988. Now, 
analysis of observations taken over the 
intervening 11 years has revealed the pres- 
ence of two additional planets, whose much 
slower wobbles were superimposed. upon 
that-of the previously known planet. One 
weighs at least twice as much as Jupiter and 
orbits Upsilon Andromedae every 242 days 
at an average distance of 0.83 au; the other, 
the furthest out of the three, weighs twice as 
much again, and completes one orbit every 
four years or so, ata distance of 2.5 AU. 

The presence of multiple planets around 
Upsilon Andromedae had been suspected 
for some time. What makes this result so un- 
equivocal is that another team of planet 
hunters at the Harvard-Smithsonian Centre 
for Astrophysics in Cambridge, Massachu- 
setts and the High Altitude Observatory in 
Boulder, Colorado, have independently 
verified it by analysing four years of their 
own observations. 

The discovery of a true planetary sys- 
tem, as opposed to the solitary planets that 
are known to orbit a dozen or so other stars, 
is significant for two reasons. Firstly, says 
Robert Noyes of the Harvard-Smithsonian 
team, it suggests that further planetary sys- 
tems await detection. Current methods are 
best-suited to spotting massive planets that 
are in small, fast orbits; but ag more data are 
gathered over the coming years, evidence of 
other multiple-planet systems is likely to 
emerge. (One star, Rho Cancri, which is 
known to have at least one planet, is-already 
suspected of having another.} 






Secondly, the. detection of . multiple 
planets demolishes once and for all the lin- 
gering doubts of some astronomers that the 
single planets found around other stars are 
not planets at all, but small, faint compo- 
nents in otherwise conventional binary star 
systems. The presence of multiple orbiting 
companionsis incompatible with the mech- 
anism of stellar formation—so they must be 
planets after all. 

So much for the good news about the lat- 
est discovery. The. bad news is that the 
Upsilon Andromedae system is too strange 
to be explained by current theories of plan- 
etary formation. Supposedly, Jupiter-like 
planets canonly form more than 4 AU away 
from asun-like star, but Upsilon Androme- 
dae has three such monsters much closer in. 
This suggests that they formed further away 
from the star, and migrated inwards thanks 
tosome kind of gravitational interaction. Yet 
computer models suggest that their current 
orbits are quite stable. So the question of 
how this mysterious trio of planetsended up 
where they are will, says Dr Noyes, give the 
theorists plenty to chew over. 


Clockwork technology 


Power from the 
people 


Fe amilitary operation to run like clock- 
work is the dream of every tactician. It is 
an old metaphor, of course: clockwork was 
the first: complex precision machinery to be 
devised by man and it now seems rather 
out-of-date. But it may be about to come 
back into fashion once again. Freeplay, an 
Anglo-South African company that has 
previously brought the world wind-up ra- 
dios and torches, has now been given the go- 
ahead by the American military to build a 
global positioning system (Gps) handset and 
a landmine detector that are both powered 
by clockwork. The first prototypes will be 
delivered this summer. 

The appeal of clockwork equipment to 
soldiers in the field is clear. It obviates the 
need to carry heavy batteries—American 
soldiers have to lug around as much as 15kg 
(33lbs) of the things—and ensures that 
equipment can be operated indefinitely, 
provided only that somebody is on hand to 
do the winding-up. But the technology in- 
volved is no ordinary clockwork. To work 
the cps handset and the landmine detector, 
Freeplay will be exploiting the latest of a 
string of improvements over traditional 
wind-up mechanisms. 

For a start, all of Freeplay’s clockwork 
generators rely on a special spring called a 
tensator, which is also found in seat-belt 
retractors and builders’ rulers. Also known 
as a “constant-force” spring, a tensator de- 
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livers its stored mechanical energy more 
evenly than the coiled springs used in ordi- 
nary clockwork, which release energy.more 
and more slowly as they unwind. Driving a 
small dynamo through a gear chain, the ten- 
sator is capable of powering the original 
Freeplay radio, launched in 1996, for about 
half an hour, after 30 seconds of winding. 

Freeplay’s engineers have since devised 
several refinements to improve the efficien- 
cy of their generators. The first is a spring- 
controller circuit that exploits the fact that, 
although the spring provides energy at a 
fixed rate, a radio needs less power when it 
runs at low volume. By storing excess electri- 
cal energy that is generated by the dynamo 
in a capacitor, and getting the spring to un- 
wind only when the capacitor charge falls 
below a certain threshold, it has proved pos- 
sible to extend the playing time of the sec- 
ond-generation radio to about an hour. 

This basic idea of storing energy from the 
spring in an intermediate electrical form was 
taken a stage further in Freeplay’s clockwork 
torch, which was launched last year. It con- 
tains a rechargeable battery, into which en- 
ergy from the spring can be dumped. With- 
out the battery, the spring can work the 
torch for only 3-4 minutes at a time. Al- 
though this is enough for many applica- 
tions~-research suggests that torches are 
used for an average of four minutes at a 
time--there may be occasions when more 
power is needed. Repeatedly winding up the 
spring and dumping its energy into the bat- 
tery (a process that takes about two minutes) 
can increase the total running time.» 

This technique dramatically extends the 
potential of wind-up power, and. brings 
more power-hungry devices, stich as the 
landmine detector, within its scope. Accord- 
ing to John Hutchinson, Freeplay’s director 
of engineering, the landmine detector would 
have been very bulky had it been only 
spring-driven. The use of a rechargeable 
battery, which can be charged up with ener- 
gy from the spring several times, and then 
occasionally topped up during use, dramat- 
ically reduces its size and weight. 


The firm’s third-generation radio, 


which will be launched in the summer, also 
has a rechargeable battery. The spring is 
wound for half a minute, and then unwinds 
over six minutes, charging a battery in the 
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process, and providing enough energy torun 
the radio for an hour. (This means the radio's 
spring-controller circuit is no longer neces- 
sary.) Thus, Freeplay has switched from 
making solely spring-powered devices to 
making battery-powered devices that are 
equipped with a clockwork mechanism for 
recharging and emergency use. 

The crs handset will take a similar ap- 
proach, but with one more added twist, In 
place of a rechargeable battery, it may use an 
ultracapacitor--a more expensive compo- 
nent that stores electrical energy in the same 
way as a battery, but can retain it almost in- 
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| COMELY figure and graceful man- 
l ner are essential attributes for a danc- 
| er at Bangkok’s Hilton hotel. Less desir- 
| able, however, is a pungent body odour 
| reminiscent of rotting fish, which sends 
| guests scuttling for cover. One aspiring 
performer, who gave off the whiff of a 
flounder past its prime, tried all sorts of 
balms and baths to improve her pros- 
pects. But where Buddhist priests blamed 
her affliction on sins in a previous life, 
Amnuay Thithapandha, a researcher at 
Mahidol University in Bangkok, has a 
more scientific explanation. 
Ashediscussed recently at the world’s 
first conference on fish-odour (or malo- 
dour) syndrome, organised by America’s 
National Institutes of Health and Bri- 
tain’s Wellcome Trust, he reckons the 
woman’s  malodour comes from 
trimethylaminuria, a genetic disorder 
that afflicts as much as 1% of some pòp- 
ulations. Although perfumes and prayers 
do little good, a better understanding of 
the biochemistry of the disease is leading 
todiets and drugs to control it. 
Trimethylaminuria is one of hun- 
dreds of disorders known as “inborn er- 
rors of metabolism”. Sufferers inherit ge- 
| netic mutations that result in defective 
| enzymes (the proteins that perform the 
l body’s biochemical reactions). Some in- 
| born errors can be fatal: an example is 
| Tay-Sachs disease, in which a critical cel- 
| lular enzyme is disabled, leading to mus- 
| cular and mental deterioration. 
Trimethylaminuria is caused by a 
| dodgy gene that prevents production of a 
| key liver enzyme. (It may also be triggered 
| by hepatitis a liver infection.) As a result, 
l 
i 
i 
| 
$ 
| 
| 





trimethylamine—a_ smelly compound 
which the missing enzyme normally 
breaks. down into odour-free bits—finds 
its way into urine, breath and sweat. 
Though it is not, in itself, a life-threaten- 
ing condition, trimethylaminuria leads 
many sufferers to heavy smoking (in an 
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definitely and is not worn out by repeated 
charging and discharging. This means that 
the handset will not contain any degradea- 
ble components. It can thus be left for sever- 
al years, for example in an emergency locker 
or lifeboat, and will still work when needed. 

Such a crs handset would be the most 
advanced and high-tech clockwork gizmo 
ever made. Itisa fitting tribute toan old tech- 
nology that handheld clockwork devices, 
which were used long ago by sailors to find 
their positions at sea, could now, in a mod- 
ern form, do the job once again, 


roa ri te teen 


effort to mask their appalling odour) or, in 
at least one case, to suicide. 

Doctors often fail to diagnose the dis- 
ease, and sometimes suggest extreme (and 
useless) remedies such as removing sweat 
glands or hysterectomy. One sufferer who 
attended the conference had spent 
$28,000 0n the services of doctors, den- 
tists and hospitals, none of which did her 
any good. Two British researchers, Harry 
McConnell of King’s College Hospital and 
Robert Smith of the Imperial College’ 
School of Medicine, reported that mis- 
management of the disorder occurs in 
Britain, too. They pointed out that suffer- 
ers.are often put on drugs—particularly 
Prozac and similar anti-depressants— 
which are broken down in the liver and 
actually make the odour worse. 

Fortunately, more successful ther- 
apies are now at hand. Most patients do 
reasonably well if they keep to a diet that 
strictly curbs their intake of choline. This 
is a B-complex vitamin found in fish, 
meat, soyabeans, eggs and other foods, 
which is changed into trimethylamine 
and so accumulates in people who cannot 
deodorise the molecule. | 

But the body's own cells are not the 
main producers of trimethylamine; it is | 
bacteria in the body that are responsible 
for this biochemical trick. So another way 
of dealing with the disease is to use anti- 
biotics to control these bugs. Such drugs | 
have side-effects, however: not only do 
they lead to antibiotic-resistant bacteria, 
but some, such as metronidazole, can be | 





dangerous in their own right. 

A better bet may be to produce the 
missing enzyme through biotechnology, 
and then administer it to patients, much 
as insulin is given to diabetics, Another is 
gene therapy tocorrect some of the under- 
lying pna defects. For the moment, both 
are distant prospects. But researchers—if 
not sufferers—remain hot on the scent of 
trimethylaminuria. 
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Reminiscing in tempo 


He was born in Washington, DC, 100 years ago and his music was unique 


N A typically extravagant turn of phrase, 

Duke Ellington liked to describe people he 
admired as “beyond category”. He himself 
spent his whole life resisting classification. 
The countless tributes in honour of his cen 
tenary, April 29th, inevitably stress his emi 
nence in jazz, as composer, bandleader and 
pianist. But Ellington always tried to dis- 
tance himself from jazz, saying the word 
“had no meaning” and was “a form of con- 
descension”. When pressed for definitions 
he variously called what he did “Negro folk 
music”, “American idiom” or “music of 
freedom of expression”. But what it really 
was, was Ellington, responding to the world 
in unique sounds. 

Few musical lives have been lived so 
much in motion, in such close contact with 
their sources of inspiration and execution. 
Ellington the composer was indistinguish- 
able from Ellington the bandleader. His mu 
sic was directly connected to the 
men who played it. He never 
wrote merely for “trumpet” but 
for a specific character and tim- 
bre—the mighty growls of Cootie 
Williams or the squawking asser- 
tions of Rex Stewart. His experi- 
mental harmonies might be new 
in a jazz orchestra, but they made 
revelatory sense when he and his 
men delivered them. 

As far as he was concerned, he 
simply did what he had to. As he 
once put it, “I see something and 
want to make a tone parallel.” 
These tone parallels became little 
tone poems, even when presented 
under the silly quasi-primitive 
banner of “jungle music” at Har- 
lem’s Cotton Club, where he rose 
to fame in the late 1920s. Pieces like 
“Black and Tan Fantasy”, full of 
dark, blues-drenched passion, 
earned Ellington superlatives 
from critics. But when he began 
writing more complex extended 
pieces, like “Reminiscing in Tem- 
po”, many turned on him, accus 
ing him of betraying both jazz and 
“his people”: the oppressed Afri- 
can-American minority whose 
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hard lives jazz was meant to portray. Having 
white critics tell him how to be black irrita- 
ted Ellington; all his life he maintained that 
his music aimed to “express the rich back- 
ground of the Negro”, and so it did, in pieces 
long or short, simple or complex, from 
“Black and Tan Fantasy” at the Cotton Club 
to “Black, Brown and Beige” at Carnegie 
Hall. Such critical presumption came down 
to categories again, and Ellington's refusal to 
be pigeonholed. As he put it, once and for all, 
“I don’t see how this thing called jazz takes 
precedence over me.” 

A man who lived and worked so much 
in motion is likely to defy biographical cate- 
gories too. But the jazz writer Stuart Nichol- 
son has assembled an appropriate centen- 
ary portrait in a documentary biography 
called “Reminiscing in Tempo” (Sidgwick & 
Jackson; 538 pages; £20). Except for chrono- 
logical summaries and occasional linking 





passages, it consists entirely of quotes from 
Ellington and his men, family, friends and 
first-hand observers. Here is the flavour of 
an extraordinary life, conveyed by those 
who were part of it, largely free from the 
kind of imposed analysis Ellington once said 
“stinks up the place”. 

The voices are almostas vivid as his mu- 
sic. Typically, Ellington recalls one of his first 
jobs, at New York’s Kentucky Club, which 
opened at eleven at night and “stayed open 
as long as the cash register rang”. In those 
days, he says, musicians “observed the spirit 
of challenge at all times”, adopting a “gladia- 
tor perspective” whenever they played. But 
Ellington's long-time drummer Sonny Greer 
declared that Ellington’s band “worked as 
one man. Duke was the brains, always prod- 
ding us to do better, showing kindness and 
understanding. He was always with his 
men.” There are fascinating accounts of how 
Ellington composed, with everyone chip- 
ping in ideas which Duke would shape and 
refine so that, as cornettist Rex Stewart says, 
“the finished product bore his stamp.” 

In these pages, the band becomes a living 
thing, with Ellington as one of the boys. Asa 
trombonist sums him up, “He's a genius, all 
right, but Jesus, how he eats.” Stuart Nichol- 
son’s book is a prodigy of research and com- 
pilation, a mosaic of nuggets carefully fash- 
ioned to illuminate the Ellington 
persona. Readers may wish the 
snippets were not so small, that in- 
dividual voices were permitted 
more space. And finally there is the 
question of how far biography 
helps you fathom the music. Mr 
Nicholson believes “it is often our 
subjective response to events in 
|Ellington’s] real history that lends 
meaning to his music...” 

Is this true? For much of this 
century, Ellington’s work has 
amazed people by its richness and 
power, without overt biographical 
references, and the centenary may 
provide the ultimate opportunity 
to turn back to that achievement— 
particularly in the opulent form of 
an astonishing 24-cp set from RCA 
Victor, “The Duke Ellington Cen- 
tennial Edition” (09026 63386 2/ 
24). Ellington recorded for the label 
at frequent intervals from 1927 to 
1973, during some of his peak cre- 
ative periods. The boxed set, com- 
plete with 128-page illustrated 
booklet, contains everything he 
ever did for RCA, including alter- 
nate takes. 

Here are wonders indeed, from 
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the works that first made Ellington's name at 
the Cotton Club to the virtuoso team of the 
1930s and 1940s which produced “Concerto 
for Cootie” and “Black, Brown and Beige”. 
Theconclusion is the three concerts of sacred 
music which occupied Duke for the last dec- 
ade of his life and which he regarded as the 
most important thing he had done. The final 
one was premiered and recorded at West- 
minster Abbey in 1973, when he knew he 
was terminally ill with cancer. 


To the end, he maintained his extraor- 
dinary self-possession and focus. In “Remi- 
niscing in Tempo”, his sister describes his 
lifelong devotion to music and his religious 
faith: “The only thing that was important to 
him was his music, how it touched people, 
the pictures it gave them and the fact that he 
spent the last ten years of his life writing mu- 
sic to the glory of God, from which every- 
thing came. That's all that’s important.” 
And, like the man himself, beyond category. 





Yugoslavia in the camera’s eye 


Misdirected pride 


Three films from Belgrade now on release in the West provide insights into the 
chaos Serbia is visiting on itself and its neighbours 


VEN before the bombs came, making 

films in Belgrade had become a compli- 
cated business, politically and financially. 
The two things were connected, of course, 
because nobody hawkingascriptcalled, say, 
“Adolf and Slobo” was going to find money 
for their film and anyone who did assemble 
the dinars to bring a project to the screen was 
obliged to be, well, tactful about Yugosla- 
via’s president, Slobodan Milosevic, and his 
murderous nationalism. Nobody knows 
these cross-currents better than Emir Kus- 
turica, a 44-year-old Bosnian of Muslim ex- 
traction, who lived in Belgrade during the 
Bosnian war and made films there until 
leaving again recently for Paris. Some Yu- 
goslavs or ex-Yugoslavs refuse to see his 
films because he did not take a stand 
against the Milosevic wars. Others ac- 
knowledge his political incorrectness 
but think he makes beautiful movies: 
trained at the Prague Film Academy, he 
developed a style that owed a lot to Fel- 
lini but had its own wry abandon. 

To judge from his most recent film, 
“Black Cat, White Cat”, which won an 
award at the 1998 Venice festival, Mr 
Kusturica is finding it harder to separate 
history and aesthetics than he might 
ideally like. The film takes viewers to a 
world ostensibly outside politics, telling 
the story of two families and a gypsy 
wedding in Macedonia. There is no de- 
nying the film’s power. Brawls and gun- 
fire erupt without warning—yet this 
sort of violence is honestand manly, Mr 
Kusturica seems to be saying, in con- 
trast to the cowardly manipulations of 
politicised warfare. The message is un- 
convincing, and the film’s stereotyping 
of the gypsies as primitives somehow 
innocent of history is shameless in its 
condescension. For all its visual plea- 
sures, this is an escapist film that never 
manages to shake itself free of politics. 

By contrast, “The Powder Keg” by 
Goran Paskaljevic looks contemporary 
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Belgrade in the eye. It was shot in the city en- 
tirely at night about a year ago and records 
the toll of war as experienced by half a dozen 
characters, some from Belgrade, some refu- 
gees. One Serb family from Sarajevo lives in 
a garage. The father, an ex-professor, drives 
a night bus because he will not work for war 
profiteers, but his son falls in with them. 
Families come apart. People go to extremes. 
Values crack. At 51, Mr Paskaljevic is a veter- 
an of 15 films and knows a thing or two 
about not displeasing political masters. “The 
Powder Keg”, which misses few chances to 
underscore that international sanctions hurt 
the poor, the ill and the weak, was the Yugo- 
slav entry for this year’s best-foreign-film 
award at the Oscars. 





Kusturica’s means of escape 


A more obviously bleak work is “The 
Wounds”, a black-comic twist on the teen 
genre by Srdjan Dragojevic. This film was 
denounced by some of the Milosevic crowd 
when it came out in Belgrade last year, 
though money had come from the Ministry 
of Culture (much of the rest was borrowed 
from local we'll-break-your-legs lenders at 
a monthly rate encouraging quick takes). A 
study of moral decay in wartime, the film is 
about two Belgrade youths from the housing 
projects who know nothing but the lessons 
learned from their elders—the pursuit of de- 
signer sunglasses, cocaine, fast cars and 
guns. For fun, the teens shoot and stab each 
other. Their one firm goal (at which they 
succeed) is to appear on a nationalistic tele- 
vision talk show called “Asphalt Pulse”. Al- 
though not siding with these young thugs, 
the 36-year-old Mr Dragojevic seems to un- 
derstand their bent logic. His earlier career 
probably helped here: he trained as a psy- 
chotherapist and started in films with rock 
‘n’ roll comedies. 

These new films provide insight into the 
attitudes of Belgraders to their country’s de- 
cline into ethnic warfare. To insist on 
squeezing these works into a pro- or anti- 
Milosevic box is to miss a vital point. All 
three convey a strong sense of a sophisticat- 
ed, international-minded people deceived 
and let down by its leaders, of a recognisably 
European society broken and demoralised. 
(This is true even in “Black Cat, White Cat”, 
where Mr Kusturica’s pristine and apolitical 
gypsies serve as a foil for fallen Yugoslavia.) 

All three films movingly stress the cost of 
war. Yet the question of whether the war is 
just is never squarely addressed, the re- 
sponsibility for pursuing it is not accu- 
rately apportioned, and the blame for 
the calamitous suffering is consequent- 
ly diffused. Scratch a Serb military po- 
liceman or a millionaire gangster, these 
films seem to be saying, and there, too, 
you will find a victim. Anyone who has 
heard politicians in Belgrade complain- 
ing about the wrongs history has visited 
on beleaguered Serbia will recognise the 
voice of injured patriotism. In theirown 
oblique way, these films express that 
same misdirected pride. 

None of these film makers has de- 
nounced Mr Milosevic’s campaign of 
ethnic cleansing in Kosovo, although 
Mr Dragojevic has condemned the NA- 
to bombing. All of them have now left 
Belgrade. Mr Kusturica is preparing to 
shoot an adaptation of D.M. Thomas's 
novel, “The White Hotel”. Mr Drago- 
jevic is in New York, ducking pesky 
questions about Kosovo from television 
news reporters and thinking over a 
three-picture deal with Miramax. He 
wants a chance to direct costume dra- 
mas and love stories. Anything, he says, 
buta war movie. 
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Encapsulating a century in verse 


The news in metre 


SCANNING THE CENTURY. Edited by Peter Forbes. Penguin; 596 pages; £20 


MAGINE, for a moment, that newspaper 

columnists wrote in odes or sonnets. That 
is not as absurd as it sounds. There was a 
time when poets responded to the big, public 
events of their day as readily as they wrote 
about death or love. Milton lamented the 
massacre of Piedmont’s Protestants, Swift 
mocked the new Bank of England, Byron 
cursed Napoleon, Whitman mourned Lin- 
coln, and Tennyson recorded a notorious act 
of military incompetence in a poem school- 
children once knew by heart, “The Charge 
of the Light Brigade”. 

Who today opinionises in verse about 
Kosovo or the European Central Bank, 
about Milosevic or NATO? Politics and histo- 
ry are to do with hard, exterior realities— 
money, machinery and people en masse. 
Poetry, by contrast, is inward, weightless 
and personal; the poet a sensitive dreamer 
insulated from events and bound up with 
obscure questions of form. Shelley had per- 
haps already sensed that public and poetic 
language were diverging when he called po- 
ets the world’s unacknowledged legislators. 
Nowadays, poets are not even unacknowl- 
edged commentators. 

Nobody has dramatised the disconnec- 
tion between bards and newsrooms to better 
comic effect than Howard Hawks in a 15- 
second exchange from his classic fast-talk- 
ing movie, “His Girl Friday” (1940): a timid 
soul who writes “Verse of the Day” fora rival 
newspaper stands briefly in the way of a 
scoop by Walter Burns, a hard-boiled Chi- 
cago editor played by Cary Grant. To get him 
off the scene, Burns hires him away with a 
raise and the promise of a desk. The versifier 
leaves, beaming—and Burns calls his gener- 
al manager to bark: “Fire him when he gets 
to you and kick him out of the building!” 

Anyone, accordingly, who tries to mark 
out the history of the 2oth century in verse 
faces a fairly steep slope of disbelief. Yet the 
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doubts are not wholly called for, as a fasci- 
nating new anthology, “Scanning the Cen- 
tury”, shows. Think again about some of the 
century’s outstanding poets. They were not 
as detached from events as often supposed. 
Glance at the five faces above. From left to 
right, W.B. Yeats was born with Irish history 
in his mouth; Rudyard Kipling wrote right- 
wing political ballads, Bertolt Brecht left- 
wing ones; Paul Celan, a Jewish refugee from 
Bukovina, struggled with the question of 
writing any poetry after the Holocaust; 
whatever his detractors said, W.H. Auden 
never separated the public from the private 
spheres in his writing, convinced that they 
mattered to each other. 

All these poets, and many more, are rep- 
resented in Mr Forbes’s anthology. The em- 
phasis is European and American, but with- 
in those two categories the range is wide, 
though France, interestingly, seems to have 
been short-changed (were its poets too for- 
mal in their preoccupations, too strictly lyr- 
ical for this collection?). The book is orga- 
nised in 39 self-contained sections. These 
include whole decades, key events or epi- 
sodes, and more general themes. After the 
opening section, “Omens: 1900-14”, comes 
“World War I: 1914-18”, followed by “Red 
Dawn: The Russian Revolution 1917-21”, 
“The Jazz Age: 1920-29”, “Low Dishonest 
Decade: The Thirties” and “Prelude to the 
War: Fascism v Communism”. Every sec- 
tion is prefaced by a useful paragraph or two 
of historical background, though these brief 
introductions are not flawless (Germany's 
oddly named “second Reich” ended in 1918, 
not 1933, for example). Only a few of the po- 
ems are dated, so they sit rather loosely 
within the chronological categories in which 
they appear. 

The quality of the poems varies a lot, as 
does the success of the individual sections. 
The one devoted to the Russian revolution, 


short enough to whet the appetite for more, 
is amongst the strongest, both in its choice of 
extracts, and in the effectiveness and imme- 
diacy of its poetry by the likes of Alexander 
Blok and Anna Akhmatova. The poets rep- 
resented here feel the tempestuousness of 
the times on their pulses, and their lan- 
guage—its terseness, its brutal directness— 
brings those feelings to life with a terrible 
sense of conviction. 

Another section which works well de- 
scribes the 1930s, with notable contributions 
from Basil Bunting, Brecht and Louis Mac- 
Neice. That decade, neatly framed by the fi- 
nancial crash of 1929 and the renewal of 
hostilities in Europe in 1939, a time-be- 
tween-time of rather wearied aftermath and 
ominous foreboding, was crisply and surely 
characterised by its poets. Rather surpris- 
ingly, Auden, a defining poet of the decade, 
does not appear in this part, though he is well 
represented elsewhere. 

The sections with general themes in- 
clude “Powerless, with a Guitar: Oppression 
and Exile”, “New Things Under the Sun: 
Science and Technology” and “We Billion 
Cheered: The Media”. There are also entries 
on rural life, work, love and sex, the family, 
the home, sports, the arts and “crime, vice 
and low-life”. The risk here is a flattening of 
the voice, a tiredness of imagination, a de- 
cline into a sort of poetic journalese—the 
verse equivalent of a clippings job. Reading a 
succession of lifestyle poems is a reminder 
that in this century the poetical image and 
the poetical epigram have had to compete 
with the photograph and the advertising 
slogan. But, at their best, the writers anthol- 
ogised here catch something of the spirit of 
their times, particularly when they adopt 
the ancient poetic voice of satire. 

How successful readers find “Scanning 
the Century” will depend on what they are 
expecting. There are, you could say, two 
kinds of poem. The first sort maps the world, 
speaking in a heightened way about public 
events and shared concerns; the second is 
less referential, more self-contained. It de- 
mands habits of inward attention, and it of- 
ten proceeds by indirection and obliquity. 
To link this second kind of poetry to histor- 
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ical events and climates of opinion risks lim- 
iting and diminishing it. This book is strong 
on poets who confront events and who en- 
gage the common interests of the world. 
There is no better examp’ than Auden, al- 
though as a master of both voices he found 
no contradiction in giving art, religion and 
inwardness their due as well. 

Not surprisingly, Mr Forbes’s anthology 
finds little room for the quieter, subtler poets 
of the century: Rainer Maria Rilke, for ex- 
ample, has no entries. Wallace Stevens has 
one—an extract from “The Man With the 
Blue Guitar”, which celebrates art’s links 
with art. Indeed many of the best poems of 


the past 100 years are missing. Ezra Pound, a 
great (and politically very incorrect) Amer- 
ican poet, called poetry “news that stays 
news”. By thatstern test, this anthology fails: 
there are few poems here that “stay news” 
on their own and readers who come looking 
for them will be disappointed. But “Scan- 
ning the Century” was obviously not meant 
to be a history of verse in the 2oth century. 
Rather, it is a history of the 20th century in 
verse. Taken on its own unassuming terms, 
this anthology does a fine job. Along the 
way, it shows that poets have not entirely 
lost their public voice—even if they do sel- 
dom make it into the newspapers. 








Encapsulating a century in gadgets 


Who invented the paper clip? 


Century MAKERS: ONE HUNDRED CLEVER THINGS WE TAKE FoR GRANTED WHICH HAVE 
CHANGED OUR Lives OVER THE LAst ONE HUNDRED YEARS. By David Hillman and David 
Gibbs. Weidenfeld & Nicolson; 191 pages; £16.99. Welcome Rain; $22.95 


HAT better way to 

show how life has 
changed during this most 
technological of centuries 
than with a record of im- 
portant inventions. Re- 
freshingly, David Hillman 
and David Gibbs avoid 
such obvious, big-ticket 
items as moon rockets, 
atomic bombs and micro- 
chips to concentrate in- 
stead on the humbler sort of 
invention—the paper clip, 
the paper cup, the aerosol, 
the espresso machine and 
the sticking plaster. In their 
own mundane way, things 
like this have also trans- 
formed everyday life. 

Freed from any need to 
be balanced or comprehen- 
sive, the authors provide an 
intriguing archaeological 
sample of 2oth-century 
gadgetry. Virtually all of the 
100 objects they have cho- 
sen will be familiar to read- 
ers, some of them to the point of invisibility. 
But, in contrast to the histories of, say, the 
Manhattan project or the Internet, the sto- 
ries behind these humbler sorts of invention 
may not be so well known. 

Who, for example, can name the inven- 
tor of the hair-dryer (Chester Beach), the 
electric washing machine (Alva Fisher) or 
the ice lolly (Frank Epperson)? As with so 
many useful creations, the lolly was invent- 
ed by accident when Epperson, a Califor- 
nian lemonade salesman, left a spoon in a 
glass of lemonade on a cold night. Similarly, 
the origins of the microwave oven (an off- 
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brainchild of a test-pilot inspired by aircraft 
landing gear) and traffic lights (one of the 
first of which exploded outside the Houses 
of Parliament) are not widely known. And 
surely even people who are dimly aware 
that the ballpoint pen was invented by a Mr 
Biro would be surprised to hear that the first 
biros sold in 1944 for almost £60 ($100) in to- 
day’s money. 

In its modest way, this book manages to 
be more than a diverting miscellany. 
Through potted histories of these and other 
inventions, the broad narrative of the 2oth 


century becomes elliptically apparent. The 
entry for aluminium foil touches on the 
Wright Brothers, who recognised the value 
of aluminium in aviation; Scrabble was 
dreamed up in the Great Depression by 
Alfred Butts, an unemployed architect; the 
idea of home pizza deliveries was born 
when American soldiers back from Italy 
created demand for their favourite snack; 
Velcro was designed as a fastener to replace 
zippers, but caught on commercially only 
after proving itself as a way to stop things 
floating around space capsules. 

The sense of the century unfurling is 
heightened by chronological order in which 
the inventions are presented, from the first 
(the paper clip, devised in 1900 by a Norwe- 
gian, Johann Vaaler, living in Germany) to 
the last (Prozac, which was introduced com- 
mercially in Belgium in 1986). The 100 items 
are accompanied by photographs, adver- 
tisements and posters. Some of the illustra- 
tions give a flavour of the times, while others 
are only tangentially related: fluorescent 
lighting is illustrated with a picture ofa light- 
sabre fight from “Star 
Wars”, for instance, while 
Kleenex tissues provide an 
occasion fora digression in- 
to Howard Hughes's obses- 
sion with cleanliness. 

In attempting to sum- 
marise the century in a 
page, the introduction only 
highlights that this cannot 
be done. Yet that failure un- 
derlines how clever and 
successful the rest of the 
book is. Messrs Hillman 
and Gibbs steer a nice 
course between the trivial 
and the profound. They are 
also to be commended for 
avoiding the mistake of 
skewing their selection too 
much in favour of the late 
2oth century.  Tellingly, 
there is not a single inven- 
tion from the 1990s. The 
same cannot, however, be 
said of the illustrations, 
which lean heavily on pop 
culture and advertising im- 
agery from the 1960s, 1970s 
and 1980s, and have a late-2o0th-century art 
director's fingerprints all over them. Even so, 
by placing equal emphasis on innovation 
and image, and by celebrating the disposa- 
ble, the trivial and the ubiquitous, this enter- 
taining book neatly skewers the 2oth centu- 
ry’s characteristic intersection of technology 
and consumerism. 
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Cardinal Silva Henriquez 


URBULENT priests belong 

only to history in most parts 
of the world. England’s most fa- 
mous rebellious prelate, Thomas 
a Becket, was murdered on the 
orders of Henry II back in the 
12th century. But in parts of Latin 
America the church and state 
have continued to clash, some- 
times with terrible consequences. 
In 1980, El Salvador’s Archbish~ 
op Oscar Romero was murdered 
at his altar, as Becket had been. In 
other Latin American countries, 
among them Nicaragua, Haiti, 
Brazil, Colombia and Peru, many 
priests have been killed in clashes 
with authority. 

Chile, though, thought of it- 
self as different. The idea of liber- 
ation theology, which had be- 
come current in the 1960s, 
received little support at that time 
from Roman Catholics in Chile. 
The country was a democracy in 
the western tradition. What was 
there to liberate? This was the 
Chile that Raul Silva Henriquez 
had grown upin. He had been or- 
dained asa priest in 1938, had ris- 
en quite rapidly to become arch- 
bishop of Santiago in 1962, and in 
1963 was made a cardinal, a 
prince of the church. He was on 
good terms with other princes, of 
industry and politics. The Chi- 
lean president was a frequent 
dinner guest and so was the man 
who was to be next president, 
Salvador Allende. 

The cardinal found Allende’s Marxist views unacceptable but, 
seemingly, unalarming. “He was always prepared to talk,” the car- 
dinal recalled. The two men agreed that more should be done for the 
poor. The cardinal knew about poverty: he had been born into a 
poor family of 19 children, and had promoted land reform in a 
practical way, by giving away church property to landless peasants. 

Allende was elected president in 1970. During 1972 Fidel Castro 
dropped in with a few socialist ideas and the cardinal gave him 
10,000 Bibles to distribute in Cuba: not all that a fanciful notion as 
Castro had been educated by the Jesuits. In 1973, the Chilean army 
had had enough. Allende was killed in a coup, and for the next 17 
years Chile was ruled by a junta under General Augusto Pinochet. 
With the political opposition imprisoned, killed or in exile, the ef- 
fective resistance to the regime came from the church under Cardi- 
nal Silva Henriquez, 


Stadium of terror 


In pre-coup days the cardinal had been friendly with the Pinochet 
family and at first he believed he could be a moderating influence 
on the new regime. That hope was soon shattered when he was 
summoned to a stadium in Santiago where thousands of Chileans 
had been arrested and herded. The cardinal urged them to retain 
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Raul Silva Henriquez, defender of the 
oppressed, died on April 9th, aged 91 


their faith, but many never left 
the stadium alive. Even so, the 
cardinal resisted the arguments of 
some of his younger clergy that 
the church should follow the ex- 
ample of church militants else- 
where and oppose the regime, by 
arms if need be. 

The Vatican declined to con- 
demn General Pinochet's regime 
publicly; it had disliked Allende’s 
Marxism more. Recently the Vat- 
ican tried to intervene on behalf 
of the general, who for the past 
few months has been marooned 
in Britain, awaiting a decision on 
legal matters arising from events 
in Chile. 

Such “events” became part of 
Cardinal Silva Henriquez’s daily 
life. His great concern was to try to 
protect his parishioners from ar- 
rest and possible torture. He told 
an American visitor that he 
would hide a dissident under his 
bed rather than let the secret po- 
lice take him. The regime ordered 
him to close down a “peace com- 
mittee” that helped those threat- 
ened with arrest. The cardinal 
complied but set up a similar or- 
ganisation in the most sacred and 
conspicuous of church proper- 
ties, the Roman Catholic cathe- 
dral in the centre of Santiago. A 
building in the cathedral grounds 
became the home for the widows 
of Allende supporters and their 
children. The cardinal became the 
junta’s leading critic, calling from 
his pulpit for the end of military rule and the return of democra- 
cy toChile. 

The junta complained to the Vatican, but whatever Rome's 
own misgivings about the cardinal, it declined to chide him. A 
cardinal, even one with a mind of his own, rated above a mere 
general. The junta’s own tactics changed: it sought to show its tol- 
erance by allowing the cardinal to visit political prisoners. On 
these visits the cardinal gathered information about abuses 
which was used in an official report on the Pinochet era after 
Chile returned to civilian rule in 1990. The report included a list 
of more than 3,000 people who were killed by the secret police or 
who “disappeared”. 

Long before the junta gave up power Cardinal Silva Henri- 
quez sensed that its time was running out. Dictatorships were be- 
coming unfashionable, even in Latin America. He had talks with 
the general to work out the details of how he could bow out with- 
out the country being thrown into chaos; not because he had 
formed any love for the general, but because the country had suf- 
fered enough. Many Chileans, including non-believers, wanted 
the cardinal to stand for president. The cardinal declined. He 
would see how politics progressed in post-Pinochet Chile. A 
mediator might still be needed. 
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Templeton 








The Oxford 
Advanced 
Management 
Programme 


20 June — 18 July 1999 


Please send details of: 
The Oxford Advanced Management Programme 


Return to: 

Caroline Lomas. Templeton College 

University of Oxford 

Oxford 0x2 §NY, England 

Tel +44 (01865 422771 Fax +44 (0}1865 422501 
Email amp@templeton.oxford.ac.uk 

www. templeton.ox.ac.uk 


























Presents a global overvi 

business enterprise and its strategic 
challenges. This programme at 
Templeton provides a unique 
opportunity to stand back and pursue 
your own learning agenda, assisted by 
a world class team of individual tut 

and in the company of some of the 
most international and high calibre 


senior executives. 
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airtime 


Amsterdam 





Gg Institute of Finance 


INSEAD 
Upcoming Courses 


Advanced Valuation Topics 
- Valuing Commercial Banks 
~ Real Options 


Negotiation Analysis 


Portfolio Management 
- Global Asset Allocation 
- Fixed Income Investment 
-~ Real Estate Investment 


Banking and Risk Management 
in Emerging Markets 


Project Finance 

Valuation Principles 

Asset Securitization 

Value-at-Risk 

Financial Restructuring - Going Public 


Foundations of Finance 








AIF - Herengracht 205, 1016 BE Amsterdam, The Netherlands 


offers in cooperation with the faculty of 


1999 


(May 5-6) 
(May 7-8) 
(May 10-11) 


(May 19-21) 
(May 25 - 28) 
(une 7-8) 


(June 9-12) 
(June 14-18) 
{June 21-22) 
(une 23-25) 

(June 30 - July 2) 
(uly 5 - 9) 
(July 8 - 30) 


5200160 - fax: +31-20-5 
«maik infi fnll- internet: www.aif.nl 


Secure your business future in 
tomorrow’s global marketplace 


MBA Programme in Fontainebleau and Singapore 
quality & tunities 


p 
One intensive yea 
Over 50 nationalities with no dominant 


culture 


26,000 strong alumni network worldwide 
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Prepared for the global 
business game? 


The game takes skill, Fordham’s Transnational MBA (TMBA)— an 
executive-style program — prepares you for success in any global 





| business environment. Classes are held one weekend per month in 
New York. The Fordham TMBA will help you run around your 
competition. To learn more, call (212) 636-6167. 


| FORDHAM 


GRADUATE SCHOOL OF BUSINESS 








www.bnet.fordham.edu — tmba@embanet.con 


The World’s Most International 
Business School is now ever 
more International! 


The INSEAD MBÁ Programme 


f 


is ‘also a ailable i in / 


on aaan Aan aan 





Singapore 


Pinar ap, wication deadijne Jor January 2000 start: Juiy 15 1999 


wolv.insead.fi/MBA/ 


aooaa insomnia annie AAEE AEE OOE 


i Forthcoming Informanon Sessions: San Francisco, Toronto, Stockholm d Copenhagen 


BA Information Office, INSEAD, Boulevard dè Constance, 77300 Fontal inebleau, France 
mbain @insgad. fr Tek +39-1.60,72. 40. O5 Fax: +33-1.60. 74) 0 
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Let the HEC MBA P isnan i a) 
make the difference 


as it has for 
The CEO of Dell Comparer France 
The Vice President of Sony Europe 


The Managing Director of Bain & Co.Prance 


@ AMBA Accredited Degree. A UNIQUE INTERNATIONAL EXPERIENCE 


® An intensive nine-month bilingual program (French/English). 


® The leading school in Political Science and Economics, 
founded in 1871. 


®© A distinguished international faculty. 
® An urban campus in the heart of Paris. 


® Next Information Session ; Thursday 20" May 1999 
at 6.30 p.m. at our premises in Paris. 


~ Fax : 0033 1 45 44 68 92 
ences-po.fr 





PARIS - FRANCE - Tél, : 00 33 1 45 44 87 
ww.sciences-po,fr - E-Mail: mba@s 





The University of Reading 


ISMA THE BUSINESS SCHOOL 
(Satie FOR FINANCIAL MARKETS 


MSc International Securities, Investment and Banking 
MSc Risk Management, Operations and Regulation 
MSc Financial Engineering and Quantitative Analysis new for ‘99 


Innovative Masters programmes for those with a good first degree wishing to work in sales, trading, research, corporate 
finance, portfolio management, risk management or compliance in the global securities and investment industry. 


e unique INVEST dealing rooms with 50 Reuters 3000, + investment market trading simulation case-studies 
Bloomberg and Bridge Telerate terminals supplementing these academically rigorous programmes 


» off bes re anced aini eq qua! in Busines s$ ang 


8931 4741 
ig.ac 













It can.seem a litde daunting av first. But, as any past K 


student of ours will-tell you, a year on the Fulltime (i NARW ICI > PE N N S TATE 
MBA, programme at Warwick is well worth it a ot 
, ——— EXECUTIVE PROGRAMS 


THE SMEAL COLLEGE OF BUSINESS ADMINISTRATION 









































“Yes, I think it’s great to 
have a Warwick MBA. CENERAL MANAGEMENT 


PROGRAMS 


More importantly, so does POEA 
everyone else.” TEY MARKETING 


OPER ATIONS/LOGISTICS/ 
PURCHASING 






As one of Europe's truly great Business Schools, | oo CUSTOM PROGRAMS 
Warwick attracts high calibre students from around 
the world, Offering as it does, an international, highly 
innovative one year programme, plus Warwick's 
excellence in teaching as well as research. 

Would you like to hear more about the 
Full-time MBA programme? Then call the number 
below, quoting reference EC279. 


Tel, +44 (0)1203 523922. Fax. +44 (0}1203 524643 
E-mail: fmbain@wbs.warwick.ac.uk 
hetpy/www.wbs.warwickac.uk/mba 

Warwick Business School, University of Warwick, 
Coventry, CV4 7AL, England. 


CALE POR 
MORE INFORMATION! 


ROTTERDAM SCHOOL OF MANAGEMENT 





Consistently ranked among Europe's top business schools, the Economist's 
“Which MBA?" described the Rotterdam School of Management (RSM) as 
innovative and interesting, friendly and representing excellent value. 






A NIMBAS-Bradford 
MBA degree is a powerful 
boost for your business career 


NIMBAS, the Associate Institute of the University of Bradford, 
UK, enables University graduates to earn the prestigious University 
of Bradford MBA degree in the Netherlands or in Germany 


ONE-YEAR FULL-TIME MBA 


In Utrecht, the Netherlands 


TWO-YEAR PART-TIME MBA 


tn Werecht, The Netherlends and in Bonn, Maing and Berlin, Germany 


TWO-YEAR EXECUTIVE MBA < 


Seven Aday sessions (Saturday/Sunday/one working 
week/Saturday/ Sunday) two ions in the Netherlands, 
two in the UK, two in Germany and one ip France 





INTERNATIONAL MBA PROGRAMS 
The Rotterdam School of Management's MBA (General Management) 
and MBA/MBI (plus Information Technology) bring together 
participants from 50 countries for an intensive 18-month ‘hands- 
on’ approach to management, taught entirely in English. 












A GLOBAL PERSPECTIVE 
If you are interested in an MBA program which offers you the 
unique opportunity to work and study with students from all over 
the world, you will find the RSM an excellent choice, 
















NIMBAS is AMBA (Landon) acsredited 


-NIMBAS 


AN 


P.O. Box 1738, 3006 DR Rotterdam 
the Netherlands 


Phone: +31-10-4081936 / 8587 i 
Fax: +31-10-4529509 R S M€ 


maik r it i 
E-mail: rsm@rsm.nl Rotterdam School of Management 
Internet: www.rstanl Erasmus Graduate School of Business 





NIMB 
Teleph 
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UNIQUE EDUCATION. | ms Ce | @ | COLLEGE DEGREES 


DISTANCE EDUCATION ON YOUR SCHEDULE 


UNIQUE Arrention. UNIQUE Location. & ‘1? BS. MS. Ph.D. Many fields. No classes 
2 oo NO- COST evaluation! Send resume. 


: ce nee 6400 UPTOWN BLVD NE“ SUITE 398.0 
Doing your MBA at U.S.E. offers you the chance i : et 20: NING MA Samam 
to study in a dynamic and international atmosphere 1-905-869- 

which will give you the skills, confidence and 
‘motivation necessary to re-integrate the job market 
with the competitive edge yow ve been looking for! 






























































Contact Grisel Damgaard UN I V ER S I TY 


Tel: 37797986987 - Fax; + 377 97 986 999 ; A BE i fe i " 

e-minil; info@univmanaco.edit a : od ; a eee 

2, ave. Prince Hévdditaivs Albert - MC 98000 Monaco E-mail: into@aliseda.com| | Tel: oe 599-5537 Fax: (808) 599-2869 
{ 


Visit our website at http//www. univmonato edu 


UNIVERSITY OF NORTHERN WASHINGTON 





Human Rights Centre International Training Programme for Conflict Management IFHV 
University of Essex, UK Scuola Superiore Sant'Anna, Pisa, Italy Ruhr-Universität Bochum, Germany 


The PIBOES Network l 
Professional Capacity Building for Human Rights Field Missions 


Under the patronage and with the financial support of the European Commission 


Professional Capacity Building for Human Rights Field Missions is a holistic project of Training Courses organised by the PIBOES Network, 
a joint endeavour of three Universities based in Pisa, Bochum, and Essex, Having regard to recent trends in international field operations, 
the three PIBOES partners recognised the importance of proper training and preparation of human rights personnel to be involved in a wide 
and complex range of duties and field tasks. The Training Courses are aimed at providing participants who will be available to take part in 
field missions with the necessary background education and skills, soas to be of optimum use in the field. 


Three different courses have been designed for 1999. Further training activities are scheduled for the year 2000. The Courses will feature 
lectures, seminars, practical training and case study sessions. They will-be conducted in English by distinguished international experts from 
both academic and applied settings. Scholarships are provided towards participants’ travel expenses and subsistence costs. 


Training Course for Training Course on Training Course for 
Human Rights Field Officers National Capacity Building Senior Human Rights Officers 
Colchester, UK, Pisa, Italy, Bochum, Germany 

6 - 17 September 1999 23 September - 1 October 1999 9-11 December 1999 


Requirements for admissions: 


Citizenship of EU Member States or Central Citizenship of EU Member States or Central and Eastern Citizenship of EU Member States or Central 
and Eastern European Countries; European Countries; and Eastern European Countries; 

University degree in Law, Political Science, University degree in Law, Political science, University degre: 

international Relations, Social Sciences, International Relations, Social Sciences, Minimum age of 28 years; 

Economics, Medicine; Economics, Medicine; Excellent knowledge of the English language. 
Age between 25 to 50 years; Minimum age of 25 years: 

Excellent knowledge of the English language. Excellent knowledge of the English language. 


Tuition fee: 300 EURO Tuition fee: 300 EURO Tuition fee: 200 EURO 
Applications are due by 1 June 1999 Applications are due by 1 June 1999 Applications are due by 20 September 1999 


Information and application forms are available on any of the following Web Sites: 
http://www2.essex.ac.uk/human_rights_centre http://Avww.sssup.it http://www.ruhr-uni-bochum.de/ifhv 


For any additional information concerning PIBOES training activities in 1999 and 2000 please contact: 


Human Rights Centre International Training Programme for Conflict IFHV 
University of Essex Management Ruhr-Universität Bochum 
Wivenhoe Park Scuola Superiore Sant’Anna NA 02/33 
UK-Colchester CO4 38Q Via Carducci, 40 D-44780 Bochum 
Tel.: +44-1206-873764 1-56127 Pisa ©... Tel.: +49-234-700.7932 
Fax: +44-1206-873627 Tel.: +39-050-883312 © Fax: +49-234-7094.208 
E-mail: piboes@essex.ac.uk Fax: +39-050-883356 E-mail: piboes@ruhr-uni-bochum.de 
E-mail: piboes@sssup.it 
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MACROECONOMICS 


| Barcelona 
| Summer School 





















EUROPAINSTITUT 


University of Basel 


International and interdisciplinary post- 
graduate studies in law, economics and 
political science relating to aspects of 
European integration. 














University degree: 


Master of Advanced 
Evropean Studies 

















UNIVERSITY OF WESTMINSTER 


WESTMINSTER BUSINESS SCHOOL 


Graduate Summer School 
19 Jury ~ 13 Aucust 1999 


Our Summer School offers the chance to gain valuable skills 
in business and management whilst enjoying an exciting 
cultural and leisure programme, based in the heart of 
London. Transferable credits awarded on completion may 
count towards a Masters Degree. 


Subjects include: 
International Financial Services 
Operations & Information Management 
The International Economy 
international Human Resource Strategy 
Global Marketing Strategy 
International Business Policy 


Contact the Admissions & Marketing Office, University of 
Westminster, 35 Marylebone Road, London NW1 5LS, UK 
Telephone 0171 911 5020. Fax 0171 911 5703. 

Email mar05@wmin.ac.uk hitp://www.wmin.ac.uk 


Educating for professional life 
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Fee CHF 6'500.- 

Fulltime programme — 2 semasters 

ParHime programme 4 semesters 

Languages German & English 
required 

Start of the first term 18 October 1999 

Applications due 31 May 1999 






Waiting list for lata applications. 
Documentation available at: 


EUROPAINSTITUT 
Gellertstrasse 27, PO Box 
CH - 4020 Basel 

Tel, +441 61 317 97 67 
Fax #+41 61 317 97 66 


europo@ubacly.unibas.ch 
www unibas.ch/euro/ 












UNIVERSITY DEGREE 


For Life, Academic & Work Experience 


Degrees for people who want to be more effective 
and secure in their jobs or professions. 


Earn your BACHELOR'S, MASTER'S or DOCTORATE degree by 
Match your utilizing your m ab S experience, Follas pouvant eredite are 
given for your: Yy, company ing, Industrial 

Position with a | Courses, seminars and business experlence, 

legal degree We accept collage credits no matter when taken, 

and Our graduates are recognized for their achievements in business and 

transcripts industry. We will assist you in completing your degree requirements 

at your own pace through home study, 


Senditax detailed rasurne for a NO COST evaluation. 


Pacific Western University 
1210 Auahi Street, Dept 137, Honolulu, HI 96814-4922 
1-(808) 597-1909 
CALL: (800) 423-3244 ext. 137 UK: 0800-960-413 
Fax: (310) 471-6456 E-Mail: admissions@pwu.com 


http://www. pwu-hi.edu 

























"As you know 
experiance is 
still the best 

teacher... But 
degrees open 
doors,” 














MA Programmes 
September 99 


A unique mix of academic, practical and regional! expertise. 


International Studies and Diplomacy 

This programme will sult those wishing to deepen their 
academic and practical understanding of international 
affairs. Core courses are offered in General Diplomatic 
Studies and Practice, Intemational Relations, International 
Law and international Economics. 


Chinese/SE Asian Business Worlds 
These programmes are aimed at managers, entrepreneurs, 
consultants, business analysts, business journalists and 
others with a particular interest in China or South East 
Asia. Core courses are offered in business environment, 
international management and commercial law. 


International Boundary Studies 
This programme is designed for policymakers and 

professionals working in the field of boundary dispute 
resolution or international relations. 





SOAS 


University of London 
















Contact 

Ms Sirkku Wheeler 
School of Q 

African $ 








. . A London WOLH OXG 
For all programmes a wide variety of elective courses are 


offered from SOAS ‘MA Area Studies’ programmes, You per teers 

can take the programmes in one year (full-time) or two or Fax: 0471 637 0408 
three years (part-time). All core courses are taught in the Emait 

early evening, 


Tet: Q171 323 6054 or 
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Your education, any time, any where 
eHigh quality program 

e Affordable & cost effective 
»Bachdor, MBA and Ph.D. in Business 
eLive student-faculty videoconferencing 
























Tek: (714) 816-0366 
Fax: (714) 816-0367 












10542 Calle Lee Suite 102 
Los Alamitos, CA 90720 


Brussels School of | 
International Studies 


The Graduate School of Politics and International Relations of the 
University of Kent offers the following programmes in Brussels: 


¢ MA in International Relations by Coursework and Dissertation 
* MA in International Relations by Research and Thesis 

* MPhil in International Relations by Research and Thesis 

* PhD in International Relations by Research and Thesis 


Email: registration@tourouniversity.edu 
Web Site: www.tourouniversity.edu 


Admission for Coursework Programmes in October and February. 
Admission for Research Degrees at the beginning of any month. 
Full-time and Part-time evening study, 


THE DIRECTORY OF MBAs 
http://www.editionxii.co.uk 


For a full brochure and informal enquires, contact: 





Dr Jarrod Wiener, Director, Brussels School of International Studies, tye s 
Vesalius College, Pleinlaan 2, B-1050 Brussels. Belgium TTA Edition XIs The Directory of MBAs is the leading domestic and 
Tel: (432-2) 629-2707 Fax: (+32-2) 629-3637 Email: | Wiener@uke.ac.uk UUB international guide to MBA programmes. Available on-line, in all good 





bookstores and direct from the publishers (ISBN 1 86149 020 8). 
Tel: +44 1814414233 Fax: +44 181 441 4677 
E-mail: market@editionxii.co.uk 




















siseasmamemmpatenca 


MBA in Brussels 
SOLVAY BUSINESS SCHOOL !| 


Université Libre de Bruxelles 


è 1 year intensive MBA in English 
è International faculty & student body 
























London Hotei School offers the 

opportunity to qualify to work in i 

the world's biggest & fastest 

growing businesses. Choose from LONGON Hotel School 

5 UK-& USA accredited hospitality * Hospitality General 

Diploma courses of 12 theory units Management 

which you can start any month, =» Human Resources 

è Specialisation in European Management followed by a one year paid * Hospitality Finance 

| internship in a London hotel. * Sales & Marketing 

E-mail:mba@ulb.ac.be | L.H.S. the management fast track. , Hospitelity & Tourism 


www.ulb.ac.be/soco/solvay/mba London Hotel School Contact us for 
Ñ i 1 Bedford Avenue 2 0)}171 
London WC1B 3AS 

























































































European Centre for Comparative Government and Public Policy 
Europäisches Zentrum fir Staatewissenschaften und Staatspraxis 

g 3 ; 1 ‘att it au: Ber! 
Centre Européen d'Institutions et de Politiques Comparées "Tenne ves Se 




















Post-graduate Programme in “European Studies” 
Academic Year 1999/2000 


The European Centre for Comparative Government and Public Policy in Berlin, 
established by the three Berlin Universities (Freie Universitat, Humboldt-Universitat, 
and Technische Universitit) in 1997, offers a post-graduate programme in European 
Studies, The programme has been developed in co-operation with the German 
Foreign Office, the European Commission, the Stifterverband fiir die Deutsche 
Wissenschaft and the Studienstifiung des Deutschen Volkes, It secks to attract the best 
European graduates in law, economies and the social sciences, aiming at leadership 
positions at the international, especially the European level. A “faculty”, composed of 
leading specialists of the Universities in Berlin, Oxford, London, Leiden, Paris, 
Rome, Budapest, Prague and Warsaw as well as high-ranking representatives of 
European institutions act as lecturers on the main legal, economic. and political 
aspects of European integration. The programme includes a traineeship of two 
months in EU-institutions, Embassies and Ministries within the European nation 
states. The lectures and seminars are taught in German, English and French. 
Successful students are awarded the degree of a “Master of European Studies”. 


University of Limerick 
Ireland 


MA IN EUROPEAN INTEGRATION 


One year full-time inter-disciplinary course (Economics, History, Law and 

Politics) 

* Running since 1989, provided a model for subsequent postgraduate 
programmes in European Integration elsewhere 

* Taught by a distinguished international faculty 

+ Elective modules offer a perspective on the EU in its global context including 
trade, peace development, as well as enlargement 

+ A minor dissertation topic chosen by the student with guidance available from 
expert faculty 

+ Annual field trip to the European Institutions 

« Bursary available for an outstanding candidate 




















Deadline for applications: June 9, 1999 


Requirements for admission: An honours degree from a leading European 
university, a good knowledge.of German, English and French, and a strong interest in 
international, especially European developments, demonstrated by the curriculum 
vitae and further activities. Tuition fees: DM 10.000,- (October 1999 - July 2000), 


For application forms and further details, please contact: 





Anne McCarthy, Department of Government and Society, 
University of Limerick, Ireland 


Tel: 353-61-202445 Fax: 353-61-202569 





Information and applications: European Centre for Comparative Government and 
Public Policy, Rheinbabenallee 49, 14199 Berlin, Germany; see for application 
forms: http://www.eurozent.de. Applications ought to be received by 15 May 1999. 






Web page: http:/iwww.ul.ie/~govsoc/euinteg.htm! 
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in ENGLAND, in JAPAN, in BE LGU s 


in SPAIN 





in BELGIUM 


in JAPAN, in BELGIUM 





0S FOR 
MOTIVATED PEOPLE 
* ADULTS from 19 years 
* RETIRED PEOPLE OF 55 AND ABOVE 
(Special conditions available) 
* JUNIORS from I1 to 18 years 


~ ENGLISH in ENGLAND, 
in BELGIUM 





UAGE 
Study: 


up to 44 private and/or n lessons 
and pedagogical activities 
& 
Putting into practice with our teachers: 
atbreaks, meals and evening socio-cultural activities 








CERAN LINGUA 
Jnternational information 
and reservations: 


Tel: + 42-87-79 14 22 
Fax: + 32- 87-79 11 88 
E-mail: 
Customer@veran.be 


Since 1975 


in U 9 À: Languagency 


Tels ro 3 
p 


0334 
1 Od13) 584-046 





- FRENCH in BELGIUM 





A MAXIMUM OF PROGR 


APPOINTMENTS 


nt to Cee 


Fulfilling Britain’s commi r 


Jand re 





Department for 
International 
Development 


DFID 


The Government of Uganda (GoU) has embarked upon a 
sector-wide approach in Education, which is outlined in the 
Education Strategic Investment Plan (ESIP) 1998 - 2003. In order 
to effectively monitor progress:tawards the plan's goals and to 
ritinue to attract support from nding: Agencies, the pm 
Educ h 
ofeach year. , 
cope, and the MoES are 
currentlý ‘undergoing a pros ss. of. í 
therefore looking to l 
technical assistance to 


tgeted international 


and effective moni anng of the sector 


etiorng 


the gr eh hal and imple 
plans focussing on: 


rting system and, 


“sector level indicators and mechanisins for collection of 
: the required data and information; 


level undertaki gS. 


The ability to prëp 


acity and to ensure. 


THE UGANDA EDUCATION STRATEGIC 


INVESTMENT PROGRAMME 
TECHNICAL ADVISER FOR 
MONITORING AND EVALUATION 


QUALIFICATIONS AND EXPERIENCE 

To succeed in this role, you will have knowledge and experience 
of managing, monitoring and evaluating sector programmes in 
education (preferably Africa/Uganda) together with a sound 
understanding of EMIS and of public service reform issues, 
including civil service reform and decentralisation. 

An excellent communicator, you will have strong interpersonal 
and communication skills and be able to work at the highest 
levels of Government and with donor representatives. 
Candidates should either be nationals of Member States of the 
European Economic Area (EEA), or Commonwealth citizens who 
have an established right of abode and the right to work in the 
United Kingdom. 

TERMS OF APPOINTMENT 

You will be on contract to the British Government for 1 year in 
setvice to the Government of Uganda based in Kampala. 
Salary will be commensurate with qualifications and 


experience (UK taxable). Additional benefits will normally 


include variable tax-free allowances, children’s education 


allowances, free accommodation and passages. 


Closing date: 7th May 1999. 


'2/MMcE/TE from, Mrs M McElhinney, Room AH304, 


elop ent, Abe crombie House, Eaglesham Read, East Kilbride, Glasgow G75 8EA 
hone) or e-mail: m-mcelhinney@dfid.gov.uk http://www.dfid.gov.uk 


The Department for International Development (DFID) is the 
British government department responsible for promoting 
development and the reduction of poverty. DFID is committed 
to the internationally agreed target of halving the proportion of 
people living in extreme poverty by 2015. 


DFID works in partnership with governments, international and 
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national non-governmental organisations, and institutions such 
as the World Bank, UN agencies and the European Commission. 
Most of our assistance is concentrated on the poorest countries 
in Asia and sub-Saharan Africa, but we also work in middle 
income countries, and in Central and Eastern Europe. 


DFID adheres to the Civil Service's Equal Opportunities policy. 
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The Post Office is a unique organisation - a highly commercial group of specialist businesses with a turnover of more than £6bn 


Economist 
London, EC1 
c.£25k + Benefits 


and a track record of achievement both in the UK and world-wide. 


Asan Economist you'll be providing informed assistance in a number of areas. In particular, we are looking for your expertise 
in labour market analysis and/or econometric modelling which will make a difference at all levels of our organisation. You'll be 
working on a range of projects, mainly with our senior economists, where your quantitative and economic support will be vital. 


You'll be qualified in economics to degree level, and will ideally hold.a post-graduate qualification. Since then you should have 
spent at least two years as a business economist, where you'll have honed your written skills and your business acumen. With 
excellent computer and data handling abilities and a flair for working in.a team, you'll be particularly adept at making complex 


technical ideas easily understandable. 


The rewards on offer include a contributory pension scheme, 5 weeks’ leave and an annual bonus. And the training and 


opportunities for career progression are excellent. 


To apply, please send your CV and covering letter to Surekha Patel, Support Services Personnel, Room 204, 148 Old Street, 


London EC1V 9HQ. Closing date for applications is Sth May 1999. 


The Post Office is an Equal Opportunities Employer and welcomes applications from all sections of the community. 





NON-BANKING FINANCIAL INSTITUTIONS 


AUTOMA 
NDD 
Credit No, 2792-G 


1L The Government of Ghana has received a credit 
from the International Development Association in 
various currencies towards the cost of the Non- 
Banking Financial Institutions Project. It is intended 
that part of the proceeds of this credit will be 
applied to eligible payments under the contract for 
the supply and installation of an Automated 
Clearing, Settlement and Depository System, 


2, The Ghana Stock Exchange now invites sealed 
bids from ëligible bidders for the supply, installation 
and support of an Automated Securities Clearing, 
Settlement and Depository System. 


3. Bidding will be conducted through the 
international competitive bidding procedures 
specified in the World Banks Guidelines: 
Procurement under IBRD Loans and IDA Credits, 
January 1995 (revised January and August 1996, and 
September 1997, and January 1999), and is open to 
all bidders from eligible source countries as defined 
inthe guidelines. 


4. Interested eligible bidders may~obtain. further 
information from, the’ Ghana Stock Exchange and 
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a! 
INVESTOR IN PEOPLE 








inspect the ‘Bidding Documents at the address given 
below. 





§. A complete set. of Bidding Documents in 
English may be purchased by interested bidders on 
submission of a written application to the address 


US$200. The method of payment: will be by Bank 
certified cheque. The document will be sent by 
airmail for overseas delivery and surface mail or 
courier for local delivery. 


6 A two stage bidding procedure will be 
followed. 
(a) The first stage bid will consist of a technical bid 


any deviations to the technical and commercial 
conditions set forth in the bidding documents or any 
alternative technical solutions a Bidder wishes to 
offer, aid a justification therefor, provided that 
such alternative solutions do. not change the basic 
objective of the project. Following evaluation of the 
first stage bids, the Purchaser will invite each Bidder 
who meets the qualification criteria and who has 
submitted a technically acceptable first stage bid to a 
Clarification Meeting, during which the Bidder's bid 
will be reviewed and all required, changes will. be 
noted and recorded in the Minutes of the meeting or 
in the amended stage two bidding documents. Only 
qualified Bidders | submitting, a complete: and 
technically acceptable first stage bid will be invited 
fo submit a second stage bid. 


(b) Second stage bid will consist of Gi} an updated 
technical bid incorporating: all changes required by 
the Purchaser as recorded in thë Minutes.of the 





below and upon payment of a non-refundable fee of 


only, without any reference to prices, and a list of 








Clarification Meeting or as necessary to reflect any 
amendment(s) to the Bidding Documents or revisions 
to the technical specifications issued subsequent. to 
submission of first stage bid, and Gi) the commercial 
bid with complete price schedules. 


(c) Second stage bids must be delivered to the 
address below at the date and time. to be announced 
when the second stage bids are invited and will be 
opened in public immediately therealter in the 
presence of the representatives of Bidders who have 
been invited to submit second stage ‘bids and who 
choose to attend, 


(d) All second stage bids must be accompanied by a 
security of at least 2% of the bid price in the torm of 
(a) a cashier’s or certified cheque, or (by a bank 
guarantee or irrevocable Letter of Credit issued by a 
reputable bank selected by the Bidder. 


7. FIRST STAGE TECHNICAL BIDS must be 
delivered on or before 10:00HRS. GMT on 29" June, 
1999 and will be opened in the presence of bidders or 
their representatives who choose to attend at 
10:00HRS. GMT on 29" June, 1999 at the trading 
floor of: 


Ghana Stock Exchange 





(The Manager ~ Management Information Systems) 
Cedi House, 5" Floor, Liberia Road, 
P.O. Box 1849, Accra, Ghana. 
Tek: (233-21) 669908 /669914/ Fax: (233-21) 669913 
E-Mail: Stockex@ncs.com.gh/ | 
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ASSISTANT DIRECTOR FOR DEVELOPMENT COOPERATION 





YMCA of the USA, International Group, seeks Assistant Director for Development 
Cooperation programs to negotiate and manage grants in youth development (civic 
education, adolescent reproductive health, and youth employmententreprencurship) and 
to support efforts In leadership development and capacity building within YMCAs. 
Experience in Asia and the Newly Independent States helpful. Position requires excellent 
analytical and writing skills, 3+ progr: omen experience (knowledge of 

7 ial sciences, fhreney in second 









Subant resumes, writing sample: and references to: 
Human Resources. YMCA of the USA, 101 N. Wacker Drive, Chicago, Hinois 
60606 by May 15, 1999. Fax applications will be accepted at 312-977-9063, 








University of Ulster 
Faculty of Business and Management 
School of Leisure and Tourism 


Professorship/Readership in 
Sport, Exercise and Leisure at 
Jordanstown Ref: J99/141/EC 


Applications are invited for the above post, which is available from | September 
1999, or as soon as possible thereafter, The University is Northern Ireland's 
leading centre for research and teaching in sport, exercise and leisure, and 
current research strengths lie in the scientific and sociological aspects of the 
subject, with the former being headed by. Professor Colin Boreham. Whilst 
candidates with research interests in any area of sport, exercise and leisure are 
invited to apply, preference may be given to those with interests in one or more 
of the sociological, physical education, or sports management aspects of 

the subject, 


Applicants must have a first or upper second class honours degree or a higher 
degree in an area of sport, exercise and leisure, along with a minimum of five 
years’ experience of teaching and examining at University level, 


A proven track record of research publications in peer-reviewed academic 
journals, and/or research orientated books is also required. A three-year research 
assistant position is available in support of an appointment at professorial level, 


School of Public Policy, Economics and Law 


Professorship/Readership in 
Health Economics and Policy 
at Jordanstown Ref: J99/142/EC 


Applications are invited for the above newly established post, which is available 
from 1 September 1999, or as soon as possible thereafter. The person appointed 
to the post will be expected to establish a programme of research, and to work 
effectively with health agencies in Northern Ireland, and elsewhere. 
Opportunities also exist for collaborative research with the University’s 5* rated 
biomedical sciences research group. 


Applicants must have a first or upper second class honours degree or a higher 
degree in which economics is a significant component of study, and be able to 
demonstrate expertise in health economics applied in a policy context, Preference 
may be given to those with expertise in economic evaluation or evidence-based 
research in health policy. Candidates must have a proven track record of research 
publications in peer-reviewed academic journals and/or research-orientated 
books. A three-year research assistant position is available in support of an 
appointment at professorial level. 

Salary: £30,496 to £34,464 Readership post 
£35,170 Professorial post (minimum level) 
12 May 1999 

Late May or early June 


Closing date: 
Interview date: 
Purther details and application forms may be obtained from the Recruitment 
Office, University of Ulster at Jordanstown, Shore Road Newtownabbey, 

Co Antrim BT37 OQB. Telephone: (01232) 368222 or internal extension 8222. 


An equal opportunity employer, the University encourages applications from 

both men and women, those with disabilities and those from all sections of the 
community. All applications will be considered on merit. The University has a 
policy whereby smoking is restricted to designated areas. 
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Preferred: 5- 
Application: 
to: IFPRI, 





analysts and ' 
ing countrie experience in analys: 
regression of household income 


published work on household-level inco 


ture, or food security data; and ability to we 
Expected start date July 1999. | 

) years of post-Ph.D. applied research 
end letter of interest, CV, and 





Helsinki Consulting Group 


Helsinki University Knowledge Services è Uniscience 


Helsinki Consulting Group Lid, is a new consortium of expertise. The company 
is an outcome of a merger between the two Finnish international consulting 
firms, Helsinki University Knowiedge Services (HUKS) and Uniscience Ltd. 


Our Areas of Expertise are Education, Public Sector Management and 
Environment, in these areas, we provide technical assistance particularly in 
policy analyses and advice, organisation development, HRD and training, and 
programme & project preparation, implementation and evaluation. Our 
assignments are financed by multiateral and bilateral funding agencies, such 
as the European Commission, the World Bank, the Asian Development Bank 
and government ministries. 


Are you interested in joining us in international 
cooperation projects? 


We are looking for outstanding professionals to work with us on long-term and 
short-term assignments. We are interested in you if you are 


EXPERT IN EDUCATION, PUBLIC SECTOR MANAGEMENT 
OR ENVIRONMENT 


and you have a proven track record in international project assignments in one 
or more of the following areas: 


. Economics 
Capanity Building 
, Policy and Legislation 
. Management Consultancy 
* Programming and Coordination 
s Trade 


Send your CV to us soonest possible by email, as an MS Word file to 
hcg@helsinki.fi, by fax to no. +358-9-708 44453 or by mail to Helsinki 
Consulting Group Ltd, P.O.Box 1300, FIN-00101 Helsinki, Finland. Please 
address your application to Dr Pentti Yletyinen, For more information on us 
and our references, visit us on the Web at http:/Awww.hcg.helsinki.fi. 










VACANCIES 
4.0. INTRODUCTION 
The Tanzania Revenue Authority (TRA) which was established in mid-1996/as an 


and assessing, collecting and accounting for Government revenue. TRA is now 
launching the next phase of its reform program with the assistance of the World 
Bank and other multilateral and bilateral donors. The main objective of the 
program is to strengthen the Authority with a view to improving its efficiency and 
effectiveness in increasing revenue collection. 


The United Republic. of Tanzania has applied for a credit from the international 
credit to payments under the contracts for consulting services. This request for 


expression of interest follows the General Procurement Notice for this project that 
appeared in Development Business No. 507 of 31st March, 1999. 





The implementation of the program will be coordinated by a Program Co- 
ordination Unit (PCU) led by a Program Coordinator (PC) who will report to. the 
Cornmissioner General. A consultant for each of the assignments shown below 
will be selected in accordance with the procedures set out in the World Bank's 
guidelines: Selection and Employment of Consultants by World Bank Borrowers, 
January, 1997 (revised September, 1997 and January, 1997), Applications are 
invited for the following positions. 


PROGRAM COORDINATOR: 

2.1. i ti 
As head of the PCU the Program Coordinator will: 
« Establish and manage the PCU; 


+ Monitor the program activities and together with the heads of the various 
departments ensure a timely implementation of the program. action plans; 


+ Coordinate the preparation of relevant reports and annual work plans; 


+ Ensure that the procurement of goods, Civil works and’-services is 
undertaken according to the. procurement plan and in conformity with the 
established policies and procedures. 


Qualifications and Experience 


The ideal candidate, should have proven managerial skilis of leading an 
inter-disciplinary team in a fast changing environment, In addition to being 
an excellent communicator and a person of unquestionable integrity, the 
candidate will have: 


* A post graduate qualification In Administration, Business Studies, 
Economics or any other related field from a recognised university 


+» A minimum of ten (10) years experience, with at least five (5) years of 
managerial responsibility, 


* Excellent written and verbal communication skills; 


+ A demonstrated ability to manage teams and inspire teamwork while 
setting standards and ensuring quality control, 


+ Arecord of managing multi-donor funded projects in developing countries; 
* {deally, experience in a national revenue authority. 


3.0, PROCUREMENT ADVISOR: 
3.1 Main Duties 


The Procurement Advisor wilt: 
* Report to the Program Coordinator, 


+ Establish the procurement section of the PCU and manage the relevant 
procurement program in accordance with established policies and 
procedures: 

* Provide leadership in the preparation of invitation for bids documents 

(including technical specifications and selection criteria) and the 

processing of bid evaluations, 




























































































































REMUNERATION PACKAGE: 


The remuneration package will be commensurate with the experience and 
qualifications of the selected candidates. The positions are based in Dar es 
Salaam and are for a period.of 18 months in the first instance. 

















SUBMISSION OF APPLICATIONS 


Please send in confidence, an application letter, a detailed resume, copies of 
certificates and testimonials, and the names and addresses of at least three 
referees to the address below, before the 15th of May, 1999. 










Commissioner General Tel: +255-51-119591/4 
Tanzania Revenue Authority Fax: +255-51-119595 
Solkoine Drive, 
P.O. Box 11491, 
Dar es Salaam, 
Tanzania 
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agency under the Ministry of Finance is responsible for administering the tax laws | 


Development Association (IDA) and intends to apply part of the proceeds ofthis - 








~The Queen’s University of Belfast 
Health Economist (Ref: 99/F355A) 


Health and Social Care Research Unit 


‘This post is:avaitable immediately, for 3 years in the first instance, 10 
contribute 16 the work of the Health and Social Care Research Unit by.” 
providing expert assistance and advice in health economics, The Unit 
undertakes academic, policy-relevant research into the health and social care 
needs of the population.in N Ireland and the services provided to meet those 
needs. Applicants must have a degree in economics or a cognate subject and an 
ability to contribute to the research programme at HSCRU in terms of 
designing economic appraisals and conducting economic analyses. 

The desirable criteria are: formal post graduate training in economics, a higher 
degree in economics or cognate subject; educational background in health 
economics; experience in research, publications record, experience of working 
in a health and social care setting; experience of conducting 

economic appraisals. 

























Salary. range: £15,735 - £23,651 per annum, initial placing depending 
on age, experience and qualifications. 
Closing date: 30 April 1999 





Applicants quoting Ref: 99/F355A may obtain further particulars from the 
Personnel Office, The Queen’s University of Belfast, Northern Ireland, 
BT? INN, (01232) 273044 or (01232) 273854 (answering machine) or 
Fax (01232) 324944, email: personnel@qub.ac.uk 


Committed to an Equal Opportunities policy and selection on merit, the 
University welcomes applications from all sections of the community. 









Charity No-. 228248 
Overseas Development Institute 


Britain’s leading independent think-tank on international 
development and humanitarian policy. 


1. RESEARCH FELLOWS 
2. RESEARCH ASSISTANT 


Applications are invited for three positions at the Centre for Aid 
and Public Expenditure recently established within the Overseas 
Development Institute. The Centre is a major new initiative, 
undertaken in collaboration with the Department for International 
Development. The aim of the Centre is to support improved public 
expenditure policy and management in developing countries, with a 
particular focus on better co-ordination between Government and 
donor flows. 


The Institute is looking to fill vacancies for two Research Fellows 
and one Research Assistant. Candidates will have a strong 
professional background in economics, institutional development, 
or public sector financial management, though applicants with other 
backgrounds could be considered. They will have experience in one 
or more oft (i) public sector economics, (ii) budget planning and 
management, (iii) financial management and accountability in the 
public sector, (iv) management of public sector reform and 
institutional development, and (v) new approaches to development 
co-operation. including, sector wide approaches and direct budget 
support. 


Salaties on Universities Research Staff Scales - Range 1 - £17,869 - 
£25,785, Range H - £23.949 - £31,182, Range II - £29,694 - 
£39,391, Range IV - from £37,304. 

Further details and an application form from Jane Northey, OD1, 


Portland House, Stag Place, London, SWIE 5DP. 
Fax +44(0)1713931699 E-mail: j.northey@odi org.uk 


Closing date 7 May 1999, ODI is an equal opportunities employer 
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50K-500K+. Career searching into, within or out of 


A new position is closer. than--you think! Free info. 
www.CareerPath.co.uk E-mail: cpasi 
PATH 
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Lectureships/Senior 


Lectureships 


Department of Management & Employment 
Relations 


Vacancy 1071EUK 


Applications are invited for several positions available in the year 
2000. For one position, preference may bë given to candidates 
specialising in strategy, leadership, or the management of small 
business. Appointments will be made at the Lecturer or Senior 
Lecturer levels. 


The University of Auckland is New Zealand's largest university with 
25,000 students on two campuses. The Department of Management 
and Employment Relations is one of the. largest in the University 
with 4,000 students enrolled in undergraduate and postgraduate 
papers. The Department has a strong postgraduate teaching and 
research programme. Staff research interests are comprehensive 
and the Department is closely associated with the Centre for Labour 
Studies, MIRA - Maori Business Development Unit, Public Sector 
Management Centre, and the Health Management Research Centre, 


Research is generously supported by University and national grants, and 
there are excellent computing, reference, and information facilities. 


Auckland, with a population of one million, is New Zealand's largest 
city and its commercial centre. It offers a cosmopolitan environment 
with a lovely cultural scene and outstanding sporting and recreational 
Opportunities. It is also the gateway for international air travel. 


Further information and Conditions of Appointment should be 
obtained from the Academic Appointments Office, telephone 
64-9-373 7599 ext 5789, fax 64-9-373 7023, email: appointments@ 
auckland.ac.nz, or from our website: www.nzjobs.co.nz/auckland.ac/ 
of from the Association of Commonwealth Universities, London, 
telephone 171-387 8572, fax 171-383-0368, email: appts@acu.ac.uk 
If mailing your application three copies should reach the Academic 
Appaintments Section, The University of Auckland: Private Bag 92019, 
Auckland, New Zealand by 3 May 1999, but the positions will 
remain open until filled. 

Please quote Vacancy Number 1071EUK in all 
correspondence. 


ASSISTANT REGISTRAR, ACADEMIC APPOINTMENTS 





New Zealand 
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WORLD 


ECONOMIC 
FQRUM 


“COMMITTED TO 
IMPROVING THE STATE 
OF THE WORLD 


Our next Annual Meeting in Davos 
is only a heartbeat away... 


To maintain and strengthen the Forum's impact in the year 
2000 we are looking for a highly qualified and committed ` 
person to work on our 


GLOBAL 
AFFAIRS TEAM 


The Global Affairs Team is expected to identify the latest 
trends in politics, economics, business, science and cul- 
ture, to build, maintain and expand ongoing relationships. | 
with the leading practitioners and experts in these fields 
and to conceive and run the 350 separate discussions and 
debates at the Annual Meeting. 





The jobholder must meet the following requirements: 

è be dynamic and flexible and fit into a team where the 
average age is under 30 

e have a university degree from a renowned school 


e have a perfect command of English and proficiency 
in at least one other language 


è be fully computer literate 


+ be a communicator and team player with good 
networking skills 


è have excellent organizational and administrative 
skills, ready to work in a hands-on environment 


e have the ability to handle multiple tasks simultane- 
ously and to set priorities to meet tight deadlines 


e have an international and multicultural background 
as well as 2 to 3 years of work experience 


For more information visit our website at 





www.weforum.org 
If your background and Dr Petra Wuest, Korn/Ferry 
experience fully correspondto 


the requirements, please send 
a detailed curriculum vitae 
with. a recent photograph, 
marked "confidential" to: 


International, 61, rue du 
Rhéne, 1204 Geneva, e-mail: 
petra_wust@weforum.org 
Tel, (41 22) 869 1246 or 


(41 22) 310 2071 
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APPOINTMENTS _ 


Publishing Entrepreneur : 


Do you want to conceive, structure and sell sponsorship for your own 
book projects? ... travel extensively and deal face-to-face with some of 


the most senior people in some of the world’s most interesting markets? _| 


Are you a graduate with two or three years commercial (but not 
‘necessarily publishing) experience? Are you presentable, sharp minded, 
tenacious and entrepreneurial? Are you interested in economic, 
financial and business matters? 


The application of a keen mind will be well-rewarded. To find out 
more, contact Stuart Allen on O17L 779 8955 or 
sallen@euromoneyple.com 


Euromoney Publications PLC is one of the worlds leading financial 


BACHELORS MASTERS PH. 
a No classroom attendance * Distance learning. 

: * Distinguished faculty « Accelerated. degree programs 
Distance . Credit for work experience + Students Irom Ze 
Learning countries and 30 states in the USA. 

ities Washington International University 

T aes P.O. Box 1438, Bryn Mawr, PA 19010-USA 

Fax:610-527-1008 - E-mail: washuniv@op.net. 


teme MBA 
University 
MBA by Distance Learning. Bache 
not always required. Additional 
international faculty needed. 
370 Anchor Drive Ste. 250, Dakota Dunes 


SD 57049 US, Phone: 605-232-6039 
Fax: 605-232-6011 ec@distancemba.com 


www.distancemba.com 


America’s 
Preferred 


Fax +662 634 7565 Quote Dept 2. Give street address 
17313 Surawong Rd (Block 121), Bangkok, 10500 


ublishers 
MEDICAL EDUCATION 


ANTERNATIONAL UNIVERSITY OF THE HEALTH SCIENCES 
Basseterrre, St. Kitts, W.L. 
BS/MD. dual degree programme « Pre-clinical + Clinical e Degree conversion 
Problem-based, self-guided, self-assessed, electronic WWW curriculum, 
Reply to: 240 Crandon Blvd., Suite 207A, Key Biscayne FL 33149 USA 
Teli 4+1 305 361 0235 © Fax: +1 305 361 2349 © iuhs@medixb.webnet.net 
Fachhochschule Esslingen- Hochschule far Technik WWW: http://www iuhs webnet net 
The Esslingen University of Technology, Faculty of Business Management, is 
seeking to appoint 2 professors for its new undergraduate program in industrial 
Business Management as well as for its MBA in international’ industrial 
Management. The new programs combine international business management 
with engineering, the two core disciplines required for the. administration of 
manufacturing business globally. The positions are in the following fields and are 
to be filled at the earliest opportunity: 


Professorship C2-scale (ca. DM 77,000 to DM 96,000 p.a.) 
“Production and Operations Management” 


UNITED 
‘BUSINESS 
INSTITUTES 
Ka poos BBA: four-year undergraduate degree (full-time) 
starting September or March. 
MBA: one or two-year graduate degree (evening 
classes) starting October, January or April. 
Concentrations and/or certificates: 
- International Business Mgt, 
- Global IT & Telecommunication Mgt. 


THE NUMBER ONE BUSINESS SCHOOL 
IN BRUSSELS 


Validated by the University of Wales, U.K. 
Affiliated with Mercer University, Atlanta, U.S.A. 


Info: UBI - United Business Institutes 
Avenue Marnix, 20 
B-1000 Brussels - BELGIUM 
Tel.: +32 (0) 2/548 04 80 
Fax: +32 (0) 2/548 04 89 
E-mail: info@ubi.edu 
Website: http://www.ubi.edu 


Professorship G2-scale (ca. DM 77,000 to DM 96,000 p.a.) Kz 9804 
“Business Administration 
with special focus on Human Resources Management 


in an International environment” 


All successful candidates will 
+ have a Ph.D. or equivalent in a business-related field 
be a native speaker of English or of an equivalent standard 
have at least three years work experience in an international 
corporate context 
have a working knowledge of German or be willing to teach in 
German within two years 
conduct practical research in co-operation with industry 
be prepared to assist in faculty development and to establish 
international contacts to business and academia 
be under 50 years old. 


the EFTE is an equal opportunities employer. Applications with c.v. and certified 
copies. of all relevant documents should be sent within 4 weeks after publication 
ef this announcement to the Office of the President, University of Applied 
Sciences, Kanalstrafhe 33, 73728 Esslingen, Germany 
| For general information about the University, visit our homepage: http://www. tht- 
essiingen.de 
interested persons may contact Dr. Peter Günther: peter.giinther@fnt- 
esslingen.de 


Yel: +49-(0)7.14.3.97-43 31 Fax: +49-(0)7 11 3 97 43 33 


BUSINESS OPPORTUNITY 





HONG KONG: i 
Tek +852 2542 1177 i 
Fax: +852 2545 0550 i 
hk@sovereigngroup.com i 
UNITED KINGDOM: i 
Tel: +44 (0)7000 59 60 61 í 
Fax: +44 {0)7000 89 99 001 
uk@sovereigngroup.com | 
UNITED STATES OF AMERICA: | 
‘Tek 1 757 363 9669 i 
Fax: +1 757 363.9668 i 
usa@sovereigngroup.com | 
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BUSINESS & PERSONAL 
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IMMIGRATE TO BEAUTIFUL CANADA 
FLEXIBLE IMMIGRATION LAWS l 
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ATTORNEYS RUSSELL AND SAVAGE 
Suite 2000, 393 University Avenue 
Toronto, Canada MSG TEG 

Fax: (416) 597-2267 Ph, (416, 
Email: hsavage@inforampnet 
vkrussell@aok com. .° 


SILVA ANALYTICS, INC. 









economic consulting and advising 
for international tax planning, 






3571 Seride | 55» Wii, DE USA 19810 
302-477-9800 © 800-371-(0RF © 2477 59811 a : fe ye : 
Emal. conpOdeling.com © Internat: hitp;//delieg.com transfer pricing foreign investment, 


OF, 






business reorganization, mergers and 





acquisitions, and joint ventures. 






§404 BLACKISTONE RO 
BETHESDA, MD 20816-1821 TEL 4OT-2IOA0rB 






US A PAR 301-229-1019 
WWW SELVA-AN ALY TEOS. COM 















Order today! 1-888-788-5258 Bam -4pm 
Services provided through Amerikan Telecom Network. 









Pre eT Tye HANDWRITING § | CANADA IMMIGRATION 
“WeCan Hep” || ENA 


Foamigration Martens 
imjen & Peterson 


U.S.A. CORPORATIONS 
& LIMITED LIABILITY COMPANIES 


Foreign Ownership Allowed. Corporate 
Liability Protection. Flow-Through Taxes. 











Examiner: of disputed and anonymous 








documents, Also aptitude/charactor : are 
Free Information Packet assessment for ORINTER PUpPOSES. SoY SAG e i boeing 
CORPORATE SERVICE CENTER, INC, Phillippa Lavell FAE S104 
475 Terminal Way, Suite E Toronto . j 1 ~ j 
Reno, NV 89502, U.S.A. Tel: (4169922 80 9 Village Close, London NW3 SAH 














Tel: +44(0)171 794 6060 
Fax: +44(0)171 431 4699 


. 702-329-7721 » FAX: 702-329-0852 
http://www. CorporateServiceCenter.com 
































TRAVELLING TO NEW YORK? 
Bed & Breakfast Service offers 200+ 
apartments, all in fashionable areas. Rates 
$90-300 p/n. 

Corporate Specialists 

Bed of Roses V., Inc. 

800 Sth Ave, NYC 10021 

Tel: (212) 421-7604, Fax: (212) 935-0617. 






LUXURY SERVICED APARTMENTS NEAR HARRODS PAY ONLY 20% TAX IN THE UK 
CHOOSE FROM A SELECTION OF BEAUTIFULLY ail ESA 
APPOINTED STUDIO AND ONE BEDROOM UK Accountants & Tax Specialists 
APARTMENTS IN KNIGHTSBRIDGE Will set up your UK company, deal with 
ALL FULLY EQUIPPED WITH MODERN FACILITIES AIl UK VAT. bookkeeping and 
42 OVINGTON SQUARE accounting requirements, We can also run 
KNIGHTSBRIDGE SW3 1LN the company for you if you are overseas, 
TEL: 0474-884 5466 FAX; 0174-5842912 
E-Mail: info@londonsuite Phone: +44(0)171 433 1513 
london: Fax: +44(0)171 433 1538 
E-Mail: hm-co@dircon.co,uk 


$ 5, DEGREES, BANK 
AICs, CAMOUFLAGE PASSPORTS, 
GMC 
Fax +3120-5241407 
Email: 10041 3.3245@compuserve.com 
-money,com 


























» Kensington Park Apartments & 
| Luxury Serviced apartments near Harrods. | 
Select from studios, one/two bedroom apartments 
| all with fully equipped kitchens, and stylish italian 

i furniture, -Lirnousing service available. i 


Special offer for new quests 


58 Kensington Court, London W8 SDG 
TEL: ++ 44 (171) 937 2469 
++ 44 788 7985955 (Mobile) 
FAX: ++ 44 (171) 795 6215 
EMAIL:info@kensingtonparkapts.com 
w.kensingtonparkapts.com 












peor inner asiasiga saaana 







NEW AUTHORS 
Publish Your Work 


Fiction, Non-fiction, Biography, 
Religious, Poetry, Children’s 






aye British Steel Lecture Series in association 
gvith Friends of Imperial College London 













write, of send your mnanugarigt to: 
MINERVA Press 6 ~ 








3146.317 REGENT STREET, LONDON WIA vye. eNGLAND| E START YOUR OWN ~ “i 
KE a a IMPORT/EXPORT AGENCY , 
www, minerva-press op uk ‘ i R 
No capital or exp, req. No risk. Work 
from home. Part/Full time. Help Desk. 
E Established 1946, Clients in 120 countries, 





18 May Towards a sustainable future: Steel - the hidden solution 
There is a growing demand for sustainable solutions to 
society’s requirements, How can business address these 
complex issue? And what choices must society make to 
ensure sustainable development for future generations? 
























US TAXATION Free Booklet, 
Speaker: Sir Brian Moffat, OBE BY CPAIN LONDON WADE WORED TRADE 
Chairman, British Steel US/UK tax retum service and US/UK tax Sackantarn Kent BR3 3LA 






advice for US citizens and US “green- 
card” holders living/working abroad, 
Servicing individuals and corporations. 


Tel: +44 (0) 181 650 0180 (24hrs) 
Fax: +44 (0) 181 663 3212 
hitp:/www.wadetrade.com 

AR OMK eo e a o a o u 






15 June Saving PISA - enlightened or philistine 
A history of the Tower of Pisa and the problems in 
stabilising and protecting the tower, and historie buildings 
in general, will be addressed. 






e.nn mme a 
-= = m mm ee m 







Mokhtar Edwards & Co 
65 London Wall, London EC2M STU 
Tel: 0171 588 8200 








Speaker: Professor John Burland, FRS 
Professor of Soil Mechanics, Imperial College 
Member, Italian Tower of Pisa Commission 








FINANCIAL PROFESSIONALS 


HARD TO BORROW? 


Use COLLATERALIZED LOANS 
Training Program Available 
We Locate Funders 
for Business & Real Estate 
Tony Abraham, Esq. - Real Estate 
Eric A. Klein, Esq.-Atty/Fiduciary 
International Developing 
Enterprises Agency (IDEA) 
Tel +1-212-751-0800 
Fax +1-212-688-4442 


E-mail: panglob @aol.com 
Website: panglobal.net 






Lectures will take place at 6:30pm in the Clore Lecture Theatre, 
Imperial College, 
180 Queen’s Gate, London SW7 2AZ. 






PAYMENT TO SWISS TRUSTEE 







CALL FOR FREE CONSULTATION 
Tel: (36-1) 319-2684 
Fax: (36-1) 319-2689 

info@second-passport.com 
www.second-passport.com 







ADMISSION FREE BY RESERVATION 


RSVP to Penny Berkut tel 0171 594 8740 
Email p.berkut@ic.acuk 
Friends of Imperial College, 546b Sherfield Building, 
Imperial College, London SW? 2AZ. 
wwwadic.acuk/xr/news/diary/index.hom 
Sponsored by British Steel - 
the world’s best performing steel company 








INTERNATIONAL LAWYERS 
DIPLOMATIC SERVICE 3.A. 
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IMMIGRATION TO CANADA | 



































MCAP Securities Inc. together wif 


the month of May: 


For an appointment, please call: in London: (1-514) 865-9241 

by Karachi: (9221) 584-0676, (9221) 585-2938 

In Dubai: (971-4) 257-500 

in Kuala Lumpur: (03) 717-3950 
MCAP Immigrant Investor Program 









1550 Metca 
Fa 







Email: canada 
*§1.00 USD = 





cap.com 
$6 CDN 


For LESS Than $ 45,000.00* USD 


h Mutual Life of Canada, offer you our Immigrant Investor 
Program, For over 123 years, Mutual Life has been one of North Ametica’s top financial 
institutions: With over $25 billion USD in assets currently under management you can be 
assured of the security and integrity of our program. Representatives of MCAP Securities Inc. 
along with. prominent Canadian Immigration Attomey will visit the following cities during 


LONDON - DUBAI - KARACHI- KUALA LUMPUR 


Street, Suite 1006, Montreal, Quebec H3B 3K5 
x: ($14) 938-9254 — Tel: (514) 865-9241 


INCORPORATE IN USA. 
BY FAX OR PHONE 

























e Corporations and LLCs TYPICAL INCORPORATING FEES 






Free name reservation Delaware 
e Personal assets shielded Wyoming 
e Confidential and cost effective | Nevada 

e Full registered agent services |__Utah 


FAX: 302-421-5753 Tl, 20242153 


Registered Agents, Ltd. Web Site: www.incusa.com 


$199.00 | 
$285.00 | 
$380.90 | 

$270.00 | 





1220 N. Market S 





Ali picas per minute inc, VAT. Surcharges may 
i i { apply from some payptianas/mobiies. 


treet, Suite 606 * Wilmington, Delaware 19801 


Trusts and Foundations 
Fiscal Migration / 2nd Citizenship 


on tax mitigation, asset protection and privacy. 
« Incorporation in ALL 
offshore jurisdictions 


» Trust and Foundation services 
+ Banks & insurance 
companies formed 


Since 1977 the [CSL organisation has specialised in the establishment and 
administration of offshore companies and other structures with emphasis 


TYPICAL INCORPORATION FEES 


« Post incorporation services Isle of Mano... £250 
« Bank accounts opened ~ St.Vincent oo... US$350 


* Migration consultancy Credit Cards Accepted 


' INTERNATIONAL COMPANY 





LONDON, UK CZECH REPUBLIC 
Peyman Zia Charles Zidek 
Tel: +44 171 493 4244 Tel: +420 2 573 20706 
Fax: +44 171 491 0605 Fax: +420 2 538 928 
Email: uk@ICSL.com Email: firstcom @traveller.cz 


UKRAINE USA 
Mark Rayner Jerry Bakerjian 
Tel: +380 44 235 8566 Tel: +1954 943 1498 
Fax: +380 44 235 8560 Fax: +1 954 943 1489 
Email: ICSL@gu.kdev.ua Email: usa@ICSi.com 


116 


SERVICES LIMITED 
The Offshore Professionals since 1977 
www.ICSL.com 


Paul Brennock FCIS, Sovereign House, St Johns, Isle of Man, IM4 3AJ 
Tel: +44 1624 801801 Fax: +44 1624 801800 E-mail:iom@ICSL.com 


SWITZERLAND 
Astrid Fuenzalida 
Tek: +41 22 3M1 3080 
Fax: +41 22 310 4878 
Email: ICSL@cortex.ch 


CARIBBEAN 
Mark Shadwick 
Tel: +1 649 946 2828 
Fax: +1 649946 2825 
Email: tei@ICSL.com 







































TERO V, SHB YU Ry 
ye Erg 
C O M P A N l E S L an A Value a Money. 


‘Unbeatable location in South Kensington, 
COST EFFECTIVE 
2 person apartment from £70 per night 
NOMINEE & MANAGEMENT SERVICES 
"AVAILABLE 4 person artment from ENS per night 

























BVI £275 Tourist Board Commended - 
GIBRALTAR £275 ASHBURN GARDEN APARTME 
ISLE OF MAN £275 ZA muin gamens Loncan e (0a u 
IRISH £275 TNn A S 
BAHAMAS £275 ARDEN 


OTHER JURISDICTIONS AVAILABLE 






























PROFESSIONAL SERVICE PROVIDED BY 
IN HOUSE LAWYERS & ACCOUNTANTS 
CREDIT CARDS ACCEPTED 


FIDUCIARY MANAGEMENT 
SERVICES LIMITED 
13 WIMPOLE STREET 
LONDON W1M 7AB 


TEL: 0171 436 8100 
FAX: 0171 436 8188 


E-Mail: CoForm3@Fiduciary.Co.uk 
http://www. FiduciaryGroup.com 


OFFSHORE 
TAX-FREE 


companies world-wide 


formation and administration 
of companies opening of bank accounts 
tel/fax/mail forwarding services 








United Kingdom GY9 OSF 
Raymond Terry Gibson Fax: +44-1481-832 116 


Hungary LAW ECO Kit-Main Customer Service 
33/a Raday str,, Budapest, Hungary 1092 
Contact languages: English, French, 
Russian, Bulgarian 



















Romania-LAYECO /Romania/ s.r] 
BLV. KOGALNICGEANU NR 60 
ET ILAP 9, Bucharest Romania 
Contact languages: German, English, Hungarian 


Tel: +40-92-326 329-Fax: +40-92-518-252 





‘instant Free Connection * Use any Tone Phone 
tio Contracts/ + No commitment 





Far East-Export and Import Bank Corp. 
Contact languages: English, Russian 
Tel: +742-3-41 47 666 Fax: +742-3-41 47 444 


e-mail laveco?mail.matay.} 
Website: www. laveco.h 


Piel Imoret DIT, 
i CALL FREE ON: 


0800 097 5140 














1402 TEANECK ROAD + SUITE 114 + TEANECK, NEW JERSEY - 07666 - USA 
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‘Traveling Well in a Nutshell 


We make Traveler's Briefcases with Flexible Unwreckable™ 
frames to double as laptop bags, 
and make Insiders™ dividers to 
custom organize your bag. We 
consult with each customer to 
help analyze your requirements. 
We sell direct to you. 





OFFSHORE OFFSHORE 
STETE | COMPANIES 
BY LAWYERS 


PROVIDER 
necessities 
SCF is one of the world’s largest tax 


Since 1975 our world wide stafi 
of over 300 multi-disciplined 
professionals including lawyers, 
chartered accountants, chartered ~"§ planning practices. Fully owned and 
eon et i e ae operated by lawyers and accountants. 
eee Pang i All our consultants are professionally 
trained and will ensure your affairs will 
be dealt within an atmosphere of the 
utmost privacy and confidentiality. 

















































































innovative solutions in the field of 

international tax and asset protection 
using all of the major low tax areas. 
Throughout our network of 
international offices we 


Pl itch oe 
arhe P WORLDWIDE OFFICES 
F 1 | == CAN PROVIDE: © 


= 


# Bur what if the bag you carry 






to beat the two-bag limit is 
larger than the bag you need in town? 
Pack an Insiders™ portfolio in your 
Glaser Traveler's Briefcase, leave 
the big bag at your hotel, and take 
your portfolio to meetings. 























@ BANK INTRODUCTIONS 

@ FULL NOMINEE FACILIMES 

© FOUNDATION REGISTRATION 
g @ TAX PLANNING ADVICE FROM QUALIFIED 

inee services LAWYERS & ACCOUNTANTS 

© COPYRIGHT & PATENT REGISTRATION 

@ ASSET PROTECTION TRUSTS 

© VESSEL/VACHT REGISTRATION 

@ FISCAL MIGRATION/2ND CITIZENSHIP 












Please call for our free ca talog. Arrangements of nom 








Traveler's Briefcases Walnut or black leather Various sizes $750. to $1,050, 
Insiders Portfolios Legal or Ad size Walnut or black leather $375. to $475. 












Visit our award 
ney and audit services winning website: 
w Accountancy : 


Sago, GLASER DESIGNS 






S) pas n vww.sefor CO 
eh B TRAVEL Goops MAKERS i www.scfgroup.com 

















PHONE 415-552-3188 FAX 415-431-3999 


FROM us$350 90-100 Sydney St 
TOLL FREE 800-234-1075 ECON@GLASERDESIGNS.COM 


LUXEMBOURG MADEIRA Chelsea, London 
aa MMA HUTTON ioa SW3 6NJ, UK 

Fax: +382 224 287 ek Tel:+44 171 352 2274 
FINLAND GAPOR Fax:+44 171 795 0016 


denny Kompulainen pena ORE 
Tel: +388 9 6969 2569 










































The Original 





















bs -mai Gi j 
ae ae 8 6008 Z969 Tol 465 595 3380 E-mail offshore@scfgroup.com 
n j Fax: G5 545 3994 DUBLIN 
teen ee Bc tEcon) HONS KONG 
aSTiO Kiss CON, mond į r 
Tol: +36 1351 9959 MA MUA poe 27-29 Lower Pembroke St. 
Fax: +36 1 357 9958 Tol: «B82 25020172 Dublin 2, Ireland 


CYPRUS. Fax: 4852 25211190 
Chris Vassiliades USA - AICS Ltd 


N e W Lower R at es! eras ia =e nan 4 E-mail: offshore@scfintl.iolie 
Call to the U.S. from: ' VICE AND ¢ SCF INT. TRUST & MGT CO, 


Hong Kong...29¢ Germany.....21¢ f . | Fora free colour 
Sweden........15¢_Italy..............25¢ brochure or without 


: k $ obligation appointment 
ngapore....33¢ Australia......19¢ z please telephone: 


SEEC E FREEPHONE 
k ite PO Box 55, Ramsey, 
No Deposit e No Minimum isle of Man, Great Britain, IM99 4EE or complete the coupon below 


E-mail: economist@ocra.com 
TEL: +44 1624 815544 
No Set Up Fees « No VAT FAK: s44 1624 817080 
. A n š LONDON - Richard Cook, BSc 
Instant Activation « Fiber-Optic Networks ee eee 
a nage 1509002 CERTI: Ti 
itemized 6-Second Billing « Ideal for Home, 


Office, Hotels and Mobile Phone Toll Free From USA: 
: one Moola: Phones 1 800 283 4444 
Agents call 1.206.479.2816 | 








Tel:+ 353 1 662 1388 
Fax: + 353 1 662 1554 




































Toll Free From UK: 
Tel: 1.206.376.1954% Fax: 1.206.376.1955 0800 269900 


417 Second Avenue West » Seattle, WA 98119 USA Www.ocra.com 
www.kallback.com • e-mail: into@ms.kallback.com OCRA World Wide is a member of the Estate and 


General Group established in 1935 
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| as our chart shows, from 11.5% in Switzer- 








ans NA A ENTER j 

OUTPUT, DEMAND AND JOBS The euro area’s unemployment rate edged down to 10.5% 
in February, from 10.6% in January. Germany's jobless rate was unchanged at10.5% in March. 
Italy’s fell to 12% in January. German industrial production declined by 1.7% in the year to 
February. 





















































% change at annual rate The Economist poll Industrial Retail sales Unemployment 
: GDP GDP forecasts production (volume) - % rate 
a 3mthst Tyear 1999. 2000 3 mths? 1 year 1 year latest year ago 
Australa + 43 +47 Q +31, + 3.0 -08 +07 93 + 31 04 TA Mar 82 
Austria na +2703 +20 +26 na ~ 8.7 Dec +423 00 4.3 Ma 45 
Belgium +11 + 22 8 +19 +24 na = 32 fet + 28 Dec M7 Mart 12.5 
| Britain +07 +1304 +06 +20 ZAA ~ O1 Feb $1.3 Feb 6.3 Jans 65 
Canada +46 +428 04 +28 +25 + 5.5 + 47 Jan + 5.0 Jan 7.8 Mar 84 
Denmark. -03 +27 04 +16 + 22 na ~ 4.0 Dec + 2.4 Feb 6.0 fee 71 
france +29 +28 %4 +22 +26 ~ 0.9 + 2.3 Jan = 0.8 Jan 14:5 feb 12.1 
Germany -18 +2504 +15 +24 + 1.3  ~ 1.7 Feb - 2.6 Jan? 10.5 Mar 115 
Italy = td +09 o +16 + 2.4 -15.9 + 0,7 Jan $0.7 tan 12.0 fan 12.0 
Japan -32 ~ 2894 - 1) 0.0 -~ 15 + 48 Feb < 5.7 Jan. 4.6. Feb 3.6. 
Netherlands + 4.8 +31 Q4 + 2.3 + 26 ~ 2.6 ~ 2.7 Dec + 5.9 Dec 3.6 Feb" 4.8 
Spain +30 +36 Q4 +32 + 3.4 + 43 +23 Jan na 18.2 .Dec 20.0 
Sweden +57 +3204 +22 +26 ~ 45. ~ 1.2 Jant “+ 5.5 Jan 5.6 Febt 6.7 
Switzerland +10 +12% +12 +18 na = 0.7 Qa* + 1.4 Feb 3.1 Mart 4.6 
United States + 61 + 43 Q¢ +t 36 + 2.4 +09 + 1.9 Feb + 8.2 Feb 4.2 Mar 4.7 
Euro-11 + O08 +23 Q4 + 2.1 +26 ~- 12 + 1.3 Dec + 15 Dett 10.5 Feb 11.4 





*Not seasonally adjusted. t average of latest 3 months compared with average of previous 3 months, at annual rate, #New series, §NawJan, claimant count 
rate 4.6% in February, **Dec-Feb tt Economist estimate: weighted average of countries listed above, 
a ALEC ii 





PRICES AND WAGES American consumer-price inflation edged up to 1.7% in the year to 


| March. Producer prices rose by 0.8% over the same period.German consumer-price inflation 


increased to 0.4% in the year to March, as did Dutch inflation, to 2.2%. Swedish consumer 


| prices were unchanged in the year to March. 
























































% change at annual rate The Economist poll 

Consumer prices* consumer prices forecast Producer prices* Wages/earnings 

3mthst 1 year 1999 2000 3 mthst 1 year 3mthst 1year 
Australia +20 + 1.6 4 +16 +24 -26 ~-04 Q4 -~ 0.5 +18 Qa 
Austria +08 +05 Feb +09 +14 +05 ~ 1.9 Mar fa na 
Belgium + 48 +12 Mar +10 +14 ~ 62 ~ 29 jan + tt + 25 %4 
Britain ~ 1.5 +214 Feb +20 + 22 - 0.1 +02 feb + 4.1 + 4.4 Janes 
Canada +04 + 0,7 Feb +10 + 15 -25 ~ 0.5 Feb + 0.5  ~- 0.2 Jan 
Denmark +08 + 2.0 Feb +20 + 22 ~ 24 =- 1.6 Feo +45 +43 Aug** 
France ~ 0.3 + 0.2 Feb +05 + 1.1 -~ 3.7 ~ 3.0 fed +18 + 2.0 Oct* 
Germany +01 + 04 Mar +06 + 1.2 +13 = 3.6 Mar na + 1.9 Dec 
Italy + 1.0 + 1.2 Feb +14 +17 -23 ~ 18 Feb +07 + 1.8 feb* 
Japan ~ 2.7 = 0.1 Feb -06 ~- 04 -47 ~ 3.4 Mar nå - 3.8 Jan 
Netherlands +61 +22 Mar +20 + 2.1 -3.0 ~ 3.3 Feb +42 + 2.5 Feb 
Spain + 2.0 + 1.8 Feo +19 + 2.2 - 16 ~ 14 Feb +23 + 1.9 Q4 
Sweden na nil Mar +03 +11 -34 — 32 Feb + 6.3 + 24 Dect 
Switzerland +17 +05 Mar +03 +08 -3.9 ~ 2.9 Feb nä. + 0:5 1997 
United States +15 + 1.7 Mar +20 +23 +214 +08 Mar $03.8. 4+ 3.6 Mar 
Euro-14 +01 + 0.8 Feb +10 +14 -38 ~ 2.7 lan nas + 24.Qatt 





“Not seasonally adjusted t average of latest 3 months compared with average of previous'3 months, at annual rate. **New- series, Méconomist estimate: 
weighted average of countries listed above ‘ G 
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COMMODITY PRICEINDEX 
As part of its bid for American 
approval to join the World Trade Orga- 


| nisation, China has agreed to relax its ban 
on wheat from America’s northwest. | 


China had justified the ban, in force since 


_ 1972, 0n the grounds that American wheat 


imports would infect local crops with TCK 





smut, a fungus. Chinese wheat imports fell 


to only 2m tonnes in the year to last June, 
down from 12m tonnes in the year to June 
1996. But with stocks low, imports could 
rise to 5m tonnes next season if this year’s 


domestic crop is as poor as last year’s. The | 
International Grains Council reckons that | 


world stocks of wheat will fall to 105m 
tonnes by June 2000, their lowest for 20 
years. 





















































1990=100 % change on 
Apr 6th Apr 13th* one one 
_. _month year 
Dollar index 
All items 82.3 82.3 +04 -172 
Food “oa 902 -26 -24 
Industrials = 
E All 73.5 75.4 + 36 ~11,0 
“Niat 89.3 897 = 07 - 84 
Metals 64.0 668 + 73 -130 
Sterling index 
All items 92.4 908 + 08 ~137 
Food 103.7 99.6 =- 214 ~19.1 
industrials 
All 82.5 832 + 41 - 72 
Nfa? 100.3 390 ~ 02 ~ 45 
Metals 71.8 73.7 +78 ~ 93 
SDR index 
All items 82.7 82.3 + 09 -17.8 
food 92.9 30.2 =- 20 -230 
Industrials 
All 739. 75.4 + 41-117 
Nfat 89.8 897 -01 -~ 91 
Metals 64.3 668 + 79 ~136 
Gold 
$ per oz 279,05 283.85 + 04 7 3.1 
Crude oil North Sea Brent . 4 
$ per barrel 15.04 15.16 +18.9 +11.2 





} * Provisional T Non-food agriculturals. 








, POTESSE TEESE 
BINCOME TAXES The structure of per- 
sonal income taxes in every OECD country 
is similar. Citizens pay no tax on the first 
slice of their income, and then pay a rising 
share of every extra pound in tax as in- 
come rises. But the top marginal rate lev- 


K z Starting point? 
ied by central governments varies widely, 


for top t ate 





land to 60% in the Netherlands. The level 
of income at which the top rate becomes 
payable also varies. A single, childless Irish 
person hits the top rate, of 48%, at a mere 
0.7 times average earnings; in Japan, the 
50% rate bites at seven times the average. If 
local income taxes were taken into ac- 
count, the range of top rates would nar- 
row, and Finland, Denmark, Switzerland 
and Sweden would be pushed much fur- 
ther up the tax league. 
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‘FINANCIAL INDICATORS 


| MONEY AND INTEREST RATES Swedish bonds took a knock after the country’s finance | a BONDS In its first three months, the 
_ minister, Erik Asbrink, resigned. Other European bond markets were hit by worries over war | euro has replaced the dollar as the favour- 
_ in Kosovo; last week’s interest-rate cut by the European Central Bank failed to cheer them. ite currency of the world’s bond issuers. 
Money supply* Interest rates % p.a. (Apr 14th 1999) a | Euro-denominated bond issues in the first | 

% thn mache bank a year ‘t corporate quarter of 1999 were worth $182 billion, 

prime gov't bonds latest? | 44.6% of the global total, just ahead of dol- 

lar-denominated bonds, which were 
| worth $181 billion. In the first quarter of 
1998, dollar-denominated bonds ac- 
counted for 46% of the world total, com- 
| pared with only 36.2% denominated in 
| the euro's predecessor currencies (includ- 
| ing the ecu). Sterling's share of global bond 
{ 































| issues dropped from 9.5% in the first quar- 
ter of 1998 to 5.9% this year. If the pace of 


‘Narrow: MI except Britain MO, broad: M2 or M3 except Britain M4 Sources: Commerzbank, Den Danske; JP Morgan, Royal Bank of Canada, Svenska 
Handelsbanken, Warburg Dillon Read, WEFA Group, Westpac, Datastream AC V Rates cannot be construed:as barks’ offers, 


the first quarter is maintained, 1999 will 
be another record year for bond issuance. 
In that quarter the gross value of bond is- 
sues around the world totalled $407 bil- 
| lion. That is 30% higher than the total. of 





| 

i 

STOCKMARKETS The Dow hit another record high, briefly rising above 10,500. Frankfurt | 

fell back on April 14th, with investors shaken by the European Commission’s criticism of | 

DaimlerChysler’s sales practices; but the pax still gained 2.6% over the week. | 
Market indices B $312 billion issued in the same quarter last 

{ 

l 

| 

| 

| 


year, which was itself sharply up from the 
| $209 billion issued in the first three 
3,088.2 | months of 1997. 


1208.1 4.2144 1,010.3 


65131 5,770.2 
6,988.5 6,180.3 
6185 6507 


2744037523 


$1822 5,4436 
1,508.8 






































1232.6 i 1,123.5 


World bond market? 4598 4308 


on euro terns. TMorgan Stanley Capital international index includes individual markets listed above plus eight others, in dollar terns 
fsalornon Brothers World Government Bond index, total. returns, in dollar terms, 














RADE, EXCHANGE RATES ANT? BUDGETS The yen’s trade-weighted value rose by 1.9% in the week to April 14th. Sterling gained 1.1%; 
the dollar fell by 0.9%. Germany’s visible-trade surplus narrowed to $6.6 billion in February, but its 12-month surplus widened to $76.1 
billion. France’s 12-month surplus fell to $25.6 billion in the year to January. 








po ade balancat Sun. n | at Currant aecount a Exchange ate. Budget 
latest latest 12 $bn The Economist poll trade-weighted? balance 
% of GDP, forecast Apr 14th 














37.4 

















| Britain 2 
Canada tt 1803m o 1 A ah 1.49. 1,44 242 083 1.61 
Denmark 6.88: 6.85 11.12 380 7.43 














United States 
Euro-11 


“Australis, Britain, France, can apan and United States imports fob, exports fob, All others cifAob. ¥4990e100, Bank of England. #08CD estimate 
Snot Apasonally adjusted. * "New senes 
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- EMERGING-MARKET IN DICATORS | 








W ECONOMIC FORECAST Every three 
months The Economist polls a group of 
forecasters and calculates the average of 
their predictions of growth and current- 
account balances for 25 emerging econo- 
mies. Since our last poll in January, our 
seers have become much gloomier about 
all the Latin American economies. Brazil’s 
economy is now expected to shrink by 
4.6% this year; Argentina’s GDP is tipped to 
decline by 1.9%. However, all the Latins are 
expected to bounce back in 2000, with 
growth of 3-4%. Only one of our emerging 
economies is expected to see output 
nok again next year: Russia. 















































mar Sachs; HSBC: NG Barings: 
on Smith Barney; ‘Warburg D Doy e 








ASIAN OUTLOOK Our seers are gradually 








ECONOMY China’s industrial-output growth slowed t to 09% i in the ye year to March; its con- | 
sumer prices fell by 1.8% over the same period. Thai industrial production grew by 3% in the 
year to February. In the same 12-month period output slumped by 8.1% in the Czech Republic 
and by 5.1% in Brazil. 
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“Excluding gold, except Singapore, IMF definition. !Visiblé and invisible trade balance; +Year beginning April 1st. 8¥ear ending June, "*Estimate, į 





FINANCIAL MARKETS Extensive foreign buying helped to push share prices in Jakarta up | 
by 10% in the week to April 14th. At the other extreme, investors’ worries about Turkey’s | 
forthcoming election and its negotiations with the mmr sent Istanbul reeling by 11.1% over the 
week. Singapore rose by 5% on hopes of interest-rate cuts; Manila gained 4.7%. i 
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becoming more optimistic (or, at least, less | Philippines 38.2 381 617 1056 21684 +47 + 101 + 123 í 
pessimistic) about prospects for the East | Singapore 169 160 274 160 | 
Asian economies. Six months ago, theyex- | South Korea 1214 1,393 1964 6.43 l 
pected South Korea to shrink by 0.2% this | Taiwan.. 
year; now they are forecasting 1.7% growth | waren 
in-1999 and 4% in 2000. Our cheeriest | re eee E moa Maer E T E ET | 
forecaster, J.P. Morgan, expects South Ko- | ne aga recy a r a s aa | 
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“inflation-adjusted, Tin dollar terms. 





Sources: National statistics offices, central banks and stock exchanges; DatastreamACV, EIU; Reuters; Warburg Dillon Read; LP. Morgan; Hong Kong 
Monetary Authority, Centre for Monitoring indian Economy, FIEL; &FG-Hermes; Bank Leumi Le-israel: Standard Bank Group: Akbank: Bank Ekspres, 
Deutsche Bank; Russian Economic Trends. 
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They're not only the Fastest growing Internet companies, 
-they all use our network software. Coincidence? 
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COMMUNICATIONS 


No matter how many people access your network, or how much information travels across it, you can 
get dramatically Faster response times with Inktomi Traffic Server”—the leading network caching software. 
What's more, as your network continues to grow, Traffic Server provides a platform for additional services, 
such as streaming video and audio. With this kind of scalability and Flexibility, it's no wonder Traffic Server 
is quickly becoming the most critical part of the Internet infrastructure. 





Inktomi? 


S ceca doing t he lon t ercon et” 


wwwinktomi.com/ traffic 1-884 -INKTOMI 


> 1999 INKTOMI CORPORATION, All Rights Reserved. inkeioeni: Traffic Server, Sealing the Internet and the ti-calared cube Ingo are all trademarks af taktomi Corparation. 
A company names referenced herein are the trademarks or registered trademarks of their respective holders, : 
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ange services industry faces a turbulent future but 
rate; ance can help you make sense of what lies ahead. 





This in-depth quarterly 
briefing from the Economist 
Intelligence Unit peels away 
the hype to examine the 
strategic implications of 
today's—and tomorrov so 
hot issues, It concentrates 
on the overarching themes 
_that shape the entire global 
financial services industry— 
from convergence and — 
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advice. Take CEO Agenda: 

this series of articles provides _ 
you with a platform for 
developing strategy across key 
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making investment and comercial banks work together 


6, The CEO Agenda: 





Investment and commercial 
bankers can be like oil and water 






6. The CEO Agenda: making 
investment and commercial 
banks work together 


More and more top managers are facing a critical challenge: how ty meld two different 
banking cultures into a single effective organisation. In preparation for this article, 
Strategic Finance spoke at length with Allen Wheat, CEO of © “redit Suisse First Boston, 
as well as with other senior executives. 


In March 1997 the Federal Reserve Board altered its rules to allow commercial 
t least 30 US securities firms 
and investment banks, most of them small, have since been bought by 
commercial banks. Amid the flurry, 4 worrying trend has become increasingly 
evident: few commercial-banking CEOs have been particularly successful at 
incorporating their fast-lane investment-banking brethren. Nor is this limited to 
acquired operations—-many efforts to build organically have also floundered. 


Investment bankers are hard to please. Take away all their autonomy and they 
are likely to walk out of the door. Give them too much independence and they 
can make it tough to get the desired synergies from the merger in the worst case 
they can feel free to bet the shop. 








this extract from the current 
issue of Strategic Finance and 
see for yourself. 

















“Strategic Finance is required 
reading for all top managers 
who aspire to compete în- 
global financial services ... 

Its anal sis of trends and 
competitors is unrivalled.” 






Peter Wood, Founder, Direct 
Line. Member of the Strategic 
Finance Advisory Board 
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Allen Wheat 






gu Strategic Finance Mi 










arch to May 1999 


Some CEOs have reacted by letting the two businesses run separately with only 
limited efforts at co-ordination. Others have tried merging some areas while 
leaving others alone. A combination of trial and error and deliberation is leading 
to an alternative solution: a growing number of top manages, including Sanford 
Weill and John Reed, co-CEOs of Citigroup and Allen Wheat, CEO of Credit 
Suisse First Boston (CSFB), have opted for integrating the two functions. 
aan: ee 

Let us remember. 


Among US firms acquired since the Fed changes are: Montgomery Securities 

“(aought by NationsBank, now BankAmerica); Robertson Stephens (baught by 

BankAmerica and sold to BankBoston): Cowen & Co (Societe Générale); 

>: Oppenheimer (CBIC); Interstate johnson Lane (Wachovia); Wheat First 
Securities (First Union); Macdonald &Co (Keycorp); Alex Brown Bankers 
Trust); Bankers Trust (Deutsche Bank); and Salomon Smith Barney (now part of 
Citigroup). It is no tonger unthinkable that even Merril Lynch, Goldman Sachs 

“cand: Morgan Stanley, the top three bulge bracket firs that dominate debt: 
equity and advisory businesses alike, might lose thelr independence in time, 
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Continued overleaf... 
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NSwers. 





Why join Strategic Finance's subscribers? 





The quality of the intelligence you get from Strategic 
Finance is underwritten by our editorial Advisory 
3oard—senior executives running top-tier firms 
ncluding Citigroup, ABN-AMRO and Goldman Sachs. identify best practice among the world’s leading financial services firms and 
(hey support the editor by ensuring that our coverage benchmark your business against them; 
emains tightly focused on the core strategic issues 
iriving the industry. Together they bring many years 
of front-line experience to Strategic Finance 
‘xperience you can benefit from as a subscriber. ; - < 
ie aean * define your organisation’s true purpose in a constantly shifting financial 
ee n services landscape; 
Fi? 3. AKA: a prowling giant 


With Strategic Finance reinforcing your decision-making you will be better 
placed to: 


develop flexible strategic plans for an uncertain future; 


understand cutting-edge concepts in areas from financial engineering to 
information technology; 






maximise shareholder value by understanding the big strategic issues—and 
| their effect on your firm’s performance. 











This typical table of contents is drawn from recent issues of Strategic Finance. 


From the editor: sharp observations on the turn in the credit cycle. 








1. Choosing your chief technology 5. Growing from within 
officer: how to get it right 6. The downsizing dilemma 
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“PHONE CALLS, E-MAILS, FAXES, THE WEB. 


JUST ANOTHER DAY AT THE OFFICE” 


ONLY INMARSAT CAN KEEP YOU IN TOUCH VIA VOICE, VIA E-MAIL, EA 


VIA 
VIA FAX, VIA TELEX, VIA INTERNET AND EVEN VIA VIDEO. INMARSAT 


SO IF YOU NEED YOUR OFFICE TO BE WHEREVER YOUR BUSINESS 
TAKES YOU, GET IN TOUCH WITH INMARSAT TODAY. MUCH MORE THAN TALK 


20 YEARS' EXPERIENCE IN GLOBAL MOBILE SATELLITE COMMUNICATIONS 


(Otman SZ nronmarion @rnmansat.one (OA) HTTP://WWW. VIA-INMARSAT.ORG 


©1989 INMARSAT. INMARSAT AND THE INMARSAT LOGO ARE TRADEMARKS OF INMARSAT, LONDON, U.K 





s> 3 
Jefining \ 


p 


7148602674!!! 7 


Lt 


oe 





When consulting with businesses on where to open, 


we often suggest a densely populated area. 


The living room. 


Join us. Together we can change the world. 





PRICEWATERHOUSE(COPERS 


here’s a new world being created. With new ways of buying and selling. New ways of doing 
usiness. And even new ways of living. At PricewaterhouseCoopers, we’re working with clients to 
ake the most of these new opportunities. Whether it’s building Internet-based shopping, 
stablishing electronic trading communities or what goes on in-between, we understand the broad 
nplications that can help our clients secure long-term success. In countries all around the world. 
s well as the brave new world of cyberspace. www.pwcglobal.com 


1999 PricewaterhouseCoopers. PricewaterhouseCoopers refers to the individual member firms of the worldwide PricewaterhouseCoopers organisation, All rights reserved. 














Now there’s an 
airline alliance that 
revolves around you. 





Now there's an alliance that makes international travel 
easier, and more rewarding, than ever before. With 
worldwide recognition on five of the world’s finest 
airlines. Access to even more lounges. Smoother 


transfers. And the ability to earn and redeem frequent flyer 





miles to even more destinations. All with over 220,000 


people at your service to help you enjoy every trip 
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Poor Brazil 


Sir—Your survey of Brazil 
(March 27th) underestimates one 
political change that.augurs well 
for the eventual success of struc- 
tural economic reform. During 
Brazil’s 40-odd years of annual 
inflation above 20%, those who 
mattered —_ -politically—business 
leaders, the middle class and, in- 
termittently, the small formal- 
sector working class--were large- 
ly shielded from income losses by 
Brazil’s regulatory framework. 
The urban and rural poor, em- 
ployed in the unprotected in- 
formal economy, were enfran- 
chised only after 1986, when the 
literacy requirement for voting 
was lifted. Poor Brazilians voted 
Overwhelmingly for reform in the 
presidential elections of 1989, 
1994. and i998. This new constit- 
uency will ensure that the neces- 
sary changes will be made to 
avoid a return of inflation. 

Lake Oswego, 
Oregon 


LESLIE 
ELLIOTT ARMYO 


Sir--You could have put greater 
emphasis on the evil effects of 
Brazil’s electoral system. Suppose 
5,000 votes are needed to elect a 
federal deputy. If one man gets 
“10,000. votes the surplus is cred- 
¿ited tothe next in line of his par- 
© ty; and so on. This practically 
guarantees that the last man is a 
nobody: who is acquainted with 
the party’s bosses or has bought 
himself.a place. on the ticket. 
Every election year, voting by 
smaller districts or first-past-the- 
post is called for, and promptly 
squashed by professional politi- 
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cians. It is a major reason for the 
poor quality of Brazil’s Chamber 
of Deputies. 

Estoril, 


Portugal Louis Gray 


Sir—Oxfam: is concerned: ‘that 
government. measures. to reduce 
public-sector borrowing, in line 


with the new targets agreed with ` 


the imr, do not take sufficient.ac- 
count of poverty and equity con- 
siderations. Some’ proposals for 
generating revenue, such as a 
pensions levy on: civil servants, 
are broadly progressive in distri- 
butional terms; others, including 
price hikes in public services, will 
hit the poor hard. The 1999 bud- 
get reduces social and environ- 
mental spending, including 
health, education, sanitation, wa- 
ter supply, land reform and wel- 
fare programmes. 

We believe the ime and other 
lenders should set fiscal targets 
that do not compromise human- 
development goals to this degree 
and seek stronger assurances 
from the Brazilian government 
that public spending benefiting 
the poor will be protected. 

Pri BLOOMER 
ae Oxfam GB 


The state and Elf 


Sır—You caught my attention 
(“What’s wrong with nepotism, 
anyway?”, March 2oth) when I 
read that “magistrates probing 
corruption at Elf...are examining 
a list of 49 recipients of Elf sala- 
ries. None had an actual job.” 

I would like to point out that 
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the matters the magistrates are 
examining go back. to a period 
when Elf Aquitaine was a major- 
ity state-owned company. It was 
privatised in 1994. Thus, the in- 
quiry is not questioning Elf in its 
present-day form, but is more 





y 
about the relationships that exist- 


ed between the state and state- 


owned companies in the past. Al- 


so, the magistrates’ interrogations 
are not just concerned with some 
contracts for services. In fact, the 
majority of ‘the beneficiaries of 


these contracts. did perform real 


services for the group. 
PHILIPPE JAFFRE 
Chairman and cto 
Elf Aquitaine 


Called to account 


Sir~-I have read, with some 
amazement, your claim that ac- 
counting. standards in Australia 
“are among the most lax of the 
developed countries” (“Rupert 
laid bare”, March 20th). Australia 
has a comprehensive set of ac- 
counting standards, which facil- 
itate the preparation of quality fi- 
nancial reports. The Australian 
Accounting Standards Board, an 
independent statutory body, has 
an international reputation for 
comprehensive and rigorous ac- 
counting standards. Indeed, our 
standards are regarded as on a 
par with those in Britain and 
Canada. 

You highlight the need for 
global accounting standards to 
deal with the financial reporting 
of global businesses. Australia’s 
harmonisation with international 
accounting standards is tangible 
evidence of our recognition of this 
fact. 

JOE HOCKEY mp 

Federal Minister for 

Financial Services 

Canberra and Regulation 
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School of thought 


Sin—Your argument that funding 
should attach to pupils rather 
than schools (Education, educa- 
tion, education”, April 10th) is 
right in any society which values 
individual freedom. A voucher 
system would give choice to 
working-class parents and re- 
place the existing tortuous bud- 
get-allocation process with a rela- 
tively simple administrative 
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procedure. The losers. would be 
those education apparatchiks and 
politicised union activists respon- 
sible for the current situation. 

The case for handing over 
schools to private firms is less co- 
gent and may be politically unac- 
ceptable. Profit-seeking managers 
could cause more problems than 
are solved. In education the 
“third way” is not simply rheto- 
ric. Educational trusts--charities 
if you prefer—-could free schools 
from bureaucracy, and the gov- 
ernment from accusations of un- 
fairness by parents whose schools 
it now refuses to fund. 


Jumiéges, 

France TOM KILCOURSE 
sn Spi is i lt en ocd m 
Depressed 


Sır—Your article “Gloom mer- 
chants” (April 10th) lived up to its 
name. It plunged me into a true 


_ depression. You illustrated an ar- 


ticle about Japan with a picture 

clearly from the People’s Repub- 

lic of China. 

New York Davin SCHLESINGER 
ae EENI ee ee Teen | 


Male bag 


Sir—In addition to the points 
you make on women’s predom- 
inance over men (“Women in- 
vade Mars”, April 3rd) it should 
be added that more girls than 
boys are born each year, and they 
are more likely to survive early 
childhood. Real work is becom- 
ing less of a male domain. Wom- 
en are recognised as more gallant 
and courageous than men (ask 
any dentist). Also, the exclusive, 
final and unique justification for 
men, their role in reproduction, is 
probably in its terminal phase as 
artificial insemination and clon- 
ing become widespread. 

Hence, men are becoming re- 
dundant and, like the little blue 
parrot or golden lion monkey of 
Brazil’s forests, an endangered 
species. Those of us who survive 
under such harsh conditions 
should be protected, loved, fed 
well and generally treasured. 

Sao Paulo NEMERCIO NOGUEIRA 


Sir—There is much I would like 
to add to your article but I have 
some ironing to catch up on. 

London PATRICIA BIGGS 





Chief Executive Officer 


Mekong River Commission Secretariat 
The Mekong River Commission (MRC), established in 1995 with the signing of the Agreement on the Cooperation 
for the Sustainable Development of the Mekong River Basin, is an international organisation committed to the 


sustainable development of water and rélated resources in the Mekong Basin. Currently, they seek an experienced 
CEO-level professional for their Secretariat to implement and oversee the priorities determined by the Agreement, 


Based in Phnom Penh, Cambodia and reporting to the Joint Committee of the MRC and the MRC Council, the 
CEO will be responsible for, but not limited to: 
e managing a diverse international Secretariat and the maintenance of internal efficiency, accountability 
and cohesion, Log 
* overseeing effective and progressive implementation of the MRC's Agreement of 1995 through the 
promotion and implementation of a new strategic plan, 
* donor liaison, resource mobilisation and coordination, and 


* supporting the Secretariat's advisory role to the Joint Committee, communication with riparian 
governments and stakeholders, and implementation of directives made by the Joint Committee. 


Candidates will hold a post-graduate qualification in a relevant area - Natural Resources Management, 
Environmental Science, Management, Public Administration, Engineering, Law, Development, Socio-Economics - 
and a solid track record of leadership. and management from an international organisation currently undergoing 
change. Fluency in English (knowledge of French an asset), excellent communication and organisational skills and 
a deep understanding of development issues in the Mekong River Basin is required. 


Deadline for application is 7th May 1999. This three year appointment will commence in September 1999. 
Anthony Pun, Ernst & Young Human Resources Consulting, 10/f, Tower 2, The 


ŽI] ERNST & YOUNG ` Gateway, 25-27 Canton Rd, Kowloon, HONG KONG 


Executive Recruitment Fay: 852-2827-6081 Tel: 852-2629-3586 e-mail: anthony.t.pun@hk.eyi.com 


Non-Executive Directors for the Court of Directors 
of the Bank of England 3 


The Bank of England is the central bank of the United Kingdom. It is managed by a Court of Directors; 

which is responsible for setting the Bank's objectives and strategy, including its financial objectives. The Non- 

Executive members. of Court have a particular role in reviewing the Bank’s performance and financial controls, 

They al rocedures followed by the Monetary Policy Committee of the Bank, although they have no involvement in the 
formulation of monetary policy. 


There are 16 Non-Executive Directors who are appointed to the Court of the Bank by Her Majesty the Queen for three year terms. 
Depending on reappointments, vacancies arise by rotation each year in June. 


Qualities Required 


The posts require persons of undisputed integrity, standing and authority. Although Court members serve in a personal capacity and 
not as representatives of particular interests or organisations, Court has to be representative of the economy as a whole, both 
geographically and sectorally across industry, commerce and finance. Successful candidates will have substantial business experience 
either as chair or chief executive of a large organisation or by having built up a significant enterprise themselves; or have played a ` 
prominent role in a relevant area of public policy. 


Maintaining the right balance of Court membership will be an important factor in selection. For the two appointments envisaged 
this year, industrial experience would be an advantage. But other suitable respondents will be considered both initially and in future 
appointments. 


All successful candidates will, be expected to commit as least one day a month to the Bank, and more for those who serve on Court 
Committees. The closing date for receipt of applications is Wednesday 5 May. 

Her Majesty’s Treasury is committed to the principles of public appointments based on merit with independent assessment, openness 
and transparency of process. The process for making public appointments will follow the guidance issued by the Commissioner for 
Public Appointments. 


For further information, an application form or to make a nomination please write to Miles Gray, Debt and Reserves 
Management Team, HM Treasury, Room 37/2. Parliament Street, London SWIP 3AG or fax on 0171 451 7516 or email 
on miles.gray@hm-treasury.gov.uk. 
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AFRICAN DEVELOPMENT BANK : M Kinsey & Company 
The “AFRICAN DEVELOPMENT BANK is the premier pan-Africat 


Cee re Operational Effectiveness 
i Consultants 


yo states inn Afca, Europe, Asia, and the Americas. It is based in. Abidjan, 
Cite. d'Ivoire, West Africa. 
Ni i af memberc ies are invited ply for the following positions. maar : ni y ETE 
banals at member countries are inviledho apply tor the following positions, McKinsey g Company; a leading international management consulting 
firth, is seeking talented professionals to jom our pian ano: : 
ness Practice. Successful consultants will serve clients, assist McKin- 
DIRECTOR, INFORMATION MANAGEMENT AND sey offices in identifying and responding to client service opportunities, 
METHODS DEPARTMENT (CIMM) VA.ADB/99/32 and assume a critical role in building our operations knowledge and 
capabilities. 


RESPONSIBILITIES: 

@ Working as an associate or manager on operations engagements 
(product development, manufacturing, purchasing, supply 

< -ehain management, service 

“operations, and integrated operations management) 
@ Advancing and communicating McKinsey's base of knowledge in 
at least one area of operations and helping to develop new tools 
and. approaches to building our clients’ operational competencies 
and competitiveness 

a Contributing to building McKinsey's internal and external profile in 
operations consulting through such means as co-authoring arti- 
cles, delivering speeches, and participating in conferences 


QUALIFICATIONS: 

@ Qutstanding academic records, including an undergraduate 
degree in engineering, plus an MBA or a relevant MS degree 
from a top academic institution 

E Professional work experience in operations, in either management 
or consulting roles 

a Exceptional and creative quantitative analysis skills 

S Ability to motivate others, to communicate complex ideas clearly, 
and to work collaboratively on teams 


Interested candidates should send their resumes in confidence to : 
Box 798-JM, 12th Floor 360 Lexington Avenue, 


New York, NY 10017 
We are an equal opportunity employer 
















The incumbent is responsible for managing the Bank's information technology and 
organization methods functions; he prepares information technology and 
organizational improvement plans and budgets and supervises their execution, 
establishes and oversees the execution of technical and other polices and 
procedures related to systems development, hardware and software operation, 
security and quality control; advises Bank Management on the optimal use of 
information technology, including data processing, telecommunications and office 
automation facilities, with the objective of improving the Institution's operating 
efficiency and effectiveness; also oversees the periodic review of the 
organizational structure of the Bank with a view to advising Management on the 
most appropriate organizational framework, assists in developing and 
impiementing methods and techniques for effective management and efficient use 
of Bank resources; manages, lead and motivates a team of technically strong 
professionals in the formulation and implementation of the overall corporate 
information management strategy, involving applications development, operations 
(mainframe and LANs), user support, training, maintenance, organizations and 
methods. The incumbent also advises the Board of Directors and the President on 
all issues involving information systems and organization and methods. 
Requirements: at least a Post-Graduate degree in Information Technology; at 
least a minimum of 10 years of experience covering all aspects of IT and MIS 
including 5 years in senior management position. preferably in a banking 
environment, ability to communicate and write effectively in English and/or French, 
with good working knowledge of the other language, Familiarity with modern 
software applications 







































































































SENIOR ADVISERS - 5 POSITIONS (CENTRAL 
OPERATIONS DEPARTMENT - OCOD) VN.ADB/99/21 to 25 


The Bank seeks high profile Senior Advisers in the following fields: 
Agriculture and Rural Development, Economic, Governance, Social Sector 
and Finance. Under the supervision of the Director, and as the intellectual leader 
and spokesperson in his/her respective area of expertise, the incumbent will: 
provide expert advice to the Operations managers, including the Vice President for 
Operations (OPVP) on economic issues and problems and develop issues papers 
and problem solving expertise to address them; provide expert leadership and 
advice in. the development and formulation of sector strategies and operational 
policies, including assistance to the Country Departments in developing country 
strategy papers and products responsive to such strategies; lead and supervise 
the review, revision and update of sector policies, guidelines, strategy papers and 
| procedures which affect Bank wide operations. including norms, formats and 
criteria for document preparation within operational programs; provide leadership 
and advice in the development of professional standards for sector staff: advise on 
staff development and provide input to the evaluation of staff and technical 
managers: advice on staff development and provide input to the evaluation of staff 
and technical managers; represent ADB at international meetings, symposia and 
training programs to disseminate the Bank's sector policies and discuss the Bank's 
position on specific issues; foster links to world-wide expertise to build the 
knowledge base of the Bank, advise on the development and maintenance of 
systems and mechanisms to build the Bank's global knowledge in the sector, and 
ensure access by Bank staff to this knowledge infrastructure: foster collaboration 
with other Sector Advisers and Country Departments to ensure inter sectoral 
linkages, consistent policies and strategies and treatment of issues across the 
Bank; create effective partnerships with external stakeholders to obtain feedback 
and improve the quality and effectiveness of the Bank's assistance and. to identify 
best practices and adapt them to the Bank's needs; provide quality assurance 
expertise to OCOD Divisions and Country Departments, seeking advice from 
outside experts and clients; support the development. of new approaches to 
continually improve the quality of Bank experts and clients; support the 
development. of new approaches to continually improve. the quality of Bank 
products; maintain ‘work relationships with operations staff to. ensure that sector 
operation. policy is well understood and effectively applied: Attend Board meetings 
{to provide additional advice in area of expertise and provide support to the staff 
member presenting. documents etc., to the Board for approval. Requirements: at 
least a Post Graduate degree in. the above ‘mentioned fields or other related 
fields; at least 8 years of relevant experience, at least 3. of which must have been 
in a leadership position, including. advisory capacity: ability to communicate and 
write. effectively in English and/or French, with a good working knowledge of the 
other language; Familiarity with modern software applications. 










Visit our website at hitp://www.mckinsey.com 
















HEAD OF TECHNICAL 
TRAINING 


Nigerian College of Petroleum Studies, 
Kaduna C. £55K 


The College of Petroleum and Energy Studies, 
Oxford (CPES), on behalf of the Nigerian National 
Petroleum Corporation is establishing the Nigerian 
College of Petroleum Studies (NCPS) in Kaduna, 
Northern Nigeria. CPES now seeks a Head of 
THE COLLEGE OF Technical Training. The appointment is initially 
PETROLEUM AND for 12 months. The Head of Technical Training will be 
ENERGY STUDIES esponsible for the development and preparation of 
qre Training Courses and Programmes. The candidate 
must have experience in a professional/managerial 
training environment and preferably possess a 
recognised training qualification (eg MIPD, MA(Ed) 
or similar). He or she should practice competency- 
based training, including TNA, course design and 
development, evaluation and assessment. 
Knowledge of the petroleum industry is required and 
industry experience advantageous. As evidence of 
academic ability a degree is required and IT literacy 
is essential. 




































The Bank offers an. internationally competitive salary and attractive benefits package. 
Applications with. complete curriculum. vitae in French or English must be sent by 
14 May 1999 to the address indicated below. 






Send CV and covering letter to: 
George Roberts 

Director of Corporate Programmes 

The College of Petroleum and Energy Studies 
52 New Inn Hail Street 

Oxford OX1 2QD 





Women are encouraged to apply. Due to the large number of applications 
expected, only candidates under serious consideration will be contacted. 











Division Manager 
Recruitment and Staff Development Division 
African Development Bank 
01 B.P. 1387 ABIDJAN 01 - COTE D'IVOIRE 
FAX (225) 20.49.43 ADB Homepage: hitp://www.afdb.org - E-mail:recruit@afdb.org 






or e-mail: george@colpet.ac.uk 


if you wish to discuss the appointment in further 
detail telephone 01865 250521 f 
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McKinsey @Company 
Thought Leadership in European Insurance 


Practice experts/All major European financial centres/Excellent Packages 









McKinsey is a leading international management consultancy Ideally, your experience will have included exposure to either 






with over 70 offices in 38 countries. We provide wide-ranging life insurance and annuities, pensions or property and casualty 
advice on strategic, organisational and operational issues to business. In addition to those already mentioned, your 
leaders of many of the world’s major companies. personal attributes will include energy, intuitive problem 





solving abilities, personal drive, a team orientation and desire 
to contribute. You must be fluent in English and at least one 
other European language. 





We are recruiting exceptional strategic thinkers to 
aggressively grow our insurance practice. 








Reporting to the E isi cates Insurance partner group and ; Interested and relevant candidates are invited to forward their 
providing SUMERI industry expertise, you will interface with full CV, stating salary information and ref FS201552E - 

our clients and be recognised asa leader n knowledge Life and Pensions, FS201577E - Property and Casualty, to 
development and dissemination. You will contribute to Siobhan Caragher at Norman Broadbent International, 
















thought leadership across the full spectrum of issues in the 21-26 Garlick Hill. London EC4V 2BX 
insurance industry with a prime focus on analysis and support Facsimile: 0171 489 0698 ' 
practice development. Telephone: 0171 379 1070 or 
Possessing a broad strategic grasp of the insurance industry e-mail fsp@nbi.co.uk 

and sound knowledge of its technical challenges, you will For further information about McKinsey 
haye strong analytical skills, creativity and the ability to please visit our website at 

communicate complex issues to clients and colleagues. 


www.mckinsey.com 









West London, UK fcompetitive + relocation package 



















Senior Executive — European Risk Management 


Credit Risk Management in Europe is evolving ~ and fast. Crucially, you'll bring all your experience to bear inan 
Many markets, although quite firmly established, have yet to environment where creative and strategic thinkers flourish. 
achieve their full potential, and still the scope for development Only those with real European vision and a minimum. of 

is immense. Rare opportunities will present themselyes to 15 years’ experience in commercial Credit and Risk 



















senior professionals who can define and actively build the Manage ment (5 gained at senior level) will be considered. 

Credit Risk infrastructure of the future, This role is a Written and oral fluency in English phas one other European 

perfect example. language is abo preferred. 

GE Capital European Equipment Finance is part of GE Capital An excellent salary and impressive range of benefits including 
, one of the world’s largest and most diverse financial a relocation package is offered. For more information, or to 

services organisations. We provide innovative leasing) apply, please contact either Ruth Aln 

programmes and solutions- forall types of industry, and CSA Management Consultants 

currently have operations.in 14 different counties with Basingstoke, Hanipshire R 


Net Earning Assets of $6 billion. We want more, Tels +44 (0) 1256 SISET 


As Senior Risk Officer reporting to the Director -Credit and Email sandra bohled 


; Risk Management, you'll manage our “targeted for growth” 
countries that inchide ‘Spain, Portugal haly; Belgium, Holland, 
Ireland and Eastern Europe, Within this complex arena you 
will be directly responsible fot defining and implementing risk 
management best practice and playing a leading role in 
determining the appropriate organisational infrastructures 
based on business and country needs. 





An equal opportu 
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THE FORD FOUNDATION 
320 East 43rd Street 
New York, NY 10017 


The Ford Foundation is secking a Program Officer, Reproductive 
Health, Cairo Field Office: Under the direction of the Representative, 
the Program Officer will be responsible for developing, managing and 
evaluating Foundation grants in reproductive health in the Middle East 
and North African region. The current program focuses on building a 
conducive environment for reproductive health and rights. Major aims 
include: stimulating public debate to define priorities in reproductive 
health in the Middle East; supporting interdisciplinary research on 
reproductive health issues; and advancing work on the ethical and legal 
dimensions of reproductive health in the context of the cultures of the 
Middle East. The Program Officer will also evaluate and recommend 
new lines of work based upon an assessment of current needs and 
emerging opportunities. She/he is expected to develop and maintain 
close working relationships with grantees and with leaders in 
government, research institutions, and civil society, He/she will 
contribute to the office’s overall strategic direction for the region, 
providing input into development of programs other than his/her own, 
and contribute to advancing the field of reproductive health with 
Foundation staff worldwide. 


Qualifications: Significant experience with reproductive health and 
women’s rights issues in a developing country context; advanced 
training in public health, the social sciences or other relevant field, 
prior experience in the Middle Bast; and fluency in Arabic and 
English. Excellent written and verbal communication skills. 


To apply, please send a cover letter, resume and brief writing sample by 
May 14, 1999, to Ms. S. Gordon, Pos.#211, Human Resources, at the 
above address. The Ford Foundation is an Equal Opportunity 
Employer. 


Director of Media Relations £28K 
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USAID/SOUTH AFRICA AN EQUAL OPPORTUNITY EMPLOYER jn 


Pretoria, requests expressions of interest from qualified candidates for the. 


-following position: 


GLOBAL CLIMATE CHANGE PROGRAM COORDINATOR 
Personal Services Contract 
(REF: 2469820122 } 


The U.S. Agency for International Development (USAID) and. the 
Department of Environmental Affairs and Tourism (DEAT) of the Republic 
of South Africa seek the services of a Global Climate Change (GCC) 
Program Coordinator under a 2 year Personal Services Contract. The 
salary range for this position is $63,000 to $82,000 plus. benefits. Final 
salary determination for the successful candidate will be based on salary 
history and creditable work experience towards the position being filled, 
This individual wil serve as GCC liaison between USAID, DEAT and other 
private and public sector parties to assist with implementing a Grant 
Agreement between USAID and the DEAT. The Agreement focuses upon 
formulating GCC policies, increasing public awareness of GCC issues, 
improving institutional capacity (including mentoring a replacement or 
replacements), and supporting GCC activities of the U.S./South Africa 
Binational Commission, The GCC Coordinator will be responsible for: 
defining issues; preparing detailed work and business plans, management 
of activities, and results reporting. 


Skills needed for this position include: (1) excellent inter-personal skills; 
the ability to work with high-level public and private sector decision 
makers; mentoring skills; (2) technical expertise (environment and GCC 
concepts and concerns) (3) experience in assessment and reporting; (4) 
management skills. Must have: a minimum of five years of experience in 
environmental management, at least two with GCC issues or closely 
related sector; two years of developing country experience (Including 
South Africa); a Masters Degree in a relevant discipline. A full description 
of the position, including information on associated benefits, is 
available on request from the address below, and these details are 
also posted on the USAID external web site 
hhtp://web.sn.apc.org/usaidsa, 


Send curriculum vitae to the attention of Mr. Jerry Kryschtal, 
Regional Contracting Officer, USAID/South Africa, 
Box 55380, Arcadia Pretoria, 0007. 


All submissions must be received by May 14, 1999 af 16:00 hours, Pretoria time. 


In many countries 
the voice of freedom 
is all but silent. 


amnesty- 
international < 
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Director General / Chief Executive Officer responsible for all aspects of 
science and administration 


CIAT is a leading agricultural research institute with a-nission to contribute 
to the alleviation of hunger and poverty, while preserving the natural 
resource base in developing countries of the tropics. Hs research center is 
near Cali, Colombia and also works across Latin America, including 
programs in Africa and Asia. 






The Director General should have 





- strong leadership, vision, and commitment, with a proven record in 
Management and scientific research administration: 






high academic qualifications in agricultural or related sciences, with a 
broad understanding of sustainable agricultural development and of the 
interdependence of biological, natural resource and social sciences; 






an understanding of issues and an awareness of global affairs that affee 
research in agriculture and natural résotiree management ih developing 
countries: 








the ability to communicate effectively with CLAT's staff, partners, and 
donors in English and, as soon as. possible, Spanish and a successful 
record in fund raising for research: 





direct experience in research in developing countries, and in living in 
cross-cultural environments, is desirable: good health and willingness to 
travel extensively; a familiarity with the CGIAR system would be useful, 






The Director General is appointed for a 5-year term which, by mutual 
agreement, can be renewed. Salary and perquisites are internationally 
competitive. The term of office begins in December 1999, or soon afterward, 






Please address applications to: Dr. Wallace Beversdorf, Chairman CHAT DG 
Search Committee, Novartis Seeds AG: 4002 ~ Basel / Switzerland; 
Fax (+41 61) 697 7561; Email: ciat_sechbs@iseeds,novartis.com 








| The PACIFIC. CENTURY GROUP a fast growing Hong Kong based company 
Wih three primary divisions: digital media development, financial services and 
i infrastructure development, To assist with our rapidly expanding. business, we need an 
|. Innovative and highly energetic senior executive to fill the following position: 





| SENIOR INTERNATIONAL PROPERTY MARKETING EXECUTIVE (Ref: SPME) 






Responsibilities: 

+ Reporting directly to Chief Executive 

+ Develop and implement marketing strategies for various large real estate projects in 
Asia providing commercial and residential accommodation for Multi-National 
Corporate tenants 

* Able to establish and meet sales targets 

[-« Lead a team of project executives and provide solutions and directions to 

these executives 









ic shasta 
i Proven track record servicing targe MNC clients in either the US, European or 
i Asian markets 
» At least 8 years’ experience in commercial property leasing and sale with top tier 
teal estate agencies 
+ Excellent negotiation and communication skills 


The successful candidate will be stationed in Hong Kong with frequent travel to Japan. 





if you have the skills and a buming desire to carve out an exciting and rewarding career, 
then mail or fax your resume immediately, giving present and expected salary to: 


Mail: Vice President, Human Resources 
Pacific Century Group 
38th Floor, Citibank Tower, Citibank Plaza, 
3 Garden Road, Central, Hong Kong 
Fax: (852) 2514 8607 
Email: hr@peg-group.com 


Pacific Century Group is an equal opportunity employer and welcomes applications 
from all qualified candidates. information provided will be treated in strict confidence 
and only be used for recruitment related purposes. All personal data of unsuccessful 
candidates will be destroyed on alae of the recruitment exercise. 





Please mark} jer leit hand comey of the envelope) 
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i @ C) “United Nations Environment Programme 
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. UNEP headquarters. in Nairobi, you will lead an 














































DIRECTOR, (D-2) DIVISION OF 
POLICY IMPLEMENTATION 


VACANCY ANNOUNCEMENT NO. NA-99-18 


DEADLINE FOR APPLICATIONS 31 MAY 1999 


The United Nations Environment Programme | 
(UNEP), the global environmental authority, is 
seeking a Director to manage its newly created 
Division of Policy Implementation. Working from 


international team it developing policies and strategies 
for tackling emerging and on-going environmental 
challenges. As a member of the Senior Management 
Group you. will play an active role in ensuring that 
UNEP fulfills it’s role as the environmental voice of 
the United Nations and the environmental agency of 
the world community. 


Responsibilities include: 

e Working with other United Nations agencies to 
design, develop and implement policy responses in 
key areas of capacity and institution building; 


* Coordinating UNEP’s policy response to 
international environmental emergencies; 









¢ Advising the Executive Director, UNEP. 
convention secretariats, divisions, regional offices < 
and other sub-programmie to ensure a harmonised 
approach in the implementation of UNEP-led 
technical projects, programmes and pilot-projects. 










Qualifications 


Strong leadership and a readiness to take initiative 
are important. The selected candidate is.likely to have 
at least 15 years management experience and a proven 
track record in international environmental policy 
implementation. Fluency in English is essential. 
















A competitive salary and benefits are offered. 





Applications for the position should be received. by 31 
May 1999. Copies of the vacancy announcement with 
descriptions of job qualifications may be obtained 
from, and detailed curriculum vitae including date of 
birth, nationality, educational qualifications should be 
sent to: Chief, Recruitment Section, Human 
Resources’ Management Service, U nited Nations 
Office at Nairobi (UNON), P.O. Box 67578, Nairobi, 
Kenya, Facsimile 254-2-624134/622615,/622624. 



















IN ALL CORRESPONDENCE OR, INQUIRIES PLEASE 
CEMENT NO NA- 99-18: 
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Managing Director - 
A New Energy Technology 


SEARCH ASSOCIATE, WESTERN EUROPE 
BASED CAMBRIDGE, MASSACHUSETTS 
EXCELLENT SALARY & BENEFITS 


Renewable Energy/ 
Energy Efficiency Specialists 


Pyramid Research, a division of the Economist Intelligence Unit, 
provides international business with high-value analysis and forecasting 
on the global telecommunications market. Founded on comprehensive 
primary research, it provides its information directly tọ clients via 
its advisory services as well as in the form of alerts, reports, 
newsletters. and online databases. 

We are seeking an experienced Research Associate to. work with 
our Research Director and dedicated team of Western Europe analysts. 
You will assist the Research Director in providing intellectual guidance 
as well as project management. You will share responsibility for the 
production and quality of the Western European services, using 
conceptual frameworks to drive insightful analysis. 

You will have a minimum of two years’ research experience in 
telecommunications or a related industry, a Master’s degree in a 
related subject, and a demonstrable interest in the economics and 
business environments of Western Europe. An understanding of 
telecoms strategy, markets, technology and regulation issues is a 
plus. Proficiency in German, Italian, Spanish or French is essential, 

Please apply in writing with full résumé, including remuneration 
history, to Karen Caines, Pyramid Research, The Economist 
Intelligence Unit, 58 Charles Street, Cambridge, MA 02141, USA. 
E-mail: jobs@pyr.com (word 6.0). Fax: 617 494 8898. 


IT Power is seeking to recruit a Managing Director for its new 
subsidiary company, Marine Current Turbines Ltd (MCT). IT 
Power is currently building the world’s largest and most 
advanced marine turbine for clean energy production and MCT 
will-take the technology to commercial market. The successful 
applicant will be well qualified and experienced in business 
(MBA desirable) and preferably with an engineering degree. He 
or she will work closely with the IT Power Board and be 
responsible for establishing MCT to the satisfaction of 
investors. 


As part of its continuing expansion, IT Power is also seeking to 
recruit engineers / economists with qualifications and several 
years of professional experience in the application and 
commercialisation of renewable energy technologies and/or 
energy efficiency. 


Please send applications in writing to: 
Bernard MeNelis 

IT Power Ltd., The Warren 

Bramshill Road, Eversley 
Hampshire, RG27 OPR 


The Economist 


PYRAMID RESEARCH Intelligence Unit 


Crowe 


MEDLEY GLOBAL ADVISORS 


MEDLEY GLOBAL ADVISORS Is THE WORLD'S FOREMOST PROVIDER OF MACRO- 
POLITICAL INTELLIGENCE AND INSIGHT TO FINANCIAL INSTITUTIONS 


We are always looking for outstanding individuals to join our global network, At present, for our New York office, we seek: 


Macro Trading Strategist ~ You will advise MGA’s Senior Macro-Political Analyst — You will be in charge 


clients on policy developments around the world which 
will affect financial markets. Successful candidates will 

_ have backgrounds in trading, economic policy-making, 
risk management, asset allocation, or other related 
fields. 


Please fax CV and letter of interest to the attention of 
John D. Goldstein at 212.966.7591 or email 
attachment to: resumes@medleyadvisors.com 


-~ No calls, please - 
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of identifying region-specific short- and medium-term 
trends and developing decision-making frameworks. 
Experience. in government, politics, country risk 
analysis, journalism and fiscal and monetary policy- 
making would be ideal. Direct contact with top 
political, central bank and government officials as: well 
as clients is a regular part of this role. Specific 
expertise regarding EMU, the UK, Central Europe, 
Switzerland, Nordic countries, SE Asia, and South 
Africa is also desirable. 
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“IMD was our springboard and 
it still maintains our momentum” 


Hans van der Velde £ 

President & CEO Visa International EU 
Alumnus of 

Seminar for Senior Executives, 1991 
Orchestrating Winning Performance, 1995 











Matti Alahuhta 

President Nokia Mobile Phones 
Alumnus of 

Managing Corporate Resources, 1989 
Orchestrating Winning Performance, 1995 






Mr. Hans van der Velde, President and CEO of VISA International EU, and Mr. Matti Alahuhta, President of Nokia Mobile 
Phones have a lot in common. They both have international careers that benefitted from attending a senior general 
management program at IMD. And some years later they both returned to attend Orchestrating Winning Performance, a 
very intensive 6-day program, to keep their momentum going. 


Mr. van der Velde attended the Seminar for Senior participated in Managing Corporate Resources, a 
Executives, a 3-week program for senior-level international comprehensive 4-week program for newly appointed 
managers with multi-business or cross-functional business unit managers or high-level functional managers. 
responsibilities. It helps them redefine their priorities to meet It is a rigorous and comprehensive review of the knowledge 


the challenges of leadership in a global era. Mr. Alahuhta first and skills required to lead a business unit effectively, 


Both of these senior managers have no doubt about the high return on the investments they have made in executive 
education. If you want to capitalize on your leadership potential and give your company a competitive edge, you should 
carefully consider attending one of these general management programs: 


Seminar for Senior Executives Managing Corporate Resources Program for Executive Development 
Energize the organization - create new value Developing high-performance business unit leaders Preparing fast-moving managers for the next big step 
Starting dates Starting dates Starting dates 
June 7 or October 25, 1999 May 10 or November 8, 1999 July 26 or August 23, 1999 


Orchestrating Winning Performance 
IMD's latest thinking on key management issues 
Starting date 


June 30, 1999 


Real World. Real Learning’ 


Please contact Ms. E. W. Manca at the International Institute for Management Development, Lausanne, Switzerland 
Tel: +41 21/618 03 42 Fax: +41 21/618 07 15 E-mail: info@imd.ch Website: http:/Awww.imd.ch 
Ms. Manca would also be pleased to inform you about IMD's MBA and Executive MBA programs 


== MAU 





1990 The Bear Stearns Companies Inc. Bear Stearns is ac registered trademark of The Bear Steams Companies inc 
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When Bear Stearns first called on 
Federal-Mogul, the leading engine components 
manufacturer had an aggressive goal. 

To help them realize that goal, we pulled 
together resources from Global Capital Markets, 
Corporate Finance, Research and Sales. Together, 
we helped take Federal-Mogul from a bond 
offering to an equity offering to the first 
non-investment grade US corporate Global debt 
transaction and, finally, to an $800 million 
secondary equity offering. 

-This combination of an unmatched sales force, 
distribution and outstanding research helped us 
to execute these deals. 

That's what some would call going the extra 
mile. But it's the kind of client service, 


innovation and performance we provide 


| regularly at Bear Stearns. 








75 YEARS of CLIENT SERVICE, INNOVATION & PERFORMANCE. 
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Defining NATO's aims 


T IS not quite the birthday party they 

planned. Whether NATO's leaders issue a 
lot of grand policy statements at this week- 
end’s 50th-anniversary summit (as the Ameri- 
can hosts would like), or only a few (as some 
Europeans hope), they are in danger of mak- 
ing fools of themselves. Such documents will 
be consigned to history’s proverbial scrap- 
heap unless the allies can convince them- 
selves, their adversaries and the rest of the 
world that some dignified conclusion to their 
Balkan entanglement is in sight. 

Yet they are not wrong to step back briefly 
from their large, and growing, local difficul- 
ties and ask themselves what the war with Ser- 
bia means in the light of NATO's 50-year history, its declared 
aims and its future, if indeed it has one. Those last five words 
are, unfortunately, a necessary qualification. If it is true that 
NATO's relative success in Bosnia boosted its morale and af- 
firmed its usefulness after the Soviet collapse, then it is neces- 
sary at least to ask what a failure now in Kosovo would mean. 
In fact, such a failure would have ominous implications for 
the alliance. Perhaps it would not mean outright death, given 
that the allies would still presumably want to defend each 
other's soil. But limping home from Kosovo would certainly 
oblige NATO to rethink its post-cold-war aims of intervention 
not just for its members’ defence but also for the broader in- 
terests of humanitarianism and international order. NATO 
might even go into terminal decline. 


Hard pounding 


Lest anyone forget, the perverse fragility of the defence pact 
that faced down the mighty Soviet empire has already been 
exposed, and not so long ago. That was in the summer of 1995, 
when Britain and France, as leaders ofa hard-pressed UN mis- 
sion in Bosnia, demanded—and only just got~an American 
guarantee that they would not be left alone to cope with an 
escalating war. None of the western diplomats who struggled 
through that crisis has any doubt that NATO came within a 
hair's breadth of total collapse. 

What was at stake then, and is again, was NATO's continu- 
ing ability to live up to the lofty ideals laid out by the alli- 
ance’s founding fathers. The Washington treaty that gave 
birth to NATO proclaimed, first, a community of values in the 
founders’ common heritage, based “on the principles of de- 
mocracy, individual liberty and the rule of law”. Second, the 
signatories established a community of fate, by pledging to 
consider “an armed attack on one ... as an attack on all”. It is 
that community of fate which would have failed if America 
had deserted its allies in Bosnia—and will be put to a severe 
test ifland operations begin in Kosovo. 

In different ways, the tragedy in Kosovo has also been a 
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challenge to the allies’ declared common val- 
ues, which have always been viewed with a 
certain scepticism in places beyond Europe 
and North America. If NATO had simply 
shrugged and done nothing as the Serbs 
evicted tens of thousands of people in Koso- 
vo, forcing at least some of them to seek refuge 
in neighbouring countries, NATO would have 
looked cynical, irrelevant to security and sta- 
bility in Europe, and possibly for that reason 
doomed. And now, having tried—so far with 
disastrous results—to stop the Serb atrocities 
by launching an air war, the alliance faces 
widespread criticism round the world for 
failing to get a licence from the United Na- 
tions and thus breaking international law. Many of the coun- 
tries that would have excoriated NATO for indifference to the 
fate of persecuted Muslims are now deploring the alliance as 
an international scofflaw and bully. 

`The alliance’s hope of surviving the Kosovo crisis with 
head held high will depend, among other things, on securing 
an outcome which salvages some of the values it is built on. In 
other words, it needs a settlement that guarantees the right of 
as many as possible of the province’s pre-war residents to go 
home and live there safely; and since this is inconceivable 
under Slobodan Milosevic or the Kosovo Liberation Army, 
some sort of international protectorate will be necessary. The 
dismal results of NATO's bombing campaign have made this 
harder to bring about. Even if America were to decide that 
NATO must impose such a protectorate unilaterally by 
mounting a land invasion of Kosovo, it is far from certain that 
its European allies would agree. In any event, hard diplo- 
matic, as well as military, work will be needed to prepare the 
way for a ground presence in the killing fields. 

Less obvious, but equally important, is the need for the 
Washington summit to persist in explaining to other coun- 
tries the principles that guided NATO's decision to intervene 
in Kosovo. The necessity is not so much to prove that this was 
a “just cause”—countries will form their own conclusions 
about that--but to reassure a suspicious world that NATO has 
not given itself the right to attack sovereign nations at whim. 
However absurd that suspicion may seem to countries within 
NATO, it has taken hold in places as far apart as China, India 
and Latin America. 

In practice, there is nowhere else in Europe (leaving aside 
ever-feuding Greece and Turkey) which has the same poten- 
tial as Kosovo to draw NATO into war. There is no other place 
in the continent which combines that province's explosive 
ingredients: a population of at least 1.5m, which has been 
ruled without consent by what it regards as an alien and in- 
tolerably cruel authority—plus an ample. supply of cheap 
weaponry, in a region whose terrain and weak institutions 
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make it almost impossible to police the flow of guns. So if the: 
Kosovo conflict were solved, there would be a decent chance 
of it being Europe's last war for a long time. 

Would it therefore be NATO's last non-defensive war? Per- 
haps it would, if the world can agree on how to take collective 
action against despots, genocidal regimes and others who 
commit intolerable atrocities. Some kind of military force, 
maybe under the UN, will surely be needed if the sort of events 
seen in Rwanda five years ago are in future to be prevented. 
Better, certainly, that this should not be NATO. But better per- 
haps, in some circumstances, even outside NATO's traditional 
area, that it should be NATO than nothing. 





- Meanwhile, other tasks await. Most of the original plans 
for the summit. to redirect- and reinvigorate NATO--new 
members, new a hea new missions, and so on—will 
have to be put aside until the Balkan fires have been doused. 
But one of the new jobs that America envisages for the alli 
ance has suddenly become more urgent than ever: stemming 
the proliferation of non-conventional weapons. As they 
watch the punishment being meted out to Serbia, many a 
tinpot dictator will be wondering whether the secret acqui- 
sition of ballistic missiles, tipped. with chemicals, germs or 
even nuclear weapons, would not be the best way to avoid a 
similar fate. It is far too soon for NATO to go out of business. 





America’s blind spot | 


The one subject Americans seem reluctant to address in the wake of yet 
another school shooting is the one that matters most: gun control 


ASKED men in strange uniforms moved methodically 
through the school, firing semi-automatic weapons at 
students and teachers as they went. They showed no mercy. 
When a student begged for her life, one of the gunmen 
laughed. Such horrible scenes have been repeated over and 
over again recently. But this particular atrocity was occurring 
not in Kosovo, but in Colorado. 

‘Mass-shootings in American schools are becoming a gro- 
tesque rite of spring. Last March four girls and a teacher were 
shot to death and ten people wounded when two boys, 11 and 
13, opened fire at their school in Jonesboro, Arkansas. This 
week's two teenage murderers easily surpassed that toll. The 
final number killed at the high school in Littleton remains to 
be seen: 15 died on the spot, including the two murderers who 
took their own lives, and many others are injured. 

What is most bizarre about America’s spate of school 
shootings—which have claimed 30 lives and scores of 
wounded over the past 18 months—is not that they have oc- 
curred, but America’s reaction to them (see page 33). So far, the 
response to Littleton has been pretty much what it was last 
year to the Jonesboro massacre: plenty of public aria 
ing about moral decay and media violence. As he did last 
year, Bill Clinton has promised to fly in teams of “grief coun- 
sellors” and has warned that there are plenty of other poten- 
tially violent kids who are not being “reached”. Inevitably, 
there have been further calls to beef up security at schools. 

But these are all side issues, which have nothing to do with 
what really distinguishes America from other countries. 
Young people everywhere, like many of their elders, have vio- 
lent fantasies. Teaching teenagers to curb their angry 1m- 
pulses is a challenge for every parent on the planet. If America 
is in moral decline, then so is most of the rest of the world, 
which just as avidly consumes violent films and rock videos. 
Mentally disturbed people anywhere can sometimes pose a 
threat to others. And all schools, not just those in America, 
remain vulnerable to someone looking for innocent victims. 
But, of all rich countries, only America makes it possible for 
teenage misfits, those nursing a grudge, the insane or anyone 
else determined to cause mayhem to get their hands so easily 
on such a terrifying array of weapons. 

After a disgruntled Scout master killed 16 nursery pupils 
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and their teacher at a school in Dunblane in 1996, Britain 
banned all handguns. After one man wielding a semi-auto- 
matic rifle murdered 35 people in Tasmania the month after 
Dunblane, Australia drastically tightened its gun laws. Such a 
response in America seems inconceivable. Years of bitter de- 
bate about gun control have left America with ludicrously lax 
gun laws. Firearm violence which dwarfs the rate in other 
countries, and repeated mass-shootings, have had little effect. 
Ferocious, well-financed lobbying by the National Rifle Asso- 
ciation (NRA)and other pro-gun groups has stymied efforts to 
introduce any but the mildest of restrictions. In his response 
to Littleton, Mr Clinton can almost be forgiven for not men- 
tioning gun control. Most Americans are weary of the subject. 

And yet America stands little chance of avoiding more 
mass-shootings, or reducing its shocking level of lethal vio- 
lence, until it finds some way to agree on stricter gun laws. 
Outright bans may not be on the American agenda, but there 
should be some way to restrict the circulation of at least the 
automatic and semi-automatic weapons which feature so 
prominently in massacres such as Littleton, and the increas- 
ingly powerful handguns coming on to the market. 


Machineguns for all? 


There are signs of hope. Gun-control advocates have switched 
their attention from fruitless arguments about the Second 
Amendment and personal choice, and are concentrating in- 
stead on guns as a threat to public health. Unfortunately, they 
have chosen the wrong way to present this argument— 
through lawsuits against gun-makers. But deployed in the 
public arena and in legislatures, where the gun debate be- 
longs, such arguments might yet lower the political tempera- 
ture far enough to produce reasonable compromises. 
Perhaps, against expectations, the tragedy at Littleton may 
also mark a turning-point. Fortuitously, the NRA is scheduled 
to hold its annual convention next week in Denver, a few 
miles from the school massacre. The sight of NRA activists fac- 
ing Littleton’s angry and grieving people to explain their un- 
relenting opposition to gun control of any kind should make 
Americans pause. Such fundamentalism on guns is unrea- 
sonable, and has already taken too high a toll. 
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The proposed merger between Deutsche Telekom and Telecom Italia is a bad 
idea. As shareholders, the German and Italian governments should block it 


OBODY could accuse the proposed telecoms giant that 
was paraded before the world on April 22nd of lacking 
scale. In a merger worth about $175 billion if it goes ahead— 
still a big if~Deutsche Telekom and Telecom Italia plan to 
create Europe's largest telecoms firm, with 300,000 employ- 
ees and $69 billion of sales (see page 65). For firms that have 
both been on the ropes such numbers seem to offer great com- 
fort. Telecom Italia, besieged by a hostile bid from Olivetti, is 
desperate for a white knight to save it; Deutsche Telekom, bat- 
tered by fierce competition at home, is only too glad to oblige. 
But mergers rarely succeed if they are done defensively 
and under pressure, in order to escape situations that are too 
uncomfortable for the partners to bear alone. Since its privati- 
sation in 1997 Telecom Italia has floundered. It has no con- 
vincing strategy and it has discarded senior executives and 
potential merger partners, including Arar and Cable & Wire- 
less, like so much used confetti. 

Deutsche Telekom, which has enough to do at home, is 
hardly in a position to sort this mess out. Although it has shed 
30,000 workers, it must take more costs out of its business. It 
desperately needs an international strategy that is more solid 
than Global One, its awkward three-way alliance with France 
Telecom and America’s Sprint; leaving these two partners in 
the lurch is not going to help it find one. If Telekom must 
charge into a foreign market, America (perhaps through the 
acquisition of Sprint) would make more sense. 

The bigger point is that scale is not what telecoms is about 
these days. At a time when upstart American firms such as 
Qwest and MC1 WorldCom are reshaping the whole industry, 
with broadband fibre-optic networks and systems built 
around the technology of the Internet, 25.7m Italian fixed- 


A bad telecoms merger 
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line subscribers are a meagre prize. The old European 
telecoms monopolies should be embracing new technologies 
and new ways of doing: business, instead of expanding their 
tired old legacies of copper wires and bureaucracy. 

This deal should not go ahead. And there remains a good 
chance that it will not. There is much to negotiate between the 
firms. The competition authorities in Europe and America 
will want to study the merger closely. The Italian government 
has a golden share, giving it a right of veto over such momen- 


tous decisions. But the real choice rests with the German gov- 


ernment, which still owns 74% of the privatised company. 


Fault on the line 
Like many of Europe’s recently privatised monopolies, Deut- 
sche Telekom is neither fish nor fowl. It is a private company 
liberated from the postal ministry; yet in many ways it still 
acts and thinks like a branch of the civil service. The govern- 
ment’s instinct to entrench the firm’s independence by seem- 
ing to stand back is understandable. But for the majority 
shareholder to pretend neutrality in a bid like this would bea < 
mistake—and a disservice to Telekom’s remaining sharehold- 
ers, including an army of 2m ordinary Germans, the van- ` 
guard of popular capitalism in the country. Ifthe government 
simply votes its shares the way that Telekom’s managers ask it 
to, the board will have total power. 

That is a recipe for just the sort of self-aggrandising coup 
that this merger represents. This deal has every likelihood of 
destroying shareholder value. The German government has a 
responsibility to taxpayers, to Telekom’s myriad small share- 
holders and to the future health of Europe’s telecoms indus- 
try--and that responsibility is to prevent this merger. 





Heat and dust 


Though government instability seems permanent in India, it need not 


mean political paralysis 


NDIA‘S next government will be its sixth in three years. Ifa 

new one can be stitched together without a general elec- 
tion, its life expectancy will be measured in weeks or months, 
not years, Ifno potential prime minister can muster a major- 
ity, an election will follow in which no party is likely to gain 
an outright majority. The politicians will then bargain 
among themselves once more. Most will strike corrupt deals, 
proffer populist remedies and make bombastic utterances 
about India’s nuclear prowess. Some will incite communal 
hatred. Few, if any, will argue for rational economic reform. 
Before long, this new government will fall victim, like its 
predecessor, to bickering among its partners. By then per- 
haps, the arms race with Pakistan will have taken yet another 
dangerous lurch, and India’s. economy will once again be 
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slipping, relatively, even further behind richer countries’. 

Bad government is too readily accepted in India. It is fre- 
quently shrugged off by Indians as an inevitable conse- 
quence of democracy. In truth, it is a consequence of incom- 
petent and often corrupt politicians, 

Thus neither of India’s two main parties—the Bharatiya 
Janata Party (led by the outgoing prime minister, Atal Behari - 
Vajpayee) and the Congress party (led by Sonia Gandhi)}~ar- 
gues for the kind of liberal economic change that the country 
has for so long been denied. Neither has the courage to tell the 
voters that India needs to devise ways to collect taxes, slash 
red tape, privatise state industries, encourage foreign invest- 
ment, free its labour markets, reorganise its banks, lay off civil 
servants by the thousand, legislate to allow a widespread 
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restructuring of industry—and, moreover, to do it all fast. 

Yet all is not hopeless. Though the pyp-led government has 
wasted most of the past 13 months congratulating itself that 
India has. not been much affected by East Asia’s economic 
turmoil (no:-wonder, given the economy’s lack of integration 
with the outside world), it has belatedly started to offer some 
useful reforms. In doing so, it has abandoned most of the 
Hindu-nationalist nostrums of swadeshi (self-reliance) that it 
used to proclaim. However, Congress, though it includes one 
influential reformer in Manmohan Singh, its current leader 
in Parliament, is generally addicted to the interventionist 
économics of the Nehru-Gandhi dynasty, and its likely part- 
ners.on the left are ideologically more hostile to economic 
liberalisation than the mostly regional parties that have gov- 
erned in coalition with the Bjr. If Congress is to show that it 
can act for the country as a whole, not just for interest-groups, 
it will have to‘embrace reform wholeheartedly. 

The Bjr, too, has to show that it can be a national, not a 
narrow, sectarian party. The danger now is that the Byp’s hard- 
line zealots will argue that the collapse of the government 
proves the relatively moderate social and economic policies 











of the past 13 months to have been a failure. They will argue in - 
opposition for a return to the programme of Hindutva (one 
all-encompassing culture), raising the spectre once again of 
anti-Mustim and anti-Christian rioting. 

For the rest of the world, and especially for India’s neigh- 
bours, the main concern is the future of India’s newly tested 
nuclear deterrent. That Mr Vajpayee has reopened a dialogue 
with Pakistan is welcome, especially if it leads to increased 
trade and therefore reduced tension. But it is plain that no 
new government in India (nor therefore in Pakistan) will 
abandon the bomb. India’s next government could, however, 
do something to allay fears by swiftly signing the Compre- 
hensive Test Ban Treaty. There should be no reward for this, 
least of all a permanent seat on the UN Security Council (that 
would be an incentive to every country with the same ambi- 
tion to go nuclear). India’s signature would, however, show 
that it intended to be a good international citizen, which in 
turn would build confidence, encourage foreign investment 
and open the country to the wider world from which it has 
been too long too insulated. India would then find itself ac- 
cepted, as it often says it wants to be, at the world’s top tables. 





Thatcherism RIP? 


Twenty years after Lady Thatcher came to power, her disciples are trying 
to redefine her creed. They must be careful not to destroy it 


66% 7OU turn if you want to. The Lady’s not for turning.” 
I Margaret Thatcher’s pugnacious refusal to waver on 
policy expressed the spirit of Thatcherism—even though her 
` steadfastness was often more rhetoric than reality. Exactly 20 
years after she entered Downing Street, and eight years after 
her party booted her out, has the u-turn finally happened? 

In a speech on April 2oth Peter Lilley, the Tories’ deputy 
leader and formerly one of Lady Thatcher's most devoted aco- 
lytes, appeared to say that Thatcherism must no longer be the 
party’s guiding philosophy. The Conservatives, he argued, 
must be defenders of the welfare state. They must tone down 
all that free-market talk. They must abandon the pipe-dream 
of privatised health-care and education. The speech was 
widely regarded as the death-rattle of a once-dominant ortho- 
doxy. Ted Heath praised it, for heaven’s sake. 

What Mr Lilley said was a bit more complicated than that 
suggests. He was right about why the Tories lost the trust of 
voters (see page 60). He was right that the public does not like 
to hear the language of the market applied to public services. 
Many voters did believe the Labour Party’s scare stories of 
Tory plans to privatise the hospitals and scrap the state pen- 
sion. The Conservatives will get nowhere so Jong as such 
charges seem credible. At the same time, as Mr Lilley also ar- 
gued, it is entirely consistent to have taxpayers pay for such 
services, while applying “Thatcherite” principles to their sup- 
ply. Even with universal access and state-funding, you can 
have an “internal market” in the NHs (but better call it some- 
thing else), you can have school vouchers, you can encourage 
private pensions, and so on. 

So is that how one should think of Mr Lilley’s New Tory- 
ism=not so much Thatcherism denied as Thatcherism re- 
packaged? It would be good to think so: that would make 
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sense. Unfortunately, Mr Lilley went further. He does seem to 
be in danger of compromising two important and entirely 
valid tenets of the creed: first, that all state spending needs to 
be examined sceptically; second, that professional elites and 
“producer lobbies” should never be deferred to. 

Much of Margaret Thatcher's radicalism depended on a 
willingness to challenge received, meaning elite, opinion. But 
today’s Tories are worried that many of the professional 
classes whose votes they want--doctors and teachers, above 
all—have come to abominate them. Mr Lilley’s solution is to 
stroke them gently. “Teachers, doctors and nurses know most 
about education and health care so we must learn from them, 
empower them.” Oh dear. 

As the early Thatcherites recognised, professional elites 
can be suffocatingly conservative. The doctors that Mr Lilley 
praises fought the creation of the nus he promises to defend, 
and then fought its reform in the 1980s. Teachers have re- 
sisted the drive to improve inspection of schools. Ritual deni- 
gration of public servants may be unfair and counter-produc- 
tive, but kneeling before them is fatal. 

As for public spending, Mr Lilley says that the Tories want 
more of it (on health and education) “as the public finances 
and economic growth permit”. That relaxed presumption in 
favour of higher public spending puts Mr Lilley’s Tories 
squarely in New Labour territory—a strange place to find the 
heirs of Margaret Thatcher. As a guiding principle it strays 
some- way from the sceptical maxim of “the market where 
possible, the state where necessary”. In the interests of the- 
public finances, efficiency, diversity and liberty (do Tories 
still care about that?), the idea needs to be challenged. If 
Thatcherites won’t do it, who will? 

a 





THE ECONOMIST APRIL 24TH 1999 






You're forgiven. Invensys was only born on 4th February, the result of the merger between BTR 
and Siehe. But what a merger it is. Invensys is now a force to be reckoned with, having consolidated 
sales of £9 billion and a current market value of over £11 billion. it’s already a worldwide leader 
in automation and controls. We are off to a remarkable start. But that's all it is— a start. Invensys 
will now be in an ideal position to combine the individual strengths of both BTR and Siebe and offer 
a more comprehensive package of products, systems and services to our customers. This might 
well he the first time you've ever heard the name invensys. But it certainly won't be the last. 
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Uncertain prospects 


WASHINGTON, DC 


Their financial crises may have abated. But for many emerging economies, the 


outlook remains cloudy 


IX months is a long time in the turbu- 

lent world of emerging markets, When 
finance ministers and central bankers gath- 
ered in Washington last autumn for the an- 
nual meetings of the mr and World Bank, 
their mood was bleak. Russia had just de- 
valued and, in effect, defaulted on its debt. 
Financial markets had seized up; a big 
hedge fund, Long-Term Capital Manage- 
ment, had had to be rescued. No less a per- 
son than Bill Clinton declared that the in- 
ternational economy was facing its worst 
crisis for 50 years. 

How different the tone is now, as minis- 
ters and bankers once again gather in 
Washington for the international institu- 
tions’ spring meetings this weekend. Rich- 
country stockmarkets have bounded up to 
record highs, although they fell back a bit 
this week. Emerging markets, too, are on a 
roll (see chart 1 on next page). Hong Kong’s 
Hang Seng index, for instance, has just hit 
an 18-month high; it is almost 90% above 
its lows of August 1998. South Korea’s stock- 
market has recovered almost to its pre-cri- 
sis level, in dollar terms; it soared on the 
news that the government planned to re- 
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pay its IMF loans early. Even P.ussia’s stock- 
market has recovered a little. 

Bond yields in emerging economies are 
also falling. The average spread on J.P. Mor- 
gan's emerging-market bond index, for in- 
stance, has fallen from 949 basis points 
(hundredths of a percentage point) above 
American Treasuries in mid-January to 596 
points now. From Sao Paulo to Seoul 
emerging-market governments, and even 
companies, are borrowing abroad again. 
Latin American borrowers have led the 
charge, raising $11 billion from bond mar- 
kets in the first quarter of this year, com- 
pared with only $5 billion in the fourth 
quarter of 1998. 

The world’s finance ministers can take 
special comfort from Brazil, which now 
seems to have been the financial meltdown 
that wasn’t. A mere three months after its 
devaluation in January, the country is re- 
turning to the capital markets with a $1 bil- 
lion bond issue. Brazil’s stockmarket is 
soaring, with the Bovespa index now 70% 
higher (again, in dollar terms) than it was 
when the government devalued. 

For optimists, this financial fizz signals 


an economic turnaround. Emerging mar- 
kets are soaring, the argument goes, because 
of the prospect of faster-than-expected eco- 
nomic growth and higher corporate earn- 
ings. Bond yields are plummeting on the 
promise of stronger exchange rates and a 
smaller risk of defaults. For the most bull- 
ish, a “v-shaped” recovery, in which emerg- 
ing markets bounce as quickly as they col- 
lapsed, now seems plausible. 


Hold the champagne 


Not so fast. Just as the severity of last year’s 
crisis had much to do with irrational inves- 
tor panic, so also today’s optimism may be 
greatly overdone. True, emerging econo- 
mies have clawed their way back from the 
brink of financial collapse. But they are a 
long way from health. Financial stability 
may be a prerequisite for dynamism in the 
real economy, but it does not guarantee it. 
And, judging by the latest forecasts from the 
World Bank and the img, the immediate 
prospects for emerging economies are not 
that encouraging. 

Both the Bank and the Fund agree that, 
for developing countries, 1999 will be a 
tough year. Although their economies will 
improve during the year, growth is likely to 
be slower than it was in 1998. Moreover, 
they reckon the risks are, if anything, 
greater on the downside. 

The IME is the more optimistic of the 
two. Its semi-annual World Economic Out- 
look, released on April 20th, predicts over- 
all growth of 3.1% for developing econo- 
mies in 1999, compared with 3.3% in 1998, 
This is the lowest growth rate in recent 
years, though the Fund expects a revival to 
4.9% in 2000 (see chart 2 on next page), The 
World Bank, in contrast, is more pessimis- 
tic. Its most recent projections, published 
in Global Development Finance in early 
April, are on average at least half a percent- 
age point lower than the IMF's. 

Behind these aggregates lie sharp differ- 
ences between regions. Both the mF and 
the Bank have revised up their projections 
for some East Asian countries, as the re- 
gion’s recession appears to be bottoming 
out. IMF Officials themselves now talk 
about a “v-shaped” recovery in East Asia. 
Conversely, both institutions foresee reces- 
sion deepening in Latin America. 

Yet these projections may prove op- 
timistic, for all the markets’ euphoria. It is 
hard to find sources of sustainable growth 
in emerging economies. Economic recov- 
ery depends partly on domestic policies, 
but also on external factors—and especially 
on commodity prices, output growth in 
rich countries and the size of private capi- 
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tal flows. Yet in most emerging economies 
there are reasons to worry aboutat least one 
of these factors. 

Take commodity prices. Last year’s pre- 
cipitous decline in oil and non-fuel com- 
modity prices was both a consequence and 
a cause of emerging-market woes. Much of 
the fall stemmed from falling demand in 
Japan and other Asian countries. But lower 
prices then exacerbated financial difficul- 
ties for commodity exporters from Russia 
to Ecuador. Though nobody expects an- 
other big decline this year, recent price ral- 
lies look unlikely to last. Oil prices have re- 
bounded after the recent OPEC agreement 
to tighten production quotas. But their fu- 
ture path depends on whether these pro- 
duction quotas are observed, which on past 
precedent looks unlikely. Meanwhile, few 
forecasters expect non-fuel commodities to 
recover quickly, even if they stop falling. 
Sluggish world demand growth, coupled 
with expanding supply, suggests that prices 
will, at best, remain flat. 

Even as weak commodity prices de- 
press export prices, sluggish demand 
growth in the rich world may limit emerg- 
ing economies’ export volumes. For now, 
the United States will continue to be the lo- 
comotive of global demand. The Img, for 
instance, expects America to grow by 3.3% 
in 1999. But it predicts that the euro-11 
countries, as a whole, will grow by only 2%; 
and that the Japanese economy will con- 
tinue to contract, by 1.4%. 

Some outside forecasters think this is 
too gloomy. Yet the overall outlook could 
deteriorate further if Wall Streets highly 
valued stockmarket were to tumble. The 
unbalanced nature of rich-country growth, 
and the world’s dependence on a continua- 
tion of America’s booming stockmarket, re- 
mains the single biggest risk for emerging 
and emerged economies alike. Under one 
scenario constructed by the mF, a 30% fall 
in the American stockmarket, combined 
with a 15% fall in other rich-country stock- 
markets, would mean a further 1% reduc- 
tion in emerging-market growth in each of 
the next five years, as world trade slowed. 

In principle, high inflows of private 


























capital from the rich world to the poor 
could make up for any slowdown in rich- 
country demand. In the early 1990s, for in- 
stance, emerging economies grew rapidly 
despite sluggish growth in rich economies, 
because capital poured out of the rich 
world and into the new emerging econo- 
mies. Developing countries grew partly by 
trading with each other, but partly also by 
financing their consumption and invest- 
ment with rich-country capital. 
Yet this is harder now. 





funds at rates that did not reflect the risks. 
That foreign-currency exposure then be- 
came a big component of the whole emerg- 
ing-market crisis. It also exacerbated the 
contagion between emerging economies. 
With lower aggregate exposures today, 
investors ought to be less likely to panic in 
future. And, by differentiating more care- 
fully between emerging economies, they 
are also likely to make better lending deci- 
sions. In this sense, indeed, the emerging 
economies may in future 





The recent surge of confi- 
dence in emerging markets 
ought to be put into per- 
spective. Compared with 
the mid-1990s, private cap- 
ital flows to emerging 
economies have all but col- 
lapsed. The mr forecasts a 
tiny increase in net private 
capital flows in 1999 com- 
pared with 1998, but they 
will still be below the levels 
of the early 1990s (see chart 
3 on next page). Other forecasters, such as 
the Washington-based Institute of Interna- 
tional Finance, which represents banks 
and other institutional investors, also ex- 
pect private capital flows in 1999 to remain 
close to their levels of 1998. 

Could these projections turn out to be 
too pessimistic? Much depends on the debt 
markets. In the 1990s, debt, and especially 
bonds, was the fastest-growing source of ex- 
ternal cash for emerging economies. As re- 
cent months have shown, bond finance is 
volatile and unpredictable, with spreads 
soaring whenever market sentiment turns 
negative, only to narrow as soon as the 
mood turns rosy again. Yet the uF still ex- 
pects emerging economies as a group to re- 
ceive a net inflow of less than $30 billion 
from the bond markets this year, barely a 
third of the level reached in 1997. 

International bankers, the other main 
source of debt finance for emerging econo- 
mies, are also nervous. Both the mF and the 
uF expect the net outflow from emerging 
economies to commercial bank lenders to 
continue. In 1998 commercial banks with- 
drew a net $30 billion from emerging econ- 
omies. Although the pace will abate this 
year, the trend is likely to continue. That is 
partly the result of a deliberate strategy in 
emerging markets—South Korea and Thai- 
land, for instance, are repaying debt. But in 
other countries, such as China, interna- 
tional bankers are reducing exposures be- 
cause financial conditions look increas- 
ingly uncertain. 

Reduced bank exposure to emerging 
markets and smaller inflows from bond is- 
sues may not be a bad thing. Inflows into 
emerging economies during the boom 
years of 1995 and 1996 reached excessive 
levels. Too many countries and companies 
had far too easy access to foreign-currency 











be better able than they 
were to weather any sud- 
den loss of confidence. Yet 
while capital flows remain 
low, emerging economies’ 
growth prospects are likely 
to remain constrained— 
unless equity investment 
can compensate. 


Time to invest? 


At first sight, that notion 
seems plausible. Emerging 
stockmarkets are soaring, and foreign in- 
vestors are likely to buy into the rally. But 
not enough to make a substantial differ- 
ence to overall financing. Even if portfolio 
equity flows were to return to their 1997 
level of $25 billion, up from 1998's nadir of 
virtually nothing, they will still be a rela- 
tively small component of private capital 
flows. 

The most important type of inflow is di- 
rect investment. So far, direct investment 
has held up well, despite financial crisis. 
According to the iMF, foreign direct invest- 
ment inflows fell only slightly last year, 
from $143 billion in 1997 to $131 billion. 
(The World Bank shows an even smaller 
fall, and the ur reckons direct flows actu- 
ally rose in 1998.) Indonesia was the only 
emerging economy that experienced a 
sharp fall in foreign direct investment. In 
South Korea and Thailand, foreign invest- 
ment inflows increased despite recession. 

It is not hard to see why the emerging 
economies are attractive. Large exchange- 
rate depreciations have reduced produc- 
tion costs for foreign companies. The col- 
lapse in asset prices has offered some good 
bargains for buyers. And, especially in the 
East Asian economies, the crisis has forced 
a change in attitude towards a warmer wel- 
come for foreign direct investment. 

Yet investors may not remain so resil- 
ient this year. On the positive side, there is 
potential for more corporate restructuring 
in Asia. South Korea, especially, could see a 
large increase in foreign investment—ad- 
mittedly from a tiny base—as it opens its 
economy up to foreigners. But set against 
this are some negative factors. Slower 
growth in emerging economies has re- 
duced the potential market for foreign 
companies. And more understanding of fi- 
nancial risk in China (the biggest recipient 
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of foreign direct investment), as well as re- 
cession in Brazil, will slow down aggregate 
flows. On balance, the negatives are likely 
to predominate, so direct investment in- 
flows will probably fall a bit in 1999. 


Hard constraints 


Put all these factors together and it is hard 
to see the emerging economies avoiding a 
severe financing constraint over the next 
year or so. That is reflected in the fact that 
the aggregate current-account deficit of 
emerging economies is likely to shrink to 
about 0.4% of their combined Gpr, about 
one-third of the average of the mid-1990s; 
and the current account of the rich coun- 
tries will swing into deficit. 

This does not seem to offer much hope 
of a “v-shaped” recovery in the emerging 
world. A more gradual recovery, at best, 
looks more likely. But there remain also big 
differences between regions, and even be- 
tween countries within regions. 

In East Asia, for instance, there are clear 
signs of improvement. Greater confidence 
has meant that exchange rates have hard- 
ened, allowing interest rates to fall. Mean- 
while fiscal policies have been loosened: 
Thailand's recent spending package will 
raise its budget deficit to 6% of Gpr. Malay- 
sia’s budget deficit may also hit 6% of GDP. 
Even Singapore has slashed contribution 
rates to the Central Provident Fund (the 
mandatory state pension scheme), and 
raised spending on infrastructure. 

Even before these plans had kicked in, 
East Asia’s collapse in imports had 
stopped. There are now definite signs of 
economic revival. South Korea’s industrial 
production in February was close to pre- 
crisis levels. Forecasts for the country’s 
growth are all being revised upward: some 
economists expect GDP growth to hit 4% 
this year. Malaysia’s industrial production 
has also risen, and there are increasing 
signs that the recession in Thailand has bot- 
tomed. Only Indonesia’s economy still 
shows few signs of recovery. 

It is less certain that this recovery will 
prove sustainable. To last, public-sector 
pump-priming needs to translate into 
greater private demand growth. And the fi- 
nancial sector must also be healthy enough 
to respond to higher demand without a 
credit crunch. Only with further domestic 
financial and corporate restructuring and 
the removal of the region’s suffocating debt 
overhang can recovery endure. 

On this score the verdict is mixed. South 
Korea has done most on bank and corpo- 
rate restructuring, with commensurate re- 
sults in the real economy. Malaysia, too, has 
benefited from its loan-workout system, 
though its long-term potential has suffered 
from the impact of its capital controls. 
Thailand’s record is mixed. Much progress 
has been made, for instance with new 
bankruptcy and foreclosure laws and a 
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handful of corporate-debt restructurings, 
but too many banks have relied on win- 
dow-dressing of their balance sheets. Indo- 
nesia’s financial and corporate restructur- 
ing, like the rest of its economy, is a mess. 

The key problem in East Asia is now do- 
mestic. Foreign investors’ confidence could 
help by keeping financial markets buoyant 
and exchange rates strong. And foreign di- 
rect investment will spur corporate restruc- 
turing. But for a region plagued by excess 
capacity, and with high savings, foreign 
capital is now less important for growth 
prospects than the speed and success of do- 
mestic restructuring. Stimulus packages 
may push up growth in the very short term, 
but without restructuring any “v-shaped” 
recovery may prove short-lived. 

In Latin America, by contrast, the cru- 
cial variable will remain international fi- 
nancial sentiment. The region’s outlook is 
heavily driven by what happens in its big- 
gest economy, Brazil. And Brazil, along 
with Colombia, Ecuador and Venezuela, 
needs serious fiscal retrenchment. Domes- 
tically, policy success will depend on con- 
tinued fiscal tightening, even as economies 
fall into recession. Latin America does not 
have the same scope as East Asia to stimu- 
late domestic demand, meaning that it will 
depend more on exports and on access to 
foreign capital. 

Given the limited prospects for a sud- 
den export surge, the scarcity of foreign fi- 
nance in Latin America is bound to impose 
a constraint on growth. J.P. Morgan’s econ- 
omists, for instance, expect a 32% reduction 
in Brazil’s imports in 1999. The consensus 
among forecasters is that Latin America’s 
overall current-account deficit will shrink 
sharply this year. Only if foreign confi- 
dence returns will Latin America escape its 
recession and raise its growth. 


Brighter long term 


In short, for most of the world’s emerging 
economies, if for different reasons, the 
most likely medium-term outlook is for 
only a gradual recovery. To the extent that 
financial markets are discounting a more 
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rapid turnaround, they may be disap- 
pointed. But, for the longer-term health of 
these economies, a gradual recovery may be 
exactly what the doctor ordered. 

The fundamental potential of these 
economies is still intact. They have rela- 
tively low costs, cheap labour, and plenty of 
scope for “catch-up” economic growth. 
Moreover, the financial crisis has precipi- 
tated and accelerated economic reforms 
that ought to lead to more stability in fu- 
ture. Across the emerging world, countries 
have learned the perils of fixed (but adjust- 
able) exchange rates; they have discovered 
the dangers that come from excessive reli- 
ance on short-term debt denominated in 
foreign currency; and they have seen the 
consequences of lax financial supervision. 
In each of these areas, lessons are being 
learned and improvements being made. 

The reforms will also have a beneficial 
long-term effect. In Asia, financial and cor- 
porate restructuring should dramatically 
improve the financial system, corporate 
governance and the efficiency with which 
capital is used. Greater openness to foreign 
investment will reinforce that trend. In 
Latin America, fiscal reform should raise 
domestic savings and reduce the conti- 
nent’s reliance on foreign capital. 

Indeed there is every possibility that 
emerging economies will, in the long run, 
do better as a result of their crisis, Private 
capital flows, especially from banks, are un- 
likely to be as swollen and as potentially 
destabilising as they proved in the early 
1990s. Provided that too much money does 
not return too quickly, the momentum for 
domestic reform should be maintained. 
And so long as recovery remains discern- 
ible, even if gradual, the risk of political 
backlash against reform should be small. 
The longer-term prospects for the emerging 
economies may then be bright indeed. 
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| bomb Serbia. 


| Turkish prime minister, Bul- 













As NATO prepared to mark its 
50th birthday, its aircraft con- 
tinued to bomb Yugoslavia, 
hitting Slobodan Milosevic’s 
residence, economic targets 
and media centres. Some 
western leaders said ground | 
troops might eventually go | 
into Kosovo, opposed or not 
by the Serbs. 





The alliance admitted it acci- 
dently bombed a refugee con- 
voy, in which the Serbs say 
more than 60 people were 
killed. Yugoslavia closed 
some of its borders, trapping 
refugees in Kosovo, Tension 
grew between Serbia and 
Montenegro. 


Russia recalled its ambassa- 
dor to Hungary after an aid 
convoy for Yugoslavia was de- | 
layed. Romania and Bulgaria 
agreed to let NATO aircraft 

use their air space en route to | 


The centre-left party of the 


ent Ecevit, won most seats in 
a general election. A far-right 
nationalist party came sec- 
ond and an Islamist party 
third. It is likely, but not cer- 
tain, that Mr Ecevit will again | 
become prime minister. 


More than 90% of Italians 
who voted in a referendum 
called for an end to propor- 
tional representation for 
choosing members of parlia- 
ment, but a shade less than 
50% of registered voters 













turned out, so the result was 
invalid. No prospect, there- 
fore, of electoral reform. 


An inquiry into the crash of 
an Israeli cargo aircraft in 
Amsterdam :in 1992, killing 
some 40 people, émbarrassed 
several senior ministers in the 
current Dutch government, 


| who are accused of having 
mislead parliament. 


An oil pipeline between the 
Caspian and Black seas, 
which avoids Russia, was de- 
clared open. 


A nail bomb exploded in a 
shopping street in Brixton, a 
racially mixed area of Lon- 
don, injuring 48 people. 


Cracks 


The foreign ministers of Indo- 
nesia and Portugal met at the 
UN to discuss a resolution to 
the conflict in East Timor. A 
ceasefire was signed between 
rival groups after the latest 
fighting claimed at least 25 
lives. Violence continued in 
other parts of Indonesia, with 
the bombing of a mosque 
and the burning of a church. 


The coalition government in 
India, lead by the Hindu-na- 
tionalist yp, fell in a no-con- 
fidence vote. Sonia Gandhi's 
Congress party tried to form a 
minority government with 
the support of other parties. 
The next government will be 
India’s sixth since 1996. 


Pakistan’s former prime min- 
ister, Benazir Bhutto, and 
her husband were asked by a 
judge to present their case 
against their disqualification 
from parliament after being 
convicted of corruption. 


Malaysia’s former police 
chief, Abdul Rahim Noor, 
was indicted on a charge of 
assaulting Anwar Ibrahim, 
Malaysia’s former deputy 
prime minister, who was 
jailed for corruption. 
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Strikes continued in South 
Korea as workers protested 
against government efforts to 
restructure big companies. 
President Kim Dae Jung said 
that at one of these chaebol, 
Korean Air, “fundamental” 
management changes were 
needed after yet another of its 
airliners crashed. 


Heavy rain and floods killed 
five people in Sri Lanka. 
Some 200,000 people may 
have lost their homes. 


One-horse race 


Abdelaziz Bouteflika won Al- 
geria’s presidential elec- 


| tion, with 74% of the vote in 


a low~officially 61%—turn- 
out. But his six opponents, 
who withdrew from the race 
24 hours before polling be- 
gan, cried foul and vowed to 
fight the results. 


The Israeli army and an al- 
lied Lebanese militia occu- 
pied the Lebanese village of 
Arnoun for the second time 
this year. Lebanon protested 
to the United Nations. 


As peace talks on Sierra Le- 
one were scheduled to start 
in Togo, the West African 
peacekeeping force reported 
that at least 125 people had 
been shot or hacked to death 
by rebels in Songo, a Sierra 
Leonean town. 


Gun law 





Two students with pipe 
bombs and automatic weap- 
ons, claiming to be members 
of “the Trench-Coat Ma- 


| fia”, killed 12 students and a 


teacher at a suburban school 
in Colorado and injured at 
least 20 others. The suspects 
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| ney-general, Janet Reno, said | 








then apparently killed them- 
selves. The American. attor- 


that gun-control was only 
part of the solution to school 
violence; teenagers had tobe | 
helped “to come to grips with 
the anger of their life”. 


America’s Supreme Court 
ruled that a federal law crim- 
inalising the transmission of 
e-mails that are “obscene, 
lewd ... or indecent” did not 
offend the right to free 
speech. 


Under the terms of an agree- | 
ment reached last year be- 
tween states and the tobacco | 
industry, every cigarette bill- | 
board was removed from the 
streets and highways of 
America. 





Jamaica’s capital, Kingston, 
was closed down as anti-gov- 
ernment protesters blocked | 
main roads across the island. | 
Seven people were shot dead. 
The wave of protests was 
sparked by last week’s budget, | 
which increased the price of 
petrol by 30%. The govern- 
ment expects to spend 62% of 
tax revenue on debt service, 
and is struggling to protect 
spending on health, educa- 
tion and the police. 


Brazil's Congress began an 
investigation into the finan- 
cial system, and in particular 
a controversial Central Bank | 
bail-out of two small invest- | 
ment banks during the coun- 
try’s January devaluation, Po- 
lice raided the home of the 
Central Bank’s then 








| president. 


| 
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A slow decade 


l 

| 

| 

i 

| 

Worldwide growth in the 

1990s, said the img, will aver- 

age only 3.1% a year, com- 

pared with 3.4% in the 1980s 

| and 4.4% in the 1970s. The 

| Fund also forecast that 

| growth this year will be only 

| 2.3% (rosier, at least, than the 

i World Bank’s 1.8%) and 3.4% 

| in 2000. Among big indus- 

| trial countries, Japan’s fall 

| from economic grace during 

| the decade was unprece- 

| dented, said the Fund. Only 
America’s performance has 

| been satisfactory. If America 

| slips, only the £u has the po- 

| tential to stop the global 

| economy from sliding. 








America continues to be the 
most competitive country 
in the world, according to an 
annual survey by IMD, a 
Swiss business school. Ger- 
many is looking feistier. Ja- 
pan, in 1994 the world’s 
fourth most competitive 
country and in 1998 the 18th, 
struggled back up to 16th. 
Russia remained at the bot- 
tom of the pack. 


America’s goods and ser- 
vices deficit shot up to a 
record of $19.4 billion in Feb- 
ruary, up by 15.6% from Janu- 
ary’s $16.8 billion, which had 
also been a record, as global 
recession slimmed the market 
for American exports and im- 
ports soared to a new high. 


Japan’s trade surplus in 
March compared with last 
| year rose my 7.5% to ¥1.33 tril- 
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lion $11.1 billion). Exports. fell 
by 6.2%, but imports dropped 
more, by a hefty 11%. The fi- 
nance ministry confirmed 
that the economy is still in a 
“severe state”. 


The euro fell to its lowest 
level against the dollar in its 
brief life, helped along by the 
European Central Bank’s 
comments that its policy to- 
wards the currency was “one 
of neglect”. Since its launch in 
January, Europe's single cur- 
rency has slipped by 10%. 


Telecom tie-ups 


Intent on escaping the 
clutches of Olivetti, Telecom 
Italia agreed to a merger 
with Deutsche Telekom, 
worth $175 billion, in what 
will be Europe's biggest ever. 
The German government, 
which still owns 74% of Deut- 
sche Telekom, assured the 
Italians it would not interfere 
in the merged group. But 
there remain huge obstacles 
in the way of the deal, not 
least Europe’s antitrust 
authorities. 





Meanwhile, AT&T, America’s 
telecoms giant, and British 
Telecom agreed each to take 
a 15% stake in Japan Telecom, 
| Japan’s third-biggest telecoms 
| firm. And Cable & Wireless, 
another British telecoms 
group, topped the bid by 

| NTT, Japan’s biggest, for In- 
ternational Digital Commu- 
nications, Japan’s second- 
biggest. 


| Days after issuing a profits 

| warning, Compaq Com- 
puter booted out its chief ex- 
ecutive, Eckhard Pfeiffer, and 
| its chief financial officer, Earl 
Mason. Later, the world’s big- 
gest maker of pcs announced 
net first-quarter profits of 
$281m, about half previous 
expectations. Part of its trou- 
ble stems from difficulties in 
| absorbing Digital Equipment, 
| a computer firm it bought 

| last year. 
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+ turnover of DM33 billion ($18 
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| toa fall in unit sales of 1% of | 
| which it had given warning | 
| last month. PepsiCo’s, in con- | 
| 

| 


European retailers are 
consolidating. In Britain, 
Kingfisher and Asda an- 
nounced a £17 billion ($27 
billion) merger to create Eu- 
rope’s second-biggest store 
group ranked by operating 
profits. And in Germany, 
Karstadt, the country’s biggest | 
department-store operator, is 
to merge its mail-order busi- 
ness with Quelle, creating a 
huge mail-order group with a 


billion). 


| 

{ 

| 

I 

| 
Microsoft, the world’s biggest | 
software maker, reported a | 
43% rise in net profits to $1.92 | 
billion in the first quarter | 
compared with last year,as | 
demand switched from its 
Windows 98 operating sys- | 
tem to Windows NT. IBM | 
also exceeded expectations | 
with a 42% rise in net profits | 
for the first quarter. | 
| 

| 
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Two law firms, one based in 
London, the other in New 
York, are in merger talks. Clif- 
ford Chance is talking to its 
American peer, Roger & 
Wells, with a view to complet- 
ing the biggest-ever transat- 


lantic law-firm merger. 
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Net profits at Coca- Cola 
dropped by 13% to $747m in 
the first quarter in response 


| trast, rose by 13%, to $377m.. 


| Richard Branson’s Virgin 
| Travel Group, whose main 
| component is Virgin Atlan- 


tic, gave up trying to sell a 
40% stake of itself to Conti- | 
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nental Airlines, probably for 
reasons of price. Virgin does 
not rule out subsequent re- 
ports that it now plans a £12 
billion ($1.9 billion) flotation 
in the autumn. 


| Merged in 


| First-quarter results at Ameri- 
| ca’s two biggest banks showed 


progress in dealing with 


l problems resulting from re- 
| cent mergers. Citigroup 
| (made up of Citicorp and 


Travelers) exceeded expecta- 
tions with a 9% rise to $2.36 
billion, with revenues up 15% 
to $14.5 billion. Bank- 
America (BankAmerica and 


| NationsBank) also beat fore- 
| casts. Net profits rose by 44%, 
| to $1.91 billion, compared 


with the previous year. How- 


| ever, excluding last year’s one- 


off merger charge, net profits 
fell by 3%. 





| China began to get to grips 


with huge debts at its four big 


| state banks by setting up a 
| clean-up firm, Xinda Asset 
| Management, to help one of 


the banks, China Construc- 


| tion Bank, to dispose of its 


bad loans. If that works, simi- 


| lar firms will be set up for the 
| other three. 


| Finance ministers in the Eu- 


ropean Union agreed to 
study whether the wholesale 
market for eurobonds could 
be exempted from a proposed 
EU withholding tax on inter- 


est payments. If so, the City of | 
| London, where most of these 


bonds are traded, will echo 
with sighs of relief. 
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The Globalisation of the 
Fight Against Disease 


By Harvey Bale, Ph.D. 


hile the burden of many diseases, 

such as AIDS and other infectious 

diseases, has been globally distri- 
buted, pharmaceutical research efforts to find 
effective pharmaceutical interventions have 
been concentrated in a few industrial regions - 
Europe, North America and Japan. 

Even for diseases predominantly occur- 
ring in developing countries - malaria, TB, trac- 
homa and respiratory diseases — drug research 
and development is insignificant except in 
those industrial countries where such diseases 
remain a threat primarily through external 
communication links. This lack of globalised 
drug research is in spite of the educational and 
scientific levels achieved in such countries as 
India, Brazil, China, Egypt and Argentina. 

Until recently many important deve- 
loping countries gave no incentives to local 
researchers and pharmaceutical companies to 
discover and develop new drugs. Instead, 
through the absence of patent protection, local 
drug companies were encouraged only to copy 
innovative drugs coming from elsewhere. As 
the large majority of innovative medicines, in- 
cluding vaccines, are discovered and developed 
by commercial pharmaceutical and biotech- 
nology enterprises, the lack of protection for 
patents, trademarks and commercial proprie- 
tary information in the developing world gave 
over the management of R&D in all disease 
areas entirely to “multinational” companies, Not 
providing patent protection to medicines was 
defended on the grounds of “public health” — 
ie., the “common sense” theory that patents 
lead to high drug costs. 

This started to change more than a decade 
ago. Korea, Taiwan, Mexico, et al adopted 
patent protection for medicines, and then more 
recently China and Brazil reversed earlier pol- 
icies and recognised the value of intellectual 
property rights. These countries are now 
shifting more efforts toward drug discovery 
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and development, and are attracting multi- 
national partners to develop and produce 
medicines locally. 

As we move toward the Year 2000, 
there is now promise of further globalisation 
of drug research as a result of recent inter- 
national agreements, particularly the World 
Trade Organisation (WTO) Agreement on 
Trade-Related Intellectual Property Rights 
(TRIPS). Under this agreement, anti-counter- 
feiting efforts will be strengthened, patents 
will gradually come into force and companies 
should be able to protect proprietary data 
and information. 

However, a debate still continues over 
whether these new incentives to encourage 
drug discovery will impair people’s access to 
essential medicines in poorer countries. The 
Director General of the World Health Organis- 
ation has stated that today about a third of the 
world’s population lacks “guaranteed access 
to essential drugs” and most of these also lack 
access to primary healthcare services. Don't 
patents, which give pharmaceutical and bio- 
technology innovators an exclusive right to 
exploit their inventions for a limited amount of 
time (effectively, 8-10 years under TRIPS), 
create de facto “monopolies” to be exploited 
by patent holders? 

In fact, there are some two-dozen new 
drug and vaccine products introduced to the 
world market each year, amounting to a small 
proportion of the healthcare expenditure in 
most countries, especially developing ones. 
These products must compete with older, 
patent-expired products and other newly 
appearing patented variations that have similar 
therapeutic effects ~ witness the simultaneous 
appearance a couple of years ago of several 
innovative drugs in the protease inhibitor class 
to treat HIV/AIDS. Further, patents do not 
apply retroactively to products pre-existing in 
the marketplace. 

The logical and empirical evidence sug- 
gests for the above reasons that patents do not 
cause a general rise in the prices of drugs in 


developed or developing countries. In develop- 
ing countries that have adopted or strength- 
ened pharmaceutical patent protection in 
recent years there is little or no pressure to 
go backwards and repeal the patent system ~ 
which US President Abraham Lincoln said 140 
years ago has benefited society by adding “the 
fuel of interest to the fire of genius.” 

This is not to say that access to medi- 
cines in poorer countries is not an issue. In 
response to poor financing capabilities at the 
national and international levels, there are 


The new system 
protecting patents will 
accelerate the search for 
needed cures globally 


major long-term donation programs instituted 
by pharmaceutical companies for such debili- 
tating diseases as trachoma, filariasis and river 
blindness. But the issue is one of financing, 
not patents. For example, the patent system 
has produced vaccines for infectious diseases 
such as Hepatitis B and meningitis. However, 
these vaccines, despite efforts of companies 
to make them more accessible to developing 
countries, are underused because of the lack 
of a global strategy requiring adequate nat- 
ional and international financing mechanisms. 
The new system protecting patents will 
accelerate the search for needed cures glo- 
bally. TRIPS will help harness genius to the 
struggle against disease. What will be needed 
for the poorest countries is a global partner- 
ship of the World Bank and WHO to provide 
the financing that ensures equity in access to 
medicines and healthcare. 
Dr. Bale is Director General of the International Federation 
of Pharmaceutical Manufacturers Associations (IFPMA) in 
Geneva, Switzerland, which represents the research-based 
pharmaceutical industry and other manufacturers of pre- 
scription medicines, worldwide. For more information please 
see www ifpma.org or call +41 (22) 340 1200. 








Can the second Mrs Gandhi 
govern India? 


DELHI 


Congress wants to form India’s next government, but the outlook is uncertain. 


Would power be tonic or poison? 


HE worst sin a coalition government 

can commit, apparently, is to govern 
well. The rag-tag government of 18 parties 
headed by the Hindu-nationalist Bharatiya 
Janata Party (Byp) had not been doing that 
for most of its 13 months in power. Lately, 
though, the prime minister, Atal Behari Vaj- 
payee, had got a grip. He went on a dra- 
matic peace-making journey to Pakistan. 
His finance minister presented a budget 
that did not attract the expected ridicule. 
Attacks on Christians, inspired if not en- 
couraged by the Byp’s right-wing affiliates, 
had died down. The awful prospect 
loomed that a popular prime minister 
might impart some of his popularity to his 
party and its allies, depriving the opposi- 
tion of a chance at power for years to come. 
And so, on April 17th, the plug was pulled. 

What happens now, in a Parliament 
with nearly 50 parties and independents 
that felled a government by just one vote, is 
hard to predict. By mid-week, Congress, the 
second-largest party with 140 seats in the 
545-member lower house, claimed to have 
enough backing to form a minority govern- 
ment. But several prospective allies were 
balking; they want a share of power, either 
as junior members of a Congress-led coali- 
tion or as a government that Congress 
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would support from the outside. Neither 
option appeals to Congress. Its message to 
potential backers seemed to be: let us rule 
alone, or face a general election. In the im- 
possible arithmetic of Parliament, nothing, 
not even a comeback by the syp, can be 
ruled out. 

If Congress governs alone, the likely, 
but far from certain, prime minister will be 
the party’s leader, Italian-born Sonia Gan- 
dhi, a political novice with no claim to high 
office other than as the widow of Rajiv Gan- 
dhi, a former prime minister assassinated 
in 1991. Some of the parties she would de- 
pend upon for support have even less rea- 
son to make the government look good 
than did Mr Vajpayee's obstreperous allies. 
A coalition with them would be even more 
uncomfortable. Congress had wanted its 
next turn in power to signal its return as the 
natural party of government. It could also 
prove Congress's final undoing. 

Congress had been playing a long game. 
Mrs Gandhi became its leader last year, re- 
storing to Congress the aura of India’s 
greatest political dynasty. Congress tri- 
umphed in state elections last November 
and was regaining support among Mus- 
lims and lower-caste voters in Uttar Pra- 
desh, India’s biggest state. The plan was to 


let Mr Vajpayee's government stagger on, 
win more state elections and in early 2000 
engineer a new general election and sup- 
plant the pyr as the biggest party. 

The fall of Mr Vajpayee’s government 
has scuppered that plan. It is not clear 
whether that was by accident or whether 
the “68-year-olds with bypasses”, as one 
Congressman calls the party elders, were 
tempted by a quick return to power. With 
Mr Vajpayee’s government showing signs 
of life, Mrs Gandhi intensified her flirta- 
tion with its most disgruntled member, 
Jayaram Jayalalitha, a former film star who 
commands 18 Mps from the southern state 
of Tamil Nadu. Miss Jayalalitha took that as 
a sign to withdraw her support from the 
government, which promptly fell. 

Can Congress, with just a quarter of the 
seats in Parliament, govern without wreck- 
ing its credibility with an electorate that de- 
lights in toppling incumbents? Mrs Gan- 
dhi’s task would be in some ways harder 
than that faced by Mr Vajpayee. Most of his 
17 unruly allies were not intense competi- 
tors for power in state and national elec- 
tions. Any Congress government in the cur- 
rent Parliament would depend on parties 
which Congress must weaken if it is ever to 
regain anything approaching a majority. 
There is an ideological affinity: Congress 
and most of its allies are resolutely “secu- 
lar”. But that is part of the difficulty. Con- 
gress is selling virtually the same wares to 
the same voters as many of its putative al- 
lies. As a national party, Congress likes to 
bill itself proudly as the secularist depart- 
ment store; its competitors are boutiques. 

No one is more worried than Mulayam 
Singh Yadav, chief of the 20-strong Samaj- 
wadi Party, which serves the sort of custom- 
ers Congress goes after (Muslims and lower 
castes) in a state (Uttar Pradesh) where Con- 
gress is desperate to expand. Mr Yadav, 
whose support is vital, is determined to be 
part of the next government, with or with- 
out Congress. 

But Mrs Gandhi also needs various left- 
wing parties, some of which are Congress's 
electoral enemies and all of which reject its 
record of tepid economic liberalisation. 
Then there is the irrepressible Miss Jayala- 
litha, whose demands have ranged from 
the unreasonable (shifting the court that 
would try her for corruption) to the impos- 
sible (dismissing the government of her 
home state, Tamil Nadu). 

No one expects any set-up constructed 
from the sitting Parliament to last for long. 
The main business of its architects will be 
to outwit one another in preparation for 
the election that will follow its collapse. For 
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ISLAMABAD 


HE prospect of arrest is not new to 
Benazir Bhutto. She was arrested in 
1977. when Pakistan was under military 
rule and confined to her home for several 
years. But her ordeal did her no harm po- 
litically. She was the heroine who stood 
up tothe army, and in 1988 a grateful na- 
tion made her prime. minister. What is 
happening to Miss Bhutto now is quite 
different: On April 15th she and her hus- 
band, Asif Zardari, were convicted in a Pa- 
kistani court of taking bribes from a Swiss 
company hired to stop customs fraud. 
The couple were sentenced to five years in 
prison and disqualified from holding po- 
litical office. 
Miss Bhutto was in London this week 
| and now intends to travel to Dubai. Her 
spokesman said she had no immediate 
plans to return to Pakistan—no wonder, 
since she would face arrest there as soon 
as she landed. Mr Zardari is already in a 
Pakistan jail. Miss Bhutto’s supporters 
called for demonstrations, but the re- 
sponse has been poor. For the millions 
who made her the first woman leader of a 
Muslim country in modern times, she is a 
heroine no longer, but tarnished by the 
corruption that is endemic in Pakistan. 
Miss Bhutto said she had been con- 
| victed by a “kangaroo court” in which 


The decline and fall of Benazir Bhutto 





Heroine no more 


one of the two judges was biased against 
her. The court, in Lahore, was specially set 
up to deal with cases of corruption. Malik 
Qayyum, the judge Miss Bhutto says is 
prejudiced, is the son of the judge who 
passed the death sentence on her father, 
Zulfikar Ali Bhutto, who was hanged in 
1979. The judge denied that he was bi- 
ased. He said that Miss Bhutto had delib- 


erately tried to drag out the:trial, which | 
had lasted a year. 
An appeal to the Supreme Court 
could be Miss Bhutto’s next move, possi- 
bly seeking first a stay ofsentence. The La- 
hore court ordered that all the property of 
Miss Bhutto and her husband should be | 
confiscated. Ifthis order is carried out,she 
may not even harvest the wheat growing | 
on the hundreds of acres of farmland in 
the southern province of Sindh that she 
inherited. The Bhuttos, an aristocratic 
family, have built up their political base | 
in Sindh over: many generations. Miss «| 
Bhutto had a privileged childhood and | 
was educated in the United States and. at | 
Oxford. l 
Under the Lahore court’s ruling, the | 
couple face losing their seats in parlia- | 
ment. Miss Bhutto leads the Pakistan Peo- 
ple’s Party in the lower house of the Na- 
tional Assembly. Mr Zardari is a member 
of the Senate. Pakistan’s chief election | 
commissioner has been asked to decide if | 
the couple should now be dismissed. He 
says he will hear arguments for and | 
against disqualification on April 24th. | 
Is Miss Bhutto finished politically? In | 
Pakistan's volatile politics it would be | 
rash to make such a prediction. But her | 
two terms as prime minister ended dis- 
mally, amid accusations of corruption. — 
Her party did poorly in the general elec- | 
tion of 1997. Now there is the stigma ofa | 
jail sentence. The odds are against her. 
| 





Mrs Gandhi, if she becomes prime minis- 
ter, that will mean coming down to earth 
but somehow remaining above the mire. 
Until now she has been all mystique: bride 
in a family of martyrs, patroness of the dis- 
advantaged, goddess of Indian secularism. 
Meanwhile, reticence (she rarely gives in- 
terviews) has kept light from falling upon 
the mystery. 

A spell in government would raise 
those blinds. One potentially troublesome 
issue was disposed of when, to the relief of 
the financial markets, Parliament passed 
the budget of the outgoing government un- 
changed on April 22nd. That leaves plenty 
of hazards. There are bills pending to open 
up insurance to foreign competition and 
confer patent protection on foreign-in- 
vented pharmaceuticals, both of which are 
reviled by the left. There is the Comprehen- 
sive Test Ban Treaty, which Mr Vajpayee 
was moving towards signing. Congress says 
America and Russia should ratify it first, 
which could mean a long delay. 

The next prime minister will also have 
the tricky task of making war and peace 
with Pakistan simultaneously. That will be 
doubly difficult if melting. snows draw 
armed. separatists into. Indian-controlled 
Kashmir from the Pakistani-controlled part 
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of the disputed state and heavy firing re- 
sumes across the line of control. Most of 
these issues bear in some way on India’s re- 
lations to the outside world. An avowed na- 
tionalist, Mr Vajpayee had more flexibility 
in dealing with them than the foreign-born 
Mrs Gandhi might. 

A short lifespan for her first govern- 
ment might be Mrs Gandhi's best hope. She 
might have enough time to do a few popu- 
lar things—increase spending on the poor, 
say, or give primary education a boost, 





The wild bunch 


BHI 


ie COULD have been the opening scene 
of a 1960s B-movie about a delinquent 
dictator in a far-away banana republic. In 
the square in front of the briliant-white co- 
lonial house now occupied by the Indone- 
sian-appointed governor stood a crowd of 
1,500 unshaven, badly dressed and fiercely 
armed men. Their weaponry spanned the 


without confronting the knotty issues of 
economic reform. By the next election, the 
BJP's best vote-getter, Mr Vajpayee, now 72, 
might decide not to run. Meanwhile, Mrs 
Gandhi could burnish Congress’s creden- 
tials as the only party capable of standing 
up to the pyp. This is what Mr Yadav and his 
supporters are afraid of and why they are 
loth to give Congress a chance to govern on 
its own. If they do, it will be because they 
think Congress is more vulnerable in gov- 
ernment than on the hustings. 

m 





Indonesia faces new pressure to end the violence in its disputed territory 


centuries: bows and arrows made of bam- 
boo, spears, swords, home-made pistols, 
double-barrelled rifles and, fora privileged 
few, more modern guns. This unpre- 
possessing parade was then reviewed from 
an. open-topped jeep by a middle-aged 
man in an ill-fitting blue suit, 

Sadly, this was no film-set: Rather, itwas 
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Militia on the move 


the inauguration, on April 17th in Dili, the 
capital of East Timor, of 15 militia groups in 
front of their commander, Joao Tavares. All 
want continued “integration” with Indo- 
nesia, and oppose the independence that 
most East Timorese have hoped for ever 
since the Indonesian invasion of 1975. To 
this end, one of Mr Tavares’s lieutenants, 
Eurico Guterres, declared “war” on the Car- 
rascalao family, whose members include 
some of East Timor’s most prominent pro- 
independence figures. He also called for a 
“cleaning-up operation” among civil ser- 
vants suspected of pro-independence sym- 
pathies. Some of the crowd shouted back: 
“Kill them, kill them.” 

“Its a show of force,” said Basilio Ar- 
aujo, a spokesman for the Forum for Unity, 
Democracy and Justice, the political wing 
of the militias. He said they had been pro- 
voked by a “call for war” by Xanana Gus- 
mao, the leader of the pro-independence 
guerrilla movement, who is under house 
arrest in the country’s capital, Jakarta. 

Almost all those at the rally had been 
forced or bribed (as much as 200,000 ru- 
piah, or $23) to attend, and took no part in 
the violence that followed. The militias 
took over the streets of Dili and, cheered on 
by the army and police, ransacked, burned, 
looted and killed. Their targets included a 
bus depot, a market, the office of the local 
newspaper and the house of Manuel Carra- 
scalao, the leader of the Council of Na- 
tional Timorese Resistance. Later, the army 
removed 12 bodies from the house, includ- 
ing that of his teenage son; many others 
who had taken shelter there mysteriously 
went missing. According to official Indone- 
sian figures, 25 died in two days of violence, 
The true figure may be much higher. 

The origins of the militias lie in the re- 
cruitment and arming by the Indonesian 
army of the often poor and illiterate people 
of East Timor’s mountains. The formation 
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of such paramilitary groups was stepped 
up across Indonesia late last year, ostensi- 
bly to stem the rapid spread of violence and 
rioting. In East Timor, however, they be- 
came a political force, using terror tactics to 
pursue their aims. The intimidation and vi- 
olence increased in January, after President 
BJ. Habibie agreed to consult the local peo- 
ple about an offer of increased autonomy. 
If the offer was rejected, he said, East Timor 
could become independent. 

The government has now worked out 
the details of its autonomy proposal and, 
on April 2and, presented it in talks at the 
UN in New York with Portugal, East Timor’s 
former colonial ruler, still regarded by the 
UN as the administering power, Mr Hab- 
ibie may sincerely mean well towards East 
Timor. But, on the ground, the army has 
other ideas: it wants to foster instability to 
delay the vote planned in July on the au- 
tonomy offer. If the vote must take place, it 
would like to ensure that it does not lead to 
East Timor’s independence. 

All across Indonesia, ethnic, religious 
and abject criminal violence has been in- 
creasing as the country prepares for its first 
open elections in over 40 years, to be held 
on June 7th. This week a mosque was 
bombed in Jakarta. Then a mob set fire to a 
church in the eastern city of Ujung Pan- 
dang. Indonesia’s justice minister, Muladi, 
said the bombing was a deliberate attempt 
to drive a wedge between religious groups. 

In East Timor, events may have got out 
of hand. Calls from abroad to end the vio- 
lence are growing. Human Rights Watch, a 
Washington-based group, wants the World 
Bank to withhold loans to Indonesia. Aus- 
tralia, East Timor’s neighbour, is especially 
alarmed and its prime minister, John How- 
ard, plans to fly to Indonesia for emergency 
talks. This week Mr Habibie sent the com- 
mander of the armed forces, General Wir- 
anto, to East Timor. On April zist he pro- 


ASIA 
duced a peace agreement, signed in Jakarta 
by Mr Gusmao, and in Dili by leaders of the 
local pro-independence and _pro-integra- 
tion factions. He publicly urged soldiers 
not “to take sides” in the conflict. 

But the agreement stopped short of dis- 
arming the militias; nor did it record the 
army's responsibility for its complicity in 
recent massacres, For his part, General Wir- 
anto opposed calls for an international 
peacekeeping force, saying his men alone 
would provide security during the con- 
sultation procedure. But in East Timar it is 
well understood that the army is the prob- 
lem, not the answer, and the agreement was 
greeted with scepticism. Pro-independence 
leaders who have gone into hiding show no 
intention of returning to their homes. They, 
and others, have seen this film before. They 
know it does not have a happy ending. 
sip canbe 








The Philippines 


Gls come back? 


MANILA 


T HE sprawling islands that make up the 
Philippines straddle a region where 
strategic tensions have been growing. But 
the country’s leaders have a particular rea- 
son to be nervous: the decrepit state of their 
armed forces. In the words of the defence 
minister, Orlando Mercado, the Philip- 
pines has “a navy that can’t go out to sea 
and an air force that cannot fly.” 

No wonder the government feels it may 
need some help, and no wonder there is an- 
other bout ofheart-searching over the coun- 
try’s relations with the United States, its for- 
mer colonial power. Maybe, indeed, 
American troops should once again be al- 
lowed to set foot on Philippine soil? The 
Senate plans to vote on the ratification of 
an accord with the United States called the 
Visiting Forces Agreement (vra), which sets 
out the legal terms under which American 
servicemen can train with their Philippine 
counterparts. 

The government and supporters of the 
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When Americans were welcome 


VFA argue that it will breathe new life into 
the two countries’ Mutual Defence Treaty 
and strengthen the Philippines’ trembling 
hand in its territorial dispute with China 
over the Spratly islands. Some of these 
small outcrops in the South China Sea are 
also claimed by Vietnam, Malaysia, Tai- 
wan and Brunei. Opponents of the agree- 
ment, however, say it will give America a 
quasi-colonial hold on the Philippines. 
After the Philippines gained indepen- 
dence in 1946, the Americans continued to 
maintain two large military bases. But in 


1991, the Philippine Senate, in a fit of na- 
tionalist zeal, voted for their closure. The 
last American servicemen departed a year 
later. The Mutual Defence Treaty remained, 
but in effect became dormant. 

America ended its joint military exer- 
cises in the Philippines, and its navy no 
longer calls. The Philippines’ armed forces, 
long accustomed to relying on America to 
defend their country against external 
threats, never managed to expand their 
role. The onset of the Asian economic up- 
heaval two years ago stalled plans for even 
a modest modernisation programme. 

The subsequent weakening of the Phil- 
ippines’ defences coincided with the occu- 
pation by China of Mischief Reef, a part of 
the Spratly islands also claimed by the Phil- 
ippines. The Chinese have built a fort-like 
structure there, although they claim it is 
nothing more than a shelter for fishermen. 
Chinese military expansion in the Spratlys 
is now regarded by the Philippine govern- 
ment as the country’s main external threat. 
But would ratification of the vra make the 
Chinese any less assertive? 

America says its only interest in the 
South China Sea is to ensure freedom of 
navigation through the shipping lanes, 
which are vital to the world’s economy. The 
Americans are noncommittal about how 
they might react in the event of a conflict. 
The purpose of this vagueness is to keep the 


Chinese guessing. But the American ap- 
proach might be too vague to persuade Fili- 
pino senators that the vFA is worth ratify- 
ing for the sake of national security. 

Several senators are swayed by argu- 
ments of nationalist and populist senti- 
ment. Some protesters paint a lurid picture 
of rampaging Gis smashing up bars, pro- 
moting prostitution or raping local 
women. But the opponents’ strongest argu- 
ment is about provisions in the VFA cover- 
ing American servicemen accused of com- 
mitting crimes while serving in the 
Philippines. These would put the accused 
in the hands of the American military jus- 
tice system, rather than the local one. Simi- 
lar arrangements for American military 
personnel in South Korea, Japan and Italy 
have been the source of considerable re- 
sentment in those countries. 

In the end, however, the Senate may 
well ratify the vFA. But its members, almost 
by tradition, are fickle. In 1991, one of them, 
a leading campaigner for the closure of the 
American bases, was Joseph Estrada. Mr 
Estrada is fond of saying that he voted 
against the bases not because he did not 
love the Americans, but because he loved 
Filipinos more. Mr Estrada was elected 
president last year, and is now the leading 
advocate of the vFA. Such are the respon- 
sibilities of the highest office in the land. 








China’s snake charmer 


HORTLY before leaving China for a 

two-week visit to North America, Zhu 
Rongji, the Chinese prime minister, had 
thought of calling it off. He said he had 
expected a “sour atmosphere”. Others 
were more alarmist. He would be step- 
ping into a snakepit, they said. But if there 
were snakes in America, Mr Zhu showed 
that he could charm them. 

He may not have said much that was 
new: he offered the standard Chinese lit- 
any on human rights, Tibet, trade imbal- 
ances and Taiwan. But he spoke with 
good grace and humour. Protesters 
greeted Mr Zhu at most of his stops, but he 
handled them with aplomb—unlike his 
boss, President Jiang Zemin, who on a 
visit to Switzerland last month got upset 
over a demonstration by Tibetans. 

But were vipers awaiting him when he 
returned home on April 21st? Mr Zhu did 
| not, after all, reach agreement with his 
| American hosts on China’s accession to 
the World Trade Organisation, a mission 
started all of 13 years ago with the wrTo’s 
predecessor. He made all the concessions 
he was allowed to in telecoms, distribu- 
tion, agriculture and insurance. The 


| 
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Americans still said no—though not, nec- 
essarily, a final no. Bill Clinton told Mr 
Zhu that the United States was still will- 
ing to negotiate and he would like to have 
China in by the end of the year. 

Robert Cassidy, an American trade of- 
ficial, was in Beijing this week to look at 
outstanding concerns. The United States 
see China’s membership of the wro as a 
means of opening the Chinese market to 
American agricultural products, goods 
and services. 

Even if Mr Zhu wins over the Ameri- 
cans, he still has to convince some influ- 
ential Chinese that membership of the 
WTO is good for China. With each new in- 
dustry that he promises to open to foreign 
investors, and with each tariff he offers to 
lower, Mr Zhu increases the pressure on 
Chinese businessmen who fear, often 
with good cause, that increased compe- 
tition would do them in. 

In any domestic political battles, Mr 
Zhu should be able to count on the sup- 
port of Mr Jiang. They have worked 
closely with each other since the 1980s, 
when together they ran Shanghai, and 
their relationship seems to remain good. 





Zhu conquers the West 


Mr Zhu has his enemies—inevitably, 
since he has slashed away at corruption, 
bureaucracy, patronage and other evils. 
He is suspected of parroting, rather than 
believing, all the shop-worn talk about 
the primacy of the Communist Party. But 
China’s leaders know that they are, as a 
Beijing academic puts it, “all rowing the 
same little boat”, and they know, too, that 
for steering a day-to-day course in the run- 
ning of the government, Mr Zhu’s hand is 
the steadiest at the tiller. 
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“The lo Vind of dats? 


Three wonderful books by Edward Tufte about visual thinking, ae to pieni information, the 
design and aesthetics of information displays, and the integrity of visual and statistical evidence: 


THE VISUAL DISPLAY OF 
aaa aA INFORMATION 


This map portrays the losses suffered by Napoleon's army in the Russian 
campaign of 1812. Beginning at the left on the Polish-Russian border 
near the Niemen, the thick band shows the size of the army (422,000 
men) as it invaded Russia. The width of the band indicates the size of the 
army at each position. The army reached Moscow with 100,000 men. 
The path of Napoleon’s retreat from Moscow in the bitterly. cold win- 
ter is depicted by the dark lower band, tied to'a temperature/time scale. 
The Grande Armée struggled out of Russia with only 10,000 men. Six 
dimensions of data are displayed on the flat surface of the paper. 





“The century’s best book on statistical graphics.” COMPUTING Reviews “A visual Strunk and White.” THE BOSTON GLOBE 
250 illustrations of the best (and a few of the worst) statistical charts, graphics, tables, with detailed analysis. of how to 
display quantitative data for precise, quick, effective analysis. Highest quality book design and production. $40 per copy 


ENVISIONING INFORMATION . g 


“A remarkable range of examples for the idea of visual thinking. A real treat for all Pat 
who reason and learn by means of images.” RUDOLF ARNHEIM “An incredibly beau- 
tiful, true, refined and luscious book.” DENISE SCOTT BROWN AND ROBERT VENTURI 
Winner of 15 awards. Over 400 illustrations with exquisite 6- to 12-color printing 
throughout. The finest examples in technical, creative, and scientific presentations: 
diagrams, legal exhibits, computer graphics, charts, maps, use of color. Presenting 
complex material clearly. $48 per copy 


VISUAL EXPLANATIONS 
IMAGES AND QUANTITIES, EVIDENCE AND NARRATIVE 


Edward Tufte’s new book, Visual Explanations is about pictures of verbs, the 
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representation of change, motion, cause and effect, explanation and narrative. 
Examples include design of computer interfaces and web sites, charts for 
making presentations, magic, animations and scientific visualizations. Graphics 
for decision making. Medical displays. “A new book that you simply must 
see. Delightful, visually arresting, riveting ideas on how to tell compelling 
stories of cause and effect using numbers and images.” THE WASHINGTON POST 
“A knockout.” WIRED “A truly monumental exploration of information design. Not only written but also designed and pub- 
lished by Tufte himself . . . . with intelligence, erudition, and grace.” PRINT -Winner of book awards in 1998 from 
American Institute of Architects, International Design, AIGA, and Society for Technical Communication. $45 per copy 


Order directly from publisher. Moneyback guarantee. Send check or VISA or MASTERCARD payment to: 


In the UK: Graphics Press UK-E Unit 8 Conqueror Industrial Estate St. Leonards-on-Sea 
East Sussex TN38 9NA phone 01424 854124 Fax 01424 853612 


Elsewhere: Graphics Press Box 430-E Cheshire, Connecticut 06410 USA phone 203 272-9187 
FAX 203 272-8600 
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The lesson nobody learns 


WASHINGTON, DC 


OUNG bodies lying dead in a school li- 

brary; teenage killers setting off with 
bombs and booby-traps on an apparent sui- 
cide mission; anguished parents waiting for 
hours as police teams comb the area; student 
survivors either in tears, or trying to appear 
“cool”. Yet again, as the nation’s television 
cameras abruptly switched their focus on 
April 20th from Kosovo to Columbine High 
School in Littleton, Colorado, Americans 
have been forced to view the barbaric side of 
their culture. 

“Yet again” is a natural reaction. Many 
see this week’s tragedy in a prosperous, mid- 
dle-class suburb of Denver as part of a grue- 
some sequence. In October 1997 a 16-year- 
oldin Pearl, Mississippi, first killed his moth- 
er and then went to school and shot nine 
students, two fatally; in December 1997 a 14- 
year-old went to his school in West Paducah, 
Kentucky, killed three students and 
wounded five others; in March last 
year, two boys, aged 11 and 13, killed 
four girls and a teacher outside their 
school in Jonesboro, Arkansas; the 
next month a science teacher was 
shot dead, allegedly by a 14-year- 
old, at a school dance in Edinboro, 
Pennsylvania; last May in Fayette- 
ville, Tennessee, an 18-year-old stu- 
dentallegedly shot dead a classmate 
in the school car park; two days lat- 
er, in Springfield, Oregon, a 15-year- 
old opened fire at his high school, 
killing two teenagers and wounding 
more than 20 (police later found 
that his parents had been killed at 
home). 

So is the sequence somehow 
doomed to continue, a perennial 
stain on American adolescence? On 
Tuesday evening, as the drama was 
still unfolding, President Clinton re- 
jected a reporter's use of the word 
“epidemic” and refused to rush to 
judgment: “We don’t know yet all 
the hows or whys of this tragedy. 
Perhaps we may never fully under- 
stand it. St Paul reminds us that we 
all see things in this life through a 
glass darkly, that we only partly un- 
derstand what is happening.” 

The basic facts, however, are be- 
coming clear enough. The high- 
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Afternoon break at Columbine High 


school killers were part of a small group 
styled “the Trench-Coat Mafia”. They wore 
long black trench coats, whatever the weath- 
er; affected a “Gothic” look with white 
make-up; drew swastikas on their clothing; 
played war games; advocated white su- 
premacy; talked of death and destruction; 
and even, it is said, showed a video in school 
of their gun collection. Most of the students 
thought they were a joke. On April zoth— 
Hitler’s birthday, coincidentally or not— 
they proved otherwise. 

Seeking out the athletic “jocks” who had 
ridiculed them, and targeting at least one 
black boy, two Columbine seniors, Eric Har- 
ris and Dylan Klebold, first went on a calcu- 
latedly bloody rampage that left one teacher 
and 12 fellow students dead, and a score 
wounded. They then, police said, booby- 
trapped their own bodies and shot them- 





selves dead. As one junior student said, with 
a reference to a Keanu Reeves film: “One of 
the guys pulled open his trench coat and 
started shooting. It was a scene right out of 
the movie ‘Matrix’.” 

As with previous incidents, television's 
psycho-babblers have rushed to condemn 
the American child’s diet of horror movies 
and war-like video games. Educationalists 
have spoken of the need to make schools 
safer, with metal detectors, security guards 
and conveniently placed cell phones (one 
Columbine student, cowering under a desk, 
failed to get through to the police but man- 
aged to use his cell phone to talk to a televi- 
sion station). But the same educationalists 
emphasise that schools should not be pris- 
ons. Psychologists and politicians alike 
meanwhile talk of the need for counselling. 
As Mr Clinton said: “We do have, from bit- 
ter and sad experience, a great cadre of grief 
counsellors.” More to the point, they em- 
phasise the need for counselling before rath- 
er than after the event: the need, as Mr Clin- 
ton said on Wednesday, to spot the “early 
warning” signs of troubled teenagers. 

All that is common wisdom. What is not 
is the need to banish America’s guns from 
everyday use. To non-Americans, 
oblivious to the constitutional guar- 
antee of the right of the people to 
keep and bear arms, the connection 
between guns and tragedy seems 
obvious. After all, all countries have 
troubled and violent teenagers; but 
America is unique in having some 
66m gun-owners, in possession of 
some 200m guns, including per- 
haps 70m handguns. The statistics 
may show adropin crime across the 
country in the past five years, in- 
cluding a drop in murders by gun- 
wielding teenagers, but the fact is 
that each year more than 2,000 
Americans aged 14-17 use a gun to 
kill someone. Indeed, according to 
Sarah Brady, a gun-control lobbyist 
whose husband, James, was shot in 
the head while working as Ronald 
Reagan’s press secretary, “Every 
day, 14 children are killed in gun 
homicides, suicides and uninten- 
tional shootings—that’s an entire 
classroom of children every two 
days.” 

Shouldn't such figures dismay 
the National Rifle Association? It 
claims not. The nra calculates that 
in any given year only 0.2% of all 
guns (and 0.4% of handguns) will be 
used tocommita violent crime; itar- 
gues that the real solution is to build 
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bigger prisons and: prosecute firearms of- 
fences under federal law (rather than less 
punitive state law). Such a prosecution pro- 
gramme in Richmond, Virginia, it says, 
withina year of itsexperimental implemen- 
tation, had cut murder by 65%, armed rob- 
bery by 30% and the number of criminals 
caught carrying firearms by 60% (see The 
Economist of April 3rd), Moreover, notes 
the NRA, 31 states; covering half the Ameri- 
can population and including 60% of hand- 
gun owners, now allow law-abiding citizens 
to carry concealed firearms—and_ these 
states have significantly lower rates for vio- 
lent crime and murder. 

Such statistics (though open to much 
dispute), together with the nrA’s lobbying 
clout on Capitol Hill, have so far preserved 
an interpretation of the constitution which 
in other civilised countries would be incon- 
ceivable. Whether it will last is another mat- 
ter. Earlier this month the voters of Missouri, 


CHICAGO 


HE O.J. SIMPSON trial and Monica 

Lewinsky’s blue dress have made 
America more than familiar with the use 
of pna evidence. But more than that, the 
technology is firmly entrenched on Main 
Street. Above one of Chicago’s busiest mo- 
torways, a loud neon-pink billboard asks 
drivers, “Who’s the father?” The answer is 
a telephone call away: 1-800-DNA-TYPE. 

The company offering the answer to 
this potentially explosive question is Iden- 
tigene, which was founded in Houston in 
1993. For $475, it will take cheek swabs 
from a mother, her child and the alleged fa- 
ther and, by analysing them, decide if he 
really was the dad. The process, it claims, is 
more than 99.9% accurate. It is almost im- 
possible for anyone who is not the child’s 
father to have pna that matches the speci- 
men so closely. 

Identigene also offers other services. 








Have you, too, found a blue dress in the 
cupboard with a suspicious stain? For 
$250, you can learn if that stain is semen; 
for $900, you can find out whose it is. 
Don't have quite enough cash on hand for 
the test? Put down a $100 deposit; Identi- 
gene will do the lab work and put the re- 
sults on the shelf. When you make your fi- 
nal payment, you'll get your answer. 
Paternity testing is a growth business, 
and Identigene is not alone. The American 
Association of Blood Banks (Aags) has 
given accreditation to roughly 50 DNA labs 
around the country. Many others go about 
their business without bothering to get ac- 
credited. The aage reckons that the num- 
ber of paternity tests conducted nation- 
wide has grown from 76,000 in 1988 to 








despite an NRA campaign costing: almost 
$3.8m, decided in.a referendum not to allow 
concealed handguns. Meanwhile New Or- 
leans and several other cities are pursuing 
suits. against gun manufacturers, claiming 
damages—in a technique directly borrowed 
from the fight against Big Tobacco—for the 
havoc wreaked by their products. Such a 
crusade would be better fought through 
state legislatures rather than the courts, but 
atleastitensures that the subject of gun-con- 
trol remains visible. Congress itself is consid- 
ering a bill, the Children’s Gun Violence Pre- 
vention Act, which would hold gun-owners 
responsible for keeping guns locked away 
from children and would require gun man- 
ufacturers to make child-proof weapons. 
Are those hopeful straws in a bloody 
wind? In the context of America, perhaps so. 
But they come too late for the dead of Little- 
ton, and for all the gun victims before them. 


Human-rights trials 


To sue a 
dictator 


F BY chance General Augusto Pinochet 
had taken his holiday last year in America, 
instead of Britain, he might not have spent 
the past seven months languishing under 
house arrest. Despite signing many human- 
rights treaties obliging it to do so, the United 
States has not passed domestic laws that 
open the way to criminal prosecutions for 
human-rights abuses abroad. Instead, this 
being America, General Pinochet would 
probably have faced a lawsuit for millions of 
dollars in civil damages. 
On April 29th, a federal judge is expect- 
ed to endorse an unprecedented $150m set- 
tlement between the estate of Ferdinand 





241,000 in 1997. The rise is partly the result 
of a 1988 change in federal law which re- 
quires the states to do a better job of estab- 
lishing paternity in cases where a mother 
claims welfare to support a child. 

But Identigene is unique in its brazen 
marketing. The company advertises itself, 
mainly by those billboards, in about 30 ci- 
ties, and is adding a new city every month. 
It boasts that its pNa-testing process is fas- 
ter and less intrusive than other proce- 
dures, which often require blood samples. 
Asa result, says Caroline Caskey, the com- 
pany’s president, it appeals to many well- 
to-do couples who want “peace of mind”. 
That peace may prove fragile: researchers 
doing lineage studies have found that 5- 
10% of their subjects have different fathers 
from the ones they thought they had. 

Is it a good thing for a cutting-edge ge- 
netic technology to move so quickly from 
laboratory to billboard? Some genetic tests 
may go commercial before the testing sys- 
tem is fully accurate, or before the people 
taking the tests have any way. of coping 
with the results. There are issues of priva- 
cy, and also worries that commercialisa- 
tion might tempt scientists to tilt, or even 
conceal, their research. A study published 
in 1997 in the Journal of the American 
Medical Association found that 20% of re- 
searchers surveyed in the life sciences had 
delayed publication of their results, or not 
published them at all, because of their rela- 
tions with business firms. 

For all that, commercialisation of ge- 
netic research is a good thing, argues Mark 
Siegler, a professor of medicine. and direc- 
tor of the MacLean Centre for Medical Eth- 








Not everyone wants to know 


ics at the University of Chicago. Money 
and commerce, he argues, are the engines 
that power scientific development; and 
perhaps particularly in genetics, where 
capital has been nimbly jumping from one 
project to another. Besides, one man’s sci- 
entific project prematurely rushed to mar- 
ket may be another's life-saver. 
Meanwhile, Identigene presses on. Its 
latest service to parents is to test the DNA of 
a mother and her newborn baby as soon as 
they come out of hospital. The proud par- 
ents can then be sure they are taking the 
right baby home. And the company will 
keep the child’s pna “fingerprints” on file, 
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Marcos, former dictator of the Philippines, 
and thousands of victims of human-rights 
abuses committed by his regime. The settle- 
ment marks the greatest success so far for a 
legal campaign quietly pursued by human- 
rights lawyers for the past 20 years. 

Marcos was first sued in 1986 after he 
had fled to Hawaii from the revolt that over- 
threw his regime. A number of suits were fil- 
ed against him for offences including torture 
and disappearances. One of these was a 
class-action suit on behalf of 9,539 Filipinos. 
In 1992, three years after Marcos died, he 
was found liable for massive human-rights 
abuses in the class-action case, and in 1995 
damages of $1.9 billion were awarded 
against his estate. After years of wrangling 
over the $475m (now grown to $590m) that 
Marcos had squirrelled away in Swiss 
banks, a three-way deal between the govern- 
ment of the Philippines, Imelda Marcos and 
the lawyers acting for the plaintiffs at last 
produced the settlement. 

Although the plaintiffs are settling for 
far less than they were awarded, the fact that 
they are getting anything at all is remarkable. 
Astring of similar cases has resulted in about 
$2 billion in damages being awarded to vic- 
tims of other foreign torturers and murder- 
ers but, until the Marcos settlement, a mere 
$460 had been collected. Still, the ability to 
sue foreigners in American courts for hu- 
man-rights violations is a weapon that hu- 
man-rights campaigners consider increas- 
ingly valuable. 

Cases have been won against, among 
others, Ethiopian torturers, South American 
military chiefs, a leader in Rwanda’s geno- 
cide, an Indonesian general and a Haitian 
dictator. Even if no money is collected, says 
Dinah Shelton, a law professor at the Uni- 
versity of Notre Dame, “these cases are very 
important for the victims. They establish a 
court record of their suffering, and of the 
crimes of their abusers.” 

The suits, which can be pursued only 
against those who step on American soil, 
have made it less comfortable for foreign of- 
ficials with questionable pasts to visit or set- 
tle in the United States. General Hector Gra- 
majo, Guatemala’s former minister of 
defence, who had led a brutal “pacification” 
campaign against the country’s Indian pop- 
ulation, was served with a complaint during 
his graduation ceremony at Harvard’s Ken- 
nedy School of Government. Radovan Ka- 
radzic, the Bosnian Serb leader, was sued 
while visiting New York to lobby United 
Nations diplomats in 1993. 

Some defendants have been low-level 
officials who suddenly found themselves 
face-to-face with their victims. Three Ethio- 
pian women working as maids in a hotel in 
Atlanta, Georgia, were startled one day to 
learn that the hotel had also hired the man 
who had tortured them back in Ethiopia. 
After a trial in 1993, they won $1.5m in dam- 
ages against him. The relatives of one of Gen- 
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eral Pinochet’s victims recently launched a 
suit against a former member of the general’s 
secret police. 

All these suits stem from a landmark 
1980 case. Searching for a way to sue Amer- 
ico Norberto Pena-lIrala, a high-ranking for- 
mer Paraguayan police chief, for the torture 
and murder of 17-year-old Joel Filartiga four 
years earlier, the Centre for Constitutional 
Rights, a group of lawyers in New York, 
dusted off the Alien Tort Claims Act, a law 
which had been virtually ignored since it 
was passed in 1789. The act states simply 
that federal courts have jurisdiction over 
any civil action by an alien arising from a vi- 
olation of the “law of nations” or a treaty 
signed by the United States. Its intent had 
been to keep state courts from ruling on in- 
ternational issues such as piracy, although 
its scope had never been tested. 

The federal district court dismissed the 
Filartiga case but, against expectations, the 
Second Circuit Court of Appeals overruled 
it. In 1992 Congress endorsed that view by 
passing the Torture Victim Protection Act, 
which extends the same right tosue to Amer- 
ican citizens, as well as aliens, for torture or 
summary execution. 

A 1996 law also made it possible for vic- 
tims of terrorism to sue governments named 
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as terrorist by the American State Depart- 
ment. A number of hostages held in Leba- 
non by Hizbollah have sued Iran, Hizbol- 
lah’s principal sponsor, under this law. Terry 
Anderson, one of the best-known hostages, 
recently launched a $100m lawsuit against 
Iran. The Clinton administration, which 
once enthusiastically supported the idea of 
suing terrorist regimes, has since had second 
thoughts. Citing national security, it has re- 
fused to aid those suing Iran. So far, despite a 
number of successes in the courts, no one 
has collected a penny from the Iranians. 

The next big test will be whether the 
Alien Tort Claims Act can be used against 
companies as well as individuals. Unocal, 
an oil giant, is facing a class-action suit in a 
federal district court in Los Angeles charging 
it with complicity in human-rights abuses 
committed by Myanmar’s ruling junta dur- 
ing the building of a big gas pipeline there. 
Unocal says these charges are “absolutely 
without merit” and is vigorously defending 
itself against the suit. If the company loses, 
says Paul Hoffman, a lawyer acting for the 
Burmese plaintiffs, “it will really knock out 
the economic underpinnings” of repressive 
regimes like Myanmar’s. It would also pro- 
vide a major headache for many American 
companies operating abroad. 





Air travel 


Gain pretzels, lose baggage 


WASHINGTON, DC 


T ANY given hour of the day or night, 
airport curfews and weather permit- 
ting, some 59,000 passengers are being car- 
ried across America’s skies by the country’s 
ten biggest airlines. They will be crammed 
(often literally, such are the spreading waist- 
lines) into grubby seats. They will eat taste- 
free snacks; often they will have to pay for 
audio-headsets, and always for their alloca- 
tion of awful wines. When they land, they 
risk missing not just their connecting flights 





They should have gone by US Airways 


but also—in one out of every 200 instances 
of checked baggage—their suitcases. In 
short, they may reasonably conclude that 
flying and quality, even with a high-priced 
ticket, have become mutually exclusive. Last 
year saw a 26% rise in complaints to the De- 
partment of Transportation, after a 20% rise 
in 1997. 

But quality is a relative concept, so it is 
better to be the best of a bad lot rather than 
the worst. This week two academics, Dean 
Headley of Wichita State Uni- 
versity and Brent Bowen of 
the University of Nebraska, 
announced their ninth an- 
nual “airline quality ratings” 
of major carriers (those with 
annual operating revenues of 
over $1 billion). Number one, 
based on the majors’ 1998 per- 
formance, is us Airways; 
number ten is United, which, 
perhaps wisely, no longer 
boasts of “flying the friendly 
skies”. 

Doubtless us Airways will 
trumpet its success, not least 
because in last year’s rankings 
it came bottom. The improve- 
ment, however, may not be 
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all it seems: the new rankings no longer in- 
clude criteria applied previously, such as 
aircraft age, load factors, accidents and fre- 
quent-flyer awards. The fact is that while us 
Airways did well in terms of handling bag- 
gage and making sure passengers had the 
seats they had paid for, its level of consumer 
complaints rose by 7.7% in 1998 compared 
with 1997—to a level more than three times 
higher than Southwest’s. As for United, 
which was number five in last year’s rank- 
ing, a little humble pie is clearly called for. 
“We're not satisfied,” said a spokesman. 
“We feel we need to do a better job in several 
categories. I think next year you'll see a dra- 
matic improvement.” 

One hopes so, and not just for United. 
Mr Headley says: “The airlines seem to be 
taking the attitude, ‘We get you there safely 
with your belongings. What else do you 
want?’ ” The detailed answers may vary 
from airline to airline. Northwest Airlines 
might have fewer complaints—twice the in- 
dustry average, and the worst of the ma- 
jors—-if it got passengers to their destinations 
on time (in 1998 only America West was 
more dilatory). rwA would do well if there 








fall victim to their own hubris. 





were fewer cases of “involun- 
tary denied boarding”, jargon 
for what happens when a flight 
is overbooked. 

But the general answer 
might be to treat passengers as 
valued consumers, whose cus- 
tom is worth keeping. Messrs 
Headley and Bowen comment: 
“Airlines are beginning to initi- 
ate _anti-consumer-oriented 
rules. These rules seem de- 
signed to manage passengers 
into patterns which some air- 
lines think will improve pro- 








One. voter-friendly bill now 
before Congress is the Airline 
Passenger Fair Treatment Ini- 
tiative (a “Passengers’ Bill of 
Rights”). This would require 
airlines to provide accurate 
and timely information about 
delays and other problems, 
and would increase the penal- 
ties for mishandled luggage or 
overbooking. 

The best spur of all, of 
course, would be some real 
competition. The professors 








ductivity.” Some examples of 
changes they cite are limiting carry-on bags, 
increasing the charges for a change of ticket 
and declining to give accurate information 
on delays. 

Is change possible? The academics be- 
moan the trend to “mega-carrier relation- 
ship agreements”, and note that of the na- 


tion’s 1,000 most popular routes, only half 


are served by a low-cost carrier. But perhaps 
the majors, making healthy profits thanks to 
low fuel prices and a booming economy, will 








MIAMI 


ARELY a year ago, Florida brought in 

an anti-smoking campaign not only 
aimed at teenagers, but also run by them. It 
has been so successful, health officials say, 
that it has led to a 10% drop in teenage 
smoking in the state in the past year, in- 
cluding a 19% drop in the number of 12-14- 
year-olds who smoke. These figures make 
it the most effective such campaign in the 
country. 

The Florida Pilot Programme on To- 
bacco Control, as it is known, was 
launched last year with $71m from the 
state’s $13 billion settlement with the to- 
bacco industry. More than 8,000 teenagers 
across the state now belong to the pro- 
gramme’s youth advocacy group, Students 
Working Against Tobacco (swat). Their 
chief weapon is an irreverent campaign of 
rv and radio commercials and billboards 
in which they accuse tobacco companies 
of hiding the truth for the sake of profit. In 








36 


see just onë gleam of hope: as 
the hub airports that the majors control be- 
come ever more congested, so demand is 
growing for direct “point-to-point” routes. 
Assume smaller, efficient new aircraft for 
these routes, and perhaps the flying public 
will no longer be the majors’ captive. Indeed, 
as the majors rally against the upstarts, they 
might even offer their passengers some de- 
cent service—such as a genuine-looking 


smile. 








NO WONDER TOBACCO EXECUTIVES 
HIDE B 


HIND SEXY MODELS, 





In Florida, kicking butts 


one tv ad, “The Demon Awards”, model- 
led on the Oscars, a tobacco executive 
proudly visits hell tocollect his prize for the 
highest number of deaths in a year. In one 
billboard, a bikini-clad male tobacco exec- 
utive reclines by a pool, cigarette in hand, 
above the message, “No wonder tobacco 
executives hide behind sexy models.” 

Parents, teachers, doctors and the Cen- 
tres for Disease Control and Prevention all 
strongly support this campaign. But Flor- 
ida’s politicians are less convinced. In the 
course of debate over next year’s budget, 
they are busy trying to cut swat’s funding. 
The governor of Florida, Jeb Bush, says he 
backs the anti-smoking campaign, but 
wants to trim spending on it to $61.5m. The 
Florida Senate is now offering $60m. But 
the state’s lower house—after first propos- 
ing no money at all—wants to slash its 
budget to $30m. 

Critics say the money would be better 





spent on educational tools rather than try- 
ing to be cool. swat says they are missing 
the point. “Being cool and appearance is 
everything,” says Judy Peacock, the 16- 
year-old Miami-Dade County representa- 
tive for swat, whoon April 13th celebrated 
national “Kick Butts” day by organising a 
mock funeral for Joe Camel during her 
lunch break at school. “They want to take 
the cool out. But the reason we have been 
so successful is because we have this 
catchy campaign.” 

Experts agree. Surveys in other states 
have shown that teenagers are quickly 
turned off by the standard educational ap- 
proach, and are even liable to smoke more. 
But according to swat, an increasing num- 
ber of teenagers in Florida—59% compared 
to 45% last April—don’t think smoking is 
so cool any more. 

Could it be that the tobacco industry is 
behind the politicians’ resistance? The in- 
dustry denies involvement in any budget 
lobbying in Florida. But it contributes 
heavily to state political races, to the tune 
of $425,000 last year. And it doesn’t like 
swat’scommercials. In last year’s $195 bil- 
lion settlement with 46 other states, $1.5 
billion was set aside for a five-year anti- 
smoking campaign. But the industry in- 
sisted on a clause to prevent the money be- 
ing used for “personal attacks on, for] vilifi- 
cation of, any person...company or 
government agency, whether individually 
or collectively.” Philip Morris recently 
launched its own $200m ad campaign to 
warn teenagers about smoking. Time will 
tell whether that works any better. 
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Race relations 


The riot that never was 


TULSA, OKLAHOMA 


ie names of Watts, Selma and Birming- 
ham are indelibly stamped on the his- 
tory of American racial conflict. It is myste- 
rious that Tulsa is not. The riot that occurred 
there in 1921 reduced the city to rubble and, 
according to many historians, was the worst 
episode of racial conflict in American his- 
tory. Long ignored by history books and cov- 
ered up by city officials, the facts surround- 
ing the riot have been kept alive and handed 
down mostly by black survivors. 

Although the official death count for the 
episode was 36, it has long been thought that 
as many as 300 may have died. In 1997, 
when the Tulsa Race Riot Commission was 
set up, one of its tasks was to uncover the 
truth about the number of casualties. Last 
month, commission members made the 
startling announcement that they have 
found what they believe to be multiple mass 
graves where victims were buried in the 
wake of the riot. Excavations will begin this 
summer. 

Once a sleepy outpost on the American 
frontier, the discovery of oil in 1905 trans- 
formed Tulsa into a rowdy boom town vir- 
tually overnight. Oil derricks soon domin- 
ated the prairie landscape, and people 
flocked to the city in search of quick profits. 
Both whites and blacks reaped the benefits 
of economic abundance. Although blacks 
were segregated on the north side of the city 
and not allowed to do business in the white 
section, they were able to create a thriving 
business district around Greenwood Ave- 
nue. Booker T. Washington called the area 
“the negroes’ Wall Street”; to less sympathet- 
ic observers, it was “Little Africa”. 

On the night of May 31, 1921, white Tul- 
sans invaded the black section of the city, 
setting fire to houses and businesses. The riot 
began when Dick Rowland, a black shoe- 
shine man, was accused of attacking a young 
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white woman in the lift of one of Tulsa’s 
downtown office buildings. Although there 
were no witnesses, Mr Rowland was arrest- 
ed and locked up in the city courthouse. A 
white mob gathered in front of the court- 
house and demanded that Tulsa’s sheriff re- 
lease the prisoner into their hands. In the 
American south-west in the 1920s, the lynch 
mob was often the first and final arbiter of 
justice. 

Having heard reports of the assembled 
mob, several groups of black Tulsans went to 
the courthouse, many of them armed and 
dressed in the army uniforms they had worn 
in France during the first world war. What 
followed was a conflict that lasted through 
the night, leaving hundreds of buildings 
burned and looted and thousands of Tul- 
sans without homes. The Greenwood area 
was destroyed, forcing half of the city’s black 
population into government-run intern- 
ment camps. Eyewitnesses gave accounts of 
dead bodies “stacked like cordwood” 
against a fence, and tossed by the dozens in- 
to the Arkansas river. 

Fearful of what the race riot would do to 
the young city’s reputation, prominent Tul- 
sa citizens made every effort to suppress the 
episode. An editorial in the Tulsa Tribune 
that allegedly helped to incite the white 
mob, entitled “To Lynch a Negro Tonight”, 
has been cut out of all existing copies of the 
newspaper. Although black Tulsans have re- 
counted the events of 1921 to younger gener- 
ations, whites have generally preferred not 
to discuss them at all. In the words of Scott 
Ellsworth, an historian who has written on 
the riot, what has happened in Tulsa is a 
“segregation of memory”. 

The accounts of dozens of riot survivors 
have led the commission to the supposed 
mass-grave sites. If remains are found, they 
will be examined by Clyde Snow, a re- 


UNITED STATES 


Bangs and bucks 


CAMBRIDGE, MASSACHUSETTS 


HE night before the outbreak of 

war over Kosovo, Bill Clinton gave 
two fundraising speeches in Washing- 
ton, raking in comfortably more than 
$im. But on March 24th, when NATO 
started bombing, Mr Clinton complied 
with the usual etiquette of wartime and 
stopped the buckraking. 

For 23 days, at least. On April 16th, 
he was back to business as usual. He 
gave talks in Dearborn, Michigan, and 
then in Boston, and the net gain for 
Democratic candidates was over $1m. 

Unseemly? Ask Richard Hol- 
brooke. Mr Holbrooke—currently Mr 
Clinton’s nominee to be America’s UN 
ambassador, former assistant secretary 
of state and a sometime American spe- 
cial envoy to ex-Yugoslavia—is under 
the cloud of an investigation by the 
State Department. Since leaving the de- 
partment in 1996, Mr Holbrooke has 
been lecturing far and wide about his 
various negotiations in ex-Yugoslavia, 
picking up some $200,000 in speaking 
fees last year alone. 

The accusation is that some of these 
speeches came after October 1998, 
when Mr Holbrooke was appointed as 
an (unpaid) State Department envoy 
and was trying to broker a peaceful so- 
lution in Kosovo. The speeches, it is 
said, therefore exploit his government 
experiences and the great issues of war 
and peace in the Balkans. 

Isn't that rather what Mr Clinton is 
doing? Technically, of course, the presi- 
dent is off the hook: his fundraising 
goes to the Democrats, not to his own 
wallet. But Mr Clinton himself, by his 
original refusal to raise money, had en- 
dorsed the principle that wartime is no 
time for rubber chicken and soft mon- 
ey. Perhaps the White House has now 
decided that its war is going so indiffer- 
ently that it can hardly be considered a 
fundraising asset. 





nowned forensic anthropologist who identi- 
fied the bones of Nazi doctor Josef Mengele 
and has investigated atrocities in South 
America, Africa and Bosnia. 

According to Bob Blackburn, the com- 
mission chairman, recovering the remains is 
only the first step towards achieving recon- 
ciliation between black and white in Tulsa. 
What will be needed next is honest talk. The 
commission’s report is due next autumn, 
when public meetings will be held to pro- 
vide both whites and blacks with a chance to 
break the silence of the past 78 years. 


— | 
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“in Kosovo. The Serbian assault, he 








Lawyer Sam's war 


DDRESSING the Senate on April zoth, Madeleine Albright de- 
nounced Serbia’s “war crimes and crimes against humanity”. 
Atadinner hosted by the American Bar Association a fortnight ear- 
lier, she declared that Nato is.acting “within the law to uphold the 
law”. Throughout the Kosovo crisis, the secretary of state has used 
lawyerly language both to condemn Serb behaviour and to justify 
NATO's. Of course, everyone knows that American legal disputes 
have the ferocity of war. Now the imitation is reversed: American 
war is legalistic. 

You-can find the embodiment of this legalism in a scruffy suite 
of offices on the sixth floor of the State Department. Law books line 
the shelves; a copy of the American Journal of International Law, 
freshly thumbed, lies on a coffee ta- 
ble. A law professor, clad in pin- 
striped suit and pin-striped shirt, re- 
clines in an armchair; he has arrived, 
he says, at “an inescapable determi- 
nation that crimes are taking place” 


continues, is “patently illegal”, not 
just appalling; it combines crimes 
against humanity, grave breaches of 
the Geneva Convention of 1949, vio- 
lations of the Laws and Customs of 
War, and probably genocide as de- 
fined in the 1951 Genocide Conven- 
tion. NATO is collecting evidence, 
building a case, the law professor car- 
ries on, not mentioning the fact that 
NATO is also reducing the suspects’ 
country to rubble. 

The professor is David Scheffer, 
and he now goes by the title of Am- 
bassador for War Crimes. The post 
did not exist until he took it two years 
ago; its creation reflects the adminis- 
tration’s increasing appetite for legal- 
istic foreign policy. In a time of cut- 
backs, moreover, Mr Scheffer has managed to expand his staff from 
three to six, with a seventh due to join on in the near future. One 
floor up another international law professor, Harold Koh, has taken 
up residence as the new assistant secretary for human rights. And 
last year a third kindred spirit, Mort Halperin, who once wrote a 
book with Mr Scheffer, took over the State Department's policy 
planning office. 

The legal types at the State Department have often been cold- 
shouldered by colleagues, who are more interested in realpolitik 
than jurisprudence. Last year, for instance, Mr Scheffer had the 
thankless task of representing America at the negotiations for an in- 
ternational criminal court: according to the rumours, he wanted 
America to sign on, but his bosses overruled him. Now Mr Scheffer 
feels that Kosovo may boost lawyers’ stock. It has put legal language 
into Mrs Albright’s mouth. It has prompted the State Department to 
suggest the names of nine Serb commanders for indictment by the 
war crimes tribunal in The Hague. And it has thrust Mr Scheffer into 
the limelight: he gets more face-time with top Clintonites and more 
air-time on television. The war may be “a watershed not only for 
NATO but for international law”, he says: for the principles, in fact, 
that he has advanced since his days in academia. 

The trouble is that these principles are hard to define, and even 
harder to live up to. Before joining the administration, Mr Scheffer 
argued the case for “humanitarian intervention”: the international 





community should act to prevent abuses of human rights in 
places like Somalia or the Balkans, even if in doing so it infringes 
national sovereignty. But he cautioned that such interventions 
should be authorised by the un Security Council. The un Char- 
ter, after all, is the cornerstone of international law. and it forbids 
armed interventions unless they are necessary for self-defence or 
are supported by the Security Council. Without the Charter, big 
countries would feel free to intervene at will in the domestic af- 
fairs of smaller neighbours. 

In the Kosovo war, however, the Security Council did not 
give NATO. a mandate to intervene, This. gives the administra- 
tion’s critics a field day. Jack Goldsmith, a law professor at the 
University of Chicago, argues that 
Kosovo exposes the flimsiness of in- 
ternational law. naro claims to be 
upholding humanitarian law, but it 
is violating the UN Charter; it claims 
to be fighting war criminals, but is 
prepared to negotiate with them. 
Meanwhile, Kofi Annan, the secreta- 
ry-general of the UN, sympathises 
with the intervention even though he 
regrets that the Security Council was 
bypassed. Which prompts Mr Gold- 
smith to ask: what is the point of the 
Security Council, or of the un Char- 
ter that it supposedly enforces? 

This argument, now conducted 
mostly among law professors, has yet 
to emerge into the mainstream. Presi- 
dent Clinton, unlike his secretary of 
state, has carefully spoken of Serbian 
“brutality”, rather than Serbian 
“crimes”. Republicans, for their part, 
have been too busy criticising the ad- 
ministration’s slow progress against 
ethnic cleansing to worry about the 
State Department’s legal thinking. 
But once the fighting is done, the debate between international 
law’s proponents and critics may grow noisier. For the compro- 
mise that has kept it politically quiet is probably not sustainable. 

MrClinton tries to have it both ways on international law. He 
denounces foreign dictators who contravene humanitarian con- 
ventions, but refuses to go along with international laws that 
threaten American interests, notably those creating the interna- 
tional criminal court and banning land mines. This inconsisten- 
cy has inoculated Mr Clinton against conservative critics at 
home: he could not be accused of sacrificing American interests 
on the altar of internationalism. But the inconsistency also en- 
genders deep resentment abroad. As the number of international 
treaties and tribunals grows, America’s selective participation 
will seem more embarrassing. 

In the end, America may have to make up its mind on inter- 
national law, and this question may become a litmus test in 
Washington. It is hard to see Republicans, in their current unilat- 
eralist mood, showing much enthusiasm for international trea- 
ties. But the Democrats are split. The party comprises realists, in- 
terested in power not law, along with Woodrow Wilson’s heirs, 
who yearn for a robust system of international justice. This Dem- 
ocratic split runs right through the Clinton administration. That 
fact alone is probably enough to guarantee that Republicans will 
make an issue of it. 
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The Airbus family of jetliners are the most comfortable AIRBUS 


in the sky because they have been designed to live up to the 
rigorous demands of the modern air traveller. In short, this means “3 SETTING THE STANDARDS 


you can fly further in the quietest, most spacious cabins in the sky 


with a range of jetliners designed with one thing in mind. You. http://www.airbus.com 





For further information visit: http://www.audi.com or contact: + Australia: Astre German Automotive Pty Ltd (61-1-800-50-Audi) + Brunei: Champion Motors (B) Sdn Bhd (673-2-4209 
Sdn Bhd (603-791-5511) + New Zealand: European Motor Distributors Ltd (649-573-0181) + Philippines: Auto Prominence Corporation (632-893-9431) + Singapore: Motor Ultima 


To stay technologically ahead, one has 
to be innovative. To be innovative, one 
has to have passion. An unending desire 
to improve that which others consider 
to be good enough. At Audi we call it 
Advancement through Technology. 









There is no such thing as an insignificant detail. 


Hong Kong: Premium Motors Ltd (852-2528-1862) + India: Ashiya Motors (91-22-611-3641) + Indonesia: P.T, Garuda Mataram Motor Company (6221 857.9324) + Malaysia: Auto Dunia 
td (65-338-3844) © Sri Lanka: Senok Automobile Ltd (941-501035) © Taiwan: Universal Motor Traders Lid (8862-2325-9123) © Thailand: Yontrakit Intersales Co. Ltd (662-938-6077) 
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Mercosur’s malaise 


BUENOS AIRES AND BRASILIA 


South America’s biggest trade block will survive Brazil’s devaluation and a 
regional recession. But unless Carlos Menem and Fernando Henrique 
Cardoso, the presidents of Argentina and Brazil, give it a push, Mercosur will 


never achieve its bold ambitions 


INCE its founding in 1991 as a putative 

common market, Mercosur has been a 
beacon of economic promise for South 
America. The value of the trade among its 
four founding members—Argentina, Bra- 
zil, Paraguay and Uruguay—had leapt to 
$18 billion by 1997 from just $4 billion in 
1990. Success attracted followers: Chile and 
Bolivia signed free-trade agreements with 
the group, expanded political co-operation 
and accelerated the integration of road and 
energy networks. The prospect of a large re- 
gional market stimulated outside invest- 
ment and attention, including the idea of 
free-trade talks between Mercosur and the 
European Union, whose leaders will gather 
in Rio de Janeiro in June. 

Yet that meeting comes as Mercosur is 
under more stress than ever before because 
of recessions in its two largest members, 
Brazil and Argentina. Unless the presidents 
of both countries, Brazil’s Fernando Hen- 
rique Cardoso and Argentina's Carlos 
Menem, give the trade pact a push, Merco- 
sur is in danger of floundering. 

Last year, for the first time, intra-Merco- 
sur trade fell. This year it will fall much 
more, perhaps by a fifth. For the first time 
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in Mercosur’s short history, output in both 
its main economies has been falling simul- 
taneously, and recovery before the second 
half of this year is unlikely. 

Brazil's January devaluation of its cur- 
rency, the real, has also hit Mercosur trade. 
For Argentina, the real’s devaluation was a 
long-dreaded nightmare. Thanks to its pre- 
vious overvaluation, between 1995 and 
1998 the share of Argentina’s total exports 
going to its giant neighbour had jumped 
from a quarter to a third, many of them 
manufactures. Since Argentina is wedded 
to a fixed exchange rate pegged to the dol- 
lar, those exports now cost 25-30% more in 
reais, and risk being priced out of the mar- 
ket. Meanwhile, Argentine firms fear an in- 
vasion of cheap Brazilian imports. 

So far, that has not happened. The best 
estimates suggest that in the first three 
months of this year, Argentina’s exports to 
Brazil plunged by 20-25%. At the same time 
Argentine firms now complain about surg- 
ing imports from Brazil of products as var- 
ied as steel, paper and chicken meat. Yet, 
overall, in dollar terms, Argentina’s im- 
ports from Brazil have fallen sharply, too. 

Officials from both countries stress that, 


though trade has suffered, their commit- 
ment to Mercosur has not. They point out 
that Brazil's devaluation has not prompted 
a rash of unilateral new barriers to its ex- 
ports. Instead, Argentine officials have pre- 
ferred to seek “voluntary” agreements 
among producers in industries where there 
has been a sudden surge of Brazilian im- 
ports. However, on April 19th Argentina 
announced anti-dumping duties on some 
Brazilian steel products. Brazil, for its part, 
has made some concessions: it has 
scrapped subsidised credits for exports to 
Mercosur, and a rule that in practice re- 
quired many Brazilian importers to pay in 
advance for Mercosur products. And, says 
Luiz Felipe Lampreia, the foreign minister, 
Brazil will continue to monitor closely the 
aftershocks of the devaluation. 

But in Buenos Aires the devaluation has 
reawakened fears that Mercosur is failing 
to guarantee problem-free access to Brazil’s 
huge market. The biggest risk for Argentina, 
says Felix Pena, its deputy trade minister, is 
that businesses decide they must put their 
factories in Brazil. “We have to send clear 
signals that it can’t be like that,” he says. 

Such fears reflect how far Mercosur is 
from realising its lofty ambitions. It has 
achieved most of the easy part. Since the 
start of this year trade between Argentina 
and Brazil has been tariff-free (except for 
cars and sugar). Nevertheless, for the past 
three years, it has made almost no progress 
in removing myriad non-tariff barriers to 
intra-group trade. It still lacks a common 
internal customs code, for example, and 
many imports still require licences. Talks 
on freeing trade in services and on govern- 
ment procurement are stalled. 

Mercosur claims to be not just a NAFTA- 
style free-trade area but an incipient cus- 
toms union in the manner of the Eu, which 
means that all members should apply com- 
mon external tariffs on imports from third 
countries and adopt a common foreign- 
trade policy. But there has been even less 
progress towards a common external tariff. 
Beatriz Nofal, of Eco-Axis, a Buenos Aires 
business consultancy, points out that all 
the Mercosur countries, especially Brazil, 
have used such devices as tax credits on 
capital-goods imports, which break the 
principle ofa customs union. And after two 
years of fruitless talks on a free-trade agree- 
ment between Mercosur and the Andean 
countries, Brazil announced this month 
that it would start fresh negotiations on its 
own. By June it hopes to have agreed on 
lower tariffs for its manufactured goods in 
the Andean countries. Any tariff cuts it 
might make in return would be “illegal”, 
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says Jorge Campbell, Argentina’s chief Mer- 
cosur negotiator. 

None of this means that Mercosur is 
about to fall apart. The politicians in both 
Brazil and Argentina have too much in- 
vested in the agreement for that to happen; 
so do many businessmen. But it does leave 
the group with two big tasks. First, it has to 
find a way for Brazil’s now-floating cur- 
rency to cohabit with Argentina's rigid cur- 
rency board. A common currency for Mer- 
cosur, an idea promoted by Argentina’s Mr 
Menem, is decades away, says Mr Cardoso 
in Brazil. In any event, Mr Menem now 
wants to adopt the dollar instead. Even so, 
some sort of common macroeconomic tar- 
gets might help. 

The second task is to accept that, if they 
are serious about being a customs union, 
Mercosur’s members must accept that they 
no longer have complete freedom to 
change their own trade rules. Even the 
more modest goal of a free-trade area, if it is 
to be acredible one, means that they can no 
longer shirk agreement on a few common 
laws (on matters such as competition pol- 
icy) and some minimal common institu- 
tions, including a permanent tribunal to 
settle trade disputes. But little progress is 
likely soon, not least because Paraguay, 
which will play host to the next Mercosur 
summit in June, has just ousted its presi- 
dent, and Argentina has a presidential elec- 
tion in October. 

Much, as always in Mercosur, rests on 
Brazil. While it was struggling to prevent a 
devaluation, it preferred to avoid debate 
on deepening the block, as Mr Cardoso ad- 
mits. “Now, after the crisis, | think it’s our 
responsibility to give more impetus to Mer- 
cosur,” he says. 

By forcing Mercosur to take a more hon- 
est look at its problems, Brazil's devalua- 
tion could yet serve to relaunch the project 
on a more realistic basis. Delay in doing 
this could be costly. As Roberto Bouzas, an 
economist at Flacso, a Buenos Aires gradu- 
ate school, argues, the risk facing Mercosur 
is not one of rupture but of irrelevance. 
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Colombia 








Should blind justice also be faceless? 


BOGOTA 


CCORDING to its attorney-general, Al- 
fonso Gomez Mendez, Colombia’s 
justice system—already burdened and inef- 
fective—is in danger of collapse if some re- 
forms are implemented as planned, in 
June. The biggest issue is the future of the 
“faceless courts”, introduced in 1989 to 
protect judges and witnesses from drug 
barons and their thugs. The scope of these 
courts, in which prosecutors, witnesses and 
judges are protected by screens, two-way 
mirrors and voice scramblers, has grown 
ever wider. Now they are to be dismantled. 
Today’s drug traffickers and other big crim- 
inals thoroughly approve. So do human- 
rights organisations. 

Both groups say that behind the ano- 
nymity, phoney witnesses, invented evi- 
dence and other abuses deny the rights of 
the accused. Judges, lawyers and witnesses 
reply that their right to remain alive and 
unthreatened is just as important. In the 
late 1980s, a judge was murdered less than 
two hours after issuing an arrest warrant 
for the right-hand man of Pablo Escobar, a 
drugs king. Defenders of the faceless courts 
argue that witnesses and others will not 
come forward without protection. 

Human-rights groups say the risk of 
misuse of the faceless courts outweighs 
their advantages. Mr Gomez Mendez 
thinks the opposite. He cites a sharp in- 
crease in arrests and convictions in three 
areas—drug trafficking, kidnapping and 
paramilitary thuggery. For all their faults, 
he says, the faceless courts should survive, 
at least for some specific cases; imperfect 
justice, he argues, is better than none at all. 

No one denies the system is open to 
abuse, and has been abused. Few doubt the 
need to overhaul Colombia’s justice system 
as a whole. To some, its inefficiency, and 


the disrespect with which it is regarded, lie 
at the core of social disintegration in Co- 
lombia. But the reforms are being rushed 
through, critics argue. This risks empty 
courts rather than faceless ones, It may un- 
duly empty the prisons too, On current 
plans, many prisoners tried by the faceless 
courts will before long be freed. No doubt 
some should have been released already. 
But many should not. It is not criminal law, 
but criminals’ law, that is under discussion, 
one critic has complained. 

The change could have another unin- 
tended consequence. President Andres Pas- 
trana has just pushed into retirement two 
generals repeatedly accused of collabora- 
tion with illegal paramilitary groups. The 
action was doubly welcomed, as a sign 
both that he is serious about a crackdown 
on the paramilitaries and that, after much 
resistance, the official army was prepared 
to co-operate in the delicate task of starting 
to show some respect for human rights. 

The defence minister, Rodrigo Lloreda, 
went a step further last week, announcing 
that he was ready to alter the military penal 
system. The army currently tries its own be- 
hind closed doors—and usually acquits 
them. Instead, said Mr Lloreda, serving offi- 
cers accused of torture, murder, “disap- 
pearances” and the like would have to face 
civilian justice. Given the political will, for- 
mer officers, such as the two sacked gener- 
als, might also face civilian courts. 

This would be a big change, and a good 
one. But there is a difficulty. As many Latin 
American countries know, drug traffickers 
are not the only people ready to resort to 
violence against those who show them up: 
few people in Guatemala doubt that it was 
an army-linked death-squad that last year 
murdered the bishop there who had just is- 
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“Let me give you the secrets of 


FEARLESS 
CONVERSATION!” 


“I promise you the ability to walk into a room 


full of strangers—and talk to anyone with 
total confidence, authority and flair.” 


by Leil Lowndes 


Do you hate it? 

The prospect of walking into a room 
that’s packed with strangers, approaching 
someone you've never met and striking up 
a conversation. 

It's natural to feel uncomfortable. Are you 
making a positive first impression? Are you 
saying the right things? 

Well, don’t be discouraged. You're not 
alone. Many top executives, politicians and 
celebrities dread these situations. 


Master any encounter. 


These high-profile people are among my 
clients. Despite their wealth and fame, they 
often confess that meeting and talking with 
strangers makes them uneasy. | turn them 
into polished, expert conversationalists. 

Never underestimate the value of conver- 
sational skills! In a recent study, Stanford 
University MBA graduates were surveyed. 
What factor predicted success? Not grades. 
Instead, the most successful individuals 
were those who were comfortable and 
confident talking with anybody! 

When I teach people these abilities, they 
experience dramatic, positive changes in their 
lives and careers. Now I've put all of 
my techniques into an exciting new audio-cas- 
sette program, Conversation Confidence™. 


Reap the rewards. 


Have you ever said to yourself, “I wish | 
had spoken up”? Or, “If only I had introduced 
myself”? Or, “Did I say the wrong thing”? 

Conversation Confidence is the answer. 
dust by listening, you'll master the proven 
interpersonal skills you need to deal with 
every individual, every group, every occasion. 

The result? New doors will open to you. 
You won't hesitate to accept an invitation, 
to approach someone important, to seize an 
opportunity. You'll never again feel like an 
outsider. Success will naturally flow your 
way—~and with less effort than you ever 
imagined possible. 


Internationally eclüimid a communications srein 
Leil Lowndes is a best- -selling author and speaker 


who also coaches private clients, including top | 


Fortune 500 executives. 








Winning strategies. 
Here’s just a sampling of the secrets you'll 

discover in Conversation Confidence: 
“The two most powerful “instant rapport” 


techniques. Use them and you'll always 
make a terrific first impression. 


“How champion socializers and big winners 
“work” a room, 

v The four rules of effective “small talk’~and 
the one huge error many people commit. 

v How to converse intelligently on any subject- 
even if you know little or nothing about it! 

“Magic phrases that never fail to win a new 
acquaintance’s trust and goodwill. 

v’ How to handle difficult people. Ingenious ways 
to turn even the fiercest tigers into pussycats. 

“Is she (or he) romantically attracted to 
you? How to know for sure. 

/Someone mentions something you have in com- 
mon, Wait! Don’t reveal it right away. Here's why. 

“Are you hearing the truth—or a lie? Watch 
for these critical tip-offs. 

Z Phone power! How to get through to “unreach- 
able” people. 

“Ten often-heard expressions—that you 
should never say. 

“Get what you want! Shrewd tactics to negotiate, 
persuade, sell. A powerful six-step formula to 
win others over. 

“And much more! 







NO-RISK trial offer, 
plus a great FREE BONUS. 


Test this terrific program risk-free. Put it to 
work—and watch what happens. | guarantee 
that with Conversation Confidence, you'll be 
a winner on every occasion, or it costs you 
nothing! 

You'll receive 8 high quality audiocassette 
tapes, along with a handy guidebook, stored 
in a handsome library album. Listen to the 
tapes as many times as you wish, and then 
decide. You may keep the program or return 
it within 30 days of ordering for a prompt, 
full, no-hassles refund of the purchase price. 
Fair enough? 

You'll also receive a FREE BONUS: 
the Memory Advantage two-hour course. 

This two-tape program will give you the ability 
to remember names and faces like never before. 
Its the perfect companion to Conversation 
Confidence and it's yours free. Even if you return 
Conversation Confidence and claim your refund, 
the bonus is yours fo keep! 

Now you can possess the self-assurance 
and skills to meet and talk with anyone, any- 
where, any time. You'll never miss another 
chance to make a promising new business 
contact or friend, to win his or her trust, to 
achieve your goals. 

Unleash the power of Conversation 
Confidence and start to create a real differ- 
ence in your life. Order today! 


TEST THIS LIFE-CHANGING PROGRAM FOR 30 DAYS—WITHOUT RISK! 


CALL TODAY: 


1-949-369-1780 


Or FAX your credit card order to 949-361-5624 » www.verbaladvantage.com 





CI My check for $226 is enclosed. ($199 plus $27 S&H) 


| ; ver balAd van lage i Charge my: iOMiso “oMosteord °lAmericon Express © (Discover 
| = 1150 Calle Cordillera, Dept.5362 Card no, 
San Clemente. CA 92673 MAEA I E N AINE att acer mh 


[] YES, 
| want to test Conversation Confidence™ 
without risk. Rush me the program and my 


free bonus, the Memory Advantage two-hour ™ 


course. 
I may audition the tapes for 30 days. If I'm 
| not totally satisfied, | may return the pro- 


gram within the one-month trial period for ., 


a prompt, full, no-hassles refund of the pur- 
chase price. The free bonus is mine to 
keep, regardless. 


© 1999 Wordsucvess LLC 





US funds oniy. Please odd $27 S&H for tolo! of $226 
Coll for contingntol US shipping ttes. 
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sued a report on army atrocities, Trial in 
faceless civilian courts might open the way 
to false witnesses against members of Co- 
lombia’s armed forces; open courts might 
frighten off genuine ones, 

m 





Canada 


First nations 
laugh last? 


VANCOUVER 


IGHT months ago, it looked as if British 

Columbia’s century-old squabble with 
its aboriginal peoples over land was about 
to end. In New Aiyansh, some 775 kilo- 
metres (480 miles) up the coast from Van- 
couver, the province’s premier, the federal 
minister for Indian affairs and the chief of 
the Nisga’a “first nation” initialled a settle- 
ment. It was seen as an honourable resolu- 
tion of Nisga’a land claims; indeed, it was 





hoped it would be a precedent for others, of 
which there are many, since, except in a few 
small areas, British Columbia’s original in- 
habitants never ceded their rights by treaty. 
The Nisga’a treaty was the start, celebrants 
said, of a new era of reconciliation. 

That is not what has unfolded. Instead, 
the province seems to be heading for fur- 
ther rancour, confrontation and litigation. 

The Nisga'a speedily endorsed the 
treaty. But an alliance of business interests, 
media commentators and the provincial 
Liberal Party has gone all out to kill it. The 
Liberals filibustered in the provincial legis- 
lature, forcing the New Democratic Party 
government to say it would close debate 
and push through a vote on ratification this 
week. The federal parliament is set to com- 
plete the process, making the treaty law by 
early summer. But the bickering will go on. 

What sticks in the critics’ craw is the 
wide powers of self-government that the 
treaty gives the 6,000 Nisga'a. They will 
own 1,992 square kilometres (770 square 
miles) in the Nass River valley, forest and 





_ Fidel’s sustainable farmers 


HAVANA 


| JT WAS not your average power lunch: 

| black beans, rice, tomato and a boiled 

| potato. But this was the Gilberto Leon Or- 

| ganic Farming Co-operative Unit, south 

| of Havana, and by Cuban standards a 

| power lunch it was. There are a few farm- 
ers among Cuba’s better off. 

Not that the co-op’s 160 members 
own their land. But they can feed their 
families and, once the co-op has sup- 
plied its contracted quota for the official 
rationing system, sell the surplus (about 
15% of its output) in the farmers’ markets 
permitted since 1994 at whatever price it 
will fetch. 

Cuban farmers were hard hit when 
Soviet aid ended. Farming practice was 
much like that of Eastern Europe. Fuel, 
machines, pesticides and fertilisers came 
from the Soviet block. In dairying, the au- 
thorities were gung-ho for the Holstein 
cow, a fine beast—at home. But it had to 
be fed lots of concentrates, and pro- 
tected—with fans or misting sprays— 
from the Cuban heat. No problem, 
when Soviet cattle-feed and fuel to 
drive the fans were available. But 
when they stopped coming, many 
cows died. 

Arable farmers also suffered. 
They had dropped traditional 

| methods in favour of chemicals. 
“As fertilisers and pesticides disap- 
peared, yields fell and pests rav- 
aged what was left—up to half the 
sweet-potato crop, for instance. 





Today, some of this has been put 
right. The Holstein has been crossed with 
Cuba’s native Cebo cow. Better-managed 
pastures have replaced reliance on con- 
centrates. Crop rotation, inter-planting— 
of maize and sweet potatoes, say—and 
other natural methods have made a 
comeback. Many farmers now exceed 
their quota and can earn up to double 
the average wage. 

A change in land tenure has helped. | 
In 1992 state farms held 75% of Cubas 
farmland. By 1994 nearly 70% was run by | 
co-ops, and by now nearly all; not bril- | 
liantly run, but better than before. The 
co-op’s elected board decides what to 
grow and how, and negotiates with the 
state about supplies for the official ration 
system. Members have first claim on out- 
put, for their own use, then the state, then 
the free market. The state still owns the 
land, but here too things are changing: 
an individual peasant can have a life- 
long lease, the co-op a permanent one. 














mineral resources and a share in the 
salmon fishery. They will have powers to 
tax, and to manage their own land, local 
services, language and culture. The Liberals 
have gone to court, claiming the treaty 
amends Canada’s constitution, creating a 
new order of government and giving the 
Nisga’a special status and special rights. 
Not so, say most constitutional experts. 
The treaty, they say, merely defines aborigi- 
nal rights which are already protected by 
the constitution and stipulates that the 
Nisga'a enjoy the same rights, and are sub- 
ject to the same laws, as other Canadians. 
But doubts have intensified after a legal 
victory by another group, the Musqueam. 
They have won court backing for a 74-fold 
increase in the land-lease rates paid by 
householders in a Vancouver suburb built 
on Musqueam-owned land. The annual 
rates were set in 1965 at 6% of the land val- 
ues at the time. Even after a tiny pre-set rise, 
they came to only a few hundred dollars. 
But land values have rocketed. The court 
has set new figures of C$28,000-38,000 
($18,750-25,500), partly backdated to 1995. 
The residents say they face ruin. The Liber- 
als have pounced, saying the whole prov- 
ince can expect more of the same if the 51 
other Indian groups now negotiating trea- 
ties win settlements like the Nisga’a one. 
The Musqueam are unmoved. The orig- 
inal deal kept lease rates too low for too 
long, they say; they are now simply asking 
for a fair return. This toughness reflects a 
new mood among British Columbia’s first 
nations. Last December, some held dem- 
onstrations in protest at what they saw as 
governmental foot-dragging in other treaty 
negotiations. They were also warning the 
Liberals, who may well win power in the 
province in the next two years and, the In- 
dians fear, halt the treaty process. 
Not that that need halt the first nations. 
As the Musqueam have shown, they might 
win more in court than they have in a hun- 
dred years of political negotiation. 
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Qaddafi says farewell, Arabia, 
and sets his sights on Atrica 


Libya’s maverick ruler has changed his ambition from pan-Arabism to pan- 
Africanism. His motive remains anti-American 


INCE Muammar Qaddafi, Libya's rich 

and restless leader, handed over for trial 
two Libyans accused of blowing up an air- 
liner over Lockerbie in Scotland in 1988, it 
has been one shindig after another in his 
desert tents. With the United Nations’ ban 
on travel to Libya and other sanctions sus- 
pended, visitor after visitor has come to pay 
homage to the “Philoso- 
pher of the Revolution”. 
Some look for contracts, 
others for hand-outs and 
all to guess what he’s up to: 
munificence or mischief? 

It felt like the good old 
days, when the flamboyant 
Colonel Qaddafi was a ma- 
jor figure in the region. 
First in Tripoli to welcome 
Libya back into the inter- 
national fold was the Ital- 
ian foreign minister, Lam- 
berto Dini. Before last 
year’s fall in the oil price, It- 
aly imported about $4.5 
billion-worth of oil from 
Libya. Agip, Italy’s big oil 
company, is licking its lips 
at lucrative deals. 

A stream of business- 
men followed, mainly 
from the oil industry. Libya 


Airlines, however, are falling over each 
other to compete for the Tripoli route. Air 
Malta boasted it was first in; Royal Air 
Maroc claims the first scheduled flight for 
April 26th; Alitalia, Lufthansa and British 
Airways expect regular flights to begin 
shortly. Contractors are scrambling to re- 
vamp Libya’s airports and its own airline. 














has. only 5.3m people but 
earned some $5 billion last 
year from oil. Libya's re- 
serves (30 billion barrels) 
match those of Britain and 
Norway combined. Its oil is high-quality 
stuff, near European markets and cheap to 
extract (costing as little as $1 a barrel in 
some places). In Geneva this week, Libyan 
officials met bankers, oil and gas executives 
and other foreign businessmen to see how 
Libya’s economy might be opened up. If 
they were worried that the United States 
was maintaining its own sanctions against 
Libya, they did not show it, though the 
_ American threat to penalise any company 
investing over $40m in Libya’s oil industry 
may make some European companies 
pause before plunging in. 
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Libya’s political resurrection is even 
more dramatic. Colonel Qaddafi may have 
given up the Lockerbie suspects and told 
his secret service not to plant more bombs 
on American or European aircraft, but his 
revolutionary rhetoric is as bold as ever 
and still driven by a passion for poking the 
Americans in the eye. In recent speeches he 
has attacked the United States for “thug- 
gery” and “racism”, and he has called for 
American companies to be ejected from AF 
rica. He also wants the abolition of nation- 
states, which he.claims are an instrument 
by which the rich world, led by the United 





States, divides and rules the poor world. 
Most Arab leaders, though they have 
heaped praise on their pan-Arab brother, 
have stayed away. Only Yasser Arafat and 
Jordan’s King Abdullah have turned up in 
person. Colonel Qaddafi still burns with re- 
sentment at the half-hearted support given 
him by Arab states in the Lockerbie affair. 
The Organisation of African Unity (OAU). 
on the other hand, decided last year not to. 
observe the un’s air embargo, and several. 
African leaders have flown defiantly to 
Tripoli. Though he came by land, Nelson 
Mandela gave Colonel Qaddafi a big fillip 


in 1997 by dropping in to thank him for ` . 


help given to the anti-apartheid struggle. 
Best of all, it upset the Americans, 

So Africa is to be the colonel’s new play- 
ground. He has changed the name of the 
national radio station 
from Voice of the Greater 
Arab Homeland to the 
Voice of Africa and de- 
clared pan-Arabism “a mi- 
rage”. He has given uponit. © 
Instead, he wants to unite 
Africa, beginning by re- 
writing the charter of the 
oau and eliminating refer- 
ences to colonial bound- 
aries. He has already asked 
the secretariat to arrange a 
special summit later this 
year in Tripoli to coincide 
with the 30th anniversary 
of his coming to power. 

Africans are queuing 
up. Nine presidents and a 
stream of officials from 
other African countries 
have visited Tripoli since 
April 5th. The chief lure is 
the Libyan president’s wal- 
let. Those who do not bene- 
fit from it fear their ene- 
mies might, so they are 
prepared to do obeisance 
in the Qaddafi tent. 

Libya’s attempts in the mid-1980s to 
seize a slice of land known as the Aozou 
strip from its neighbour, Chad, are forgot- 
ten. Now the colonel appears to be trying to 
play the international statesman, calling 
himself'a peace-broker. Last week he got Yo- 
weri Museveni of Uganda and Laurent Ka- 
bila of Congo to sign a peace accord and 
offered to send troops to monitor it. As past . 
beneficiaries of his largesse, they no doubt 
felt they had to sign, though the deal is un- 
likely to be implemented. The Libyan lead- 
er also sent an envoy to the peace talks on 
Sierra Leone in Togo. Sudan’s civil war has 
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not been neglected, either. Having met gov- 
ernment and opposition ‘representatives, 
he declared that he would bring them to- 
gether in Tripoliand make peace. 

This hardly fits with what the colonel 
has actually been doing: quietly channel- 
ling funds to rebels in West Africa, such as 
Charles Taylor, now president of Liberia, 


Foday Sankoh, the leader of the Revolution- - 


ary United Front in Sierra Leone and anti- 
government groups in Guinea. The rulers 
of the Gambia and Burkina Faso have also 
received gifts from Colonel Qaddafi and 
are now allies—at least in words—in his 
radical cause. Libyan diplomatic represen- 
tation has increased dramatically in West 
Africa (while falling in the Arab world), as 
has financial support for radical newspa- 
pers and radio stations. 

But the money is not endless. The colo- 
nel has expensive hobbies: he is building a 
river through the Sahara, and wants to start 
work on a railway connecting the country’s 
coastal towns. America claims he main- 
tains a costly chemical-weapons pro- 
gramme, as well as helping to pay for Pal- 
estinian terrorist groups. And his 
inefficient, socialist state and corrupt bu- 
reaucracy eat up much of his oil revenue. 

Furthermore, his diplomatic troubles 
are not over. America, Britain, France and 
Germany all have outstanding complaints 
about Libyan terrorism. America’s sanc- 
tions remain. To make matters worse, ordi- 
nary Libyans harbour impossibly high 
hopes for the post-sanctions era. For years 
they have heard the government blame 
sanctions for all that is wrong in Libya. If 
Colonel Qaddafi does not want to disap- 
point them, he will need to concentrate a 
little more on domestic affairs. 

a 





Syria 
Gathering clouds 


DAMASCUS 


ROUBLE looms for Syria. But Syrians 

won't read about it at home, because the 
press is state-run. Nor will anyone see 
much about it in the international press, 
because it is hard for foreign journalists to 
get into Syria and hard for them to get in- 
formation if they do. But there is no hiding 
the low oil price and the lack of rain that are 
hobbling the two sectors that make up 40% 
of Syria’s economy. The inevitable reces- 
sion will make it hard for President Hafez 
Assad to resolve his two most pressing po- 
litical concerns: making peace with Israel 
and finding a suitable successor. 

As in so much of the Middle East, the 
main worry is the oil price. Last year’s col- 
lapse reduced the value of Syrian exports by 
a quarter. Previous falls in the oil price have 
been offset by rising production, but Syrian 
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production has now peaked and will 
steadily decline over the next few years un- 
less big new finds are made. Domestic con- 
sumption is climbing steadily and in five 
to ten years Syria will, once again, have to 
importoil. 

Remittances from Syrians working 
abroad and investment from the Arab Gulf 
used to offset the decline of oil exports. But 
low oil prices have also sent the Gulf econo- 
mies into recession. Remittances and in- 
vestment have fallen accordingly. Russia’s 
economic downturn has reduced the 
stream of small traders who came overland 
through the Caucasus and Turkey with suit- 
cases full of cheap consumer goods. 

And now Syria is facing its worst 
drought in over 25 years, so bad that even 
the local press cannot ignore it. The govern- 
ment is so worried that it has stopped pub- 
lishing rainfall figures. Unofficial figures 
from the Damascus area suggest the total 
this year is half as much as usual. The hills 
around the capital, which should be a fresh 
green at this time of year, have already 
turned a dull brown. The worst-affected ar- 
eas are the fertile Hauran plain, south of 
Damascus, and the wheat-belt east of the 
Euphrates river. 

An inefficient state-run economy will 
do little to reduce the drought’s impact. Ex- 
ports of wheat, barley and cotton will fall, 
and with them the incomes of farmers, who 
make up nearly 30% of the workforce. Syr- 
ia's population is growing at more than 3% 
per year, and last year the economy shrank 
by 1.5%. Almost everyone will grow poorer. 

Mr Assad, now 69 and by nature cau- 
tious, may not be the man to take the dras- 
tic action needed. He might remember that, 
in neighbouring Jordan in 1996, the auster- 
ity that followed imF-prescribed reforms 
led to riots. His own reforms, such as intro- 
ducing a simplified, single-rate foreign-ex- 
change mechanism, private banks and mo- 
bile phones, remain on the drawing-board. 

And at present Mr Assad is more preoc- 
cupied with politics. The outcome of the 
forthcoming Israeli election could revive, 
or perhaps kill off, the comatose peace pro- 
cess between the two countries. Even more 


important for Mr Assad is his own mortal- 
ity. He has brought his son, Bashar, to 
prominence and culled senior officials 
who could challenge him. But if Mr Assad 
Junior ever comes to power, he might find 
the greatest threat to his rule coming not 
from disgruntled apparatchiks, but from 
Syria’s broken-down economy. 

“m 





Algeria 


No mandate, no 
wonder 


ALGIERS 


HERE can be little sense of triumph in 

the victory of Abdelaziz Bouteflika, Al- 
geria’s newly elected president. His rivals 
pulled out the day before the vote, turning 
polling day into a dangerous farce. Protest- 
ers took to the streets of towns and cities the 
moment his walkover was announced. For- 
eign television channels captured images 
of riot police baton-charging demon- 
Strators. France and America, Algeria’s 
most influential allies, expressed misgiv- 
ings. Is Algeria, struggling to end a seven- 
year-old Islamist insurgency, on the brink 
of another disaster? 

In the short term, the answer is proba- 
bly no. Although the six other presidential 
candidates continue to meet and repeat 
claims that the army rigged the ballot in Mr 
Bouteflika’s favour, their resolve is already 
faltering. Two of them have denounced 
demonstrations, saying they may lead to vi- 
olence. In Algiers, the capital, only a few 
hundred protesters braved rain and police 
truncheons to shout anti-Bouteflika slo- 
gans. During the campaign, Mr Bouteflika 
and his military backers neatly split the op- 
position and co-opted the more malleable 
elements. Anti-government agitation is 
likely to die down, at least for a time. 

If Algerians seem indifferent to the op- 
position, they are also largely indifferent to 
the winner. Although the government 
claimed 61% of the voters cast ballots and 
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74% of those plumped for Mr Bouteflika, 
practically all foreign diplomats and jour- 
nalists observing the polls estimated a 
much lower turnout. In both Algiers and 
several provincial towns, there were more 
officials than voters milling about the bal- 
lot boxes. Many of those who did vote mut- 
tered that they only did so for fear that lo- 
cal-government officials would not help 
them with future permits if they did not 
have the right stamp on their registration 
cards. “They are all the same. Nothing will 
change,” runs a popular refrain. 

Algerians old enough to remember as- 
sociate Mr Bouteflika with the more pros- 
perous 1960s and 1970s, when he was for- 
eign minister and right-hand man of Hou- 
ari Boumedienne, Algeria’s most popular 
president to date. Then Mr Bouteflika’s skil- 
ful diplomacy propelled Algeria into the 
vanguard of the non-aligned movement, 
where he rubbed shoulders with leaders 
such as Josip Broz Tito and Indira Gandhi. 
Many of the competing factions among the 
army generals and security chiefs, collec- 
tively known as the pouvoir, make no secret 
of their support for him, doubtless partly in 
the hope that he may help restore Algeria's 
reputation in the world. 

Most Algerians, 70% of whom are under 
30, could not care less about Algeria’s posi- 
tion in the world. They worry instead about 
ending the civil war and finding jobs. Un- 
employment is about 30%. Mr Bouteflika 
made vague pledges about national recon- 
ciliation during the campaign. But the elec- 
tion gave him no clear mandate, so he will 
find it hard to persuade the most hardline 
generals to make any concessions to the 
guerrillas. And the inefficient, bureau- 
cratic, state-dominated record of the Bou- 
medienne era does not suggest he will engi- 
neer a dramatic economic turnaround. 

Mr Bouteflika’s only hope is a decent oil 
price to give him breathing-space in which 
to see to the economy and thereby cheer up 
the disillusioned electorate. So far, he has 
barely had time to catch his breath. 





Angola 
Queuing up to die 


LUANDA 


OAO MENDES is 20 years old, softly spo- 

ken and studious. He lives in Luanda, 

Angola’s capital, and has just reached his 
12th and final year of school—no mean feat 
in a country where formal education 
hardly exists. He had planned to study 
chemical engineering at Angola's only uni- 
versity in September and, on graduation, to 
get a job in the booming oil industry. Un- 
fortunately for Joao—and for Angola, be- 
cause the country desperately needs people 
like him—he is unlikely to realise this ambi- 
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Drafting the destitute in Luanda 


tion. Joao is about to go to war. 

This is a bad year for young Angolan 
men to be 21 years old, as Joao will be soon. 
For the first time since 1991, the govern- 
ment is Officially drafting men to fight 
against the UNITA rebels. All males born in 
1978 must report at recruiting centres be- 
tween April 15th and 30th. Angolan statis- 
tics are largely meaningless, but the govern- 
ment reckons the call-up will net around 
28,000 unlucky young men. 

The recruits can expect a couple of 
weeks’ training, before being sent to the 
front to face UNITA’s new weapons. Can- 
non meat, they say, their cynicism made 
more bitter because many children of the 
ruling elite were spirited abroad before the 
call-up. For most, such as Joao, there is no 
escape. Schools would report draft-dodg- 
ers, the university would reject them. In any 
event, press-gangs will, it is widely believed, 
search the city house by house. 

Joao, therefore, has decided to report 
for duty. But fewer than 28,000 have done 
likewise and, oddly, most of those who 
have say they were not born in 1978. Ma- 
nuel, for example, was born in 1979 and 
came voluntarily. Why did he volunteer? 
Because the alternative was to sit at home, 
unemployed. Most other volunteers tell the 
same story. 

Patriotism or folly? Neither. Everyone 
knows that the Angolan army places little 
value on the lives of its soldiers. They rarely 
get paid. But they do get a gun and a uni- 
form, and that means they can harass and 
rob other Angolans at will. That the govern- 
ment is press-ganging recruits indicates 
just how desperate is the country’s plight. 

Last December, when it launched its 
first offensive in the latest round in Ango- 
la’s three decades of civil war, the govern- 
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ment hoped to wipe out UNITA. But it had 
failed to notice that, despite six years of UN 
sanctions, the rebels had managed to re- 
arm, their morale was high, their discipline 
tight as ever. UNITA counter-attacked and 
the government lost almost all of the main 
cities. The second offensive, launched in 
March, was meant to capture UNITA’s head- 
quarters at Andulo, in the central high- 
lands. Again the army's commanders were 
over-confident and over-extended. UNITA 
entrapped and slaughtered at least 1,000 
government soldiers. The third offensive is 
expected in May, to coincide with the be- 
ginning of the dry season. 

The government is preparing an attack 
in central Angola, but UNITA is already 
raiding areas nearby. Last week the rebels 
made six attacks on foreign companies 
working in the diamond-rich north-east. 
They also ambushed traffic on the coast 
road south of Luanda. In one incident they 
killed six aid workers on their way to a 
meeting to discuss help for hundreds of 
thousands of civilians recently made 
homeless by the war. 

The UN estimates that there are more 
than 750,000 such people, of whom only 
about 460,000 are receiving help. UNITA 
now dominates Angola’s roads, so aid has 
to be flown in, tripling the cost and reduc- 
ing the amount of food that aid agencies 
can deliver. In some similar wars the two 
sides have agreed to create corridors for aid 
to reach those in need. Not in Angola. Presi- 
dent Eduardo dos Santos has refused to 
talk to UNITA even about corridors. This 
means that the war that everyone said nei- 
ther side could win may now be a fight to 
the death. Those to die first will be innocent 
civilians and press-ganged recruits. 
eee | 
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Land ahoy? 


BELGRADE 


Britain is rallying support for a land operation in Kosovo, while NATO’s air 
campaign is far from achieving its aim of breaking the Serbs’ resistance 


N ILL-KEPT secret is out. Britain, the 
most vocally hawkish member of the 
western coalition that is bombing Serbia, 
says it wants ground forces to impose an in- 
ternational protectorate in Kosovo—and it 
hopes this weekend’s NATO summit in 
Washington will endorse the idea. 

“We are determined that an interna- 
tional military force will deploy in Kosovo 
once air strikes have done their job,” said 
George Robertson, the British defence sec- 
retary, before flying off to America on April 
21st with Tony Blair, the prime minister. As 
they arrived, the White House said NATO 
might dust down some plans concocted 
last year for a ground operation. 

When it speaks of bombing raids “do- 
ing their job”, the British government—act- 
ing in part as the Pentagon’s chief Euro- 
pean cheerleader—means that the month- 
old air campaign will eventually wear 
down the military might wielded by Yugo- 
slavia’s president, Slobodan Milosevic, to 
the point where ground forces could roll 
into Kosovo with relative ease. 

There is little sign, as yet, of NATO 
achieving that goal—despite Mr Blair's 
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hopeful announcement that raids this 
week had struck at least five of the Serbian 
tanks in Kosovo. This leaves intact another 
300 or so, many of them likely to have been 
camouflaged or cunningly parked in 
schoolyards or residential areas. 
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Although Mr Blair insisted that “Milos- 
evic doesn’t have a veto” on NATO deploy- 
ments in Yugoslavia, and firmly rejected 
any “deal or compromise” with the Serbian 
leader, it was Serbia, rather than any west- 
ern power, which set the pace of events in 
the region this week. 

In Montenegro, Serbia’s reluctant part- 
ner in the rump Yugoslav federation, forces 
loyal to Mr Milosevic challenged the civil- 
ian government by sealing the border with 
Croatia, and demanding that local police 
should submit to their control. Croatia said 
some Serbian soldiers were straying into 
Prevlaka, a disputed peninsula on the 
Montenegrin coast. Supporters of Mr Mil- 
osevic were planning a big demonstration 
in Podgorica, the Montenegrin capital, on 
April 22nd. 

Yugoslav forces skirmished with the Al- 
banian army—and increased their strength 
in Kosovo by several thousand to at least 
43,000, defying NATO's attempt to 
immobilise them by depriving them of fuel 
and messing up their logistics. NATO's 
bombing raids, meanwhile, were directed 
against a broadening range of economic 
targets, as well as the Belgrade headquarters 
of Mr Milosevic’s Socialist Party and his 
own residence. A French general said the 
air war had destroyed about a tenth of the 
Serbs’ military capacity. 

Far from falling into disarray, the re- 
gime in Belgrade seemed if anything to be 
functioning more efficiently than usual. 
Food prices (and apparently the crime rate) 
were falling. The human shields guarding 
Belgrade’s bridges looked well organised. 
And the city’s liberal intellectuals said they 
feared a police crackdown. 

Belgrade’s well-oiled propaganda ma- 
chine took gleeful advantage of NATO's ad- 
mission on April 19th, after a bundle of 
contradictory statements, that its aircraft 
had fired on convoys of refugees in two sep- 
arate incidents in western Kosovo five days 
earlier. In the course of elaborate explana- 
tions from an American air-force com- 
mander, the awkward truth emerged that 
NATO pilots had been unable to distin- 
guish with certainty between tractors and 
military vehicles. 

Nor do Serbia’s rulers seem unduly 
alarmed by signs that NATO is edging away 
from its earlier claim to have ruled out a 
land operation in anything but “permis- 
sive” conditions. For one thing, say officials 
in Belgrade, a NATO invasion could 
prompt Russia to back Serbia more openly, 
instead of concentrating on the mediation 
effort that is gradually being organised by 
Viktor Chernomyrdin, Russia’s plodding 
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Macedonia is the only other country | 








| The great exodus 


OBODY knows for sure how many 
people have so far been forced from 

their homes in Kosovo. As Serb soldiers 
clear villages, burn houses and drive eth- 
nic Albanians to the borders or into the 
| «woods; the number of displaced people 
¿grows daily. NATO's bombing is probably 


| quickening the process. 


: ‘But estimates are all the harder to 
| make because, even before the bombs be- 
| gan to drop, the exact number of Kosovars 
| was anyway unknown. Ethnic Albanians 
rejected the 1991 Yugoslav census, which 
reckoned there were 1.9m people, includ- 
ing Serbs, in Kosovo. More recently, the 
number of ethnic-Albanian Kosovars has 
been put at 1.6m to 1.9m. 

The United Nations High Commis- 
sioner for Refugees thinks that nearly 
600,000 people, about a third ofall Alba- 
nian Kosovars, have fled or been expelled 
from Kosovo since March 24th, the night 
of NATO's first attacks. But if the count is 
from last year, when Kosovars first began 
to flee, the total goes up to 770,000. Now 
Slobodan Milosevic has closed the bor- 
ders again, to stop more people escaping. 

Of those out, most are huddled in 
camps in neighbouring countries, includ- 
ing Montenegro. Albania, the poorest 
‘state in Europe, has taken half the refu- 


gees, including some expelled by Mac- 
edonia, and seen its own population 
swell by a tenth. In northern Albania, the 
primitive infrastructure is creaking, 
though a new refugee camp is going up 
farther south. The Serbs see refugee camps 
near their borders as a threat. Already 
Serb soldiers have been reported crossing 
into Montenegro and Albariia. In a new 
wave of misery, some of the refugees near 
the border may find themselves. being 
moved, or forced to flee, elsewhere. 























taking a large number of exiles—around a 
quarter of the total so far—but it has been 
less welcoming. Several times its troops 
have sealed the border with Kosovo, trap- 
ping refugees between frontier posts. 

Few Kosovars have found asylum far- 
ther afield. Initial offers of sanctuary from 
such countries as Germany, Austria, Nor- 
way, Greece, Romania and Turkey, which 
each offered to.take in more than 5,000 
refugees, have yet to be fully taken up. The 
UN says that barely 16,000 Kosovars have 
been evacuated: to ten European coun- 
tries since last April. Five times as many 
have applied: for asylum. On April 21st 
America’ offered to give asylum on its 
mainland to 20,000 Kosovars. 

Those who are displaced but still in- 
side Kosovo are in most danger. The 
World Food Programme and NATO say 
that another 800,000—virtually all re- 
maining ethnic Albanians—could head 
for the borders in the next weeks. 

And the dead? The American State De- 
partment suggests that 100,000 have al- 
ready been killed, but some western agen- 
cies, struggling to check such claims, guess 
the number of almost certainly dead at 
around 10,000. However, some refugee 
agencies say as many as 100,000 people 
may still be missing on their way to the 
borders. NATO has produced satellite pic- 
tures apparently showing mass graves. 








but sensible envoy. 
: From which direction would NATO in- 
= vade? The only neighbouring country that 
` is offering itself, without reservations, as a 
base is Albania, where.a long-awaited fleet 
of 24 Apache helicopters, billed by their 
American owners as “flying tanks”, should 
at last go into action next week. But the tow- 
ering peaks that divide Albania from 
Kosovo—and which are known in both Ser- 
bo-Croat and Albanian as “the accursed 
mountains”—could hardly be less suitable constrained by the terrain and the diffi- putting almost any turn of events in war to 
for a ground attack. culty of reinforcing quickly. his advantage. 

Macedonia, currently playing host to a 
12,000 NATO troops in a mainly humani- 
tarian role, is deeply reluctant to be used as 
a bridgehead for an offensive. Bulgaria’s 
pro-western government is already embar- 
rassed by NATO’s demands for the use of its 
air corridors, given that the opposition, 
and a slight majority of citizens, are against 
bombing Serbia. 

Whether it is a serious idea or simply a 
cunning feint, there have been some slight 
hints that, instead of ploughing over the 





member which already serves the alliance 
as a staging-post on the way to Bosnia, in- 
sists that it has received no. request to co- 
operate with a land operation, and would 
refuse if asked. 

At least on paper, NATO’s armour and 
artillery should be far superior to those of 
Serbia. But the level of resistance a NATO in- 
vasion would encounter could also depend 
on the entry-point. In Kosovo, the Yugoslav 
side, no less than its enemies, would be 


It is also possible that Mr Milosevic, 
who has often toyed with the idea of split- 
ting Kosovo, would simply allow NaTo to 
occupy part of the province. But in Serbia 
proper, NATO could face diehard resistance 
from a people who are less hesitant about 
shedding blood—their own and others'— 
than most westerners. An assault on Bel- 
grade could also be the last stand of a Ser- 
bian leader who might be vulnerable in a 
time of peace but seems confident of 





Serbia 
Who really runs it? 


BELGRADE 


Though Slobodan Milosevic pulls most of Serbia’s strings, other politicians 
and parties are worth watching too 


OR sure, the (ex-communist) Serbian So- osevic, with his wife Mira Markovic and 


mountains that ring Kosovo, NATO might 
try rolling over the plains that lead into Ser- 
bia proper, via Hungary. Slovakia, for ex- 
ample, has received—and accepted—a re- 
quest for the use of roads and railways by 
alliance forces. Hungary itself, a new NATO 
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cialist Party is still overwhelmingly the 
main political force that bolsters Slobodan 
Milosevic’s rule. He has run the party, 
whose headquarters was in flaming ruins 
after a NATO raid on April 21st, for 11 years. 
But the Socialists do not rule alone. Mr Mil- 


her small orthodox communist party 
(known as the Yugoslav Left) beside him, 
sits at the peak of a complex pyramid of 
power, amid an array of personal interests, 
business groups, security organs and other 
political parties, all vying for bigger slices of 
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Could the West talk to Draskovic? 


the cake but united, for the moment, in the 
face of acommon threat. 

On paper, however, the grip of Mr Mil- 
osevic and his Socialists could weaken if 
the two main parties currently with them 
in coalitions (one in the federal Yugoslav 
parliament, the other in Serbia’s) were to 
backslide. In the Serbian parliament, the 
more powerful of the two chambers, the So- 
cialists have linked up with the extreme-na- 
tionalist Serbian Radical Party, led by Voji- 
slav Seselj. In the federal parliament, the 
Socialists have also managed to team up at 
the other end of the spectrum with the Ser- 
bian Renewal Movement, a monarchist 
party headed by Vuk Draskovic. 

Mr Seselj was a paramilitary leader dur- 
ing the wars in Bosnia and Croatia. Now a 
deputy prime minister in Serbia’s govern- 
ment, he declared, shortly before NATO's 
campaign began, that if Serbia were 
bombed not a single ethnic Albanian 
would be left in Kosovo. No foreign peace- 
keeping troops, not even Russian ones, he 
says, should be let into Kosovo. His party 
wants a Greater Serbia, embracing Monte- 
negro, Macedonia and swathes of Bosnia 
and Croatia. In Serbia’s last presidential 
election, in 1997, Mr Seselj very nearly beat 
Mr Milosevic’s placeman. (Mr Milosevic is 
himself president only of federal Yugosla- 
via, which includes little Montenegro as 
well as Serbia, a job with little constitu- 
tional clout: his real power is sustained by 
other, less formal, means.) 

Messrs Seselj and Draskovic were once 
close friends who jointly founded a (now 
defunct) political party; each was best man 
at the other's wedding. Now they are at log- 
gerheads. Mr Seselj wants Yugoslavia to 
make parliamentary and military pacts 
with Russia and Belarus, while Mr Dras- 
kovic says Serbia must still seek amity with 
the West. Some foreign peacekeepers, says 
Mr Draskovic, should be allowed into Ko- 
sovo, but none from NATO countries. He 
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also claims credit for countermanding an 
order from Serbia’s information minister, 
who belongs to Mr Seselj’s Radicals, expel- 
ling all foreign correspondents. Behind the 
scenes, however, the Radicals have won 
more influence than Mr Draskovic’s lot 
over the press and the security services. 

Not surprisingly, Mr Milosevic plays 
the two parties off against each other. For 
the moment, unity is all. But Mr Milosevic 
is probably keeping his options open. Ifhe 
felt he had to negotiate with NATO, he 
might use Mr Draskovic; if the war goes on, 
Mr Seselj would be his man. 

But party politics is not what deter- 
mines power in today’s Serbia. Mr Milos- 
evic depends for his grip on an inner circle 
of a score or so of cronies. Some have top 


jobs in government, others are business- 


men or run economic agencies; some com- 
bine both roles. Mirko Marjanovic, for in- 





Nervous Hungarians 


BEKESCSABA 


F THE 1,000-odd refugees from Ser- 
bia who have fetched up in Hun- 
gary since NATO began its campaign, 
about half are ethnic Hungarians. Many 
are in a refugee camp at Bekescsaba, in 
southern Hungary, and in a state of be- 
wilderment, not knowing where they 
truly belong. They complain that in Ser- 
bia they are harassed by Serb policemen 
| for being ethnic Hungarians; in Hun- 
| gary, they are mistrusted because they 
| come from Serbia. And they are not sure 
what they should do—just like Hungary's 
government. 

When Hungary joined NATO on 
March 12th, people were told that they 
were now on their way to membership of 
the “Euro-Atlantic community”, the Eu- 
ropean Union included. Meanwhile, no 
new barriers were supposed to go up be- 
tween Hungary and its neighbours to the 
east and south which were not NATO 
members. But Hungary clearly wanted to 
pay less attention to troubles in the Bal- 
kans and to look eagerly west. 

With one exception. Hungary is 
bound to go on looking solicitously at 
several million ethnic Hungarians who 
still live on the “wrong” side of NATO’s 
new eastern frontier. Some 340,000 
Magyars (ethnic Hungarians) live in Ser- 
bia’s northern province, Vojvodina. The 
bombing of Serbia has brought home to 
Hungarians that membership of NATO 
complicates the business of looking after 
their cousins when neighbourhood rows 
blow up. As a result, the government in 
Budapest looks shell-shocked. 

Last October, the government said it 
was confident that NATO understood its 
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stance, is both Serbia’s prime minister and 
head of the state gas industry, which gives 
him a hot-line to Viktor Chernomyrdin, 
Russia’s ex-prime minister who long 
headed the Russian gas behemoth, Gaz- 
prom. Dragan Tomic, speaker of the Ser- 
bian parliament, also runs the state oil in- 
dustry. Many such rich politicos are in the 
same quandary as Mr Milosevic. They must 
be worried about NATO's destruction of Ser- 
bia’s infrastructure, but they want a deal 
that will keep their hold on power. 
Important, but less controllable or pre- 
dictable, are the shadowy paramilitary 
forces which emerge in times of strife and 
which did much dirty work for the Yugo- 
slav army during the war in Croatia and 
Bosnia in the early 1990s. Zeljko Raznatov- 
ic, whose better-known nom de guerre is 
Arkan, is back in the limelight, warning 
NATO that his “Tigers” will be out in force 


sensitivities over Serbia. NATO could fly 
through Hungarian air space, but, if 
bombing began, it would drop as few 
bombs as possible on the Hungarian-in- 
habited bits of northern Serbia. This 
week, however, Hungary's foreign minis- 
ter, Janos Martonyi, plainly expressing 
unhappiness over the bombing, said he | 
had asked NATO to explain why it had 
attacked Subotica, a mainly Magyar 
town. The Serbs say that the attack has 
prompted many local Hungarians to | 
volunteer for the Serb army. | 
Certainly, most Hungarians in Hun- 
gary want to keep out of the fray. Their 
ministers repeatedly stress that Hungar- 
ian air bases are not (as yet) being used 
for attacks and that Hungarian soldiers 
will not go to Kosovo even as peacekeep- 
ers. As far as the Hungarian government 
is concerned, NATO is for defending 
Hungary, not for “out-of-area” activities. 
In fact, though, Hungary is coming un- 
der strong pressure to let bombing raids | 
be conducted from its soil, and NATO has | 
been checking out its airfields. | 
Hungary’s stickiest moment so far | 
was on April 12th when a convoy said to | 
be carrying humanitarian aid from Rus- 
sia and Belarus asked to go through Hun- | 
gary en route to Yugoslavia. Among the | 
72 vehicles, some were armoured and | 
eight were oil tankers, both categories | 
banned under UN sanctions against Ser- 
bia. After a Hungarian hiccup and Rus- 
sian threats, the armoured vehicles’ 
loads were redistributed and four tank- 
ers let through. So Hungary was able, just, 
to meet its obligations. But the country 
would rather Kosovo went away. 
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against any invading ground force. 

Mr Milosevic has always been adept at 
co-opting potential trouble-makers—hence 
his induction of Messrs Draskovic and Ses- 
elj into government. Those who rebuff him 
run risks. Milan Panic, a former prime min- 
ister and head ofa big Californian pharma- 
ceuticals company, had his plant in Bel- 
grade nationalised. Slavko Curuvija, an 
independent-minded newspaper owner, 
was shot dead earlier this month by un- 





known gunmen. Serbia’s fragmented and 
powerless opposition has gone nervously 
quiet. The Alliance for Change, a liberal 
group, recently refused to discuss a sugges- 
tion that the government should resign. 
The West has been hoping that, as the 
NATO pounding goes on, the diverse 
strands within Serbia's establishment will 
snarl up and pull against each other. So far, 
if anything, the opposite has happened. 


ne i 





Germany and Kosovo 
The war divides 


BONN 


MONTH after NATO starting bombing 
Serbia, the strain on Germany's coali- 


tion government is starting to tell. A split in 
Democratic-Green alliance, 


the Social 


which came to power only six months ago, 





HE legality of NATO's war against Ser- 

bia may be contested and its ability to 
achieve its goals so far unproven, but the 
perception of legitimacy, these days, is 
moulded largely by that supreme arbiter 
in modern democracies: public opinion. 
So far, people in NATO countries, by a 
margin of two to one, are backing the war. 
For The Economist, Angus Reid, a polling 
firm, began interviewing people in 11 
NATO countries (and in six outside the al- 
liance) soon after the bombing began, un- 


til April 17th. In that period, opinion has... 


not, by all accounts, greatly fluctuated. 
The poll shows a close fit between the 
attitude of individual NATO countries 


_ Oh what a lovely war! 


and their peoples. Italy is the NATO coun- 
try most worried about the bombing, 
with 47% for and the same proportion 
against. In Britain, the pro-bombers out- 
gun the antis by three to one. 

There is no hint, so far, that NATO’s ex- 
pansion, to take in Czechs, Hungarians 
and Poles, has impaired the alliance’s 
ability to act in unison. War supporters 
well exceed opponents in Poland and 
(just) in Hungary, but Czechs (three to two 
against) are edgier. Not surprisingly, Rus- 


bombs, with 94% against. 
Nor has the campaign for Kosovo un- 
dermined support for NATO as a whole. 


sians are.most hostile: only 2% back NATO... 


Pacifism is not on the rise. True, three- 
quarters of NATO's people want to make 
the riddance of nuclear weapons a high 
priority. But three-quarters oppose cut- 
ting defence, and nearly a third want to 
spend more on it. 

One topic does, however, divide peo- 
ple within Nato: whether Europe should 
take on responsibility for its own security, 
dispensing with America’s umbrella. In 
Western Europe, the polls suggests most 
people oppose the idea of Europe going it 
militarily alone, but 38% favour a pan-Eu- 
ropean, non-American force. More of the 
French are keen on European self-suffi- 
ciency,.Germans far less so. Perhaps more 
surprisingly, North Americans oppose 
the idea too—and by a greater margin 
than Europeans. 
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is still improbable, but few in 
either party now rule it out al- 
together. The Christian Demo- 
crats, now in opposition, 
openly discuss the idea of a 
new general election. 

On the face of it, this looks 
odd. After all, even greater re- 
vulsion for Slobodan Milos- 
evic is expressed these days by 
the top trio in government: 
Gerhard Schroder, the chan- 
cellor; Rudolf Scharping, the 
defence minister, a fellow So- 
cial Democrat; and Joschka 
Fischer, the Green foreign minister. All 
agree that NATO, with Germany joining in, 
must go on hitting Serbia until Mr Milos- 
evic buckles. 

So far, most Germans are behind them. 
One recent poll, admittedly not directly re- 
lated to Kosovo, suggests that a stunning 
90% of young people aged 18 to 24 now 
back NATO—far more than a decade ago. 
Yet there is a clear split between western 
Germans and those in the east. Whereas 
64% of those in the west say they back the 
bombing, only 40% in the east do so over 
Kosovo. The domestic political implica- 
tions are big, thanks to the role of the ex- 
communist Party of Democratic Socialism 
(pps), the only party in the Bundestag, par- 
liament’s lower house, that is against 
NATO's action. 

Until Kosovo, the Social Democrats in 
the eastern states were being tempted to 
form more coalition state governments 
with the ex-communists after the elections 
due later this year. With Mr Schroder now 
all but calling Gregor Gysi, the pps’s par- 
liamentary leader, a “fifth columnist” for 
Mr Milosevic, that option looks virtually 
dead. And with it goes the Social Demo- 
crats’ hope of winning back the majority 
they recently lost in the Bundesrat, the pow- 
erful second chamber of parliament where 
the states are represented. 

The ex-communists now have the 
chance to pick up more backing in the east 
because of Kosovo, and may win some sup- 
port in the west among those against the 
NATO bombing. That is a big threat for the 
Greens, increasingly divided over Kosovo 
and facing a special party congress on the 
issue on May 13th. When that date was set, 
Mr Fischer and those who think like him 
on Kosovo were hoping that NATO would 
have quickly bombed Mr Milosevic into 
submission. Instead, the war drags on and 
international debate is growing over 
whether to use ground forces, which most 
Germans, not just the Greens, oppose. 

Hence the feverish effort Mr Fischer is 
putting behind a peace plan aimed above 
all at getting the Russians “on board” to 
help press Mr Milosevic to back down. Rat- 
ting on NATO, especially on the Americans? 
Perish the thought, Mr Fischer's men natu- 
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rally say. All the West's earlier demands 
have to be met, including a naTo-led 
peacekeeping force in Kosovo once Serb 
troops have withdrawn, But there could be 
a “flexible” arrangement for a Russian con- 
tingent to take part. 

If none of that works and on May 13th 
the Greens oppose more NATO bombing, it 
is hard to see how their three ministers (for 
health and the environment, as well as for- 


EUROPE | 
Mr Fischer might switch to the 
Social Democrats, though that 
would not guarantee that he 
kept his ministry. 

In principle, a “grand co- 
alition” with the Christian 
Democrats instead of the vola- 
tile alliance with the Greens 
might suit Mr Schroder rather. 
well. But there are two draw- 
backs. One is that an anti- 
NATO stance by the Greens 
might encourage similar resis- 
tance from cowed left-wingers 
among the Social Democrats, 
whose chairman Mr Schréder has only just 
become. The other is that the Christian 
Democrats insist they are not available as a 
partner; they would rather go to the polls. 

Bluff, perhaps. But it is easy to see why 
many Christian Democrats are tempted. 
Opinion polls put them either level with 
the Social Democrats or slightly ahead. On 
balance, Mr Schroder-—not to mention Ger- 
many’s allies—must hope that Mr Fischer 
wins a thumping victory on May 13th. 
EUNN dA 





eign affairs) could stay in office. Some say 


Russia 





Aching backs, drooping country 


MOSCOW 


OR a bunch of crocks, Russia’s political 

elite is looking remarkably sprightly. 
President Boris Yeltsin, an invalid for 
months, has come romping out in the 
spring sunshine to bully his prime minis- 
ter, Yevgeny Primakov, and to fulminate 
against NATO. Just as rumours were swirl- 
ing round Moscow of his imminent sack- 
ing, Mr Primakov retired to bed with an 
agonising backache, whereupon Mr Yeltsin 
snubbed him some more by appointing a 
former prime minister, Viktor Chernomyr- 
din, as his special envoy for Yugoslavia. Mr 
Primakov had been enjoying running Rus- 
sia’s foreign policy himself. 

With Mr Primakov lying low (meta- 
phorically and perhaps literally), up 
popped Boris Berezovsky, a tycoon with 
close ties to the president's inner circle. Last 
month he had scurried abroad to avoid ar- 
rest for alleged corruption. Last week, pros- 
ecutors suddenly found the arrest warrant 
to be baseless, and Mr Berezovsky gleefully 
came back home. Then he, oddly enough, 
also succumbed to backache, fetching up 
“indefinitely” in hospital. 

All highly entertaining, if Russia were 
not in dire need of steady leadership, both 
for curing its financial ills (see page 73) and 
over Yugoslavia. In reality, little has 
changed. Mr Yeltsin is still deeply unpopu- 
lar and politically vulnerable. And Mr Pri- 
makov's recent retreat may be only tactical. 

The big question now is whether Mr 


Yeltsin can sustain his high-spirited recov- 
ery. He received a humiliating rebuff on 
April 21st when the Federation Council, the 
upper house of parliament, composed of © 
regional leaders, voted to keep in office the 
country’s top prosecutor, Yuri Skuratov, 
whom Mr Yeltsin wants sacked. Mr Skur- 
atov claims, plausibly, to have material 
proving corruption at the top of Russian 
politics. The president himself had lobbied 
for Mr Skuratov’s dismissal, promising re- 
gional bosses lots more autonomy. 

The debacle highlights Mr Yeltsin’s 
weakness. On paper, he has formidable 
constitutional powers, but his political 
base is so shrunken as to make them all but 
unusable. Those who deal with him hint 
that, despite slightly better health of late, he 
is still inattentive and ill-informed. Mr 
Skuratov, who had also taken refuge in hos- 
pital, is now back on the scene, a source of 
potentially lethal revelation. 

Even if Mr Yeltsin secures his own sur- 
vival for now, his choices are limited. Sack- 
ing Mr Primakov might cheer him up, but 
there is no obvious alternative acceptable 
to both president and Duma, parliament's 
lower house, which must approve the 
nomination. Last week’s rumour was that 
Yuri Luzhkov, the mayor of Moscow, was in 
line for the job. But he shows no sign, so far, 
of wanting it. 

Mr Yeltsin might also shuffle the exist- 
ing government, something Mr Primakov 
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had opposed strongly but now seems more 
willing to accept. And though his presi- 
dency is still pretty well crippled, Mr Yel- 
tsin can try to choose his successor: despite 
his own unpopularity, presidential patron- 
age still counts. Mr Yeltsin has become 
much friendlier with the main non-com- 
munist contender, Mr Luzhkov, whose 
own position has become shakier thanks in 
part to Moscow’s troubled finances. Mr 
Luzhkov’s political movement, Fatherland, 
has got off to a slow start—and could do 


“with a friendly hand from 
on high. 5 

Someone, perhaps the 
president, has.also thrown a 
lifeline tothe floundering 
ex-general, Alexander Leb- 
ed, currently failing as gov- 
„ernor of a Siberian prov- 
ince. His big local rival, a 
swashbuckling. aluminium 
baron called Anatoly Bykov, 
is another recent medical 
case. He has flown for treat- 
ment abroad (to Acapulco, it 
is said) rather than face pros- 
ecutors’ questions in Russia. 

But Mr Yeltsin cannot avoid dealing 
with Mr Primakov, still the strongest presi- 
dential candidate (should he seek the job), 
and the man who actually runs the country. 
This week Mr Primakov held a friendly 
meeting with Mr Luzhkov and demon- 
stratively backed the president in the Fed- 
eration Council. Barring genuine illness, 
the prime minister is still the man to watch, 
as Mr Yeltsin flails and Russia rots. 











- Italy's reformers thwarted 
| 


TURIN 


OST Italians who care about their 
system of government want a 

newelectoral law to ensure that no mem- 
bers of parliament will henceforth be 
| chosen by proportional representation: 
as things stand, a quarter of the seats are 
filled by pr, thereby often letting min- 
now parties make and break Italian gov- 
ernments, of which there have been 56 
| since the second world war. But most 
| Italians do not seem to care about their 
| system of government. 
| At any rate, on April 18th, apathy (es- 
pecially in the south) and perhaps the 
distraction of events in Kosovo com- 
bined to dish the reformers, when only 
49.6% of Italy’s registered voters, mostly 
in the northern and central parts of the 
| country, bothered to turn out for a ref 
| erendum. This was just short of the 50% 
| needed to give effect to the vote, even 
| though some 90% of those who did vote 
| demanded reform. 
| What hope does this leave for Italy’s 
| much-needed constitutional overhaul? 
i 
| 
| 
| 
| 





Not much, though the big political par- 
ties could still, ifthey had the will to co- 
operate, push a comprehensive package 
through parliament that would not just 
alter the electoral law but also provide 
for a directly elected state president and 
devolution to the regions. 

But many of the 40-plus parties in 
the current parliament:are happy with 


l 


the impasse. The Communists, who 
feared their own extinction under a first- 
past-the-post system, are delighted, even 
if 21m Italians did demand new rules 
and fewer than 3m turned out to defend 
the status quo. The middle-of-the-road 
Popular Party, which holds the current | 
balance of power in parliament with just | 
7% of the vote, is celebrating too: its 
members now hope that one of their 
own—preferably the incumbent, Oscar 
Luigi Scalfaro—will be elected state presi- 
dent next month by the current method: 
a horse-traded vote in parliament. The 
separatist Northern League’s Umberto 
Bossi gave a most bizarrely joyful ex- | 
planation for the reformers’ setback. Re- 
cently converted to the cause of Serbia, 
he said it was “a defeat of the pro-Ameri- 
can alliance”, | 

The losers are in disarray. Massimo | 
D'Alema, the ex-communist prime min- | 
ister, has accused Antonio Di Pietro, the | 
still popular. former anti-corruption | 
judge who is an oddball in Italian poli- | 
tics, of confusing the voters with his argu- 
ments for reform. Mario Segni, who over- 
saw. two successful referendums. paving 
thé way to partial electoral reform in the 
early 1990s, blamed Silvio Berlusconi, 
leader of the main opposition on the 
right, for being too tepid in support of 
change. Mr Segni is now angling to head 
the assorted opposition himself. 
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France 
Out of the cage 


PARIS 


ITH less than two months to go be- 

fore the elections: for the European 
Parliament, Philippe Séguin announced 
on April 16th that he was stepping down 
both as boss of France's biggest right-wing 
party, the Gaullists’ Rally for the Republic, 
and as leader of the joint list-his party is 
fielding in. the European poll: with Alain 
Madelin’s. free-market Liberal Democrats. 
After 21 thankless months- as party 
supremo, said the brooding Mr Séguin, he 
realised that he no longer had the “neces- 
sary means” or the “environment of loyalty 
and transparency” required to renovate 
and reunite the party founded in 1976 by 
Jacques Chirac and led by him until his 
election to the presidency in 1995. 

Many Gaullists were horrified ‘by Mr 
Séguin’s unexpected decision. But few tears 
were shed over the departure of the bril- 
liant maverick, and no one tried to stop 
him going. Many, indeed, could barely 
hide their glee. Claude Chirac, the presi- 
dent's daughter and official chief publicist, 
shrugged off Mr Séguin’s demise as simply 
another “collateral casualty of the [Kosovo] 
war”, a reference to his dismay over the Bal- 
kans adventure. 

But the 56-year-old former president of 
the National Assembly, who is often re- 
garded as Mr Chirac’s only serious Gaullist 
rival for presidential election due in 2002, 
should not be written off too quickly. Since 
taking over the party leadership after the 
Gaullists’ shattering electoral rout in June 
1997, he had become a shadow of his nor- 
mal tempestuous self, curbing his rebel- 
lious spirit in the name of party unity and 
loyalty to the president. As a passionate pa- 
triot and defender of Gaullist ideals, he was 
willing to do this, he explained, “to the det- 
riment of my personal life, my own convic- 
tions, and my reputation”. But he felt in- 
creasingly undermined by Mr Chirac and 
his friends. Now he is free. 

In a resignation statement, Mr Séguin 
complains bitterly of trying to stick to a line 
of systematic opposition to the left-wing 
government while. Mr Chirac engages in a 
cosy “emollient cohabitation” with his So- 
cialist prime minister; and of having to 
“fight new suicidal strategies inspired by 
misleading opinion polls”~an apparent 
reference to attempts by Mr Chirac’s sup- 
porters to exploit the president’s Kosovo- 
boosted popularity ratings and bring to- 
gether the various bits of the fractured right 
into a new “presidential party”. 

An erstwhile anti-Maastricht’ cam- 
paigner now apparently converted to Mr 
Chirac’s lukewarm. Euro-pragmatism, Mr 
Séguin had wanted to field’ a separate 
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Gaullist list in the European election. But 
under pressure from Mr Chirac, he agreed 
to try to put together a united list of the 
whole mainstream right. 

This did not work. The European feder- 
alists of Francois Bayrou’s centre-right 
Union for French Democracy (UDF) refused 
to go into battle under a general with such 
suspect European credentials, while 
Charles Pasqua, Mr Séguin’s former Gaull- 
ist. partner-in-arms in the anti-Maastricht 
campaign, preferred to field his own un- 
ambiguously anti-European list, joined 
now by Philippe de Villiers, leader of a 
small far-right Europhobic party. 

Mr Séguin had hoped to be able to 
count at least on Mr Chirac’s backing. 
Hence his fury on discovering last week 
that the president’s cronies were suggesting 
that the three rival groups of the main- 
stream right all formed part of the “presi- 
dential majority”. It was one humiliation 
too many for the hyper-sensitive Mr Sé- 
guin. Since his departure, the upF has come 
under enormous pressure from the Gaull- 
ists to join forces with them and the Liberal 





Democrats. But Mr Bayrou, whose passion- 
ately pro-European party has suffered for 
years from the domination of its tradi- 
tional Gaullist allies, is unwilling to aban- 
don so quickly his new-found freedom and 
status—particularly when the war against 
Serbia has apparently brought a new wave 
of public support for “more Europe”, nota- 
bly in the field of defence. 

So the Gaullists, temporarily led by the 
young and ambitious Nicolas Sarkozy, the 
party’s secretary-general, find themselves 
squeezed between Mr Pasqua’s Euro- 
phobes, currently attracting 10-12% of the 
vote, and Mr Bayrou’s Euro-federalists with 
8-9%, leaving the main Gaullist-Liberal 
Democratic list with a wretched 17-20%. For 
the moment, Mr Chirac, basking in record 
approval ratings of up to 79% for his han- 
dling of the Kosovo crisis, appears not too 
worried. His ever-loyal former prime min- 
ister, Alain Juppé, is already manoeuvring 
in the wings to resume the party leadership. 
But Mr Chirac may find that, in failing to 
keep Mr Séguin by his side, he has un- 
leashed a new and unpredictable missile. 
ne i 





Turkey 


Nation and tribe the winners 


ANKARA 


Aswelling tide of nationalism may change Turkish politics 


T most striking result of Turkey’s gen- 
eral election on April 18th is the dizzy- 
ing rise of the far-right National Action 
Party, led by an enigmatic former econom- 
ics professor, Devlet Bahceli. Pollsters had 
doubted whether the Nationalists (better 
known by their Turkish initials, MHP) 
would even surmount the 10% barrier to get 
seats in parliament. In the event, they won 
18% of the vote, more than double their 
share in the last election, in 1995, putting 
them in second place behind the left-of- 
centre party of Bulent Ecevit, the caretaker 
prime minister, who looks set to stay on. 
The Islamist-minded Virtue Party, 
whose direct forebear, the (banned) Welfare 
Party, was last time’s winner, hobbled into 
third place. The two leading parties of the 


centre-right, Motherland, led by Mesut Yil- 
maz, and True Path, led by Tansu Ciller, 
trailed with just 25% between them, while 
the mildly left-wing Republican People’s 
Party fell short of the 10% threshold. 

The MHP drew much of its new strength 
from conservative voters who, in the last 
election, had expressed disgust at the antics 
of Turkey’s scandal-ridden politicians of 
the centre-right by plumping for the largely 
untested Islamists. But the continuing 
determination of the generals, self-ap- 
pointed guardians of Kemal Ataturk’s secu- 
lar state, to keep the Islamists out of power 
seems to have scared many voters away 
from backing them again. 

So a lot of people who wanted to try 
someone new evidently turned to Mr Bah- 
celi. His party rode high on 
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the wave of nationalism 
that swept the country after 
the kidnapping in Febru- 
ary of the Kurdish guerrilla 
leader, Abdullah Ocalan. 
The Mup’s demands that 
Mr Ocalan should be 
hanged and that Turkey 
should review its relations 
with the European Union, 
which it damns as soft on 
Kurdish terror, plainly ex- 
cited many a Turk. 





EUROPE 

Still, it is Mr Ecevit whose party won the 
contest, so he will be first to try putting to- 
gether a coalition. To command a majority 
in parliament, he needs at least two parties 
to co-operate with his. What partners 
might Mr Ecevit seek? 

The latest signs are that he might team 
up with Mr Bahceli and try to enlist Mr Yil- 
maz as well. Mr Ecevit is making polite 
noises about the MHP; Mr Bahceli has re- 
ciprocated. But Mr Ecevit must know he is 
playing with fire. In the 1970s Mr Ecevit 
was at daggers drawn, ideologically and al- 
most literally, with Mr Bahceli’s late prede- 
cessor, Alparslan Turkes. Rivalry between 
far left and far right helped pitch Turkey 
into an orgy of street violence and assas- 
sinations, which led to the generals’ last 
coup, in 1980. Young zealots on the far left 
did their share of killing. But the MHP’s 
paramilitary wing, known as the “Grey 
Wolves”, committed the worst excesses. 
Some 6,000 Turks died in the violence. 

In those days, the MHP exalted “the 
Turk” as a racially superior being. Turkey's 
minorities of Kurds and Alevis (who prac- 
tise a liberal brand of Shia Islam) particu- < 
larly fear and hate the MHP. When it was ; 
suggested to Mr Ecevit, back in the late 
1970s, that he might form a coalition with 
the MuHp, he is reputed to have denounced 
the idea as being like “planting a bomb in 
my brain”. 

Banned with other parties by the gener- 
als in 1980, the MHP won a new lease of life 
when the Soviet Union’s collapse led to the 
re-emergence of Turkic states to the east. 
The aptly named Turkes extolled a vision of 
a Turkic-speaking belt “stretching from the 
Adriatic to the Great Wall of China” and 
led, of course, by Turkey. But then it alsoap- 
peared that some people within the revived 
party were active in heroin-trafficking, gun- 
running and extortion. Turkish prosecu- 
tors began to investigate it. pee 

Turkes started to clean up. After his 
death in 1997, Mr Bahceli, as the new lead- 
er, continued to purge the MHP of its most 
notorious villains, recruited a host of aca- 
demics instead, and nudged the party 
closer to the mainstream. This week, he was 
at pains to sound conciliatory. Turkey's in- 
dependent judges, he says, should deal 
with Mr Ocalan. The mur, he says, is 
against organised crime. The Kurdish may- 
ors just elected in the south-east would not 
be discriminated against, so long as they re- 
spected Turkey's “unitary structure”. 

But can Mr Bahceli, now 52, be trusted? 
He is not tainted with charges of political 
murder: His economic beliefs are vague, his 
relationship with the generals unclear. Un- 
like most Turkish politicians, he has never 
married. He is said to be exceptionally 
tidy--and hates white socks. In short, he is a 
mystery. [fhe goes into government, Turkey 
might be moving into the unknown. 
= 
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Bulent Ecevit, Turkey's survivor 


ES time in the past four decades that the generals have 
taken over Turkey’s. government, Bulent Ecevit has made a 
| bold if quixotic stand- against them. As a journalist in 1960, he 
railed against their “totalitarian designs”. When they staged a 
second coup 11 years later, he resigned as secretary-general of the 
left-wing Republican People’s Party in protest against its leader's 
apparent backing for the takeover. And in 1980 he stepped down 
| as the party's chairman, saying he did not want to be “bound by 
| the curbs imposed by soldiers on party leaders”. He was jailed 
| three times and banned from politics for ten years. Mr Ecevit, 
| whose party won the most votes in the general election on April 
18th, is an undeniably courageous survivor. He is likely to be- 
come Turkey’s prime minister for the fifth time in 25 years. Has 
| he made his peace with the generals? 
| Will they push him around? What 
will he do? 

Certainly, they are still involved. 
It was they, after all, who ejected 
modern Turkey's first Islamist-led 

government only a year ago. But 
| times, for Mr Ecevit, have changed. 
| The generals know, approvingly, that 
| heis solidly secular. And they like the 
nationalist fervour with which, over 
many years, he has dealt with rebel- 
| lious Kurds and contentious Cyprus. 
| These days they are happy for him to 
be in charge. 

Still, at 73, Mr Ecevit is an un- 
likely comeback kid. An only son 
whose father taught medicine and 
whose mother painted, he is a poet 
| who once translated TS. Eliot's play, 
“The Cocktail Party”, into Turkish. 
More relevantly, he stands out 
| among Turkey's politicians for his fi- 
nancial honesty. When he first be- 
came prime minister in 1974, he and 
his amiably bossy wife Rahsan, 
whom he met at school, refused to 
move into the grand house that goes 
| with the job, preferring to stay in 
| their modest flat in suburban Ankara, where they still live. They 
| still shop together and cook their own meals. When Mr Ecevit 
| became prime minister in January, for the third time, he 
swapped his official Mercedes for a locally assembled Fiat. 

But behind this modest facade is the same shrewd operator 
| who toppled Kemal Ataturk’s comrade-in-arms, Ismet Inonu, 
_ Turkey's second president, as leader of the Party in 1972. More 
| than a quarter of a century on, Mr Ecevit is feared within his 
party (now named the Democratic Left) as a control freak who 
delegates little responsibility. He is a tough nut. 

He has also, lately, had lots of luck. When, last November, a 
conservative prime minister, Mesut Yilmaz, bowed out in the 
| aftermath of a corruption scandal, Mr Ecevit was not at first up 
| for the job. But Turkish politics being as fractious as it is, he 
| emerged as the compromise candidate. Within two weeks of his 
appointment, he had a second lucky break when a fugitive Kurd- 
ish rebel leader, Abdullah Ocalan, was nabbed by Turkish spe- 
cial forces in Kenya. Overnight Mr Ecevit’s popularity soared. 

He has never been a favourite among Turkey-watchers in the 
| West, especially in the United States. He once ostentatiously 





spurned the advice of the mr, as a result~some say—nearly 
bankrupting Turkey. More recently, in opposition, he bragged of 
his friendship with Iraq's Saddam Hussein. And most notably it 
was he, as prime minister in 1974, who ordered Turkish troops 
into Cyprus. As far as western diplomats are concerned, Mr Ece- 
vit has‘always been trouble when it comes to that turbulent is- 
land. The very mention of it makes him emotional and twitchy. 
“The Cyprus problem”, he insists, “has been completely solved.” 
The 30,000-odd Turkish troops on the island must stay there, he 
thinks, if peace is to prevail, B 

Nor is he polite about the European Union, which Turkey 
still, officially, wishes to join. Mr Ecevit says that the EU's precon- 


ditions for Turkey’s membership—an improvement of its hu- 
man-rights record, help in settling” 


the Cyprus problem, and a deal with 
the Kurds~—are just excuses for keep- 
ing Turkey out. “The real reason is 
that they don’t want a Muslim coun- 
try in their midst,” he says. “Until Eu- 
rope drops those preconditions, rela- 
tions will remain frozen.” 

And, in Mr Ecevit’s lexicon, a 
“Kurdish problem” simply does not 
exist. The war in the south-east is due 
simply to Kurdish terror and eco- 
nomic backwardness. His zeal for a 
military answer to Kurdish separat- 
ism is one big reason why, these days, 
he and the generals get on. 

Still, in private Mr Ecevit can be 
less strident. On Iraq, for instance, he 
has abandoned the anti-American 
tone he adopted in opposition—and 


America the use of an air base valu- 
able for patrols over northern Iraq. 
In February he pleased the White 
House by firmly dismissing an ap- 
peal from a visiting Iraqi bigwig, 
Tariq Aziz, for the allies to give up 
their campaign against Mr Hussein. 
Mr Ecevit has also provided aircraft 
for NATO against Yugoslavia, offered to send ground troops, and 
opened Turkey’s doors to up to 40,000 Kosovar refugees. 

This new approach may stem, in part, from Mr Ecevit’s be- 
lated realisation that Turkey’s most solid friend is the United 
States. Bill Clinton’s backing may prove crucial in helping the 
Turks get the fat loan they want from the Imr. The new policy 
also chimes with the ideas of Turkey’s soldiers, who are generally 
keener than the politicians to keep in with the Americans. 

As for Mr Ecevit’s surliness towards the Ev, it is nothing 
when set against the words of Devlet Bahceli of the far-right Na- 
tional Action Party, which came second in the general election 
and might join Mr Ecevit’s in a coalition. Compared with the 
hawkish Mr Bahceli, Mr Ecevit is a cooing dove. Indeed, as Tur- 
key’s only other serious leftish group failed to get the 10% of votes 
cast that is.needed to win representation in parliament, Mr Ece- 
vit is virtually the only liberal force still there. He genuinely be- 
lieves in human rights and democracy. He is the only major 
Turkish politician to declare himself against the death penalty. 
And he has another object of detestation: any West European 
who lectures Turkey—about human rights or anything else. 


his demands for Turkey to deny | 
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A Eurofighter Typhoon pilot knows. He's identified 


whether the target is hostile or friendly. He knows 


its speed, range, heading and 
priority. He knows, thanks to 
the Typhoon's innovative Data 


Fusion System. A system that 


WHICH DOT IS MORE DANGEROUS? 


collates and filters information from a range of 
sensors, including Infrared search-and-track. And 
he isn’t just armed with knowledge. Advanced Short 


Range Missiles combined with a helmet-mounted 


display guarantee success during close-in combat. 


Data Fusion exemplifies the philosophy behind the 


Typhoon. Namely, that technology should enhance 
the pilot's senses and capabilities, enabling him 
to concentrate solely on his mission. Making the 
Typhoon a formidable foe for the enemy's pilots. 


But a staunch ally for (7 Eurofighter 
Typhoon 


our own. SUPERIORITY*FOR PILOTS 





NATO 





= > 
= Sd o aa r Tre aE 


When they signed the treaty, the world was a different place 





Knights in shining armour? 


NLY two months ago, leaders of the Atlantic al- 

liance were cruising comfortably towards its 
50th anniversary celebrations, culminating in the 
summit due to open in Washington on April 23rd. 
In those happy times before the bombing of Yugos 
lavia began, senior policymakers could hold lively 
debates about whether the three-day diplomatic 
extravaganza should merely be an “elegant cocktail 
party”, or an opportunity to lay out grand strategic 
plans for the 21st century. But since air strikes 
against Yugoslavia were launched on March 24th, 
to stop the persecution of ethnic Albanians in Koso 
vo and bring about a peace settlement in Serbia’s 
southern province, the defence club has been litera- 
lly fighting for its life. 

From NATO's point of view, its first full-blown 
war has gone both better and worse than expected. 
If the strength of a military alliance is measured by 
the precise application of explosive power, NATO's 
performance in the Balkan skies has been a spectac- 
ular, albeit by no means an unqualified, success. But 
the organisation's moral authority and diplomatic 
prowess have been badly shaken. For all its claim to 
be the strongest and most successful military pact in 
history, NATO has been unable to prevent Yugosla- 
via's President Slobodan Milosevic from carrying 
out his main war aim: thwarting ethnic-Albanian 
separatism by driving up to a million people from 
their homes, forcing half a million out of the coun- 
try and killing tens of thousands, perhaps more. NA- 
to has also been responsible for the accidental 
deaths of scores of civilians. 

Although there is strong evidence that a massive 
ethnic-cleansing campaign was planned anyway, it 
seems clear that the immediate effect of NATO's 
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bombs was to exacerbate and accelerate the savage 
ry in Kosovo. Within hours of the first air strikes, 
dozens of towns and villages in the south Serbian 
province were surrounded by tanks, soldiers and 
armed gangs screaming: “Get out of Serbia, go to 
your Clinton, go to your nato!” Those who sur- 
vived this hideous ordeal soon began arriving at the 
province's borders with Albania, Macedonia and 
Montenegro in huge, pathetic waves which threaten 
to destabilise the entire southern Balkan region. 

Regardless of the final outcome of the blood- 
bath in Kosovo, the alliance’s air power will never 
again be perceived as a “silver bullet” which can in 
stantly halt atrocities, bring adversaries to their 
knees and turn warriors into peace-makers. A spirit 
of jaunty self-confidence, prompted by Nato’s rel- 
ative success in Bosnia and its embrace of new, ex- 
communist members, has given way to a mood of 
determination to set some limit to the disaster now 
unfolding in south-eastern Europe. 

The conflict has shown up both the capacity, 
and the very clear limitations, of the so-called smart 
weapons that America, and to a much lesser extent 
its NATO partners, can wield at very little risk to their 
own forces. For a graphic image of “surgical” war- 
fare, think of the cruise-missile strike on April 3rd 
on the Belgrade headquarters of the Yugoslav inte- 
rior ministry, which turned that building into an in- 
ferno while neatly avoiding a nearby maternity 
hospital. Yet by wrecking bridges and factories, and 
forcing Yugoslavia’s fearful and exhausted city 
dwellers to spend night after night in air-raid shel 
ters, NATO has earned itself the undying hatred of 
millions of Serbs—and given President Milosevic a 
new lease of political life. 


NATO's 50th 
birthday this 
weekend was 

to be a time for 
congratulatory 
back-patting. 
Instead, there will 
be soul-searching, 
says Bruce Clark 
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At the same time, the very sentiment that 
spurred the development of NaTo’s smart weap- 
ons—squeamishness about taking (as well as gratui- 
tously inflicting) casualties—is also the alliance’s 
Achilles heel. Having set out a series of war aims, 
NATO's leaders signalled to their adversary that they 
were not prepared to sacrifice many lives in pursuit 
of those goals. This must have been music to Yugos- 
lav ears. In the words of Robert Hunter, a former 
American ambassador to nato: “If your willingness 
to take casualties is limited, then someone else with 
a different calculation is likely to take advantage.” 

By virtually ruling out the deployment of 
ground troops, western governments unintention- 
ally hinted to President Milosevic that if he could 
hang on until NaTo’s bombing campaign was ex- 
hausted, he could face down the alliance. Since 
then, it has become painfully clear that there may 
be little chance of guaranteeing the survival of Koso- 
vo’s population without deploying some sort of in- 
ternational land force, preferably with Belgrade’s 
grudging assent. But for hundreds of thousands of 
people, that will be too late. Even if Nato is pre- 
pared to shoulder the political and human costs of a 
ground war, mounting such a campaign will stretch 
its capacity to the limit. Neither Britain’s small, pro- 
fessional forces nor Germany’s large, conscript 
forces were designed to fight an offensive land war 
against a medium-sized European power. 

Within nato’s ranks, the conflict has spurred an 
impressive display of unity, at least among the lead- 
ing western powers. Disgust over the Serb security 
forces’ behaviour has united public opinion and 
policymakers in America, Britain, France and Ger- 
many. To most people in the main western democ- 
racies, the reports from Kosovo of torture, rape, 
looting and summary killing are so horrific that de- 
feating Belgrade has seemed more important than 
any nicety of international law or diplomatic prece- 
dent. This has brought a temporary halt to the de- 
bate between American interventionists, who have 
been arguing that NATO’s 19 democracies should set 
their own peace-making agenda, and European le- 
galists, who would have preferred the defence club 
to wait for a United Nations licence before march- 
ing beyond nato’s borders. Joschka Fischer, Ger- 
many’s Green foreign minister, now says that his 
lifelong aversion to militarism has been superseded 


SE ÉTATS-UNIS 


Did someone say Europe and America don’t see eye to eye? 


by an even more powerful imperative: the need to 
avoid a repetition of the Nazi death camps. 

In other parts of the world, where people may 
feel there is nothing unique about Serb atrocities, 
the reaction has been very different. There has been 
dismay over a NATO operation the legal basis of 
which is acknowledged, even by supporters, to be 
shaky; and a resurgence, in places ranging from 
North Africa to Latin America, of latent anti- 
Americanism. The alliance has won few thanks 
from the Middle East for its pledge to defend the— 
mainly Muslim—Albanians, whereas rogue regimes 
like that of Iraq have moved even closer to Serbia. 

After years of painstaking diplomatic work, 
aimed at reassuring Moscow while opening NATO's 
doors to former members of the Warsaw Pact, the 
western allies have seen their relations with Russia 
plunge to their lowest level since the end of the cold 
war. At the same time, the western powers have 
been forced to acknowledge that Russia, because of 
its historical ties to Serbia, may well be needed as a 
go-between. 

Public opinion in one NATO member, Greece, 
has sided strongly with the Serbs—highlighting the 
deep religious and cultural fault lines running 
through the alliance, as well as around its borders. 
The chasm between Greece and Turkey, notional 
NATO allies but often close to fighting each other, 
looks deeper than ever. Turkey, an indirect part- 
icipant in NATO’s air strikes, views Kosovo—home to 
a small Turkish community since Ottoman times— 
as part of its geopolitical “backyard” and one of 
many places where rivalry between itself and Rus- 
sia is being played out. Greeks, meanwhile, com- 
plain bitterly about what they see as the West’s dou- 
ble standards: going to war with Serbia while 
turning a blind eye to Turkey’s harsh treatment of 
its Kurdish minority. The risk of war between 
Greece and Turkey was cited by President Clinton 
as one reason for NATO’s intervention in Kosovo; but 
so far there is no sign that this risk has abated. 

Despite these fissures, the tone of NATO's in- 
ternal deliberations—which in peaceful times can 
be tortured, slow-moving and self-indulgent—has 
been transformed by the cold realities of war. The 
petty point-scoring between Europeans and Amer- 
icans that often characterises transatlantic defence 
debates has given way to a sober realisation that the 
combined efforts of both sides may only just be suf- 
ficient to save NATO's face in the Yugoslav stand-off. 

NATO’S Campaign against Serbia was launched 
at a moment when the long-debated idea of boost- 
ing Europe’s ability to take military action on its 
own seemed close to realisation. To the alarm of 
many American (and Turkish) observers, the Eu- 
ropean Union seemed at last to be emerging as a 
player on the security stage, and possibly a counter- 
weight to NATO. 

But the campaign has brought some new in- 
sights to all the participants in this hitherto academ- 
ic discussion. American officials point out that al- 
though 13 countries have taken part in the NATO air 
strikes, at least 70% of the firepower deployed has 
been American. Most of the cruise missiles (apart 
from a small British contingent) and all the giant 
strategic bombers were provided by the Pentagon. 
At the same time, the contribution provided by 
British and French aircraft carriers and German ra- 
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dar suppression, among other things, has been more 
than a token. And contrary to some conventional 
wisdom, American technology is not invincible— 
witness the apparent downing of a stealthy r-117a 
aircraft over Serbia—nor so far ahead of Europe as 
to make joint operations impossible. 

But advocates of European self-sufficiency, 
such as the French defence analyst Nicole Gnesotto, 
say the campaign against Serbia has brought home 
some hard truths about the continent's defence. 
First, Europe’s real weakness in security matters lies 
not in a shortage of cruise missiles, but in a deep re- 
luctance (born of years of letting America do the 
hard geopolitical work) to think strategically. Sec- 
ond, boosting Nato's European pillar should not be 
presented as a snub to America or an insurance pol- 
icy against an American loss of interest, but as a ne- 
cessity, whatever America does. 

The campaign against Serbia has also taken the 
edge off NATO's rejoicing over the entry, last month, 
of a first wave of new members from the former 
Warsaw Pact—presumably to be followed at a later 
date by at least some of the nine other countries that 
have asked to join. Of the three newcomers, Poland 
was the most enthusiastic about participating in the 
campaign against Serbia, but its armed forces are so 





“NATO SURVEY 5 


poorly adapted to NaTo’s requirements that it was 
able to provide only token help with military trans- 
port. Hungary—-which already provides the alli- 
ance with a bridgehead to Bosnia—has opened its 
air corridors but is nervous of Serb retaliation, pos- 
sibly in the form of terrorism. The Czech Republic, 
where public opinion about joining Nato was 
somewhat sceptical from the start, reacted to the air 
strikes with deep dismay. 

Elsewhere in Central Europe, it has become ob- 
vious that association with Nato is no longer just a 
matter of harmless peacekeeping exercises and dip- 
lomatic rhetoric. Countries near the conflict zone— 
such as Albania, Macedonia and even Bulgaria— 
have been telling the alliance that they cannot be 
expected to shoulder the risks of association with 
NATO unless the western powers are prepared to 
give them a formal defence guarantee. Albania has 
virtually thrown in its lot with nato by playing host 
to a steadily increasing number of alliance forces, 
primed for combat as well as for humanitarian 
roles. In the old days, Albania would have been sent 
to the back of the queue of narto applicants because 
of its weak economy and fragile democracy. But 
these days, NATO can no longer pick and choose its 
partners; it needs all the friends it can get. 





ene] 


America versus Europe 


HE Americans were torn between their desire 

for a stronger, more self-reliant Europe and 
their scepticism about its feasibility. The French 
were suspicious of American intentions, and deter- 
mined that any American commitment to come to 
Europe’s aid should be as binding, and as one- 
sided, as humanly possible. They suspected (quite 
rightly, as it turned out) that the English-speaking 
powers had come to some secret understandings be- 
hind France’s back. 

The Americans retorted that any pledge of theirs 
to defend continental Europe’s heartland had to be 
balanced by European help with protecting areas 
slightly further afield, but still vital to American 
(and indeed, European) security. The Canadians, 
sensible as always, pointed out that security was not 
only a matter of military might; harmonious eco- 
nomic relations were important too. Britain, the on- 
ly European power which instinctively thought in 
global terms, steered a careful middle way between 
an America veering between expansionism and iso- 
lationism on the one hand and the parochialism of 
continental Europe on the other. 

That is a rough and greatly simplified descrip- 
tion of the seven~power negotiations in 1948 which 
led to the conclusion of the North Atlantic Treaty 
the following spring. To anyone with a sense of his- 
tory, NATO’s recent deliberations have sounded un- 
cannily familiar. 

True, some important things have changed. The 
post-war negotiations took place as Stalin was be- 
ginning to crack down on his new dominions. The 
blockade of Berlin which began in April 1948, and 
the coup in Czechoslovakia in June that year which 
established the communists in unchallenged con- 
trol, were concentrating minds in the West. 
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What has changed, too, is Germany: then a rav- 
aged and occupied country, now an economic co- 
lossus and forceful diplomatic player. West Germa- 
ny’s admission to NATO in 1955 was a milestone in its 
rehabilitation as a respected member of the in- 
ternational community. In recent years, it has been 
a driving force in NaTo’s enlargement. The old say- 
ing that naro exists “to keep the Americans in, the 
Russians out and the Germans down” is now only 
one-third true. 

A further difference between today and 1949 is 
that European economic revival, in which Amer- 
ican aid has been a contributory factor, has made it 
harder for America to contemplate isolationism. 
America’s interests would be bound to be damaged 
if its prosperous European allies descended into 
chaos, crash or war. 

But some things do not change in half a century. 
The narrow, localised perceptions of some Europe- 
an countries still clash with America’s much broad- 
er vision, just as they did 50 years ago. When, in 
1948, America urged Europe’s core nations to look 
beyond their own backyards, one of its aims was to 
forge an alliance that genuinely spanned the Atlan- 
tic, as opposed to a European defence pact with 
America plugging the holes. This meant that the alli- 
ance had to include Norway (which was coming 
under strong Soviet pressure), Iceland, Greenland 
{and therefore Denmark), and the Azores (and 
therefore Portugal). After all, America and Canada 
could hardly be expected to come to Europe's aid 
unless its Atlantic sea lanes were protected. 

America won that diplomatic argument, and 
NATO's command structure still bears the marks of 
its victory. The two top jobs in the alliance’s military 
machine, always held by senior American officers, 
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are that of Supreme Commander, Atlantic (based in 
Norfolk, Virginia) and Supreme Commander, Eu- 
rope, or SACEUR (based at Mons outside Brussels). In 
practice, not much is heard of the Norfolk com- 
mand, which accounts for less than a quarter of Na- 
To’s common budget; defending the Atlantic sea 
routes has become an easier task since the decline of 
the Russian navy. But it is an important point of 
principle that the two jobs—defending Europe and 
patrolling the Atlantic—are of equal status. 


Two views on the Middle East 


While nato’s Atlantic dimension is no longer at is- 
sue, an even harder (and still unresolved) question 
arose over how far into the eastern Mediterranean, 
and the greater Middle East, the alliance’s ambit 
should stretch. The American and British drafters of 
the Washington treaty were acutely conscious of So- 
viet designs on three nations which were not signa- 
tories: Greece, Turkey and Iran. In the end, Greece 
and Turkey were incorporated as full members of 
NATO in 1952, and Iran was the subject of a separate 
defence arrangement. 

But over the years, alliance solidarity has often 
been undermined by differences between America 
and Western Europe over the Middle East. During 
the 1956 Suez crisis, America made ruthless use of its 
economic muscle to thwart the Franco-British in- 
vasion of Egypt. In 1973, American forces deployed 
in support of Israel during the Yom Kippur war 
were denied landing rights in continental Europe. 
And in 1986, Western Europe (except Britain) reac- 
ted icily to America’s bombing of Libya. 

Differing perceptions of the Middle East remain 
a serious, and possibly growing, problem. Many 
Americans are exasperated by what they see as Eu- 
rope’s complacent, mercantilist attitude to Iran 
(now a potential adversary rather than a vulnerable 
friend). After all, they argue, itis Frankfurt or Milan, 
not Washington, that would be threatened if Iran 
developed medium-range missiles. Many in Eu- 
rope, with the striking exception of Britain, feel 
America has been too quick to use force against 
Iraq. And whereas America’s commitment to Is- 
rael’s security remains unshakable, Europeans have 














been quicker to blame Israeli hawks for the travails 
of the peace process. During the cold war, all these 
differences were manageable. But nato’s future co- 
hesion could be seriously strained by the direct in- 
volvement of one very important member—Tur- 
key—in the Middle East, as a neighbour of Syria, 
Iran and Iraq and as an increasingly close strategic 
partner of Israel. 

In cold-war nato, the fact that America had 
broader strategic concerns to which Western Eu- 
rope was indifferent or even hostile was not a seri- 
ous problem. A common interest in warding off the 
Soviet threat to Europe was sufficient incentive to 
stick together. The West Europeans sometimes felt 
their safety was compromised by what they vari- 
ously saw as American weakness (under President 
Carter) or gung-ho assertiveness (under President 
Reagan); but a future without Nato looked far more 
dangerous still. 

Besides, the Europeans needed Nato because 
most European states (partially excepting Britain 
and France, with their lingering imperial connec- 
tions) had either lost, or simply never developed, 
the habit of thinking globally and strategically. Eu- 
ropeans saw no point in acquiring such a habit 
when America was doing that kind of thinking for 
them. Generations of European diplomats and pol- 
iticians serving in Washington or at nato head- 
quarters imbibed the principle that in really impor- 
tant defence matters it was usually a good idea to 
yield to American pressure. 

America’s continuing ability to prevail in most 
alliance debates, and to force its allies to broaden 
their strategic horizons, has been underlined, over 
the past five years, by the diplomatic history of Na- 
To enlargement. Apart from Germany, no Europe- 
an ally showed any strong enthusiasm for expand- 
ing the alliance. Given that narto is, at bottom, a sort 
of gift from America to its allies (call it enlightened 
self-interest), many Europeans felt nervous about 
sharing a finite amount of American largesse with 
an increasing number of recipients. But America, 
once it had resolved its own internal debate, was 
able, tactfully but firmly, to tell its existing allies that 
the old nato was no longer on offer. If Western Eu- 
rope wanted a protective shield over Lisbon, Brus- 
sels and Oslo, it would have to accept that Prague, 
Warsaw and Budapest were no less entitled to pro- 
tection. The Europeans got the message, and some 
became even more zealous enlargers than the 
Americans; France, for example, has argued strong- 
ly for the early admission of Romania. 

America’s role as leader of the alliance was 
called into question during the transatlantic rows 
that erupted over the Bosnian war and, at their 
height, threatened to destroy Nato. In early 1995, 
the United Nations mission in Bosnia, led by Britain 
and France, seemed about to collapse. European 
contributors to the un force secured an American 
promise to help them stage an “emergency extrac- 
tion” from Bosnia if necessary. In the end, America 
agreed to send ground troops to Bosnia, but only af- 
ter persuading its allies to end the war through a Na- 
+o bombing campaign. The alliance survived by the 
skin of its teeth. In the latest Balkan war, the main 
NATO countries have looked impressively united. 
But will that last if casualties mount? 
pp ni a igen A E AA | 
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Count your NATOs 


HEN sceptical Russian visitors are taken on 

tours of the alliance’s military headquarters 
at Mons in Belgium, one of the first things they are 
told is that nato is not just a vast private army 
which the commander can direct in any way he 
wishes. Supreme political authority, as every pocket 
guidebook to the alliance explains, rests in the 
North Atlantic Council, which consists of the elect- 
ed, civilian leaders of member 
states—whether they are represent- 
ed by the American president or a 
junior diplomat from Iceland, the 
only ally which has no armed forces 
at all. Only the nac can tell NATO's 
commanders what to do. 

In practice, this distinction be- 
tween political Nato and military 
NATO is not cut-and-dried. The very 
existence of an integrated military 
structure, a well-tuned instrument 
for orchestrating the use of force, is 
an important political fact, defining 
the choices available to member 
governments. When Nato’s defence 
chiefs are unhappy about the political guidance 
they are receiving, they often make their views 
known. Last summer, for example, they expressed 
their frustration at being asked to prepare for a be- 
wildering range of military operations in and 
around Kosovo. Military planning is itself a highly 
politicised process. When Nato’s civilian leaders 
want to send a warning signal, they can order mil- 
itary plans which they may or may not act on. 

But the distinction between political nato and 
military NATO remains important. France has al- 
ways been part of political NATO, but it formally 
abandoned military NATO in 1966. American offi- 
cials regard Germany as a crucial player in political 
NATO, but they are privately disappointed by the 
quality of Germany’s contribution to Nato’s mil- 
itary side. 

Apart from issuing guidance to commanders, 
NATO's political masters make statements on world 
affairs which may have no direct military implica- 
tions. In theory at least, political Nato should co- 
ordinate the allies’ position in international diplo- 
macy—for example, when disarmament issues are 
being discussed at the United Nations. (In practice, 
the allies by no means always vote the same way.) 

Military nato demonstrates its unity in more 
practical ways, by training together, flying together, 
if necessary fighting together. It is not so much a 
standing army as a set of instruments, procedures 
and practices that can be used to assemble the forces 
of many nations and enable them to work together 
efficiently. Whether Nato is policing a no-fly zone 
or conducting a bombing campaign, military air- 
craft from a dozen nations can come together as 
seamlessly as squadrons from a single air force. 

Political nato and military NATO meet in the 
person of the Supreme Commander in Europe, 
General Wesley Clark. He is an intensely political 
figure, helping to make as well as carry out the alli- 
ance’s policy in the Balkans. He has demanded, and 
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Euro-supremo Clark 


won, considerable freedom of action in the cam- 
paign against Serbia. It is not clear, for example, 
which political body authorised his early pledge to 
“destroy” Serbia’s military if necessary. But military 
men say he is still hamstrung by NATo governments’ 
insistence on scrutinising target lists. 

Both military Nato and political nato have 
seen signs of strain, but for different reasons. In a 
sense, military NATO is in difficulty 
because of European weakness, 
whereas political NATO may get into 
difficulty because of Europe’s keen- 
ness to make a show of strength. 


Semi-detached Europe 


At a NATO summit in Brussels in Ja- 
nuary 1994, President Bill Clinton 
told his allies that America no longer 
opposed the idea of separable Eu- 
ropean defence structures, capable 
of conducting military operations 
without direct American participa- 
tion. But these structures should be 
tucked inside narto, and detached 
only when needed; in other words, they should be 
“separable but not (permanently) separate” from 
the existing alliance forces. This marked a big 
change from the assumptions of the cold war, when 
America (and Britain) waged a constant diplomatic 
battle to steer Europeans away from doing their 
own thing in military matters. 

Since then, NATO has been lumbering towards a 
new political structure, with the alliance putting 
more weight on its European leg. But the process has 
been tortuous, as one by one the allies made ad- 
justments to their defence and security doctrine. 
France became a bit more Atlanticist, Germany 
started to position itself as a “normal” military 
power, Britain became a little more European. 
France, which had eschewed the alliance’s military 
wing for 30 years, faced up to the reality that NATO 
was the only forum in which its dream of robust 
European defences could ever be realised. Hence its 
dramatic promise in 1995 to “take up its position” in 
at least some parts of NATO’s military structure. 

It was not an easy decision. General Charles de 
Gaulle, the great rebuilder of national pride, had 
quit NATO's military arm because its domination by 
America was incompatible with his lofty ideal of 
French sovereignty. Since the end of the cold war, 
though, things had changed. First, the United States 
had greatly scaled down its military presence in Eu- 
rope, so that even viewed from Paris there seemed to 
be a greater risk that America might quit Europe al- 
together than that it might crush the continent's in- 
dependence. Second, France found that in practice 
it was fighting side by side with other western ar- 
mies in places such as Iraq and Kosovo, where its 
forces’ lack of NATO experience was something of a 
disadvantage. 

Four years on, France has still not rejoined the 
military structure. It made the mistake of setting an 
unrealistic condition for its re-entry: an American 
undertaking that in future NaTo’s commander in 
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There are two of 
them: one political, 


one military 
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Heirs of Pericles 


ISTORICALLY, Nato has not al- 
ways insisted on democracy in its 
own ranks, Its founders included Portu- 
gal’s authoritarian regime under Salazar, 
mired in colonial wars in various parts 
of Africa. As long as Portugal remained 
a loyal member of the anti-Soviet camp, 
its other failings never seemed to trouble 
the alliance. The only time when Portu- 
gal’s role in naro came under hard 
scrutiny was after the fall of the old re- 
gime in 1974 when it looked as though 
the communists might take over. 
Turkish participation in the alliance 
has survived three military coups. Tur- 
key’s powerful army, traditionally the 
guardian of the secular state, still fol- 
lows a model of civil-military relations 
sharply different from the one NATO is 





trying to impose on new democracies in 
Central Europe. Were Turkey applying 
to join the alliance now, it would prob- 
ably be told to put its armed forces un- 
der democratic control first.. 

As for Greece, the extent to which 
NATO put strategy before democracy af- 
ter the military takeover in April 1967 
has become clear only in the past year 
or so, with the release of classified pa- 
pers in Washington and London. In 
Washington, President Johnson was 
torn between embarrassment over the 
failure of democracy in its birthplace 
and the need to maintain relations with 
a strategic ally. America’s ambassador 
in Athens, Phillips Talbot, urged his 
masters to issue a mild statement of re- 
gret over the forcible seizure of power, 











southern Europe, based in Naples, would be a Eu- 
ropean. The demand was dismissed in Washington 
because the command in Naples involved real, not 
symbolic power. France has not yet found a digni- 
fied way to climb down. But its interest in “Europe- 
anising” NATO remains as strong as ever. 

Germany, meanwhile, took large strides to- 
wards rehabilitating itself as a military power, and 
therefore a potential player in new European de- 
fence structures, under the government of Helmut 
Kohl. Thanks to meticulous work by Volker Rühe, 
the defence minister at the time, Germany gradually 
raised its profile in Balkan peacekeeping. At first the 
German forces’ role was confined to running a mil- 
itary hospital in the relative safety of Croatia, but 
when narto began its Bosnia operation in 1996, Ger- 
man troops were dispatched to the heart of the for- 
mer war zone. The government patiently built up 
political and public support for such deployments, 
and after a challenge the constitutional court ruled 
that they were indeed legal. 

The new Red-Green coalition that came to 
power last autumn has been less sure what sort of 
defence policy it wants; it has announced a defence 
review which may take two years to complete. But 
Germany's participation, with the approval of a 
Green foreign minister, in air raids on Serbia is an 
extraordinary landmark in its history. 

A third piece in the European jigsaw is Britain. 





but they declined. In May, a limited 
arms embargo against the new Greek 
regime was announced, but it was never 
properly implemented. After the Six- 
Day war in June, the then secretary of 
state, Dean Rusk, persuaded the admin- 
istration to upgrade relations with the 
colonels’ regime as it had been so help- 
ful to America’s efforts to support Israel. 

From 1968 onwards, the Nixon ad- 
ministration fully normalised relations 
with Greece. The Soviet invasion of Cze- 
choslovakia had helped to convince na~ 
ro to close ranks without worrying too 
much about the allies’ internal affairs. 
Tanks on the streets of Prague made the 
western alliance more tolerant of tanks 
on the streets of Athens. 

Greece remained under military rule 
for seven years. Because so many poli- 
ticians were exiled, jailed or tortured, it 
was forced out of the Council of Europe, 
and many West Europeans kept the re- 
gime at arm’s length, but Greece’s rela- 
tions with Nato remained virtually un- 
disturbed. Whenever squeamish Scand- 
inavians wondered aloud whether the 
colonels had a place in an alliance of de- 
mocracies, they were sharply called to 
order by Joseph Luns, the conservative 
Dutchman who was NATO’s secretary- 
general after 1971. Not surprisingly, to- 
day’s democratic Greece views NATO’S 
new self-definition as a defender of de- 
mocracy in Central Europe with a tinge 
of scepticism. 











In an abrupt departure from British conventional 
wisdom, Tony Blair has decided that involving the 
European Union in defence matters is no longer ta- 
boo. The prime minister has acknowledged the 
oddity of having two hugely important internation- 
al organisations—the eu and Nato—located a few 
miles from each other in Brussels but never speak- 
ing to each other. If the eu itself is going to get in- 
volved in defence, the new British reasoning goes, 
there will no longer be a need for the Western Eu- 
ropean Union, a little-known defence club which 
groups ten of the Eu’s 15 members. These changes in 
British thinking were received with delight by the 
continental Europeans. They led to a landmark 
Franco-British declaration at St Malo last December 
which stated that the “(European) Union must 
have the capacity for autonomous action, backed 
up by credible military forces, the means to decide 
to use them, and a readiness to do so, in response to 
international crises.” 

Impressive as it sounded, the St Malo declara- 
tion was actually a delicate compromise between 
France’s wish to boost the profile of the eu and Bri- 
tain’s insistence that any upgrading of European 
defences should be kept firmly under Nato’s aegis. 
At nato headquarters, the declaration was not seen 
as an unmixed blessing. After all, the alliance’s hap- 
less officials had spent nearly three years trying to 
work out a relationship between Nato and the weu 
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to allow some European-only military missions 
that would benefit from Nato planning and per- 
haps the loan of some Nato equipment. 

Now those alliance boffins may have to start all 
over again, this time to work out a relationship be- 
tween NATO and the Ev. This prospect is particularly 
unwelcome for the six European members of nato 
which do not belong to the eu: the Polish, Czech and 
Hungarian newcomers, plus Iceland, Norway and, 
above all, Turkey. 

Not surprisingly, America has taken up the 
cudgel in defence of these six states, which risk being 
left out in the cold if the zu becomes an important 
force in international security. Turkey's strategic sig- 
nificance to America can hardly be overstated. It is 
regarded as a pivotal state, not just within Nato but 
in the Middle East, in the Caucasus and even in 
Central Asia. Whatever happens to American rela- 
tions with Western Europe, American relations 
with Turkey will remain robust. 

In some ways, NATO is not an axis but a triangle. 
The two sides formed by American-Western Eu- 
ropean relations and American-Turkish relations 
are sound and strong. The third side of the triangle, 
however—relations between Turkey and Western 
Europe—is in a poor state. Turkey accuses the ru of 
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discriminating unfairly against its long-standing 
application to join that club, and America sympa- 
thises with Turkey to a degree that infuriates some 
Europeans. 

Because of its icy political and economic rela- 
tions with the £u, Turkey is horrified by the idea of a 
greater role in defence for that institution. With 
some difficulty, Turkey had negotiated for itself a 
relationship with the Western European Union that 
fell only fractionally short of full membership. 
Now, the Turks feel, they too may have to start from 
the beginning and find a way of devising a security 
relationship with the ev, one of their least favourite 
international clubs. Trying to maintain warm co- 
operation with the ev in defence matters while po- 
litical relations remain chilly would be like mixing 
“hot coffee and cold ice cream”, says Turkey’s envoy 
to NATO, Onur Oymen. 

The Washington summit may shed some light 
on whether “stronger European defences” means 
what America would like it to mean—more spend- 
ing on things like the “survivability and sustainabil- 
ity” of European forces in distant war zones; or 
whether it means what America fears it might~—~the 
emergence of the eu as a serious counterweight to 
NATO in managing the continent's security. 


iret tte it oll 





Armies and arms 


INCE the end of the cold war, both America and 

most of its European allies have cut real defence 
spending by about 25% in real terms (see chart), but 
the gap between their capacities has widened con- 
siderably. A senior American official complains that 
several European countries have simply opted out 
of the defence business. 

That gap will widen further now that American 
military spending (particularly on communications 
and electronics) is surging again, at a time when sev- 
eral European countries—such as Belgium, Den- 
mark and the Netherlands—are making further 
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deep cuts. As America’s armed forces leap into the 
information age, inspired by the “revolution in the 
military affairs” that promises perfect knowledge of 
everything that moves on a battlefield, Europe's 
static, conscript-dependent forces look increasingly 
like dinosaurs. 

Britain, having won warm American plaudits 
for its own strategic defence review last summer, 
has taken to pointing out how old-fashioned the 
“paper armies” of most European countries look, in 
terms of both personnel and equipment. Western 
Europe's combined defence budget is almost two- 
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its problems 
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Your command is my wish 


667 HERE was blood on the floor by 
the end of it.” That is how one 
well-placed observer described several 
years of negotiation between NATO 
members which culminated, last month, 
in the creation of a new and supposedly 
“lighter” European command structure, 
designed for a world faced with no single 
overwhelming threat but many diverse 
risks. 

Not real blood, of course. What he 
meant was that even among friendly na- 
tions, there can be vigorous competition 
for the prestige and geopolitical influen- 
ce that goes with hosting or commanding 
an important Nato facility. Among na- 
tions that are not friendly, such as 
Greece and Turkey, the stakes are corre- 
spondingly higher. 

One of NatTo’s successes has been its 
ability to channel the rivalry between 
jealous old nation states into relatively 
harmless directions—such as bickering 
over who gets which job in the alliance’s 
division of labour. The fact that Uncle 
Sam is always there to act as a referee sets 
limits to these squabbles. 

In the bargaining over jobs, there 
was some quiet rivalry between Britain 
and Germany. The new arrangements 
cut from three to two the number of sec- 
ond-tier commands in Europe: one in 
Naples, always headed by an American 
admiral, and one at Brunssum in the 
Netherlands, now headed by a German. 
The apparent loser was Britain, which 
forfeited a second-level command at 
High Wycombe. On the other hand, the 
deputy Supreme Commander in Eu- 
rope—known in alliance jargon as DSA- 
CEUR~is a British hero of the Balkans 
and Northern Ireland, General Sir Rup- 
ert Smith. 

In the old days, when power was 
even more concentrated in American 
hands, serving as understudy to the all- 
powerful saceur was known as a “golf- 
ing job” with little real responsibility. 
But now that European-only military 


missions—which psaceur would lead— 
are in prospect, the job has become high- 
ly desirable. Yet to the dismay of some 
British officers, London’s mandarins 
agreed that Britain and Germany would 
take turns at the job. Still, Britain has 
held on to some prizes, notably the com- 
mand of the Allied Rapid Reaction 
Corps, a showpiece multinational for- 
mation based in Germany but in recent 
weeks deployed in the Balkans. 

Even harder to finesse were the is- 
sues posed by Spain’s integration into 
Nato's military structure, completed 
only last year. Because Portugal had a 
moderately significant role in the alli- 
ance’s (entirely separate) Atlantic struc- 
tures, Spain insisted on getting an im- 
portant job in the European command. 
It was duly given a sub-regional head- 
quarters. Also at Spanish insistence, the 
limits of Nato’s European command 
were extended to the west of Gibraltar, 
and a curious bubble was drawn on the 
map to bring the Spanish Canary islands 
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into Europe’s purview. 

But wait--did that mean that Spain 
was taking responsibility for the defence 
of Gibraltar? Britain was not at all happy 
at that prospect. A brewing Anglo-Span- 
ish row was calmed by agreeing that Bri- 
tain’s garrison on the Rock would not 
have a nato function. 

Another ingenious device was to 
agree that in peacetime, these NATO facil- 
ities would not have clearly limited areas 
of responsibility. It was only by estab- 
lishing this principle that Greece and 
Turkey were persuaded to drop their 
long-standing objections to the estab- 
lishment of Nato headquarters on each 
other’s territory—at Larisa and Izmir, re- 
spectively. 

The big loser in this new division of 
spoils is France, which announced in 
December 1995 that it would rejoin some 
bits of military NATO after 29 years’ ab- 
sence. Thanks to France’s partial return 


to the fold, French officers were involved: 


in designing the new structure; but since 
the return was only partial, no NATO 
commands could be established on 
French soil. Quel dommage! 
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thirds that of America, but it produces less than a 
quarter of America’s deployable fighting strength. 
Most European members of nato have been able to 
scrape together smallish contingents for peacekeep- 
ing in the Balkans, but that gives a misleading pic- 
ture, say defence planners; only a handful of Eu- 
rope’s notional forces are really available for the 
kind of missions Nato is likely to undertake. 

For example, of the 5,000 or so military aircraft 
which European armies could theoretically use for 
air strikes, barely 10% are capable of precision 
bombing. Given that carpet bombing has become 
ethically unacceptable, sceptical Britons wonder 


what purpose the remaining aircraft really serve. 
One problem many European countries face is 
the political (and in some cases legal) difficulty of 
sending conscripts abroad on potentially dangerous 
missions when the homeland’s future is not at stake. 
Most of them are slowly switching to professional 
armies: France will have completed the process by 
2002, Spain and Portugal a year or two later. Italy 
and Norway are increasing the number of profes- 
sional soldiers. But in Germany, history has made 
people wary of an all-professional army, separate 
from the rest of society, and many feel there are 
strong political reasons for keeping the draft. A 
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| more practical consideration is that Europe lacks 
strategic transport, intelligence and logistics—not 
just prestigious items like c-17 military transporters, 
but rapid sealift, inflatable fuel tanks and forward 
repair facilities. This deficiency would be partic- 
ularly acute if European governments had to main- 
tain forces in a distant combat zone for more than a 

| few weeks. 

“The fact that modern armies no longer live off 
the land means that you need a long “transport 
tail”—including simple things like trucks to carry 

| food and water,” says a NATO planner. “The trouble 
| is that these items do not sound very exciting for a 
| defence minister who is trying to persuade voters to 
| spend extra money on defence.” 

Imagine a medium-sized conflict, say in Africa, 
with no certainty of using the territory of friendly 
countries as a base. Over the the first six weeks, 
| America could if necessary deploy and support a 
force of 250,000--whereas NATO's European mem- 
bers would be hard pressed to despatch and sustain 
20,000 troops, says Michael O’Hanlon, a defence 
analyst at the Brookings Institution in Washington. 

This technology gap has made it harder for 
Americans and Europeans to fight together at a time 
when military theory suggests they should be in- 
tegrating their forces more closely. In the coalition 
that nato would have fielded against the Warsaw 
Pact, no formation smaller than 50,000 or so would 
have been multinational. In current narto thinking, 
units as small as 100 may have to be made up from 
different countries. If Americans and Europeans 
were really serious about fighting together, they 
would try harder to buy compatible equipment. 





Hardline on hardware 


In a perfect world, Nato’s military chiefs would 
supply their political masters with disinterested 
views about the sort of equipment they need for to- 
morrow’s wars. NATO governments would take joint 
decisions about which weapons to order, putting 
aside their own pork-barrel politics or industrial 
policy. In practice things are very different. Consid- 
er the dire fate suffered by a NATO project intended 
as a showpiece of defence-industry co-operation. 

NATO's (American) senior commanders have 
stated that one of their top priorities is air-to- 
ground surveillance: the ability to monitor move- 
ments (whether of tanks or refugees) across hun- 
dreds of miles from a safe distance. This, after all, is 
the sort of thing commanders need when they are 
called on to discharge peacekeeping duties in com- 
plex ethnic-war zones such as Kosovo, and are un- 
der pressure to keep their own casualties low. 

For the past four years, NATO governments have 
been quarrelling about how to meet this require- 
ment, expected to cost around $3 billion, in a way 
that uses the best technology and gives everybody a 
fair share of the business. America initially tried to 
persuade its partners to buy the jstars system de- 
veloped for the American air force, but the Europe- 
ans were not interested; they suspected that the 
| Pentagon was simply trying to defray its costs and 
drum up extra work for American contractors. 

So the Pentagon offered to share with its Eu- 
ropean allies a more sophisticated radar system, 
known as rip, which can be combined with what- 
ever aircraft and ground stations the Europeans 
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care to select. The Europeans remain sceptical. 
France, Germany, Italy and the Netherlands have 
said they may go their own way and develop an al- 
ternative radar system. But neither the Pentagon nor 
NATO's commanders will give their blessing to a sys- 
tem that includes no American input. Britain, 
meanwhile, has stayed aloof, calculating that it 
could get a better mixture of technology and work 
for its own industry by holding a separate competi- 
tion for an airborne radar system and encouraging 
Anglo-American teams to compete. 

Jacques Gansler, the Pentagon’s chief weapons 
buyer and a strong advocate of competition in the 
transatlantic arms market, has been frustrated by 
the poor record of Nato’s defence-industry co- 
operation. He says the alliance’s myriad committees 
are not promoting efficiency and compatibility as 
effectively as they should. “Too often, you have one 
country saying it wants to fly faster, and the other 
saying it wants to fly higher—so they produce an 
aircraft that costs twice as much. Instead, they 
should be looking for trade-offs so they can meet 
both requirements for a fixed price.” 

Most of NaTo’s industrial committees are geared 
to traditional categories of 
equipment, such as ships, 
aircraft and tanks, as op- 
posed to smart weapons 
or communications sys- 
tems, Dr Gansler com- 
plains. Or they concen- 
trate on one kind of war- 
fare, such as land 
operations, when all the 
latest American thinking 
is about integrating air, 
land and sea operations. 

If there is one area of 
high technology where 
NATO countries should be working together, it is de- 
fence against ballistic and cruise missiles, the prolif- 
eration of which is the subject of frequent American 
warnings to Europe. But here again, national in- 
terest and funding constraints seem to prevail over 
internationalism. 

Germany and Italy have been disappointed by 
America’s backsliding, as they see it, on the air- 
defence system known as means which the three 
countries are supposed to be developing together. As 
a way of keeping the project alive, Dr Gansler has 
suggesting using an American interceptor (the 
pac-3) while jointly developing a radar system and 
launcher. Seen from Washington, the latest offer is a 
generous move to share American technology and 
meet the military needs of Nato allies; but the Ger- 
mans and Italians feel they are being fobbed off 
with a second-best solution. Part of the problem is 
the sheer imbalance between the two sides. America 
has several other anti-missile defence programmes 
in progress, and has no reason other than nato soli- 
darity to give Means any priority; for the Europe- 
ans, the programme is a one-off chance to enter a 
sensitive area of high military technology. 

Cynical souls claim that NaTO’s very expansion 
was a conspiracy by Polish-American politicians 
and defence contractors who saw the new members 
as promising customers; and it is certainly true that 
Bruce Jackson, the moving force behind an ex- 
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Why peace in 
Kosovo will be 
more elusive than 
in Bosnia 





tremely active Washington lobby group, the Com- 
mittee to Expand Nato, also happened to be a vice- 
president of Lockheed Martin, one of America’s two 
biggest aerospace companies. But Lockheed has al- 
ways kept a discreet distance from its employee's 
political activities. 

Besides, the pickings for arms manufacturers 
may at first be fairly thin, Nato planners, shocked 
by the rustiness of the three newcomers’ Soviet- 
equipped armed forces, have advised them to con- 
centrate hard on achieving the bare minimum of 
“inter-operability” with the older nato armies. 
That means investing in communications systems, 
air defences and radar—and drawing on a $1.5 bil- 
lion naro fund specially set up for the purpose. 





Poland has also contracted DaimlerChrysler 
Aerospace to upgrade its 22 Mic-29 fighters, which 
rank among the more sophisticated Soviet-designed 
aircraft. It may soon order new western fighters. The 
Czech Republic hopes soon to replace its ageing fleet 
of mic-21 aircraft with western alternatives. Amer- 
ica’s Boeing has established a Czech toehold by tak- 
ing a 34% share in Aero Vodochody, a light-aircraft 
maker. In due course, Central and Eastern Europe- 
an members of Nato could be a promising market 
for the Eurofighter aircraft, made by Britain, Ger- 
many, Italy and Spain, or, perhaps more real- 
istically, the Anglo-Swedish Gripen. But so far, the 
region does not appear to be producing enough 
business to make or break a contractor’s fortunes. 





Balkan wars 


AVIER SOLANA, the effervescent Spaniard who 

holds Nato’s top political job, likes to reminisce 

about the sharply differing circumstances in 
which he has visited Sarajevo. When he went there 
as Spanish foreign minister in 1995, the city was un- 
der siege and he had to take a tortuous overland 
route, risking Serb artillery fire. Happily, his ap- 
pointment in December 1995 as NATO’S secretary- 
general coincided with the advent of peace in Bos- 
nia. His next few visits to the city were by military 
transport aircraft; he found the city tense and half- 
ruined, but more or less peaceful. These days, his 
trips are undramatic affairs, since Sarajevo airportis 
now open for commercial flights which quickly and 
easily link the city with the neon lights and normal- 
ity of Vienna. 

It will a long time, if ever, before Mr Solana can 
tell a similarly happy tale about Kosovo. Why has 
Bosnia proved to be a relative success story for NA- 
to, while Kosovo is turning out to be much tougher 
than expected? 

NATO’s morale, and international prestige, 
soared sky-high after the alliance ended three years 
of fighting in Bosnia (by bombing and shelling the 
Bosnian Serbs, but also offering them decent peace 
teyms). It then deployed a peacekeeping force which 
enforced the ceasefire and helped to nurse a new, 
loosely-articulated Bosnian state into life. The firm- 
ness of NATO's approach was widely contrasted 
with the muddle and indecision of the United Na- 
tions’ effort to mitigate the fighting in Bosnia. In ret- 
rospect, it seems clear that NATO’s success in Bosnia 
prompted its leaders to underestimate the difficulty 
of making peace in Kosovo. 

The two conflict zones had something in com- 
mon: in both cases, Slobodan Milosevic had con- 
jured up the genie of Serb nationalism and then pre- 
sented himself as the only person who could keep it 
under control. But there was also a crucial differ- 
ence: in Bosnia, NATO was intervening in support of 
an internationally recognised government, the em- 
battled Muslim-led administration in Sarajevo. In 
Kosovo, by contrast, the alliance was lined up 
against the disputed territory’s legitimate author- 
ities. Russia, China, and the governments of many 
other large, ramshackle states were horrified by the 
idea that the rights of a persecuted minority could 


be used to justify an attack on a sovereign state. 

Nor was that the only difference. NATo’s in- 
tervention in Bosnia had not come out of the blue; it 
grew out of a carefully devised American plan to 
break out of a deep impasse which had damaged 
transatlantic relations and mocked the ideal of a 
“Europe whole and free” proclaimed after the col- 
lapse of communism. For at least a year before NATO 
intervened to break the Serb stranglehold on Saraje- 
vo and other Muslim enclaves in Bosnia, America 
had been working quietly to alter the balance of 
power on the ground by encouraging Muslims and 
Croats to stop quarrelling and unite against the 
Serbs. It had winked at arms shipments to the hard- 
pressed Bosnian government, even when they came 
from “pariah states” such as Iran. 

By August 1995, when narto aircraft began 
dropping bombs on the overstretched Bosnian Serb 
army, its Croatian and Bosnian adversaries were 
well-placed to seize the moment and advance on 
the ground until the battle-lines roughly coincided 
with sustainable peace terms. These terms were 
thrashed out in detail during negotiations in Day- 
ton, Ohio, where Slobodan Milosevic spoke for his 
erstwhile protégés, the Bosnian Serbs. Since the set- 
tlement boosted his role as a guarantor of peace, and 
gave him some hope of relief from international 
sanctions, Mr Milosevic had a strong interest in “de- 
livering” the compliance of all Serbs. 

In the Kosovo conflict, much less forethought 
was given to the likely consequences of NATO air at~- 
tacks. It was widely believed that President Milo- 
sevic might agree to NATO’s terms for a peace settle- 
ment within 24 hours of the bombs beginning to 
fall. With the luxury of hindsight, it is now clear 
there was never much prospect of him doing that, 
since he had purposefully spent the previous three 
months on a massive build-up of forces in Kosovo. 
Critics are now arguing that the Kosovo peace talks 
in Rambouillet near Paris in February were at best a 
waste of time, at worst downright harmful. It was 
obvious that the Serb side had no interest in a NA- 
TO-brokered peace; the talks simply provided more 
time for preparing the ethnic cleansing. 

In Bosnia, the western world took advantage of 
Mr Milosevic’s highly flexible brand of opportun- 
ism, capable of seizing on either peace or war. In the 
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An army of refugees wasn’t what we had in 


months leading up to the Kosovo disaster, the 
American government had given the Serb strong- 
man little incentive to co-operate; indeed, it had 
suggested publicly that it would welcome his over- 
throw. Many critics, including some Washington 
insiders, think it then failed to react quickly enough 
to signs, from December onwards, that Mr Milosev- 
ic had made a definitive choice in favour of war. 
Whether by good luck or calculation, the timing 
of NATO's intervention in Bosnia could hardly have 
been better for the alliance’s prestige. Arguments 
about western policy had been raging for the previ- 
ous three years. While hawks (mostly American) 
were calling for a forceful international interven- 
tion, doves (mostly in Britain and France) said that 
might trigger a terrible, and uncontrollable, revenge 
attack by the Serbs on beleaguered Moslem com- 
munities in eastern Bosnia. In July 1995, when the 
UN was still notionally in charge in Bosnia, Serb 
forces did exactly what had been feared, overrun- 
ning Srebrenica and killing thousands of its men- 
folk. A few weeks later, nearby Zepa suffered a sim- 
ilar fate. The fall of these enclaves was a diplomatic 
death-knell for the un’s peacekeeping mission, and 
cleared the way for narto to take over. The argument 


A desirable club 


OR MOST of the past 50 years NATO has looked 

like the sort of club countries are clamouring to 
join. The 12 nations which signed the North Atlantic 
Treaty on April 4th, 1949—the United States, Cana- 
da and ten European powers —were joined by 
Greece and Turkey in 1952, by West Germany in 
1955 and by Spain in 1982. And on March 16th this 
year the first three ex-communist countries to gain 
admission—Poland, Hungary and the Czech Re- 
public—saw their flags hoisted at NATO's Brussels 
headquarters. Such popularity attests to the club’s 
success. But remember that every new admission 
risks diluting NATO's most valuable assets: the abil- 
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mind 


that a NATO intervention would endanger the be- 
sieged Muslims of eastern Bosnia had lost its force 
because the two most vulnerable places had already 
fallen. Srebenica’s widows may still be wondering 
whether that was why western policymakers main- 
tained a deafening silence during the last few days 
before their enclave collapsed. 

If NATO's Bosnian intervention came at a conve- 
nient moment, its Kosovo campaign came at a 
hopeless time for the ethnic Albanians. In 1995, the 
Croatian and Bosnian forces had been able to act as 
“NATO's ground troops”, making instant use of the 
tactical opportunities opened up by NATo’s air and 
artillery attacks on the forces encircling Sarajevo. 
But when Nato’s latest air campaign began last 
month, the Kosovo Liberation Army, a ragtag guer- 
rilla force barely a year old, was in no position to 
take advantage of the western attacks. Besides, 
western governments would probably not have 
wanted it to, anyway, given that they have not en- 
dorsed the KLa’s goal—full independence for Koso- 
vo—and distrust its Marxist antecedents. In retro- 
spect, it seems clear that the western intervention in 
Bosnia was blessed by skill and luck; when it came 
to Kosovo, both had run out. 





ity of its integrated military structure to defend any 
part of its members’ territory and to co-ordinate the 
use of force by many nations. 

Nine of the countries attending this weekend's 
summit have already knocked on the door. They are 
Slovenia and Romania, which had hoped to join the 
first wave of enlargement; the three Baltic states, 
whose history makes them unusually impatient for 
a defence guarantee; Slovakia and Bulgaria, where 
newish pro-western governments are scrambling to 
catch up with reforms; and the weak, vulnerable 
Balkan states of Albania and Macedonia, which 
look in imminent danger of being drawn into the 
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Kosovo maelstrom. 

The summit will present the candidates with a 
“membership action plan” which lays down, in 
even greater detail than before, the sort of military 
reforms they should embark on to improve their 
chances of eventually joining. But barring a last- 
minute surprise, no country will be given a firm in- 
vitation, not even Slovenia, whose small, efficient 
military could be absorbed easily. 

One of the reasons for the lack of new in- 
vitations (though nobody will say so in public) is 
that NATO is not yet willing to pay the geopolitical 
costs of admitting the Baltic republics, which could 
exacerbate its relations with Russia even further; 
and while the Balts are being kept out, it seems un- 
fair to admit anybody else. 

Several other countries, mostly ex-Soviet re- 
publics, have expressed an interest in getting as close 
to NATO as geopolitical prudence (and proximity to 
Russia) will allow: for example, Ukraine, Georgia 
and Azerbaijan. Then there are those democratic 


countries which remained neutral during the cold 
war—Sweden, Finland and Austria—but have re- 
cently begun to co-operate more closely with NATO. 
There are also new nations in Central Asia, such as 
Uzbekistan and Kazakhstan, which are a very long 
way from the Atlantic, but would like some moral 
and material support for their embryonic armies. 

But many of the countries that had been moving 
closer to NATO have grown much more wary of the 
alliance since the bombing of Serbia began. Uk- 
raine, for example, unequivocally opposes the 
raids; like most of the rickety states that emerged 
from the Soviet wreckage, it is alarmed by the idea 
that oppressed minorities can be used as a pretext 
for other countries to attack. 

And then there is Russia itself, always the ghost 
at NATO’s feast. Before the air raids on Belgrade be- 
gan, the alliance had developed an embryonic but 
functional relationship with its old foe. There were 
Russian officers at NATO's military headquarters, 
and regular set-piece meetings between Russian 











Fault lines in the sand 


F THERE is such a thing as a geopolit- 

ical contour line, then it probably 
runs somewhere near the university 
town of Tartu in eastern Estonia, where 
a western-style defence academy, de- 
signed to bring Baltic armies up to NATO 
standards, was inaugurated last month. 
Only a few miles away lie the icy waters 
of Lake Peipus where an army of Teu- 
tonic knights perished in 1242, routed 
by a Slavic warrior-prince. Teutons and 
Slavs have been battling over these 
lands almost ever since—although the 
Estonians who dwell round here are 
neither. In 1632, Tartu became the sec- 
ond university town in the Swedish 
empire; today its atmosphere is a 
strange mixture of Teutonic central Eu- 
rope and legacies of the Soviet regime 
that held sway until 1991, including a 
sinister grey KGB building where many 
people were brutally interrogated. The 
defence academy itself was converted 
from a Soviet agricultural college—an 
unusual case, perhaps, of beating 
ploughshares into swords. 

At the opening ceremony, dignitar- 
ies from NATO governments and other 
countries, such as Sweden and Swit- 
zerland, each gave their blessing to the 
new academy, comically illustrating 
how Nato enlargement means different 
things to different people. A German 
speaker hailed the college as a triumph 
of internationalism over chauvinism, 
serving three (Baltic) countries and 
sponsored by half a dozen others. A 
French representative said the college 
affirmed the right of every country to its 
own language and identity. A Pole drew 
cheers by declaring: “The long Soviet 


night is over.” A Norwegian reminded 
the Balts, to polite silence, that they 
would somehow have to live with Rus- 
sia. General Michael Clemmesen, the 
college’s Danish commandant, said its 
creation would put the Baltic states at 
the head of the queue to join NATo. An 
American compared Estonia’s em- 
bryonic defence forces with those of her 
country’s Revolutionary army; a British 
onlooker muttered rude things about 
the burning of the White House in 1812. 
Britain’s defence secretary, George Ro- 
bertson, the most senior visitor present, 
praised the Baltic states for reforming 
their armed forces but was careful to 
avoid making any promises about NATO 
membership. 

Behind all the bonhomie, some of 
the ambiguity behind western policy 
towards the Baltic states, and NATO en- 
largement in general, showed through. 
Western messages for the Balts, and 
other would-be Nato members, all re- 
ferred to the amount of “progress” they 
had made towards membership, as 
though the quality of their air-defence 
systems, or the efficiency of their arms- 
buying bureaucracy, was the only thing 
that mattered. One of the convenient 
things about judging candidates by their 
suitability—as opposed to the moral or 
geopolitical imperative to defend 
them—is that, in some respects, they 
will always be unsuitable. 

Particular attention is paid to the 
candidates’ degree of “readiness” to 
serve in NATO-led coalitions or UN mis- 
sions. The creation of BALTBAT, a battal- 
ion of peacekeepers from Estonia, Lat- 
via and Lithuania who use English as 


their common language, is a source of 
pride among the region’s fledgling ar- 
mies; so has been its deployment in 
Bosnia. But everybody knows that 
“readiness” is not the only criterion by 
which the Baltic states’ application to 
join NATO will be judged. Western 
countries always have to consider 
whether they are prepared to guarantee 
the defence of these small countries 
against a resurgent Russia. 

In the college’s Baltic Defence Re- 
view, a new journal, these points are 
made more bluntly. If the Baltic repub- 
lics achieve their aim of fielding five bri- 
gades each, their combined defences 
will “not be negligible” against a Rus- 
sian army with six to eight fully 
equipped divisions, writes Robert Dals- 
jo, a Swedish defence consultant. But he 
notes that most western governments, 
although happy to help Baltic armies to 
acquire light weapons and hone their 
peacekeeping skills, have not been will- 
ing to provide the means to head off a 
Russian invasion: anti-tank or anti- 
aircraft weapons. 

In the same publication, a Lithua- 
nian defence planner expressed mild 
exasperation over NATO’s filibustering. 
Applicants were first presented with a 
list of 10-12 “inter-operability goals”; 
then with another 30 to 40; and all the 
time, NATO was careful not to imply 
that this was an exhaustive or sufficient 
list, so that applicants would not be able 
to say: “We have done everything you 
asked us, so now let us in.” In fact, the 
writer points out, full inter-operabil- 
ity—which requires unity of command 
and a high degree of intelligence-shar- 
ing—would be possible only inside the 
alliance. NATO's demands, he observes, 
have been “like a never-ending game”. 
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ministers and diplomats and their Nato counter- 
parts. A loose NATO-Russian partnership, agreed on 
nearly two years ago after much bargaining, was 
hailed as a sign that Russia would not place insu- 
perable obstacles in the way of NATO's enlargement. 
Now all those achievements lie in ruins. Russia has 
frozen all co-operation with the alliance and is like- 
ly to object strongly to any further moves to extend 
the western club eastwards. 

In short, the war with Yugoslavia has compro- 
mised NATO's ability to present itself as an endlessly 
bountiful distributor of strategic and military gifts, 
in carefully measured doses, to all manner of Eu- 
ropean nations and ex-Soviet republics. NATO will 
now have to use every ounce of its diplomatic skill 
to salvage some of its image as a smiling, generous 
donor of military largesse—a role which it had de- 
veloped, in recent years, into a fine art. NATO's suc- 
cess at “defence diplomacy” was made possible by 
its understanding of some of the most keenly felt 
needs of its former foes in the communist camp. 

As NATO discovered, the battered, demoralised 
defence forces of the former communist world, and 
most of their civilian masters, have a strong desire 
for things that only naro can give them: help with 
planning, equipping and training a modern army, 
with decent information technology and logistics, 
and with communicating (linguistically and in oth- 
er ways) with western counterparts. Many old com- 
munist soldiers also long for the chance of hob- 
nobbing with officers who are properly paid and 
equipped but treat them with respect. 

In the course of thousands of joint exercises, 
seminars, teach-ins, training courses and, above all, 
the practical experience of multinational peace- 
keeping in the Balkans, narto has been able to im- 
part those gifts in large and small amounts, to more 
and less favoured friends. Partnership for Peace is 
an ingenious, open-ended programme under which 
countries in Europe or the former Soviet Union can 
virtually choose for themselves how intense they 
want their relationship with nato to be. For very 
close partners, and likely future members, NATO can 
virtually take over the defence-planning process; 
with remote acquaintances, the alliance can hold 


Paddling partners for peace 


worthy seminars on how to cope with civil emer- 
gencies or defence-related pollution. 

In the course of doling out help in many direc- 
tions, NATO has become an artful presenter of its 
wares. It knows how to make rather substantial 
moves seem innocuous, and empty gestures seem 
full of meaning. For example, most of the would-be 
NATO members in Central and Eastern Europe have 
been endowed with an American-inspired “air- 
space management system”, which ostensibly has a 
civilian purpose. Only on closer inspection does it 
become clear that these gifts could lay the basis for a 
unitary air-defence system. On the other hand, for- 
mal discussions with Russia about military doctrine 
or non-proliferation, however interesting they may 
sound, often turn out to be nothing more than a re- 
hearsal of well-known views. 

This sort of presentational skill will be needed in 
abundance if the guests at the Washington sum- 
mit—NATo members old and new, plus all members 
of the Partnership for Peace—are to go away satis- 
fied. Perhaps it is just as well that the White House 
has got better at choreographing diplomatic events 
since the advent of the television age. The original 
Washington treaty, to the embarrassment of Presi- 
dent Harry Truman, was signed to the strains of a 
Gershwin song called “I’ve got plenty of nothing.” 





Checks and balances 


NE of nato’s problems has been that defence 

doctrines and institutional cultures adjust very 
slowly, but security environments can be trans- 
formed with bewildering speed. The events of a sin- 
gle day—such as Iraq's invasion of Kuwait, a missile 
launch by North Korea or the onset of war with Ser- 
bia—can easily invalidate the cosy assumptions of a 
decade. 

1999 was meant to be a year when NATO made 
great strides on a number of fronts. This weekend's 
summit would reaffirm a renewed Atlantic alliance, 
growing steadily in size and scope, as the founda- 
tion stone of Europe's security. Then, at a summit in 
June between America and the European Union, 
obstacles to transatlantic trade would be swept 
away, and both sides would commit themselves 
anew to fighting bad things like drugs, thugs and 
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pollution. And finally, at a conference in Istanbul in 
the autumn, the Organisation for Security and Co- 
operation in Europe would be reaffirmed as a tool 
for pre-empting conflict and curing its after-effects 
by promoting democracy, human rights and civil 
society. 

It sounded too good to be true, and so it was. 
With the Balkans on fire, the leaders of the western 
world will be doing well if they can maintain any- 
thing like business as usual. Arguably events such as 
the recent mass resignation of the European Com- 
mission have made Nato stand out even more as 
one of the success stories of post-cold-war diploma- 
cy and European integration. 

All the same, though, the emphasis at the NATO 
summit will be less on bold new horizons than orig- 
inally planned, and more on consolidating achieve- 
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ments and keeping the show on the road. One out- 
come will be a new “Strategic Concept”, designed to 
replace a document drafted rather hastily in No- 
vember 1991 as the world was still reeling from the 
Soviet collapse. The new document will reaffirm 
NATO’s main job of defending its members’ territory 
(under article 5 of the Washington treaty); but it will 
also proclaim the principle—already established in 
practice by Bosnia and Kosovo—that out-of-area 
peacekeeping operations, not covered by article 5, 
are important too. But not too far out of area: the 
Europeans have resisted anything that gives the im- 
pression of encouraging NATO to act as a global po- 
liceman. Although some influential American fig- 
ures want NATO to evolve in that direction, senior 
officials in Washington have assured their Europe- 
an counterparts that they are not looking for mil- 
itary help in Haiti or Indochina. Peacekeeping in the 
Caucasus, or rescuing civilians from a disaster in 
Africa, might be a different story. 


A little bit nuclear 


Cautious Europeans have seen to it that there will 
be no radical redefinition of article 5, of the sort that 
could dragoon them into joint operations against 
terrorists or proliferators of non-conventional war- 
heads or missiles. Wary Americans (and Britons) 
have resisted calls from cautious, greenish folk in 
Germany and Canada for downgrading the role of 
nuclear deterrence in NATO’s military doctrine. This 
reluctance has been a disappointment to many on 
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Ready for any eventuality? 





the European left, who have been calling for a NATO 
promise that it will not be the first to use nuclear 
weapons in a conflict. During the cold war, NATO al- 
ways argued that it had to keep the nuclear option in 
reserve because of the Warsaw Pact’s conventional 
superiority; now it is Russia that might be tempted 
to rely more heavily on battlefield nuclear weapons 
to make up for the weakness of its regular forces. 

The Pentagon insists that now is not the mo- 
ment to tie itself down on the way it might use its 
nuclear weapons. At a time when rogue states, and 
possibly terrorist groups under their patronage, are 
bent on acquiring nuclear, chemical or biological 
devices, it is better to keep them guessing about the 
sort of retaliation they might expect. In practice, the 
importance of nuclear weapons in the alliance’s 
day-to-day thinking has already been sharply 
downgraded. In cold-war days there were tens of 
thousands of battlefield nuclear weapons in Eu- 
rope; now there are around 200. In the words of one 
senior diplomat (who, as it happens, opposes 
changing NATO's doctrine): “Nuclear weapons have 
been put in a small box somewhere in the corner, 
and that is where they should stay.” 

Over the years, NATO has often reacted with 
commendable speed to unexpected circumstances, 
whereas in more peaceful times it has shown inertia 
and attachment to old doctrines and habits of di- 
plomacy. The alliance provides ample evidence to 
support the old saying that there is nothing so per- 
manent as a temporary arrangement. Take the 
sprawling, featureless edifice on the outskirts of 
Brussels which houses Nato’s political headquar- 
ters. With its long, low corridors and antiseptic at- 
mosphere, it still feels like the hospital it used to be. 
Only the clusters of Italian carabinieri, American 
marines and British bureaucrats—all conforming 
perfectly to national stereotypes—indicate the pres- 
ence of an important multinational bureaucracy. 
NATO moved there in a hurry in 1966, after France’s 
dramatic withdrawal from the alliance’s military 
wing, but the building has served well enough for 
some important moments in modern diplomacy. In 
the past few months a prefabricated building has 
gone up to provide offices for the newly arrived 
Poles, Hungarians and Czechs. The plan is to re- 
house the entire headquarters in more dignified 
premises soon, but nobody would be surprised if in 
a decade’s time prefabricated quarters were still be- 
ing erected for new NATO members. 

With such a talent for inspired improvisation, 
and so little inclination to make changes that are not 
urgently needed, it was never realistic to expect NA- 
TO to transform itself before it was confronted by a 
clear and present danger. Now that danger is at 
hand—a war with Serbia that has proved more in- 
tractable, and more costly in human and diplomatic 
terms, than anybody had expected. Its outcome will 
have huge, incalculable repercussions for NATO's 
ability to shoulder a whole series of new, self- 
imposed tasks: projecting stability in Europe, co- 
operating with an ever-broadening range of coun- 
tries, heading off emerging threats such as terrorism, 
rogue missiles and non-conventional weapons. But 
at this moment, the thing uppermost in NATO's 
mind is how to bring the stand-off with Yugoslavia 
to a satisfactory conclusion. 
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We wanted to switch on more people to our 
home entertainment products. To give our 
business a surge of energy. Easy access to 1.5 
billion new consumers seemed like 2 good place to 
start. A stable tax-free business environment free 


of bureaucracy was another obvious attraction, As 
was the easy availability of labour, warehouses, and 
a sophisticated infrastructure. World class port 
facilities, close proximity to an international 
airport, efficient administrative and engineering 


services, and unbeatable business incentives within 
a growing economy completed what we felt were 
the ideal set of components. And since we moved 
down to the jebel Ali Free Zone, our fortunes 
seem to have gone only one way. Up 
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BRITAIN 


The recession that never was? 


The British economy as a whole will probably just avoid recession. But parts 


of the country are having a rough time 


TIS hard to believe that only a few months 

ago Britain was suffering from a severe at- 
tack of the economic jitters. The world econ- 
omy faltered and stockmarkets tumbled just 
as the country was labouring under increas- 
ed interest rates and the strength of sterling. 
According to surveys, business confidence 
crumbled to levels last seen just before the 
deep recessions of the early 1980s and early 
19908. Retailers also complained of a slump. 
Recession loomed. 

And then faded. This spring, the extreme 
gloom of the autumn’s surveys has disap- 
peared. The Office for National Statistics 
(ons) says that the economy grew, if only by 
0.1%, in the last quarter of 1998. Most econo- 
mists expect the ons’s first, rough estimate of 
growth in the first quarter of 1999, due on 
April 23rd, to show a similar tiny increase. 
Given that economists reckon these to have 
been the two weakest quarters, it seems that 
Britain may have escaped a technical reces- 
sion—ie, two consecutive quarters of nega- 
tive growth. If this turns out to be correct, it 
will be the first time since the 1960s that eco- 
nomic downturn has not also meant out- 
right recession. 

Economists’ forecasts for 1999 are look- 
ing more optimistic. Those who were pre- 
dicting recession no longer are. David Mack- 
ie of J.P. Morgan, who had expected cpp to 
fall by 0.5% this year, now expectsit to rise by 
0.6%. Economists at Deutsche Bank have 
upped their forecast from zero (including a 
fallin Gop in the first half of the year) to0.7%. 

On top of this, data published this week 
hardly suggested an economy peering into 
the abyss. True, as might be expected in a 
slowing economy, unemployment rose: but 
only by a little, to not far off its recent 18-year 
low. More surprising, employment kept on 
rising: a record 27.3m Britons were in work 
in the three months to February, 80,000 
more than in the previous three months. 

In part, the lifting of the gloom is the re- 
sult of pure luck: the world economy and fi- 
nancial markets did not melt down after ail. 
It also reflects apt policy. British interest 
rates have been cut from 7.5% in October to 
5.25% now. This has done much to convince 
Britons that the sky is not about to fall in. 
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This, in turn, is the reward for low inflation 
in recent years: in past downturns, rates 
could not be cut the moment trouble ap- 
peared, because inflation was too high. 

In addition, British industry has made a 
better fist of dealing with a high pound and 
failing foreign markets than past form sug- 
gested. Given the state of last year’s surveys, 
says Mr Mackie, manufacturing output 
should have fallen by 5% or more. Nowa fall 
of half that looks more likely. How come? 

One reason is that having endured a 
high pound for a couple of years, business 
has got used to it. “We've come to terms with 
hot increasing our prices,” says Richard 
Brucciani, chairman of Pal International, a 
Leicester maker of chefs’ hats and chemical 
wipes. The firm has become more efficient; 
and more factory space has been devoted to 
making the wipes, which command a higher 
margin than the hats. 

Even-so, there are several reasons for 
keeping the lid on economic optimism. 
Those of technical mind point out that it is 
too soon to tell whether Britain has escaped 
recession. The ons has underestimated 
downswings in the past. Government 
statisticians now say that in 1998 economic 
growth slowed more sharply than they first 
thought. Indeed, their Gor figure for the last 
quarter of the year is 0.5% below their first 
guess, After more revisions, it may yet turn 
out that the economy has shrunk a little. 

Second, whether the economy has es- 
caped technical recession or not, it is grow- 
ing sluggishly by any standards. cpr has 
been virtually flat for six months, and few 
economists expect it to grow much this year. 
Unemployment, despite this week’s wel- 
come figures, looks sure to rise. 

Third, your view of how well the econ- 
omy is doing depends a great deal on where 
you live, and the industry in which you 
work. The brunt of Britain’s slowdown has 
been borne by exporters, squeezed by weak 
demand in some foreign markets and the 
strength of the pound. Broadly, this has 
placed a far greater burden on manufactur- 
ers than on service providers: although total 
employment has grown, the number ofem- 
ployees in manufacturing has fallen by 


























140,000 in the past year. Regions with an 
above-average dependence on manufactur- 
ing can expect a correspondingly thin 1999. 
Thus Business Strategies, a consultancy, 
expects the British economy togrow by 0.8%. 
But while the economy of south-east Eng- 
land, including London, might grow by 2% © 
this year, those of Scotland and the North- 
East will shrink and Wales and the West 
Midlands will grow by less than 0.5%. Sur- 
veys by the British Chambers of Commerce 
show that service companies in London 
have bulging order books, while manufac- 
turers in the metal-bashing West Midlands 
are struggling. : 
Russell Luckock, chairman and manag- .. 
ing director of A.E. Harris, a Birmingham ` 
firm, established in 1880, that makes “any- 
thing in metal’ from. car components. to 
parts for musical instruments, says that 
firms like his have few bright spots, apart 
from making parts for trains now that rail- 
way firms are investing in rolling stock. “But 
in the car trade, or any- 
thing else, you’re ab- 
solutely in trouble.” 
Hereelsoffa list of col- 
lapsed export mar- 
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kets for the region’s engineering firms: the 
Pacific rim, Russia, Brazil. In the past two 
years, says Mr Luckock, the share of hiscom- 
pany’s output sold abroad has shrunk from 
10% to 2%. Turnover has stayed at £5.2m; 
new work has come at the expense of other 
firms. He now employs 130 workers, down 
from 187 two years ago. 

There is an extra reason for caution 
about Britain’s economic prospects. Last au- 
tumn, bad international news turned to 
worry about the domestic economy with 


striking speed. Granted, there are reasons for 
feeling safer now—not least lower interest 
rates, the speed of the Bank’s response and 
the new adaptability of much of British 
business. But financial markets are still on 
edge: on April 2oth, frightened by a fall on 
Wall Street, the Tse 100 index fell by 3%. The 
pound remains stubbornly strong, at 
around 66 pence to the euro (or DM2.96 to 
the pound). And Britain’s biggest trade part- 
ner, the euro area, is still weak. It will be a 
slow year. It may be a nervous one, too. 

— a 





The Tories 


Untrue blues? 


Why the Tories are defending the welfare state 


ETER LILLEY, the Tory party’s deputy 

leader, is a champion of free markets and 
an apostle of Thatcherism. But on April 
2oth, Mr Lilley celebrated the 2oth anniver- 
sary of Lady Thatcher’s first election victory 
by proclaiming the limits to the role of free 
markets. He not only ruled out privatising 
health and education, but even committed 
his party to spending more public money on 
them. 

Mr Lilley’s speech was driven by the 
polls. The Tories remain stuck stubbornly at 
around 30% support. And Tory internal 
polls show that voters place far more trust in 
Labour’s ability to handle health and educa- 
tion—which is tricky, since many voters also 
identify these as the key issues. So the Tories 
have decided that they may never be elect- 
able, unless they can do a more convincing 
job of countering the charge that they secret- 
ly want to privatise everything—including 
the health service and the schools. 

Some Tory strategists liken their debate 
on health and education to Labour's old in- 
ternal struggle over nationalisation. Clause 
four of Labour’s old constitution committed 
the party to nationalising the means of pro- 
duction. In practice, it is unlikely that any 
post-Thatcher Labour government would 
have renationalised privatised industries in 
which hundreds of thousands of voters held 
shares. But removing clause four was a vital 
symbol of the modernisation of the Labour 
Party, and a key step in making it electable. 

Health and education, says the Tory 
leadership, are their clause four. Some Tory 
supporters would still like to rein back pub- 
lic spending on health or education, and 
were spluttering from their armchairs after 
Mr Lilley’s speech. But even during the hey- 
day of Thatcherism, practical politics made 
it impossible for the government to attempt 
this. Indeed, Tory governments have in- 
creased health spending faster than Labour 
ones, and Lady Thatcher herself declared 
that the nus was safe in her hands. If it will 
never be politically possible to cut taxpayer 
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Et tu, Lilley 


funding for health and education, say the 
Tories, you might as well make a virtue out 
of supporting publicly-financed health and 
education. This is not, say Tory leaders, a be- 
trayal of Thatcherism. Thatcherism was 
about privatising nationalised industries 
and curbing the unions—not about short- 
changing patients and pupils. 

But if the Tories never planned to priva- 
tise the health service, why do voters so dis- 
trust them? The answer, says Mr Lilley, is 
that Tories talked the wrong language. In 
health, for example, the Tories gave family 
doctors control of their own budgets. But by 
christening this policy “the internal mar- 
ket”, the Tories may have scared patients in- 
to thinking that their health needs would be 
less important than profits. 

Mr Lilley wants to reassure voters that 
the Tory commitment to health and educa- 
tion is based on principle as well as expedi- 
ency. Conservatives, he says, have always 
accepted an obligation to help the poor, the 
sick and the ill-educated. Poor people will 


have less money than rich people to buy ser- 
vices for themselves, and may find it more 
expensive to buy insurance. So the state has 
to step in to fill a gap in the market. 

Fine. But all that extra money for health 
and education will have tocome from some- 
where. And as Mr Lilley was speaking, Wil- 
liam Hague, the Tory leader, was promising 
at a dinner in Lady Thatcher’s honour that 
he would “re-establish the economic and 
moral case for low taxation.” 

Double-think? Probably. Mr Hague 
praised a new pamphlet* from a Tory think- 
tank which argued that accounting and ad- 
ministrative changes—merging government 
departments and ending the overlap be- 
tween taxes and benefits—could slash taxes 
and still leave extra money for health and 
education. In practice, cutting taxes requires 
tough choices, not financial jiggery-pokery. 
Shrinking the state while expanding health 
and education looks a difficult double act. 

Public funding, however, does not rule 
out private delivery, nor do the Tories want 
it to. Mr Lilley wants to empower teachers 
and doctors at the expense of bureaucrats 
and local authorities, and to encourage 
choice and diversity. The Tories deplore the 
limits Labour has placed on choice in educa- 
tion—new controls on self-governing 
schools, the abolition of assisted places in 
private schools, and the threat to the remain- 
ing selective grammar schools. 

The Tories intend to unveil a platform of 
new policies thisautumn—Mr Lilley isin the 
middle of a nationwide consultation exer- 
cise dubbed “Listening to Britain”. Yet some 
senior Tories whisper that it would be rash to 
differ from Labour just for its own sake. At 
the moment, to be trusted more than Labour 
on health and education is a pipe-dream. It 
would be a huge achievement just to erase 
Labour's lead on these issues. If voters can- 
not spot the difference between Labour and 
Tory policies on health and education, Tory 
spokesmen are unlikely to be making a huge 
effort to point them out. 


*The War of Independence”, Maurice Saatchi and Peter 
Warburton, Centre for Policy Studies, £7.50 





London 


Des res 


N PORTOBELLO ROAD, noted one vis- 

itor, nothing can be heard but “the notes of 
the linnet, the lark and the nightingale.” That 
was in the 1820s. For much of the past year, 
Portobello Road, now a trendy shopping 
street in west London, has heard little except 
people saying “action” and “cut.” “Notting 
Hill”, a heavily-promoted romantic com- 
edy, opens at the end of May. Hugh Grant, a 
floppy-haired English actor, plays a floppy- 
haired English bookseller. He falls in love 


THE ECONOMIST APRIL 24TH 1999 


with Julia Roberts, an international film 
star, playing an international film star. 

The verisimilitude, some would say, 
stops there. For “Notting Hill”, arguably, 
does not take place in Notting Hill atall. Both 
Mr Grant’s bookshop, and his house on 
nearby Westbourne Park Road, are some 
way away from the stuccoed Italianate villas 
on the main hill. Local estate agents, how- 
ever, are none too fussy. Hoping that the film 
will inspire a further spike in house prices, 
they are happy to bestow the Notting Hill 
nameon anything they can get away with. 

It was not always so. In the 1840s, west 
Notting Hill became known as “the piggeries 
and potteries” from its main trades. With the 
lowest life-expectancy in England, it was 
condemned by Dickens as “a plague spot”. A 
map of 1841 limited Notting Hill to a couple 
of blocks. At that time, promoters of the Hip- 
podrome—a former racecourse covering the 
centre of today’s Notting Hill—tried toclaim 
it was in more fashionable Bayswater, a mile 
or so to the east. Locals also went into denial. 
In 1893, Notting Hill Square was rechris- 
tened Campden Hill Square by socially am- 
bitious residents. 

In the 1950s Notting Hill became one of 
the main London magnets for new arrivals 
from the West Indies. There were race riots 
in the late 1950s—and in the 1960s the area 
became known as the stamping ground of 
Peter Rachman, a notorious slum landlord. 
But just as Notting Hill’s reputation threat- 
ened to reach a nadir, the rich began to infil- 


trate the area. Rastafarians were 
joined by “trustafarians”—the young 
and idle supported by trust funds— 
followed, after an interval, by bank- 
ersand film stars. They were attracted 
by Notting Hill’s central location, 
large houses and communal gar- 
dens—and by the raffish lifestyle as- 
sociated with the area. Notting Hill 
became famous for its carnival, a 
weekend-long pageant of Afro-Ca- 
ribbean culture. And the area as a 
whole still relishes its ethnic, multi- 
cultural, bohemian, seedy-chic im- 
age—a hotch potch of quaint antique 
shops, market stalls and vibrantstreet 
life. 

But Notting Hill's success may be 
its own enemy. The influx of well- 
heeled residents is destroying the 
characteristics that attracted them in 
the first place. In some parts of Notting Hill, 
house prices have tripled in four years. Even 
Hugh Grant’s dubiously Notting Hill house 
in the film, in real life owned by writer-di- 
rector Richard Curtice, is being sold for over 
£1.3m ($2.1m). John Rowe of Notting Hill 
Books, a local bookshop, scoffs at the notion 
that a real-life bookseller could afford it. In- 
deed, many old traders are being driven out 
by trendy fashion shops, like the newly-ar- 
rived Paul Smith, Agnés B, and Jigsaw. And 
Notting Hill is even losing its multiracial 
character. Many of the streets once dominat- 
ed by West Indians have been steadily gen- 











| The saint and the scorpions 


De NOT let daylight in upon magic, 
said Walter Bagehot. But how illumi- 
nating when somebody does. This is espe- 
cially the case when the light falls for once 
noton Britain’s beleaguered royals buton a 
dysfunctional family that really does run 
Britain, namely the handful of chums at 
the top of Tony Blair’s New Labour gov- 
ernment. A new biography of Peter Man- 
delson*, the prime minister's prime cour- 
tier until his resignation from the cabinet 
last Christmas, paints a picture of Blairism 
that is more Cosa Nostra than Camelot. 
Mr Mandelson was known to be a 
complex and often paranoid member of 
the government even before stepping 
down as trade secretary after the revela- 
tion that he had borrowed £373,000 
($630,000) from another minister, Geof- 
frey Robinson, to help buy a house. This 
biography by Donald Macintyre of the In- 
dependent has clearly been written with its 
subject’s help. Supposedly part of a clever 
campaign by Mr Mandelson to rehabil- 
itate himself, it documents the vain and 
vindictive emotions that have long made 
the relations between Mr Blair, Gordon 


Brown, the chancellor, and Mr Mandelson 
into a vicious triangle. 

The viciousness pre-dated New La- 
bour’s election in 1997. At meetings well 
before then, Mr Brown—allegedly jealous 
of Mr Mandelson’s influence on Mr 
Blair—would act as if Mr Mandelson were 
not present, addressing all his remarks to 
Mr Blair. At one meeting in 1996, Mr Man- 
delson felt so slighted by Mr Brown that he 
flounced out, slamming the door behind 
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Down the Portobello 


BRITAIN 








trified. It is significant that none of the main 
characters in “Notting Hill” is black. 

But perhaps the spirit of Notting Hill will 
not die but migrate. Islington, Camden and 
Kensal Rise to the north, and Shepherd’s 
Bush to the west, offer a similar bohemian 
feel at a fraction of the cost. Estate agents 
mutter darkly about potential purchasers 
heading elsewhere rather than pushing local 
house prices even more vertiginously high. 
So the next “Notting Hill” may unambigu- 
ously be outside Notting Hill. Keep a wary 
eye out for film crews in Islington. 

+ m 








him. Mr Blair later wrote to his aggrieved 
lieutenant appealing for an end to the “Ti- 
tanic but ultimately irrelevant personality 
feud” between two people who were in 
their different ways “the most brilliant 
minds of their generation”. Mr Mandelson 
responded by passing on a report that 
“Gordon is determined to kill me before 1 
destroy him.” One member of the Brown 
camp likened Mr Mandelson and Mr 
Brown to “scorpions in a bottle”, only one 
of whom would crawl outalive. 

The only person to crawl out of this ac- 
count with credit is Mr Blair himself. He 
comes over as a saintly figure striving des- 
perately to end the bad feeling between 
“the two people that have been closest to 
me for more than a decade.” Indeed, he 
looked after his old friend even after Mr 
Mandelson’s Christmas resignation, invit- 
ing the disgraced trade secretary (and his 
gay Brazilian lover) to a commiseration 
dinner and overnight stay at Chequers, the 
prime minister’s country residence. It is 
hard to understand how Mr Mandelson 
expects this embarrassing biography to 
smooth his way back into office. 


*“Mandelson: The Biography”, by Donald Macintyre, 
HarperCollins, £19.99 
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The shadow over Westminster 


N FACETIOUS mood a week ago, this column wondered whet- 

her Tony Blair had thought through to the bitter end every last de- 
tail of NATO’s strategy against Serbia. This week, Bagehot dofts his 
cap. Whether the strategy was thought through or not, Mr Blair is 
sticking to it. More: having been one of a dozen nato leaders impli- 
cated in the war’s grand design, the prime minister has not just re- 
sisted but actively cast aside what must be a powerful temptation to 
take cover behind collective responsibility. At naro headquarters 
in Brussels, on visits to British air crews, and now in Washington, he 
has shown an almost Thatcherite determination to emphasise the 
justness of the cause and screw the alliance’s courage to the sticking 
place. Baroness Thatcher is said to have stopped George Bush from 
going “wobbly” in the Gulf; Mr 
Blair may hope to perform a similar XS 
service for Bill Clinton. It may help Si a 
that the old lady is spurring the KS ea z 
prime minister on. This week she WO. aa 
knocked away the legs from under I EN \ f 
William Hague (this is becoming a WUL i 
habit) by arguing for the ground Nia ii 
war which the Tory leader had been 
stoutly telling Mr Blair to resist. 

It is brave of Mr Blair to inten- 
sify his advocacy of a war which so 
many of its other architects are be- 
ginning to lose faith in. He is genu- 
inely revolted by the Serbian atroc- 
ities in Kosovo. Who could not be? 
But for a war to be just, it must also 
be judged capable of achieving its 
aims. If a war has no hope of suc- 
ceeding, continuing to prosecute it 
at calamitous cost not to your own 
servicemen but to its supposed ben- 
eficiaries in Kosovo begins to look 
less like courage than wanton obsti- 
nacy. So the prime minister has a 
difficulty. He is carrying popular 
opinion with him. But the more 
successful he is in persuading Brit- 
ons of the war’s high purpose, the 
less plausible it becomes to rule out 
a fight on the ground just because 
such an enterprise would be haz- 
ardous and costly. A British leader who invokes the spirit of 1940 is 
not expected to flinch from the necessary price in blood, toil, tears 
and sweat. 

The trouble is that Britain may not be able to pay such a price, 
even if its people wanted it to. Perhaps (history does not yet record) 
Baroness Thatcher really did persuade Mr Bush to go to war to res- 
cue Kuwait from Saddam Hussein. But if so, that was the high point 
of British influence on that conflict. Its actual military contribution 
to the final battle was small—a single armoured division, plus pin- 
prick raids by commandos (several of whom were captured) and 
Tornado bombers (a disproportionate number of which were shot 
down). The same imbalance applies now in the Balkans, notwith- 
standing last year’s strategic defence review, which argued for re- 
taining an ability to project British power overseas. Of 1,000 or so 
aircraft committed in Kosovo, about 800 are American. Even after 
reinforcement, there will be only about 8,000 British troops in Ma- 
cedonia, far too few to play more than a token part in a war against 
the Yugoslav army. True, Britain is the only American ally to pos- 











sess cruise missiles. It is reported that one fired by Splendid, its 
sole cruise-equipped submarine, failed to explode. Its carrier, In- 
vincible, is armed with unwanted anti-shipping helicopters and 
the wrong sort of Harriers, designed for air superiority rather 
than ground attack. 

These weaknesses are recited here not in order to argue 
against intervention in Kosovo, and still less in order to disparage 
the professionalism of Britain’s servicemen, which may well be 
exemplary. Itis all too easy for governments at war to accuse their 
critics of appeasement, or a want of patriotism. One minister, 
Clare Short, was at that old game this week when she called 13 La- 
bour backbenchers who had dared to vote against the govern- 
mentlinein the House of Commons 
“a disgrace to the Labour Party”, 
who would not have stood up to 
Hitler. This accusation is itself dis- 
graceful. Naturally, some parlia- 
mentary critics of the Kosovo cam- 
paign have their recognised 
eccentricities. A former Tory de- 
fence minister, Alan Clark, thinks it 
an outrage to bomb “a brave and 
Christian people who have never 
injured or even threatened a British 
citizen.” The judgment of Tony 
Benn, a former Labour minister, 
seems fogged by a hatred of Ameri- 
ca. But most mes who own up to an 
unease about the war do so for the 
obvious reasons: that the bombing 
has failed, and Nato appears to 
have no other way short ofa ground 
invasion to stop the Serbs from evic- 
ting the remaining Kosovars. 

Gradually, the government is 
abandoning its belief that wato will 
not have to fight its way in. But it 
does not favour a full invasion. Is 
there a third way? In the House of 
Commons this week the foreign sec- 
retary, Robin Cook, conceded that 
he could imagine circumstances in 
which Slobodan Milosevic had not 
yet admitted defeat but in which his 
forces were in retreat and unable to put up much of a fight. You 
can see at once the special appeal to Mr Blair of such an eventu- 
ality. If only an unopposed invasion by relatively light forces 
could do the business. Then Britain could be seen to pull its 
weight, despite having relatively little military weight to pull. 

This new idea for a lightweight invasion, if that is what it 
amounts to, smacks dangerously of wishful thinking. Each of the 
Nato allies has salutary lessons to learn from events in Kosovo so 
far. Bill Clinton should have learnt that high-tech weapons fired 
froma safe distance do not scare every adversary into immediate 
submission. If the attitude of General Norman Schwarzkopf be- 
fore the Gulf war is any guide, his generals are probably telling 
him now thata half-hearted invasion of Kosovo with light forces 
would be a disaster. It may suit Mr Blair, who leads a middle- 
sized country with leadership ambitions beyond its military 
muscle, to argue otherwise. Perhaps he will tell Mr Clinton that 
European forces can do the ground job alone. Heaven forbid. In 
war, as the old saw goes, moderation is imbecility. 
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European telecoms in a tangle 


BERLIN, ROME AND PARIS 


Europe’s former telephone monopolies are struggling to adapt to competition. 


Merging with each other won’t make the task any easier 


VER since Olivetti launched a hostile 

takeover bid for Telecom Italia in Febru- 
ary, there has been feverish speculation 
about a white knight coming to the rescue. 
As it turns out, one was already riding in: 
Italy’s privatised former telecoms monopo- 
ly had been holding merger talks with 
Deutsche Telekom, its opposite number in 
Germany, for weeks, if not months, before 
Olivetti launched its daring raid. On April 
2ist Telecom Italia’s board backed a share- 
swapping merger with the Germans that 
values the Italian group at $70 billion, a full 
$5 billion more than Olivetti had been offer- 
ing. If Telecom Italia and Deutsche Telekom 
get their way, they will create a telecoms 
monster with a market capitalisation of 
about $175 billion and 300,000 employees. 

If. The German government still owns 
74% of Deutsche Telekom, following the 
firm’s partial flotation in 1996. Worried that 
the deal would amount to nationalisation by 
a foreign government, the Italians asked the 
Germans to sell their stake quickly or at least 
to give up their voting rights. Although Ger- 
man politicians would not agree to either 
condition, the government has promised to 
remain “hands off”. Even if this concession 
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is enough, the deal could still irk investors 
and raise regulatory questions. Europe's 
competition commissioner, Karel Van 
Miert, has said it is certain to face a lengthy 
probe. So the deal may yet die. 

Yet whatever the result, the two lumber- 
ing ex-monopolies’ behaviour is testament 
to how fast-changing and brutal the tele- 
coms business has become in Europe since it 
was fully liberalised last year. For make no 
mistake, this is a defensive merger. As full- 
blown competition begins to take effect, the 
old guard is feeling terribly insecure. 

And with good reason. British Telecom, 
which 15 years ago became the first big Euro- 
pean operator to be privatised, was gradual- 
ly exposed to competition, and at a time 
when telecoms markets were more stable 
and prices higher than they are today. Now, 
itis worth about as much as Deutsche Tele- 
kom—with a workforce that is smaller than 
Telecom Italia’s (see table). Life has been har- 
der for national operators on the continent, 
where deregulation has arrived faster, amid 
cut-throat competition and tumbling inter- 
national call rates. A mere 18 months ago, 
few national telephone companies in Eu- 
rope were competing in liberalised markets 





or had even been privatised. Today, all are 
suffering as they lose business to nifty rivals. 

Deutsche Telekom’s predicament is par- 
ticularly dire. Having been saddled with 
huge debts from upgrading eastern Ger- 
many’s telephone network, it was exposed 
to ferocious competition at the start of 1998, 
thanks to a vigorously pro-competition reg- 
ulator. German customers can now choose 
from more than 50 fixed-line operators, 
whose services are available at any time, 
without customers having to register with 
them first. What with this and a continuing 
price war, Telekom has lost almost a third of 
its long-distance business and a smaller but 
growing slice of its international traffic. 

Telekom has also failed to make its mark 
abroad. Its main international project, Glob- 
al One, a joint-venture with America’s 
Sprint and France Telecom, has been beset 
by losses and management infighting, and 
lacks credibility in comparison with other 
alliances, such as arat/st, which this week 
took a 15% stake in Japan Telecom, the coun- 
try’s third-largest carrier. Telekom has also 
pulled out of several disappointing ventures 
in Eastern Europe, a region it had hoped to 
dominate (though it still owns a share in 
Hungary’s biggest telephone company, Ma- 
tav). Its goal before privatisation of making 
20% of its sales outside Germany by 2000 | 
looks implausible: the figure last year was a 
mere 6.6%. 

Nor has Telecom Italia, which was priv- 
atised in 1997, had it easy. Little has gone 
right for it since its former executive chair- 
man, Giovanni Rossignolo, told share- 
holders early last year that 1998 was the 
“time to start winning the competitive chal- 
lenge”. Increased competition is partly to 
blame, but Telecom Italia has lost its way be- 
cause of managerial infighting, strategic con- 
fusion and an ineffective group of core 
shareholders. 

Mr Rossignolo, who resigned in a huff 
last October, is one of several top executives 
to have quit or been pushed after short ten- 
ures (given the numerous executive cadav- 
ers, some joke, it is hardly surprising that 
Telecom Italia’s main offices in both Rome 
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MEXICO CITY 


AST month Telmex, Mexico’s former 
telephone monopoly, lost an injunc- 
tion against Cofetel, its telecoms regulator. 
Cofetel won the right to introduce “calling- 
party-pays” (cpp), a system already in use 
in many countries, whereby mobile- 
phone owners do not pay for incoming 
calls. cpp will begin on May 1st. Cofetel is 
proud; it has often been accused of weak- 
ness in the face of the telecoms giant, which 
is worth nearly 30% of the Mexican stock- 
market and is controlled by Carlos Slim, 
one of Latin America’s richest men. 

Look at the small print, though. Mo- 
bile-phone owners who want cpp will be 
penalised by having to accept a new prefix 
for their telephone numbers. If they still 
want cpp, the operator through which the 
call is made will be able to charge an extra 
32% on top of the airtime cost, supposedly 
for billing and collection. And that compa- 
ny, at present, is Telmex. 

Mexicans may conclude that Mr Slim 
has pulled a fast one—not for the first time. 
True, since Telmex was privatised in 1990 
its service has improved enormously. 
Once, people would wait on the street for a 
Telmex car to pass, flag it down and bribe 
the technician to repair their line. Thecom- 
pany was given five years to bring the 
maximum wait for a new line down to six 
months, and it did better than that. But it 
was allowed to remain a monopoly for six 
years, and since competition began in 
1997, customers have often suffered. 

The long-distance market was the first 
to be opened up. The ensuing competition 





led to an orgy of “slamming”—switching 
customers without their permission—by 
all the companies. To stop this, Cofetel cre- 
ated an agency to verify each request to 
switch a customer. 

In 1998, Profeco, Mexico’s consumer- 
protection agency, got more than twice as 
many complaints about Telmex as in 1997, 
most of them for “undue billing”. Telmex 
had taken to charging customers for long- 
distance calls even though they had signed 
up with another company. Since Telmex 





All right, Mr Slim, Pll pay 





SAEN mo an 


was still the monopolist in line rentals and 
local service, customers could either dou- 
ble-check every call on their bills—or give 
up the competitor’s service. Many appar- 
ently chose the latter: Telmex’s share of the 
long-distance market, having fallen as low 
as 70% after competition started, has now 
climbed back to nearly 80%. 

As Telmex cut long-distance rates to 
squeeze its competitors, it raised local ones. 
Although this was partly because long-dis- 
tance calls had subsidised local ones, such 
“rebalancing” was supposed to have been 
done before competition arrived. Domes- 
tic line rental went up by 88% in real terms 
over three years. Other firms have recently 
won licences for local service, but have yet 
to sign up their first customer. 

So far, the effect of competition, ac- 
cording to a draft oecp report recently 
leaked to the press, is that “for most sub- 
scribers, the total price has not fallen, and 
for many, it has increased.” Mexico still 
has only around ten lines per 100 people (it 
had 6.4 per 100 in 1990), half as many as 
Poland, the next lowest in the orcp. 

The problem lies with the way Telmex 
is regulated. Cofetel was not created until 
five years after Telmex was privatised. It is 
more than a year since the antitrust au- 
thority declared Telmex a monopoly, but 
Cofetel has not imposed harsher rules on 
the firm. It shies away from using the law, 
which is frustratingly slow, and has not yet 
forced Telmex to provide the information 
it needs to monitor compliance. Cofetel’s 
lack of clout is the government’s fault—~ 
and the government may be influenced by 
the idea that when a company represents 
so much of the stockmarket’s value, what’s 
good for it is good for the country. 











and Turin are situated across the road from 
funeral parlours). The group’s half-hearted 
flirtations with several big-hitters, including 
ATAT Unisource and Cable & Wireless, have 
come to nought. The one success, with Tele- 
kom Serbia, no longer looks like such a coup. 

“They've kissed everyone, but all they 
caught were the diseases,” says an industry 
insider. Telecom Italia has done little better 
at home than abroad. Its multimedia sub- 
sidiary is heavily loss-making; its suppos- 
edly state-of-the-art digital cordless service, 
launched last year, has failed to take off. 
Franco Bernabe, the current chief executive, 
has promised a string of disposals but, given 
his predecessors’ failure to keep the same 
promise, observers are sceptical. 

All this has culminated in two vulner- 
able firms. Telecom Italia is subject to Olivet- 
ti’s hostile attentions. Deutsche Telekom is 
motivated by fear of Mannesmann, its main 
German rival, which stands to benefit from 
a successful bid by Olivetti, with which it 
jointly owns two Italian telephone oper- 
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ators. And having said several months ago 
that he was scouting out a foreign partner, 
Ron Sommer, Deutsche Telekom’s boss, has 
been keen to show that he is a man of his 
word. No wonder that a merger seemed so 
alluring. 


Bad connection 


However, few think the current deal is the 
answer to the group’s problems-—or that any 
grand European merger could be. True, 
some analysts point to complementarities 
(the Germans are better at fixed-line busi- 
ness, the Italians in mobile telephony) and 
cost-cutting potential. But the deal carries 
huge risks, especially for Deutsche Telekom. 
It would distract the company from its own 
restructuring programme, which has al- 
ready led to 30,000 layoffs but needs to go 
much deeper. It will introduce management 
tensions: the plan is that Messrs Sommer 
and Bernabe would together run the merged 
group, but both are famously strong-willed. 
Telecom Italia’s Machiavellian corporate 


culture defeats even Italians: what would it 
do to the ex-civil-servants in Deutsche Tele- 
kom’s middle management? 

Even if the deal fails, it may have already 
damaged Deutsche Telekom. France Tele- 
com, its partner in several international ven- 
tures, is furious at being jilted without prior 
warning. The French are Deutsche Tele- 
kom’s partners not only in Global One, but 


~ alsoin winp, an Italian telephone venture in 


which Enel, the state electricity supplier, is a 
majority shareholder. Enel has already 
booted out 30 German managers and called 
in the lawyers, The Germans could face a 
penalty of 1 trillion lire ($554m). 

All Europe’s former telephone monopo- 
lies face grave threats from fast-moving 
competitors. Tim Hills of Analysys, a tele- 
communications consultancy, observes that 
they have been taken aback by the speed 
with which new companies, many of them 
Americans such as Qwest International and 
mci WorldCom, have built low-cost fibre 
networks based on packet-switching, the 
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method by which the Internet shuttles data 
around. These upstarts can pick off the most 
valuable customers by offering big corporate 
clients high-performance, seamless service. 
The incumbent telephone firms are left with 
less lucrative smaller customers. 

The incumbents urgently need to take on 
these successful newcomers and quickly 
build or buy similar networks of their own. 
Bob House of Renaissance Worldwide, a 
management consultancy, can see little 
point in the increase in scale that Deutsche 
Telekom and Telecom Italia will achieve. If 
Deutsche Telekom needed a partner, he says, 
Sprint would have made more sense: unlike 
Telecom Italia, it would give Telekom a pres- 


encein America, anessential if Mr Sommer’s 
ambitions are to be realised. 

But the basic problem is that running a 
“plain old telephone service” is becoming 
less attractive. Former monopolies need to 
develop applications for particular custom- 
er segments—for instance, software that 
small companies can dial into for payroll 
and other services. Instead, by seeking solace 
in each other's arms, the two giants will find 
their competitors continue to bound ahead. 
The distraction of trying to integrate their 
businesses and cultures will virtually guar- 
antee their failure to adapt to the new world. 
This merger will bring no respite from their 
greatest enemy: technological change. 

Se 





European retailing 


Kingfisher’s new song 
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of the enlarged group, ad- 
mits that synergies will be limited—£100m, 
trifling for a group with annual sales of £15 
billion and operating cashflow of £1.2 bil- 
lion. A more likely motive than cost savings, 
say analysts, is defence. Asda, with its big 
stores, low prices and mix of food and con- 
sumer goods, has long been seen as a poten- 
tial target for Wal-Mart Stores, the giant 
American retailer, whose recent push into 
the German market has sent all European 
retailers into a flap. 

Kingfisher would like to stop Wal-Mart 
from entering Britain, though that is not the 
limit of Sir Geoffrey’s ambitions. He has 
something more daring in mind. Rather 
than just blocking Wal-Mart, he wants to be- 
come Wal-Mart—or at least its European 
equivalent. Sir Geoffrey sees Asda as a test- 
bed for the sort of hypermarket format that 
has spread rapidly across continental Eu- 
rope. By “knocking out a few walls”, he says, 
he could use Asda’s 227 shops—which are 
on average twice as big as Tesco’s and Sains- 
bury’s supermarkets—to bring the hyper- 
market to Britain. The new shops would of- 
fer everything from food to electrical goods, 
toys and clothes. “General merchandising is 
the direction that retail trends are taking us,” 
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(it may help that Archie 
Norman, Asda’s chairman, was formerly 
Kingfisher’s finance director). Asda also has 
some valuable properties in a country beset 
by planning restrictions, and “George”, a 
popular line of clothes that were designed by 
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George Davies, the founder of Next. 

But its real attraction to Kingfisher is the 
extra buying-power it brings. The merger 
will double the group's sales, making it Eu- 
rope’s fifth-largest retailer by sales and its 
second most valuable (see table). That gives 
Sir Geoffrey a weapon for his next step: a 
continental merger to create a pan-Euro- 
pean group. Although he will not be drawn 
on details, Sir Geoffrey admits that Germa- 
ny’s Metro looks a good fit. Because of plan- 
ning laws and the power of existing hyper- 
market groups, such as Carrefour, most 
European markets are already sewn up. 
Whata new entrant needs is retail property. 

With its cash-and-carry food business, 
Metro has hypermarkets across Europe. 
According to Toby Radford, a retail analyst 
at J.P. Morgan, Kingfisher also needs a part- 
ner that could benefit from its retailing skills. 
French hypermarket operators are already 
too efficient. Metro, on the other hand, is 
hopeless about such things as customer ser- 
vice and working with suppliers. Although it 
is now rationalising its store formats, it has 
more to do. Both groups have strong over- 
laps. Metro is the number one pry retailer in 
Germany. Having added Castorama of 
France to its domestic B&Q chain, Kingfisher 
is the continent's biggest and most profitable 
Diy retailer, but it still has only a small pres- 
ence in Germany. 

If a big acquisition is on Sir Geoffrey's 
mind, Asda’s cashflow should certainly 
help. Kingfisher financed its push on to the 
Continent with Castorama and the Darty 
electrical chain by extracting cash from the 
maturing Woolworth. A bigger problem is 
ratings. Kingfisher’s shares, which have 
been flying high recently, have fallen by 8% 
on the deal, as shareholders fret that buying 
a boring food retailer could spoil their com- 
pany’s prospects. Asda’s, in contrast, have 
fallen by less; the marketis speculating thata 
rival bidder may pinch the firm from under 
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Sir Geoffrey’s nose. 

Kingfisher is not short of opportunities 
in its other businesses. It could easily have 
snapped up piy chains, such as Obi, part of 
Tengelmann, in the fragmented and de- 


Coca-Cola 


The bubbles pop 


NEW YORK 





pressed German market, for example; in- 
deed this is still possible. Shareholders might 
have preferred this more foctsed:approach. 
For anyone but Sir Geoffrey, it would have 
seemed ambitious enough. 


Coke is seeking to blame its problems on the world economy. It should look 


closer to home 


NE of the bull market’s outstanding 

companies is stumbling. Coca-Cola 
has had a tremendous time in the past 15 
years, with volumes growing by 7-8% a year 
and profits rising by 18% a year. But after 
three warnings about its performance in six 
months, Coke seems to have run out of fizz. 
On April 21st, it unveiled net profits for the 
first quarter that, at $747m, were 13% down 
on last year. Investors are braced for a sec- 
ond year of flat earnings. Coke’s return to 
shareholders last year was a measly 1.4%, 
compared with 30% for the market as a 
whole. Not surprisingly, the shares have 
stagnated even as Wall Street has been hit- 
ting new highs. Most worrying of all, world- 
wide unit-case volumes of the syrup that 


goes into Coke—the firm’s preferred mea- 
sure of underlying growth—fell by 1% in the 
first quarter of 1999 compared with a year 
earlier, the first such decline in years. 

Coke has a culprit ready to hand: the de- 
pressed state of the world economy. And in- 
deed, the group is suffering in Brazil, its 
third-largest market, and Mexico, its biggest 
after the United States and one with espe- 
cially large margins. Yet there is more than 
turbulence in emerging markets at work. 
The company is facing problems in Europe 
and even in its booming American heart- 
land, which together account for 60% of op- 
erating profits. In the past quarter European 
volumes have shrunk by 2% compared with 
the same quarter a year earlier, having previ- 


ously been growing at a rate of 9%. In the 
United States volume growth has slipped 
from 5% t0 1.5%. 

Caroline Levy, an analyst at Schrodersin 
New York, argues that Coke’s past growth 
was due to a unique set of circumstances. 
The firm was disposing of relatively unprof- 
itable bottlers, it had new packaging, prod- 
ucts and ideas, and PepsiCo, its main com- 
petitor, was a “disaster”. Ms Levy doubts 
whether Coke will return to its historic rate 
of growth for at least another five years: “Itis 
much harder than anyone is assuming. They 
will need massive global growth in three of 
their top five markets.” And Coke's sheer 
size makes growth much more difficult. 
Microsoft and Intel apart, few companies 
dominate their industry as comprehensive- 
ly as Coke. According to Beverage Digest, 
Coke accounts for half the world’s carbonat- 
ed soft-drinks market (see chart on next 
page). Even in the United States, Pepsi’s 
strongest market, Coke leads with 44.5%. 

Although the firm likes to assert that 
Coke’s mission remains unfulfilled so long 
as people talk of “all the tea in China” and go 
for “coffee breaks”, it is trying to boost sales 
by means other than simply selling more 
Coke. One tactic is to ramp up prices, but this 
is tricky in today’s non-inflationary envir- 
onment. Indeed, a January price increase by 
Coke’s North American bottlers is partly re- 
sponsible for the slowdown in American 
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AY-TELEVISION is a huge and fast- 
growing industry, and the Internet is an 
unproven business. So why has Bertels- 
mann, Europe’s biggest media company, 
decided to pull out of pay-rv and redirect 
itself towards the Internet? Partly, itseems, 
because the politicians have made pay-Tv 
| sucha mess. 
Bertelsmann has made some well- 
judged Internet investments. It has a stake 
in America Online (AOL) as well as 
joint ventures in Europe with aox 
and Lycos. It bought half of Barnes & 
Noble’s online book retailer to com- 
pete with Amazon in America, and 
has launched soL to compete with 
Amazon in Europe. Now it has cre- 
ated a new division, Bertelsmann 
Broadband Group, and plans to 
launch a high-speed Internet-ser- 
vice provider and build upa range of 
services in, for instance, sports, 
games and travel. Meanwhile, at the 
end of last year, it decided to sell 45% 
of the 50% stake that its cLt-Ufa sub- 
sidiary held in Premiere, Germany's 
main pay-Tv operator. 
Part of the reason for this strate- 
gic shift lies in the businesses that 








Bertelsmann’s big leap 


Bertelsmann is in. It is not a huge provider 
of television programmes, so it does not 
have the film and sports rights that have 
made a fortune in pay-rv for companies 
such as Time Warner and News Corp. Ber- 
telsmann’s strength lies in books and mag- 
azines: itis the world’s biggest English-lan- 
guage publisher. Thomas Middelhoff, its 
new boss, believes that those assets are ripe 
for exploitation on the Internet. Maga- 





zines, for instance, should provide a good 
base for developing Internet sites, because 
they have depth of content and recognis- 
able brands. 

Regardless of whether that optimism is 
justified, pay-tv in Germany has proved a | 
miserable business. That is partly because 
the market is crowded by so many almost- 
free cable services that premium pay-Tv 
has had trouble establishing a foothold. 
But it is also because pay-rv operators 
have been plagued by political inter- 
ference. When Bertelsmann and Kirch 
wanted to merge their satellite-based 
pay-Tv operations, the matter was 
investigated at length by both the eu 
and the German government before 
being rejected; cable television, 
meanwhile, is regulated by boards 
appointed by Germany’s provincial 
governments and have the right to 
veto channels they do not like. 

Bernd Schiphorst, who will be 
running Bertelsmann’s new interac- 
tive services, and came from the tele- 
vision side of the company, appre- 
ciates his new liberty. “The television 
world in Germany is really compli- 
cated. We will have more freedom 
and more flexibility on the Internet.” 
All he has to do now is turn that free- 
dom into cash. 
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volumes. Prices of syrup, the concentrate 
Coke sells to restaurants and bottlers, have 
slowed to 2% from 3-4%. Analysts suspect 
that the renewal of a supply agreement with 
Burger King, one of its biggest customers, has 
cost Coke $50m a year in rebates. 

Coke has also stepped up marketing, ad- 
vertising and sponsorship, hoping to appeal 
directly to consumers. But this is costly: sell- 
ing expenses, largely on marketing, are al- 
ready at $6.6 billion compared with net 
profits of $3.5 billion. And there are dimin- 
ishing returns. In 1997 a 4% rise in selling ex- 
penses produced a 10% increase in volumes 
worldwide. Last year, 4% extra spent on 
marketing increased volumes by only 6%. 

The group is also offering more 





bling in the past two years. Yet shareholders 
have to dig into the notes to Coke’s annual 
report to find this.cce, meanwhile, takes the 
marketing and infrastructure payments into 
its profits. Without that $1.2 billion, points 
out James Chanos, a professional investor at 
Kynikos in New York, cce’s operating prof- 
its last year would have fallen by 12%, not 
jumped by 19% as reported. 

Such subsidies are hurting Coke’s earn- 
ings. The payments to cce were nearly a 
quarter of 1998 operating profits. CCE’s 
deteriorating performance is bad news for 
Coke, which has a 42% stake in the bottler 
and counts a share of cce’s profits as itsown. 
More worryingly, America’s accounting 
watchdog, the rasg, is drafting rules that 
would require companies to consolidate 
operations that they, in effect, control. 

Coke and cce emphatically deny that 
Coke controls ccr. Butits large stake, the fact 
that eight of 14 cce directors are directly af- 
filiated with Coke or have greater invest- 
ments in Coke than in cce suggest other- 
wise. If Coke had to consolidate cce in its 
accounts, Mr Chanos calculates, roughly, 
that its indebtedness would double, its credit 
rating would be downgraded and its return 
on equity would fall by half. That could un- 
dermine Coke’s still highly rated share price. 

Until recently, the firm’s great hope has 
been acquisitions. John Sicher, editor of Bev- 
erage Digest, says that even modest brands 
can double their growth by exploiting Coke’s 
powerful distribution network. But Coke’s 
high marketshare is getting in the way. Its 15- 
month, $844m pursuit of France’s Orangina 
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was this month blocked for the second time 
by the French courts. Its $1.85 billion acquisi- 
tion of Cadbury Schweppes’s soft-drink 
brands outside the United States is also un- 
der threat. Australia has blocked the deal 
once, and even a revised arrangement may 
not pass muster. Mexico has voiced con- 
cerns, Germany’s antitrust office has written 
to Coke saying it plans to block the deal and, 
on April 16th, the European Commission 
said it wanted to investigate whether Coke 
had broken the rules by not submitting the 
merger for its approval. Although Coke likes 
to think it is competing against tap water for 
“share of throat”, antitrust regulators seem 
more concerned with specific markets, espe- 
cially Coke’s stranglehold on the lucrative 
trade with restaurants, cafés and hotels. 


Pepsi picks up 

Meanwhile, competition in America has be- 
come fiercer than ever. Coke admits that itis 
now facing a revived PepsiCo. Its arch-rival 
has spun off its restaurants and bottlers. Ev- 
eryone is delighted with Pepsi’s new market- 
ingcampaign --“the joy of Cola”, which fea- 
tures a cherub-faced girl lipsynching to 
Aretha Franklin—whereas Coke is still run- 
ning seven-year-old “Always” ads. Last year 
PepsiCo’s domestic market share improved 
significantly for the first time in a decade, 
with its “Mountain Dew” drink being 
America’s fastest-growing brand. 

Coke’s managers treat all this with sur- 
prising equanimity. Doug Ivester, the chair- 
man, says he tells staff not to take personally 
what they cannot control. But it must be un- 
comfortable for him that Coke’s 





support toits bottlers. Coke’s network 
of “anchor” bottlers, regarded as a 
huge strength in the past 15 years, is 
becoming a drag on financial per- 
formance. The system used to work a 
treat. Coke set strategy, dictated over- 
all advertising and supplied concen- 
trated syrup to its bottlers, in many of 
which it has significant minority 
stakes. The bottlers took on the capi- 
tal-intensive job of bottling, canning, 
distributing and local marketing. 
With large profits and a strong bal- 
ance sheet, Coke became the darling 
of investors. Meanwhile, the bottlers 
have an incentive to keep costs low, 
thanks to their heavy burden of debt. 

But these workhorse bottlers also 
need copious support. Coca-Cola En- 
terprises (cce), Coke’s biggest anchor 
bottler, got a staggering $1.2 billion 
from Atlanta last year, $899m in mar- 
keting contributions and another 
$324m for infrastructure investment 
in plants, trucks and vending mach- 
ines. Other bottlers received $640m 
in marketing support. Grant's, a Wall 
Street newsletter, notes that these 
sums are not only very large, but they 
are also growing fast, more than dou- 
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Drink up 


problems have worsened since the 
death of a noted predecessor, Roberto 
Goizueta, in October 1997. Mr Goi- 
zueta is celebrated for having created 
more than $100 billion of shareholder 
value in his 16 years at the helm— 
though, to be fair, he also oversaw 
such disasters as New Coke and the 
acquisition of Columbia Hollywood 
Studios. So far Mr Ivester has under- 
performed the market by 17%. “Ev- 
eryone assumes it is just a coincidence 
that since Ivester took over, every- 
thing has fallen apart,” says one ana- 
lyst, but he describes how Mr Ivester 
has ruffled feathers by shuffling man- 
agers around and by being abrasive 
with bottlers, suppliers and—not 
least—the competition authorities. 
Another analyst observes: “Goizueta 
wasa teal statesman. He knew how to 
work with people. Ivester comes 
across as arrogant.” 

As it took on the world, Coke’s 
self-belief, embodied in its slogan 
“Always Coca-Cola”, has been one of 
its greatest strengths. It would be a 
shame if such confidence now degen- 
erated into complacency. 
cc a Ae Rca atta al ht ia et A ET nll 
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Rosen cavalier | 


The chairman of Compaq, Ben Rosen, has demonstrated 
that he is ruthless. Is he also overhasty? 


OBODY could accuse Ben Rosen of al- 

lowing sentimentality to cloud his 
business decisions. Last weekend Mr Rosen, 
who has been chairman of Compaq Com- 
puter since its foundation in 1983, uncere- 
moniously sacked the company’s chief exec- 
utive of the past eight years, Eckhard 
Pfeiffer. Mr Pfeiffer had transformed Com- 
paq from an ailing maker of desktop Pcs, 
with annual revenues of $3.3 billion, intonot 
only the world’s biggest pc maker but also a 
full-service computing heavyweight with 
revenues that may top $40 billion this year. 

Mr Pfeiffer’s standing as a titan of high- 
tech proved no protection once Mr Rosen 
began to suspect he was losing the plot. 
When Compaq gave warning a fortnight ago 
that its first-quarter earnings would be less 
than half what it had been promising, Mr 
Rosen, who takes his non-executive duties 
very seriously, acted without hesitation. He called the outside 
board members to a dinner in New York (out of the company’s 12 
directors, only one, Mr Pfeiffer, was a Compaq manager); the din- 
ers swiftly agreed that Mr Pfeiffer should be shown the door. 

This is not the first time that Mr Rosen has used Compaq’s un- 
usual board structure—something he insisted on as a founding in- 
vestor—to dispose of a chief executive. In 1992, when Compaq was 
losing sales to assemblers of cheaper ec clones, Mr Rosen hatched 
an elaborate plan to cut the ground from under Compaq’s foun- 
der, Rod Canion, who was also a close personal friend. Mr Rosen 
suspected that Compaq could be paying less for parts and making 
a simpler but still effective machine. When Mr Canion dug his 
heels in, insisting that the “q” in Compaq stood for quality that 
should not be compromised, Mr Rosen secretly dispatched two 
middle managers to the Comdex computer trade fair in Las Vegas. 

They travelled incognito and stayed in a cheap motel, where 
they lashed together an inexpensive and serviceable pc from kit 
bought at the show. When Mr Canion reiterated his lack of interest 
in the cut-price end of the market at the next board meeting, Mr 
Rosen sprang his trap. A few hours later, Mr Canion was gone and 
Mr Pfeiffer, who had been running the company’s European oper- 
ations, was sitting in his place. 

Mr Rosen is no less rigorous when it comes to his own affairs. A 





Lousianian drawl, has as much claim to be a 
father of the rc as Bill Gates or Intel’s Andy 
Grove. Working as the electronics analyst of 
Morgan Stanley in the 1970s, he was among 
the first to realise that the pc was not just a 
clever toy, but the basis for a whole dynamic 
new industry. In those pioneering years, he 
criss-crossed the country, holding industry 
conferences at which there often seemed to 
be as many speakers as listeners. As a friend 
puts it, Mr Rosen single-handedly “translat- 
ed” the nascent pc industry for Wall Street. 

After leaving Morgan Stanley in 1980, he 
founded a newsletter and annual confer- 
ence that became, respectively, Release 1.0 
and rc Forum, both of them later sold to 
Esther Dyson. An inveterate networker, he 
turned his enthusiasm to the venture-capital 
business a year later. After two failed early 
investments, he succeeded with Borland In- 
ternational and Cypress Semiconductor. But the start-ups that re- 
ally made his fortune were Lotus Developments, whose spread- | 
sheet became the first “killer app” of the pc era, and Compaq. 

If Mr Rosen is emotional about anything in business, it is 
Compaq. And it is now Compaq that presents him with his great- 
est challenge. As acting chief executive (one of a three-man “office 
of the chiefexecutive”), he must not only find Mr Pfeiffer’s succes- 
sor, but also, in the interim, get the company back on track. 








Drumming out Pfeiffer 


It will not be as easy to fix Compaq’s problems as it was eight years 
ago. Although Mr Rosen claims that Compaq’s strategy is spot on 
and that the firm has been let down only by poor execution, he 
knows things are not as simple as that. Compaq’s acquisitions, | 
first of Tandem and then, last year, of Digital Equipment (ata | 
price of $9.2 billion), have made it a far more complicated busi- | 
ness, with proprietary operating systems and 40,000 service pro- | 
fessionals on the payroll. It now needs to transform itself from a 
hardware company into an integrated firm more like 15m. Pulling 
in the opposite direction is the need to match the built-to-order ef- 
ficiency of Dell in the mid-market for pcs. Mr Pfeiffer tried to im- 
itate Dell’s direct selling from the Internet while keeping Com- 
paq’s traditional distributors happy. Predictably, he succeeded in 

neither aim. If Mr Rosen cannot do better, 





few years ago, with his elder brother, Ha- 
rold, once an engineer at Hughes Space 
and Communications, he threw himself 
into a project for a green alternative to the 
internal-combustion engine. But Mr Ro- 
sen found that Detroit had limited enthu- 
siasm for ideas “not invented here”. De- 
spite his brother’s passion, the investment 
of four years of his life and $24m of his 
own money, Mr Rosen unsentimentally 
shut the business down 18 months ago. 
Given how the high-tech world usual- 
ly lionises its heroes, it is odd that Mr Ro- 
sen is not better known. In some ways, the 
66-year-old New Yorker, who grew up in 








Dell could overtake Compaq in America. 
Mr Rosen is a formidable strategist 
and a technology visionary. But he has no 
experience of running a firm as big and 
complex as Compaq and, unlike last time, 
he seems to have no ready replacement | 
chief executive. Here is the paradox. The 
consummate non-executive fires the chief 
executive for poor execution, but then has 
to take charge of execution himself. As Mr 
Rosen says: “We cannot not act, we are in 
a decision-making mode.” Worried Com- 
paq shareholders might wonder if Mr Ro- 
sen has not this time pulled the trigger alit- 











New Orleans and still speaks with a soft 


tle too soon. | 
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Russia’s economic quagmire 


MOSCOW 


Another IMF bailout may avoid disaster. But Russia’s stagnation will continue 


HILE government ministers gloat, 

pessimists see only doom and 
gloom. Who is right about Russia? Follow- 
ing last August's financial crash, and the ap- 
pointment of a do-nothing, left-leaning 
government, it seemed that things could 
only get worse, and quickly, Now the gov- 
ernment is preening itself over the prowess 
it has shown. “Many people predicted total 
collapse of the rouble, that the country 
would experience hunger, power-supply 
problems, hyperinflation,” said Andrei 
Shapozaliants, the economic minister, last 
week. Instead, as he said, inflation is falling 
and industrial production is rising (see 
chart on next page). The mF and the World 
Bank are already lining up new loans. 

But three cheers—or even one or two— 
for Yevgeny Primakov, the prime minister, 
and his team look decidedly premature. 
True, to the surprise and in some cases dis- 
appointment of outsiders, Russia’s econ- 
omy has not completely imploded, sunk, 
evaporated or disintegrated. There has 
been no mass starvation. Advised by its 
supporters to print lots of money, bail out 
industry, ban the dollar and control prices, 
the government did nothing. And inaction 


OTHE ECONOMIST APRIL 24TH 1999 


was--relatively speaking—commendable. 
Meanwhile the devaluation of the rouble 
(now worth less than a quarter of its value 
against the dollar last August), and a higher 
oil price, have helped some parts of the 
economy to recover somewhat. 

But it is still in dire straits. Real wages 
and foreign trade have plunged. Northern 
parts of the country had an exceptionally 
miserable winter; the electricity went off at 
times in the far east; food supplies in state- 
run institutions are dismally low (when a 
hungry soldier last month robbed a food 
shop in Vladimir, near Moscow, at 
gunpoint—stealing $5-worth of food~-it 
hardly rated a mention in the press). 

The state’s own procurement policies 
are barely more sophisticated. Bureaucra- 
cies, such as the customs and tax services, 
are ever more shameless in their attempts 
to squeeze money from those unlucky 
enough to fall into their clutches. State reve- 
nues and spending alike are being si- 
phoned off by corrupt bureaucrats. The for- 
eign-exchange market, once open and 
liquid, gains a new restriction every second 
week. This has propped up the rouble, for 
now, but it has failed to stop capital flight, 


which is still running at $2 billion a month. 

One effect of the restrictions has been 
the creation of a dual exchange rate, break- 
ing promises to the mF about convertibil- 
ity. No squeak of protest has been heard 
from the Fund, and only polite and general 
remarks about Russia’s other economic 
sins, The rg, still wrangling with Russia, 
faces agonising contortions. It is trying to 
preserve its credibility as a global financial 
policeman, even while seeming to act, re- 
luctantly, as a foreign-policy slush fund for 
those who deem Russia too big and too nu- 
clear to be faced with the consequences of 
its actions. Russia is demanding $8 billion 
inthe latest round of talks, but will settle for 
$4.6 billion—enough for it to meet its debt 
payments to the mF. That would allow 
other lenders to plug the remaining holes 
in government finances. 

Russia’s plan is to seek restructuring 
or, in some cases, forgiveness—of the $100 
billion-worth of debt that it inherited from 
the Soviet Union, while honouring the $50 
billion or so it has borrowed abroad since 
then. Distinguishing the two can be hard-- 
as in the case of Russia’s latest default, an- 
nounced on April 2oth, on a tranche of 
“MinFins”. These bonds were offered by 
the Russian government as compensation 
for those unwise enough to have held hard- 
currency deposits in Soviet banks. Al- 
though it issued them, Russia has decided 
that these bonds are someone else’s prob- 
lem, MinFin holders can commiserate with 
owners of Gkos—domestic rouble debt, 
once worth $40 billion, on which the gov- 
ernment defaulted in August. These bond- 
holders are now contemplating a restruc- 
turing deal worth--at best—one solitary 
cent in the dollar. 

The repudiation of the MinFins is also 
bad news for western banks and govern- 
ments who hold Soviet-era debt. Russia has 
fallen behind on almost all payments since 
August, and it now breezily assumes that 
creditors will eventually agree to another 
restructuring, On the basis of past experi- 
ence, Russia is probably right. 


Swamp life 


If the objective were to gain a breathing- 
space for economic recovery, all this might 
be regrettable but acceptable. But whereas 
other troubled economies have used their 
financial crises as a springboard for greater 
openness and faster reform, Russia has 
turned inward and downward. The cava- 
lier treatment of debtors reflects wider Rus- 
sian government thinking about both eco- 
nomics and the rest of the world. Although 
Mr Primakov pays lip-service, for example, 
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to the need to attract foreign direct inves- 
tors, his government has in practice done 
nothing to help them (treating existing in- 
vestors fairly, for example, might be a good 
start). “There has been no tax reforrn, no 
bankruptcy law, no banking reform, no 
clearing out of corruption, no fundamental 
change in anything the Russian govern- 
ment does,” notes Martin Taylor, a Russian 
expert at Baring Asset Management. 

Russia has managed to survive largely 
because—even in the most optimistic era 
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before the crash—so much of its economy 
was immune to market forces anyway. Mr 
Taylor estimates that the “virtual” (ie, cash- 
less, politicised and corrupt) part of Rus- 
sia’s economy has risen from half of the to- 
tal before last August to around 70% now. 
The higher oil price helps too-—a $5 rise 
brings in, at least in theory, an extra $900m 
a month (although how much of that 
reaches Russia is another question). 

There are a few, tiny, hopeful signs. 
Some industries, such as oil, show the glim- 
merings of restructuring and consolida- 
tion, though little has happened on the 
ground. Companies with strong balance- 
sheets are at least surviving; weaker ones 
are going under. Russian exports such as 
steel have become more competitive (al- 
though protectionism, masquerading as 
anti-dumping actions, and global overca- 
pacity are blunting the effect). But without a 
functioning financial system, property 
rights and a more rational tax regime—to 
name but three much-needed reforms— 
even Russia’s best managers and compa- 
nies face crippling disadvantages. 

That seems unlikely to change before 
next year’s presidential elections. Although 
Mr Primakov’s government is ready to 


make cosmetic changes—announcing 
faster bank restructuring for example, or 
threatening to jail corrupt officials—there is 
no sign so far of the political will to carry 
them through. Even a new team at the top 
would find it hard to defeat the corrupt 
vested interests that plague the country. 
Russia in 2000 will be one of a miserable 
clutch of countries where things look less 
hopeful than they did 100 years ago. 
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Trade 


Stealing from the 
poor 


N ITS trade war with America over ba- 

nanas, the European Union has pro- 
fessed to be a modern-day Robin Hood. It 
claims to steal from rich American multi- 
nationals to give to poor African, Carib- 
bean and Pacific (ACP) banana growers. But 
looked at in another light, the £u is less 
friend of the poor than old-fashioned rob- 
ber baron. It is pressing its poor ex-colonies 
to sign “economic partnership agree- 








Our quarterly portfolio poll 


been losing sleep over the euro. 
Would it challenge the dollar on world 
markets? Would it rival it as a reserve cur- 
rency? Judging by our latest quarterly 
portfolio poll, these insomniacs should 
now be sitting upright in bed, sweating 
and hyperventilating. Rarely have so 
many fund managers in our sample 
| switched so much in so little time. As a 
| group, they have jilted the dollar, reduc- 
ing the average weighting in their bond 
portfolios from 47% to 36%, and have in- 
stead passionately embraced euro-de- 
nominated bonds. They have increased 
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them from 28% to 41% of their total bond 
portfolios. 

Robeco, for instance, has cut its share 
of dollar bonds by more than half and al- 
most tripled its euro weighting. Even that 
looks conservative next to Credit Suisse, 
which last quarter had almost all its 
bonds in dollars and now has only 16%; it 
had no euro-area bonds at all before and 
now holds 78% of its bonds in the new 
currency. Rabobank has cut its dollar 
weighting by over a third and taken its 
euro weighting to more than half its total 
portfolio. The dollar's only loyal ally was 
Julius Baer, which actually increased its 





weighting at the expense of euro bonds. 
This trend is the more striking since 
the fund managers do not seem to have 
changed their minds about much else in 
the world economy. They are, for in- 
stance, no less bullish on equities in gen- 
eral. Lehman has shifted into bonds a bit. 
Rabobank and Julius Baer have increased 
their equity exposure and the others have 
stayed put. Nor have they performed any 
dramatic about-turns on the relative at- 
tractions of different stockmarkets, al- 
though most reckon that Japan and Asia 
have turned the corner. Generally, 
though, all that is fine-tuning. Their big 
thoughts have centred on that oft-ma- 
ligned, mostly falling, blandly named 
newcomer, the euro. They simply love it. 
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Post-colonialism bears fruit 
ments” that would mainly help European 
exporters to corner their markets. 

Seventy-one ACP? countries, from St Lu- 
cia to the Solomon Islands, and from Su- 
dan to Senegal, have long enjoyed preferen- 
tial access to EU markets under successive 
conventions named after Lomé, the capital 
of Togo. The current agreement expires next 
February. acr countries would like to ex- 
tend it again, even though the trade prefer- 
ences that Lomé accords them have been 
eroded over the years, as tariffs worldwide 
have fallen. But the Eu says simple renewal 
is impossible. The Lomé pact requires an 
exemption from world trade rules, which 
proscribe such preferential deals. The £u is 
no longer willing to expend political capi- 
tal securing American approval for a new 
waiver. Instead, the Europeans want to re- 
place the Lomé deal by 2005 with free-trade 
areas linking the EU with six regional 
groups of ACP countries. 

The eu says the new arrangements 
would benefit the acr economies in three 
big ways. Regional free trade would lead to 
cheaper imports and more competition. 
“Partnership” with the EU would encour- 
age economic reform and attract foreign in- 
vestment. And a deal with the Eu would be 
more “flexible” than liberalising multilat- 
erally at the World Trade Organisation. 

In practice, ACP countries would proba- 
bly end up worse off. If they allow in Euro- 
pean imports duty-free, ACP governments 
stand to lose tariff revenues of around $7.5 
billion, according to Alan Winters, a for- 
mer World Bank economist who is now at 
Sussex University. That might be no bad 
thing if it brought lower prices for ACP con- 
sumers. But Mr Winters thinks this is un- 
likely. Since imports from the rest of the 
world would still face large tariffs, Euro- 
pean producers would have little reason to 
lower their prices. Thus most of the $7.5 bil- 
lion in lost tariff revenue would be likely to 
end up in the pockets of European produc- 
ers rather than ACP consumers. 

The £u plan has other drawbacks too. It 
reinforces the ACP economies’ unhealthy 
dependence on Europe, instead of encour- 
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the world economy. And itis a 
logistical nightmare. Many 
ACP countries scarcely have a 
civil service, let alone the re- 
sources to negotiate complex 
trade pacts—with arbitrary re- 
gions devised in Brussels, and 
with the Ev itself. 

Mr Winters suggests a bet- 
ter alternative: for ACP coun- 
tries to offer to open their mar- 
kets multilaterally as part of 
the new wro round of trade 
liberalisation talks that is due 
to kick off next January. To be 
sure, that would be a bold 
move—but it would also be a 
potent symbol of their commitment to re- 
form. They would have to liberalise gradu- 
ally, since it would take time to adjust to 
increased competition and lower tariff rev- 
enues. But liberalisation at the wro offers 
them real benefits that are unavailable 
from the EU’s proposals. 

The multilateral route would free acp 
countries from the periodic uncertainty of 
negotiations with the Eu. Their exporters 
would get improved access to other mar- 
kets, notably America’s. Their consumers 
would gain from lower prices. And unlike a 
more “flexible” deal with the gu that could 
be bent by political pressures in Brussels, it 
would be enforced by an impartial dispute- 
settlement mechanism. 

Pie in the sky? Not necessarily. America 
says it is “open to the idea”. Since the ACP 
economies are small, it would not need to 
offer many concessions in order to gain ac- 
cess to their markets. As for the Ev, it would 
give it a chance to prove its much-vaunted 
commitment to the multilateral system. It 
would also offer a chance to show that it 
really can, for once, help the poor. 





Stockbuilding 
Pile ‘em high 


Po scribblers scrutinise every 
twitch in consumer spending, invest- 
ment, exports and public spending, but the 
remaining bit of Gpp—stockbuilding— 
tends to be ignored. That is a mistake. Al- 
though stockbuilding accounts for less 
than 1% of GDP in a typical year, swings in 
inventories are often the single most im- 
portant determinant of recessions. Indeed, 
destocking may now be a big risk to growth 
in the European Union. 

Firms hold stocks of raw materials and 
finished goods in order to smooth produc- 
tion to cope with swings in demand. Yet, 
ironically, movements in stocks tend them- 
selves to exacerbate the economic cycle. If 
inventories are rising strongly because 
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aging greater integration into ` 


companies are more optimistic about fu- 
ture sales, there is no problem. But often 
stocks are rising because firms have been 
caught out and have continued to churn 
out widgets at the same rate despite a drop 
in sales. As unsold goods build up, firms are 
forced to slash production even more 
sharply than the original fall in demand. 
Destocking can thus turn a slowdown into 
a recession. 

The larger the increase in unwanted in- 
ventories, the greater the risk of recession. 
But stocks do not have to decline to cause 
GDP to dip. For example, if firms’ stocks 
simply remain constant in one quarter, af- 
ter a big increase in the previous quarter, 
this will reduce GDP. Swings in inventory 
investment have accounted for, on average, 
half of the fall in Gop in America’s past 
nine recesions (see chart). Falls in levels of 
stocks accounted for more than the whole 
of the 2.2% slump in Britain's GDP in 1980, 

Some economists have argued that just- 
in-time methods of inventory control, 
which allow firms to adjust production 
more quickly to changes in sales, should 
help to prevent an unwanted build-up of 
stocks and so smooth out the economic cy- 
cle. It certainly is true that firms as a whole 
hold lower stocks relative to sales than they 
did 20 years ago, but stockbuilding seems 
just as volatile as it was—and so just as capa- 
ble of depressing growth. In the 1990-91 re- 
cession, the fall in inventory investment in 
America was actually bigger in inflation- 
adjusted dollar terms than in the previous 
two recessions. 

This suggests that a rapid build-up of 
stocks can be an early warning indicator of 
slowdown, if not recession. American busi- 
ness inventories have been fairly balanced 
over the past year. In continental Europe, 
however, stockbuilding accounted for an 


unusually large slice of Gpp growth in 1998... 


According to Mark Cliffe, an economist 
at ING Barings, as much as half of the 2.5% ` 
growth in Germany's GDP in the year to the 
fourth quarter of 1998 was accounted for by 
heavy stockbuilding. This is unsustainable. 
Germany's GDP fell in the fourth quarter of 
last year, and a further decline is possible 
this year if producers decide to reverse this 
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build-up. 

Mr Cliffe calculates that if German 
stocks merely remain flat this year—in con- 
trast to last year’s increase—this will slice 
2.7% off Gop growth. When combined with 
expected growth in the other types of ex- 
penditure, that would result in a small fall 
in total Gpr. If stocks remain flat in the 
euro area as a whole, this will slice a full 
percentage point off GDP growth in 1999. If 
producers went further and actually re- 
duced their inventories, the damage to 
growth would be worse. 

One snag is that figures on inventories 
are hard to measure. Some countries do not 
even try to do so directly, but treat stocks as 





Global finance 


a residual that balances different measures 
of Gpp. Partly for this reason, the figures are 
prone to big revisions. So Europe's stock 
overhang might be less serious in reality 
than it now appears. 

It is also likely that companies every- 
where will stockpile raw materials and fin- 
ished goods ahead of the end of this year, 
for fear that the millennium bug might 
strike computers and disrupt their supply 
chain. This year may therefore see a big in- 
crease in stockbuilding—in America as well 
as in Europe—which will bolster global 
GDP growth. But what then? The higher 
they climb, the further they are likely to fall 
in 2000. 


No time for a coffee break 


WASHINGTON, DC 


Efforts to reform the world’s financial architecture should not weaken just be- 
cause the memory of recent crises is fading 


CCM HIS is not a moment for compla- 

cency; it is a moment to act to pre- 
vent financial crises from reaching cata- 
strophic stages in the future.” With these 
words on April 2oth, Bill Clinton kicked off 
America’s public campaign to maintain 
the momentum behind efforts to reform 
the rules of global finance. And with good 
reason. For, as market confidence in emerg- 
ing economies soars, there is a risk that the 
efforts to improve the “global financial ar- 
chitecture” will stall. 

By their usual snail-like standards, the 
global financial elite-who gather this 
weekend in Washington for the spring 
meetings of the ımF and World Bank—have 
actually got quite a lot done in the past year 
or so. The MF has become more transpat- 
ent. Standards of good behaviour, on every- 
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thing from fiscal policy to corporate gover- 
nance, are being drawn up. And both the 
World Bank and the imF have new tools to 
deal with financial crises. The imF is about 
to introduce a new “Contingency Credit 
Line” (CCL). Inspired by an American pro- 
posal in the autumn of 1998, the CCL is de- 
signed to help healthy emerging economies 
to ward off financial collapse, by giving 
them access to substantial amounts of cash 
when they are threatened by “contagion” 
from other markets. 

Fans of the CcL claim it will have a big 
impact. By encouraging countries to im- 
prove their standards and policies, and 
prompting them to set up similar precau- 
tionary credit lines with private banks, it 
will help to prevent crises. Sceptics—of 
whom there are many—are less convinced. 
They point out that the Fund does not have 
the resources to give many such credit lines, 
and that many of the details of the new fa- 
cility remain confused. 

Either way, the architects still have 
much to do. There has been little progress 
on the thorniest issues of financial reform. 
How should the private sector be “bailed 
in” when countries hit financial crisis? 
How can the wild swings in debt flows to 
developing countries be tamed? Is there a 
role for controls on capital inflows? What 
kind of exchange-rate regimes make most 
sense? On none of these issues have the in- 
ternational architects reached anything ap- 
proaching consensus. 

But, at long last, it seems that some of 
the main builders are laying out their posi- 
tions more clearly. Robert Rubin, America’s 
Treasury Secretary, explained America’s 
views in a speech on April 21st. The role of 
the private sector in crises, he argued, must 


evolve on a “case-by-case basis”. Sometimes 
there should be a restructuring or refinanc- 
ing ofa debtor-country’s obligations; some- 
times it might “not be possible to avoid a 
temporary interruption in some debt pay- 
ments”. But Mr Rubin gave warning against 
a “one-size-fits-all approach”. That was a 
clear salvo at European governments, 
which are keen to create formal systems to 
“bail in” private investors. 

On exchange rates he was even more 
forthright, highlighting the risks of un- 
sustainable pegged currencies. “As a matter 
of policy, we believe that the international 
community should not provide... large- 
scale official finance to countries interven- 
ing heavily to defend an exchange-rate 
peg.” Mr Rubin added qualifications, but 
his message was plain: no more Brazil- or 
Russia-style bail-outs. And Mr Rubin ac- 
knowledged that more should be done, 
both in rich and poor countries, to reduce 
the risks of over-borrowing. 

It is a big step forward when politicians 
have clear views on such complex prob- 
lems. But clear thinking is not enough; it 
must be translated into action. For in- 
stance, the sooner the Basle capital-ade- 
quacy rules are revised, so that they reflect 
more accurately the risks of short-term 
lending in emerging markets, the quicker 
banks will have the correct incentives for 
prudent lending. And the sooner rich coun- 
tries revise sovereign bond contracts to 
make restructuring easier, the more likely it 
is that emerging economies will follow suit. 
If they want to keep the reform momentum 
going, the architects should be doing some 
modest redesign at home. 

a 





South Africa's debt 


Unforgivable 


JOHANNESBURG 


EBT is the new slavery. It is heartless to 

expect democratic third-world gov- 
ernments to repay loans made years ago to 
their nasty dictatorial predecessors. So says 
Jubilee 2000, a group that lobbies for debt 
cancellation. And no debt is more odious, 
and therefore more deserving of forgive- 
ness, than that built up by South Africa's 
old white-supremacist regime. Why should 
today’s freely elected government honour 
debts incurred to pay for rubber bullets 
and rhino-hide whips? 

According to Jubilee 2000's South Afri- 
can branch, in 1993, as the old regime pre- 
pared to surrender power, the “apartheid 
debt” stood at 86.7 billion rand ($14 billion 
at current exchange rates). The money that 
goes to service this debt, they argue, might 
be better spent on the poor. On budget day 
in February, protesters outside parliament 
in Cape Town yelled for forgiveness of the 
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former regime's debts. 

To no avail. But then their figures are 
not entirely convincing, since they include 
all sorts of liabilities not normally counted 
as sovereign debt. South Africa’s debts are 
not to be sneezed at: more than a fifth of the 
budget goes to service a national debt of 
366 billion rand. But the burden is not un- 
bearable, as it is in some other African 
countries. And more than 95% is owed to 





Tarnished gold 


Fe centuries gold has been precious 
because it has been scarce. Now, how- 
ever, the shiny metal may be getting a bit 
too abundant. Last weekend, the Swiss 
voted in a referendum to sever the link be- 
tween gold and the Swiss franc, and to al- 
low the government to sell half its gold re- 
serves. Next week the IMFs Interim 
Committee is likely to agree to sell some 
of the Fund's gold to finance debt relief 
for poor countries. Will such sales push 
the gold price, already near a 
20-year low, yet lower? 

Several central banks, in- 
cluding the Australians, Bel- 
gians and Dutch, have already 
been selling gold. According to 
Gold Fields Mineral Services, a 
consultancy, official sales rose 
last year to 412 tonnes, equiva- 
lent to one-sixth of new mine 
output. The significance of 
Switzerland is that its 2,600 
tonnes of gold are the third-big- 
gest reserve holdings in the 
world, after America and the 
euro area. 

Together with the IMF, cen- 
tral banks have 34,000 tonnes 
of gold in their vaults, equiva- 
lent to 13 years of mine output. 
Gold still accounts for over one- 
third of many rich countries’ re- 
serves. Yet if central banks were 
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South Africans, in the form of 
government bonds, pension 
obligations, and so forth. 
According to the finance 
ministry, the outstanding for- 
eign debt left over from the 
apartheid era is a negligible 
240m rand. Default would 
save a little money, but at a 
high cost: South Africa’s credit 
rating would be wrecked as it 
came to be lumped with other 
deadbeats. Foreign investors 
would be deterred, and South 
Africa would have to pay 
more for future borrowings. 
Some campaigners, seeing 
the hopelessness of demanding debt relief 
for a government that neither needs nor 
wants it, have adopted a different tactic. 
The Archbishop of Cape Town, Njong- 
onkulu Ndungane, argues that foreign 
banks that lent to the white regime pro- 
longed the suffering of South Africa’s 
blacks. For this, he says, they should make 
reparations, through a massive capital-in- 
jection scheme, a kind of “Marshall plan” 





scratch, portfolio theory would suggest 
that they should hold a much smaller 
share in gold. Over the past two decades 
gold has been a lousy store of value, fail- 
ing to keep pace with inflation, and it has 
massively underperformed equities and 
bonds. Not only is gold costly to store, but 
it earns central banks only a tiny return, 
from making gold loans. In Switzerland's 
case, the cost of interest forgone by hold- 
ing gold rather than American Treasury 





to build their reserves from  Glistering, but not so valuable 


for South Africa. Jubilee 2000's leaders 
draw a parallel with the Swiss banks that 
pocketed gold belonging to Jews who died 
in the Holocaust. 

But it is not obvious how such a plan for 
reparations might be implemented fairly. 
Were blacks harmed, for instance, by for- 
eigners who invested in South Africa’s pub- 
lic electricity firm? The country’s foreign 
debts surged towards the end of apartheid 
partly because sanctions were lifted, but 
also because the white government started 
belatedly to spend money on improving 
services in black areas. 

Debt relief for South Africa thus seems 
to make little sense. But the debt relief on 
offer for poor, heavily indebted countries 
may still affect it, perhaps in unexpected 
ways. If debt relief helps better-governed 
poor countries to stage economic recover- 
ies, South Africa might export more to its 
neighbours. But if debt forgiveness is fi- 
nanced by selling the imr’s gold reserves 
(see box), the consequences for South Af- 
rica—and for other gold exporters, such as 
Ghana—could be dire. 





bonds, say, is equivalent to around $400 
a year per household. 

There is clearly pressure on banks to 
improve returns on their reserves. Ana- 
lysts reckon that several national central 
banks in the euro area will wish to sell 
their excess gold over coming years. The 
European Central Bank has decided to 
hold only 15% of its reserves in gold, well 
below the 30% average that euro countries | 
currently hold. | 

If all central banks tried to sell gold at 
once, the price would plummet. That is 
unlikely to happen. The Swiss govern- 
ment will not dump its gold 
overnight. New legislation 
must first be passed, and sales 
are unlikely to start until mid- 
2000 at the earliest. Also, the 
Swiss government and the IMF 
(which plans to sell up to 300 
tonnes) have both declared that 
they would sell gold only gradu- 
ally over a long period, to avoid 
depressing prices. 

The current price of $284 an 
ounce has largely discounted 
these sales, so it is unlikely to 
plunge further. But fears of fur- 
ther gold sales by other central 
banks will continue to weigh 
heavily on prices for years to | 
come. Even if demand for gold 
remains strong, it is hard to 
imagine a sharp rebound in 
prices. For any rise would sim- 
ply encourage canny central 
banks to sell more quickly. 








THE ECONOMIST APRIL 24TH 1999 


81 




















FINANCE AND ECONOMICS _ 








| 
i 
j 
i 
t 
t 
| 
| 
i 





Is inflation tamed? 


Until further notice, the most important question in macroeconomics is 
whether America really has, as it seems, beaten inflation 


Fe many years economists regarded it 
as uncontroversial that if unemploy- 
ment in America fell below 6%, inflation 
would accelerate. Both the theory and the 
evidence supporting it seemed impec- 
cable. But the facts now appear to say oth- 
erwise. In 1996 America’s rate of unem- 
ployment dipped below 52% and kept on 
falling. Today, remarkably, it stands at a 
little over 4%. Inflation should have risen 
sharply, but it hasn’t. In 1996 consumer- 
price inflation was 2.9%. In the 12 months 
to March of this year, the rate was just 1.7% 

It would be difficult to exaggerate how 
much turns on these mysterious facts, not 
just for America but for the rest of the 
world as well. If America can continue to 
combine unemployment of barely 4%, or 
even less, with “price stability”, then the 
economy has undergone a seismic 
change for the better in its underlying per- 
formance—the kind of improvement that 
might go some way, even, to justify Wall 
Street's prolonged and otherwise out- 
landish exuberance. If on the other hand 
it cannot sustain this miraculous com- 
bination, then the Federal Reserve will 
sooner or later have to curb inflation by 
raising interest rates. The disappoint- 
ment in financial markets would be 
great—and the shock would be felt all 
around the world. 

The Economics Focus of January 16th 
drew attention to one novel explanation 


` of why America’s so-called natural rate of 


unemployment might have fallen— 
namely that the strength of Wall Street has 
itself affected conditions in the labour 
market (raising the demand for labour, 
for any given level of aggregate demand 
in the economy). That is an intriguing 





possibility, but a subtle, you might even 
say exotic, one. A new study by Roger 
Brinner, chief economist of the Parthe- 
non Group (a consulting and investment 
firm based in Boston), takes a more 
straightforward approach. It also comes 
to a straightforwardly disturbing conclu- 
sion. Inflation, Mr Brinner finds, is strug- 
gling to break free. 

His paper in effect unpacks the stan- 
dard theory, apparently challenged by the 
current facts, into two parts—one about 
the labour market, and the other about 
the connection between the labour mar- 
ket and general price inflation. 

So far as the first is concerned, he finds 
that the old relationship between wages 
and unemployment still appears to hold. 
Just as the natural-rate model predicted, 
inflation in wages, over and above infla- 
tion in prices, has been increasing ever 
since the end of 1996, when the unem- 
ployment rate fell below 512%. So America 
has not suppressed inflation in prices by 
means ofa structural improvement in the 
labour market. This evidence is entirely 
consistent with the view that the natural 
rate not only still exists but has stayed at 
roughly 52%. So why has inflation not 
risen? Because of an interruption in the 
usual link between the wage pressure that 
comes with very low unemployment and 
the resulting upward pressure on prices. 

Which brings us to the second part: an 
account of the favourable “supply 
shocks” that might have affected that link. 
Mr Brinner examines four such factors: 
oil prices (they fell in 1997 and plunged in 























1998); import costs (low lately because of 
the strong dollar); our old friend Wall 
Street (this time, not because high share 
prices have increased the underlying de- 
mand for labour, but because they have 
made it cheaper for firms to finance their 
employees’ pensions); and health-care ex- 
penses (whose rate of increase has been 
falling because of greater competition 
among providers and pressure from em- 
ployers and the government). 

He finds that, taken together, these 
special factors are enough to explain why 
the increase in wage pressure due to tight 
labour markets has not fed through to 
prices. Or not yet, anyway, The chart 
summarises his results. It shows the joint 
and several influence on prices (mea- 
sured as percentage points of extra infla- 
tion) from unemployment, import prices, 
cheap oil and the cost of employer-pro- 
vided fringe benefits (including pensions 
and health insurance), from 1994 until 
the first quarter of 1998. 

If you were to plot this information 
over a decade or two, rather than over just 
a few years, you would see a clear pattern. 
The bars, which show the sum of the influ- 
ences on inflation, would as a rule track 
the bold line, showing the influence of 
unemployment, quite closely. The other 
lines have tended to cancel out except at 
times of very marked fluctuations in en- 
ergy prices. But from 1996 onwards, as the 
chart shows, the bold line—think of it as 
the change in underlying inflation—has 
turned increasingly positive, because un- 
employment has fallen below its natural 
tate; whereas the bars have been, on aver- 
age, firmly negative. 

The conclusion is plain. These down- 
ward pressures are likely to prove tempo- 
rary. When their benign influence fades, 
the inflationary pressure due to low un- 
employment will come though as nor- 
mal. There is no “new economy”. Sooner 
or later inflation will cast off its chains. 


“Is Inflation Dead?” New England Economic Review 
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(published by the Federal Reserve Bank of Boston), | 


January/February 1999. 
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Fuel cells hit the road 


SACRAMENTO. 


A green alternative to the petrol-driven car has just gone on trial in the world’s 


fussiest environmental market 


HIS WEEK two nails were hammered 

into the coffin of the internal-combus- 
tion engine. The first came when Toyota and 
General Motors, which between them make 
a quarter of the world’s cars, signed a pact to 
develop alternatives. These include battery- 
powered cars, “hybrid” vehicles that have 
both electric and petrol engines, and--most 
significantly—-vehicles powered by fuel 
cells. The second was the result of an alliance 
between DaimlerChrysler and Ford (anoth- 
er quarter of the world’s car production), 
and Ballard Power Systems, a Canadian firm 
that has been developing fuel cells for use in 
vehicles for several years. 

On April 20th two fuel-cell cars, one 
from DaimlerChrysler and one from Ford, 
were driven around the streets of Califor- 
nia’s capital, Sacramento. They were the first 
of a fleet of 45 cars and buses from the two 
car makers that are to be road-tested in Cali- 
fornia (mainly in the Los Angeles area) over 
the next four years. The tests will be con- 
ducted under the beady eye of John Wallace, 
head of Ford’s Alternative Fuel division, and 
he will be looking to see how the vehicles 
stand up to the stresses and strains of ordi- 
nary daily use. 

Mr Wallace’s interests are satisfyingly 
prosaic—the sorts of things that concern us- 
ers as much as engineers. He is considering 
practical questions about the machines’ re- 
liability. For instance, it takes only a few sec- 
onds to start a modern petrol-driven car, 
but, at least in cold weather, a fuel cell needs 
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several minutes of warming up before it can 
produce enough power to drive off. Mr Wal- 
lace wants to know how much of a pain that 
will be (perhaps. not too much in southern 
California), and whether it can be reduced. 
He also wants to find some way of quieten- 
ing the intrusive noise of the compressors 
that are needed to make a fuel-cell car work. 
And he particularly wants to investigate the 
infrastructure (refuelling stations, for exam- 
ple) that will be needed to support the wide- 
spread ownership of such cars. 

The difficulty here is that fuel cells use 
not hydrocarbons but hydrogen. And hy- 
drogen, being an explosive gas with a ridicu- 
lously low boiling point, is hard to handle 
routinely. Yet it is fairly easy to make it “on 
the fly” from methanol, and it is this chem- 
ical (which is a liquid at room temperature) 
that drivers will eventually put in their 
tanks. Three oil companies (Shell, Texaco 
and Arco) are taking part in the tests, and 
they will make methanol for fuel-cell cars 
available at selected petrol stations. (Existing 
methanol available in Los Angeles contains 
15% petrol and is thus unsuitable. 

A fuel cell works by chemically combin- 
ing hydrogen with oxygen from the air. The 
result is energy in the form of moving elec- 
trons, which is used to power an electric mo- 
tor; and water, the fuel cell’s principal waste 
product. That the Gm-Toyota deal and the 
trial cars were wheeled out just before 
“Earth Day” (April 22nd, for those who mis- 
sed it) was probably not a coincidence. Wa- 



































ter, after all, hardly counts as a serious pollu- 
tant. The tests are being carried out in 
California for a similar reason. The state's © 

“zero-emission vehicles” law requires 10% 
of a. car maker’s sales there to be pollution- 
free by 2004. Since battery-powered vehi- 
cles have proved a flop—their range is too 
limited and they take too long to recharge— 
fuel-cell cars are seen as the best hope of 
complying with the legislation. 

In practice, that has meant a fudge in the 
law. Fuel-cell vehicles that put hydrogen in 
their tanks (as the current prototypes do) are 
truly zero-emission, but those that use 
methanol release a tiny amount of carbon 
monoxide. They also release carbon dioxide 
(though less than a petrol-driven car), but 
thatis not covered by the law. 

The Californian government, however, 
is not going to push the point too far. After 
all, the total energy-efficiency of the process 
of making, delivering and using the fuel 
(well to wheel, as they call it) in a methanol- 
fed fuel-cell vehicle is 27%, compared with 
only 17% in a petrol-engine vehicle. As a re- 
sult, the government is prepared to credit 
methanol-powered fuel-cell cars as being ` 
worth 0.6 of a true zero-emission vehicle for ~> 
legal purposes. If, that is, anyone is actually ` 
prepared to buy one. : 


Fuel sells? 


That remains a big concern. At the moment, 
itcosts around $4,000 per kilowatt tomakea 
fuel-cell engine, compared with $40. per 
kilowatt for an internal-combustion engine. - 
Mass production will eliminate some of that 
gap, but not all of it. And although the tri 
will help to work out the best way to delive 
the fuel cell’s hydrogen, and how to build a 
suitable distribution network, it: will not 
necessarily bring the price down to the point 
where fuel cells can compete with petrol or 
diesel. That is a task of pure engineering. 
Fuel cells come in several varieties, but 
the heart of the sort developed by Ballard isa 
polymer membrane coated on either side 
























with platinum electrodes (the platinum also 
acts asa catalyst). On one side of the mem- 
brane, hydrogen is decomposed into its con- 
stituent electrons and protons. The electrons 
disappear into the electrode, while the pro- 
tons pass through the membrane. On the 
other side the electrons return via the second 
electrode, having passed through the coils of 
an electric motor that drives the wheels of 
the car. Here, they recombine with the pro- 
tons, and also oxygen atoms, to make water. 

One source of high cost is obvious 
enough-the platinum. The amount needed 
has already been reduced, but it will have to 
be cut further. A second is the grooved 
graphite plates that are used to direct the 
flow of hydrogen and oxygen. These are be- 
ing replaced with cheap carbon composites. 
On their own, these and similar economies 
should bring the cost of a kilowatt of output 
down to around $20, if as many as 250,000 
engines a year were produced. Buta fuel-cell 
engine is more than a stack of cells. If itis ulti- 
mately fuelled by methanol, it needs a 
chemical reactor, known asa reformer, to re- 
lease the hydrogen. It also needs an effi- 
cient--but cheap—electric motor. 

Reformers are bulky and expensive. Ef- 
forts toshrink them have run into problems, 
according to Firoz Rasul, Ballard’s boss. The 
main.one is that smaller reformers produce 
too much carbon monoxide. Besides dimin- 
ishing the fuel cell’s green credentials, this 
“poisons” the platinum and stops it doing its 
job. So far, nobody has come up with an an- 
swer to this difficulty that does not involve 
shifting to another, presumably more ex- 
pensive, source of hydrogen. 

As for the motor, the main problems are 
that its magnets are made of molybdenum 
and titanium—both pricey—and that it 
needs.a complex array of special switches 
called thyristors to control it. So yet another 
result that the organisers hope will come out 
of the road trials is some way of simplifying 
this electronic control system. 

As the test cars paraded outside Sacra- 
mento’s capitol building, their designers 
were no doubt keeping their fingers crossed 
that these difficulties will go away. But at 
least the photo-opportunity was alluring: it 
was a beautiful, smogless day. Some time, if 
their dreams work out, all Californian days, 
even in Los Angeles, may be like that. 


Radio telescopes 
Thinking big 


AMSTERDAM 


y+ deans is a science that requires 
enormous and expensive playthings, so 
its practitioners can be forgiven for using a 
little hype to encourage its paymasters 
(meaning taxpayers) to reach into their 
pockets when a new toy is needed. But their 
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latest gambit is still pretty breathtaking: 
“give us half a billion dollars and you might 
be able to watch interstellar tv.” ©: 

The toy that would allow this—assum- 
ing, that is, that any neighbouring solar sys- 
tems have actually developed tv-watching 
civilisations—is a putative giant radio tele- 
scope known as the Square Kilometre Array 
(ska). This would also, more pertinently 
and only slightly more prosaically, allow the 
world’s radio astronomers to study such 
things as radio waves from the first stars to 
form after the Big Bang. At the moment it is 
only a “paper” instrument. But two meet- 
ings of high-powered radio astronomers 





held in the Netherlands over the past few 
days, one in Amsterdam and the other in 
Dwingeloo, have begun the task of turning it 
into metal. 

Astronomers like big telescopes because 
the bigger the instrument the more radio 
waves (or light, or whatever) it can gather—- 
and the fainter the objects it can see. Of 
course, a single radio dish with an area as big 
as one square kilometre is not feasible. But 
that is not what the ska will be like. Al- 
though there are still several competing de- 
signs, each will work by distributing the kilo- 
metre-squared’s-worth of “collecting area” 
over many smaller instruments. A computer 
will add together the signals from these sub- 
telescopes to produce an image like that 
which would have come froma single dish. 

Indeed, the image ought to be better than 
one from a single dish, because the separa- 
tion of the sxa’s elements will allow it to de- 
tect not only faint things, but small ones too. 
The trick required for this, known as interfe- 
rometry, has been used by radio astrono- 
mers for decades—and.on a larger scale than 
even the ska will manage. It works because 
the maximum resolution of a telescope (the 
minimum angle apart that two-points need 
to be for the telescope to see them as sepa- 





rate) depends on its diameter, not its collect- 
ing area. If the collecting area is in pieces, the 
effective diameter (the distance between the 
two most widely spaced pieces) can be sev- 
eral thousand kilometres. 

The ska’s proponents are talking of scat- 
tering its sub-telescopes over an area of ım 
square kilometres, which would create an 
effective diameter of about 1,000km. That 
would give it a resolution of a few thou- 
sandths of an arc-second—enough, were 
this an optical rather than a radio telescope, 
to see a boulder just a few metres across on 
the surface of the moon. 

Such a telescope could do a lot of useful 
science. But the possibility that most excites 
Sir Martin Rees, a researcher at Cambridge 
University who is also Britain’s astronomer 
royal, is the chance to observe the “epoch of 
first light”. According to current theory, this 
epoch should have followed the “dark age” 
of the universe—the stage in its history when 
everything had cooled sufficiently since the 
Big Bang for the subatomic particles that the 
Bang had generated to combine into atoms 
(mostly hydrogen). 

At that stage in the universe’s evolution, 
no nuclear reactions were going on, so noth- 
ing much was happening that might have 
generated any light (or, more relevantly, any 
radio waves). But as the first stars condensed 
out of the newly formed atoms, the heat and 
light they produced would have started to 
tickle the hydrogen clouds around them into 
emitting radio signals at a characteristic 
wavelength of 21cm. 

Some of this radiation ought still to be 
visible today to a powerful enough tele- 
scope--such as the ska. By mapping the sig- 
nal’s variations across the sky, astronomers 
might be able to determine the extent of clus- 
tering of matter in the universe’s earliest 
days. That way, they could decide which of 
several cosmological theories, each of which 
now seems equally plausible, was best sup- 
ported by the evidence. 

The rather wackier application of the 
SKA to detect extraterrestrial television was 
suggested by Jill Tarter of the serr institute, in 
Mountain View, California. This is a pri- 
vately funded body set up to look for such 
things by collecting data from radio tele- 
scopes designed for more mainstream pur- 
poses (seti stands for the search for extrater- 
restrial intelligence). For the institute, time 
on the ska would be priceless. At the mo- 
ment, the telescopes it relies on are powerful 
enough only to detect beams of radio waves 
pointed directly at Earth. The ska, however, 
would be able to detect the leakage into space 
from a standard terrestrial television trans- 
mitter at a range of half a dozen light years or 
so. Any nearby civilisation with similarly 
leaky transmitters would thus give itself 
away, even if it were not broadcasting delib- 
erately into space. 

Between nearby interstellar rv-stations, 
and the most distant hydrogen clouds, lies a 
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universe full of objects and phenomena that 
it has been hard or impossible to study until 
now. Radio astronomers are confident that 
the ska’s combination of greater sensitivity 
and stronger resolution will show them 
things they have been unable to see before. 
This promise, they hope, will be enough to 
excite the holders of the purse strings. And if 
it isn’t, there’s always the lure of “Neigh- 
bours” from Alpha Centauri. 


Breast cancer 
Try again 


T IS one of the oddities of modern medi- 

cine that, although new drugs have to go 
through rigorous clinical trials before they 
are allowed out into the wider world, other 
sorts of treatment can be invented and ad- 
ministered on a whim. One such is “autolo- 
gous” stem-cell support for breast-cancer 
patients who are undergoing chemo- 
therapy. This started to make its way into 
American clinics in the early 1990s. 
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port seems a sensible enough idea. The che- 
motherapy employed to fight breast cancer 
also destroys the stem cells that maintain a 
patient’s bone marrow. Since that marrow 
generates many of the immune system's 
cells, chemotherapy can leave the patient 
dangerously vulnerable to infection. 
Stem-cell support removes a sample of 
blood or marrow containing stem cells from 
a patient before the chemotherapy starts, 
and replaces it afterwards to allow the mar- 
row to grow back. (The treatment is called 
“autologous” because the cells come origi- 
nally from the patient, rather than being 
transplanted from a donor.) That ought to 
allow more of the cancer-killing drug to be 
given without the risk thatit might wreck the 
immune system permanently. Unfortu- 
nately, the latest research suggests that this 
apparently logical idea does not in fact work 
very well. It also provides a cautionary tale 
about how not to organise medical priorities. 
The results of five clinical trials, con- 
ducted in America, Canada, France, South 
Africa and Sweden, have just been an- 
nounced by the American Society of Clinical 
Oncology. In only one of the trials did the use 


therapy appear to prolong life more effec- 
tively than conventional low-dose treat- 
ment. This suggests that the therapy is, at 
best, useful only in a restricted set of circum- 
stances. At worst, the successful trial might 
have been a statistical fluke—meaning that 
the treatment is of no additional value at all. 

That is embarrassing for breast-cancer 
activists, who havecampaigned hard for au- 
tologous stem-cell support to be made more 
widely available. In particular, they have at- 
tacked the reluctance of medical-insurance 
companies and health-maintenance organi- 
sations to pay for what the insurers regarded 
as an experimental treatment. 

These attacks have paid political divi- 
dends. Women with breast cancer are, un- 
derstandably, one of the classes of people to 
whom politicians find it hard to say no. As a 
result, ten American states now have laws 
requiring insurance firms and HMos to offer 
stem-cell support if patients want it, even 
though, at $60,000 a go, itis more than twice 
as expensive as the low-dose alternative. 
Sensitivity and sentiment can be fine things 
in politics. But sometimes, having the facts is 
a better basis for action. 























At first glance, autologous stem-cell sup- of stem-cell support and high-dose chemo- = 
| A potted h isto ry the bigger significance of the Aomori dis- 
| covery lies elsewhere. As with other pieces 

of early Japanese pottery, one feature of 
RRO the Aomori find is the exquisite rope-like 
| UDDLED around the fire,earlyman firmed, by carbon-14 dating of their soot pattern pressed into its surface for decora- 
would sooner or later have noticed coatings, that some pieces of earthenware tion. The Japanese word for this, jomon 
the way that soft, malleable clay close to found last year in Aomori prefecture in (chord-markings), has been used to de- 
theembers baked intoahard,durablema- northern Japan date back 16,500 years. scribe the era that stretched from the end 
| terial. A member of the group might even Finding the world’s oldest known ofthe ice age, around 13,000 years ago, to 
| have idly squeezed a handful of wet clay cooking pot, even in pieces, is exciting. But about 300 Bc. 
into an appealing shape and tossed The latest discovery pushes the 
it into the ashes. The earliest known dawn of the Jomon era in Japan 
examples of such fired-clay figu- back 3,500 years—to a period when 
rines are 27,000 years old and come glaciers were rampant in much of 
from central Europe. the northern hemisphere. But the 
These discoveries tell archaeolo- leisure and sedentary existence that 
gists something about early man’s the Jomon would have required for 
cultural development, and perhaps their pottery have generally been 
even about his spiritual ideas. But supposed to result from climatic 
they do notadd much to knowledge changes at the end of the ice age. 
about hunter-gatherers’ way of life, These raised the sea level, produc- 
about what they ate or, most cru- ing Japan’s meandering modern 
cially, about whether and when coastline with its prolific crops of 
they took the first tentative steps to- shellfish and edible seaweed, and 
wards a more sedentary form of ex- also permitted the spread of decidu- 
istence. For that, archaeologists ous forests, which provide a cornu- 
need to find things such as the rem- copia of nuts, berries and shoots 
nants of water-carrying pots— that do not run away. That the Jo- 
which, being heavy to lug around, mon had the leisure to create their 
rarely feature in a hunter’s life. pots before these changes happened 
Until recently, the oldest suggests they were smarter and 
known clay pot in the world was a more settled than archaeologists 
14,000-year-old vessel from the had realised. Which makes their 
middle reaches of the Yangtze river eventual, rapid displacement by the 
in China. But over the past week, re- Korean immigrants who were the 
searchers at Kokugakuin University ancestors of most modern Japanese 
and Nagoya University have con- Invented in Japan a puzzle. 
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MOREOVER 


Israel's culture wars 


In Israel, where national and religious identities overlap, creative artists face 
special problems. Is the cultural divide deepening or is Israeli culture simply 
growing more diverse? Our correspondent reports from Tel Aviv 


“7 WANT to write like a British writer,” 
says Joshua Kenaz, a bestselling Israeli 
novelist. “Like a French writer. Associations 
and allusions, of course. But they don’t have 
to dominate. I’m basically a normaliser. 1 
love this country, with all its different com- 
munities and cultures. I want it to be normal, 
like any other country.” That wish is under- 
standable. But politics impinge. Not just the 
frenetic party politics that consume so much 
of Israelis’ time and energies. But the politics 
of the big life issues—questions of religion 
and identity—that seem to surface inescap- 
ably in myriad associations and allusions 
whenever someone speaks Hebrew, let 
alone writes books in it. 

Mr Kenaz peoples his writing with 
workaday characters, going about their non- 
descript lives, speaking broken Hebrew in 
foreign accents, apparently uninvolved in 
the great national debates. But they are in- 
volved, despite themselves, in workaday 
ways that, perhaps, resonate all the more 
tellingly with the reader. In his latest book, 
“Restoring Lost Loves” (Am Oved; 280 pag- 
es) worried parents seek the help of a kab- 
balist to locate their lost soldier son. Another 
character overhears a conversation on a bus 





Oz and... 
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about the weird successes of a psychic “re- 
storer of lost loves” who operates a dingy 
clinic in south Tel Aviv. Normal life? New- 
Age fads? Or symptoms of a more ominous 
religious fundamentalism that is gaining in- 
fluence at the political centre? 

The word “normal” is seldom unloaded. 
But it carries special weight in this context. 
Zionism was supposed to “normalise” the 
Jewish condition, at least for those Jews liv- 
ing in the Zionist state. But it never did, nor 
really could. The founding father himself, 
David Ben-Gurion (1886-1973), pointed to 
the built-in abnormality at the root of Zion- 
ism in a now historic speech to the Knesset 
on his 85th birthday. “In one respect, the 
Jewish people differs from all other peoples: 
its nationality and its faith are intertwined.” 
Ben-Gurion rebelled against religious ortho- 
doxy in his own life, and wrestled with the 
rabbis and religious politicians throughout 
his political career. The law of return (1950), 
which gave every Jew the right to immigrate 
to Israel, begged a question: who is a Jew? To 
this, as Ben-Gurion learned painfully, there 
are as many answers as there are denomina- 
tions and conceptions of Judaism. Conflict 
over whois a Jew, and other eruptions of the 
religious-secular Kulturkampf, brought 
down governments in the early decades. But 
they seemed ultimately manageable. Now, 
in poll after poll, Israelis say they feel more 
threatened by this religious-secular schism 
than by the conflict with the Arabs (which 
most believe is headed, sooner or later, to- 
wards a negotiated solution). 

For the Israeli intelligentsia, the cultural 
threat is less one of polarisation than of 
domination. Intellectuals rarely speak to 
whole societies. “Only 100,000 Israelis read 
my books,” Mr Kenaz says, “out of 6m.” But 
ideas can carry influence far beyond num- 
bers. What worries secular-minded Israelis 
is an apparent loss of influence. The Ortho- 
dox, who disdain the intellectuals as here- 
tics, have their own forms of culture—and 
cultural support. Hundreds of exegetical 
and homiletical tracts are published each 
year and sell for a song, generously subsi- 
dised by the state. So it is with countless chil- 





Kenaz wants Israel to be normal 


dren’s books, audio and video tapes. Not all 
is strait-laced. Hasidic rock concerts fill 
sports stadiums—with screaming boys and 
girls kept apart. That might all sound like 
welcome diversity, and in a sense it is. But 
multiculturalism becomes a problem when 
Orthodoxy, revelling in new political 
strength, seeks to impose its brand of Ju- 
daism on the rest, or when the rest believe 
that this is happening. Encouraged by the 
secular intelligentsia, more and more Israelis 
are reaching that conclusion. 

In the arts, the conflict can show itself in 
almost comic ways. Here is an example that, 
slight as it sounds, was widely felt to have se- 
rious import. Israel's Independence Day on 
April 21st brought back the embarrassing 
memory of a fiasco at last year’s 5oth anni- 





... Yehoshua want it to be liberal 
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AVID HARE, one of Britain’s best- 
| known and most prolific play- 
| wrights, has written a lot about faith late- 
ly. A liberal-minded radical in the old En- 
lightenment tradition, he admits it 
perplexes him. He took on the Church of 
England in “Racing Demon”, part of a 
stage trilogy about the British establish- 
ment. But for a non-believer curious 
about the well-springs of religious convic- 
tion, that mild and tolerant creed was 
never going to be a lasting challenge. In 
England they lead shallow lives, people 
told him: go to Israel, where they believe 
in something. 

Go he did, in Israel’s 50th anniversary 
year, and “Via Dolorosa” is the theatrical 
outcome. A 90-minute stage monologue, 
spoken by Mr Hare himself, it opened in 
| London last autumn and is now playing 
in New York at the Booth Theater. 
| Though written for the stage, the piececan 
| also profitably be read, much like a long 
| magazine article, as a record of his en- 
counters and reactions. The book version 
(Faber & Faber; 72 pages) includes a scep- 
tic’s lay sermon, “When Shall We Live”, 
which Mr Hare gave at Westminster Ab- 
bey in London in 1976. 

In “Via Dolorosa”, Mr Hare meets Is- 
raelis on both sides of the divide (as well as 
Palestinians in and out of politics). He 
talks to Eran Baniel, an Israeli theatre dir- 
ector, who put on a famous “Romeo and 
| Juliet” with the Israelis as Montagues and 
| Palestinians as Capulets. He meets Shula- 
mit Aloni, whose foes saw her as the “red 
firebrand of the Rabin government”, and 
| who tells him that Israel is not in the least 
hard to understand: it’s simply “going 
backwards”. 

He visits Danny and Sarah Weiss, de- 
| vout settlers, at their “American-type 
home” in an enclave in Hebron guarded 
| by Israeli troops. Round the family table, 
the political talk is tough but amicable. 











Without warning a dispute breaks out on 
a point of biblical interpretation: can a girl 
of three carry 40 buckets of water for a 
camel? Mr Hare is fascinated and ap- 
palled—he calls his reaction “marvel- 
ling” —-that nobody at the table considers 
that “maybe the story is simply wrong”. 
Under his breath he begs, “Can we please 
stop shouting for a moment?” 

That thought, like the greeting from 
his dog, Blanche, on his return home to 
Hampstead, is mentioned in gentle mock- 
ery of his own domesticated reasonable- 
ness. Yet Mr Hare’s self-teasing, you feel, 
comes more from courtesy than convic- 
tion. For all his witand warmth, hecannot 
avoid sounding rather like Mountolive, 
the British diplomat in Egypt from Law- 
rence Durrell’s 1958 novel of that name: 
dazzled and observant but ultimately baf- 
fled by the interests and passions of a 
country where he is, perforce, a visitor. 
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versary celebrations for the state of Israel. 
The row blew up over a sensuous depiction 
of a devotional hymn by the avant-garde 
ballet group, Batsheva, led by Ohad Naha- 
rin. Orthodox voices objected. The dispute 
went to the highest level. The Israeli presi- 
dent suggested a compromise: the dancers 
should wear long stockings. Rather than put 
up with this artistic interference, Mr Naha- 
rin and his troupe withdrew from the cele- 
brations. Many on the secular side cheered, 
seeing those stockings as a threat to freedom 
of expression. And the issue is notjust sym- 
bolic. The secular-minded intelligentsia re- 
gards the general election on May 17th as a 
crucial moment when rational, liberal Israel 
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must stand up against fundamentalism. 
There was a time when Mr Kenaz and 
his fellow “Canaanites” treated “Israel for 
the Israelis” as their watchword. The Israelis 
they meant were the cultural heirs of the 
people who lived in Palestine in biblical 
times, not of the Polish and Moroccan Jews 
who had survived 2,000 benighted years of 
diaspora Judaism. Here was Zionism’s “neg- 
ation of the Diaspora” taken to extremes. Mr 
Kenaz and those like him have long since 
mellowed. Today, the most visible expres- 
sions of his “Canaanism” are the “ordinari- 
ness” or “normality” of his characters and 
his carefully crafted, Bible-based Hebrew. 
“The ghastly deterioration of our He- 


brew,” Mr Kenazsays, “is the result of the re- 
ligious fundamentalism assailing us.” He re- 
calls a high-school student recently 
complaining to a call-in radio programme 
that there was not enough Hebrew language 
taught in his school. “What about.the Bib- 
le?” the broadcaster asked. “I’m not reli- 
gious,” the youth replied. “And the irony,” 
Mr Kenaz observes, “is that it was Zionism 
that originally introduced Bible study as an 
alternative to the Talmud-based curriculum 
of the Diaspora...the re-Judaisation of the 
school curriculum under a succession of Or- 
thodox ministers of education has turned 
the Bible into a book for the religious!” 

Yitzhak Laor, a leading Israeli poet and 
“post-Zionist” critic, warns against tarring 
all the Orthodox with the same “fundamen- 
talist” brush. The Zionist intelligentsia, he 
says, having lost its hegemony over what it 
hoped would become a culturally homoge- 
neous Israel, is flailing out wildly “at anyone 
with a beard and sidecurls”. The ultra-Or- 
thodox, with their abiding theological reser- 
vations about the non-messianic Zionist 
state, are lumped together with the armed 
settler-dervishes, whose messianic fervour 
provides the ideological drive for Mr Neta- 
nyahu’s “national camp”. 


Liberal intolerance? 


Mr Laorsees the rampantanti-Orthodoxy of 
the left as an expression of resentment and 
guilt transferred from the conflict with the 
Palestinians, the real essence of the Israeli in- 
telligentsia’s crisis of identity. “The problem 
isn’t fundamentalism, but rather the politi- 
cal issue that ‘nationalises’ everything, that 
‘Judaises’ everything,” he says. 

More mainstream writers have also dis- 
cerned crude prejudice on the secular side. 
In a newly issued collection of essays, 
“Views in Review: Politics and Culture in 
the State of the Jews” (Farrar, Straus & Gir- 
oux; 320 pages), Avishai Margalit, a profes- 
sor of philosophy and respected social com- 
mentator, writes of cartoons in the Israeli 
press depicting Orthodox Jews that were 
“reminiscent of Der Stiirmer”. He describes 
the fears of secular Jerusalemites at the ultra- 
Orthodox population explosion as “not free 
of anti-Semitic undertones”. 

David Grossman, a widely acclaimed 
novelist, recently lashed out in the newspa- 
per Yedioth Ahronoth against fellow intel- 
lectuals who “regard any religious person 
with uncompromising hostility, which is ef- 
fectively a form of racism”. Now that the 
Palestinians were no longer cast as the collec- 
tive enemy, he suggested, the Orthodox had 
been consigned to this role. 

Mr Grossman’s denunciation came in 
response to criticism levelled against Amos 
Oz, A.B. Yehoshua and himself, Israel’s 
three best-known authors, for joining the 
Movement for Reform Judaism. Their call 
for other writers to do likewise followed a 
huge Orthodox demonstration in Jerusalem 
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last February against rulings by the Supreme 
Court in favour of the non-Orthodox move- 
ments, which want official recognition 
alongside Orthodoxy. The writers’ appeal 
was immediately controversial. “As if He- 
brew secularism were not able to stand alone 
on its own two feet,” huffed one commenta- 
tor in a leading newspaper, Ha’aretz: “In- 
stead of speaking out like proud secularists 
for the separation of state and synagogue,” 
he went on, “the three authors were advo- 
cating ‘theocracy lite’—a little more aesthet- 
ic, a little more dietetic, and with an Ameri- 
can flavour, and with no God added, thank 
you.” Not so shot back Mr Yehoshua: “My 
secularism is neither ‘Hebrew’, ‘Jewish’ nor 
‘Israeli’, he replied. Nor did it involve criti- 
cism or fear of Judaism. His secularism, he 
explained, was based on philosophical first 
principles. Was it not possible to accept Ju- 
daism as part of a cultural heritage and as a 
part of the definition of your inner self with- 
out believing in providence or accepting a 
theological creed? (As a non-believer, Mr Ye- 
hoshua pointed out that he would be a sup- 
porter rather than an active member of his 
local Reform synagogue.) Mr Grossman 
added a clarification of his own: if the ultra- 
Orthodox were discriminated against be- 
cause of their beliefs, he would come out in 
solidarity with them. What mattered was 
the democratic principle. 

The appeal from the three authors was 
all the more striking because in their literary 
work they have tended to avoid the growth 
of fundamentalism and religious revivalism 
that so exercises Israelis in their everyday 
life. By contrast, in the Tel Aviv theatre there 
has been an outpouring of successful plays, 
many written by journalists, rehearsing the 
religious controversies that impact on the 
country’s politics. “Hack realism,” Yitzhak 
Laor snorts. Serious literature apparently 
needs more time to assimilate the profound 
changes which political life, and its theatri- 
cal mirror, are so quick to reflect. 

But Amos Oz has offered one illumina- 
tion of the nationalist-fundamentalist Geist 
in his 1986 novel “Black Box” (Am Oved; 259 
pages). In this book, Michel-Henri Sommo— 
or Michael, as he prefers—makes the reader 
itch with his cloying self-righteousness, his 
smug biblical citations and his trite rabbinic 
aphorisms. His plan for the deportation of 
the Palestinians is nasty and naive. Yet the 
Moroccan-born, French-educated Sommo 
has a dignity and breadth of spirit that seem 
to grow on Mr Oz. His Sephardic religiosity, 
at first the butt of subtle sarcasm, becomes 
grudgingly respected, even admired. There is 
rejection of Sommo’s values, but also under- 
standing and empathy. Looking back at how 
his fellow writer’s character might have de- 
veloped, Mr Kenaz reflects on him almost as 
if he were a real Israeli. Michael these days 
would probably be “much more extreme”, 
he says, “much more fundamentalist”. 
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Japanese film 


MOREOVER 


The other Kurosawa 


HONG KONG 


HE outstanding feature of this year’s 

Hong Kong film festival was the come- 
back by Japanese movies after years in the 
cinematic doldrums. The focus, in particu- 
lar, was on a director barely known in the 
West called Kurosawa. No, not that Kurosa- 
wa but Kiyoshi Kurosawa—unrelated to the 
late Akira and apparently as prolific as Jean- 
Luc Godard and Rainer Werner Fassbinder 
were in their prime. Last year alone he made 
three films and he has already completed 
another in 1999. 

Five of Mr Kurosawa’s works were 
shown in Hong Kong, beginning with one of 
his earliest— “The Excitement of the Do-Re- 
Mi-Fa Girls”, shot in 1985 plainly under the 
influence of Godard—and progressing to the 
very different movies he makes today. He 
specialises in genre pictures—gangster stor- 
ies, horror, even mild pornography—to 
which he brings his own quirky sense of hu- 
mour. They are sometimes extremely viol- 
ent. “Serpent Path” and its sequel “Eyes of 
the Spider”, both made last year, are revenge 
stories in which two hitmen exact terrible 
punishment on the mobsters who have kid- 
napped, raped and murdered their small 
children. Beneath this horrid surface, there 
is an underlying sense of absurdity. The 
chief gangster is an amateur fossil collector, 
who promises the man who has come to kill 
him a cash reward for every old rock he un- 
earths. What is more, the killer gets caught 
upin the search and entirely distracted from 
his mission as he and his target scrabble in 
the dust for prehistoric remains. 









“Licence to Live”, Mr Kurosawa’s third 
1998 movie, is in complete contrast—a poi- 
gnant account of the awakening of a young 
man of 24 from a ten-year coma. He has 
missed the rise of computer technology and 
the fall of the Soviet Union, but more impor- 
tantly he is now an embarrassment to his 
family and to the careless driver responsible 
for his plight. They had rebuilt their lives 
around the assumption that he would never 
recover. His second lease of life ends abrupt- 
ly and as arbitrarily as it began, leaving him 
to question as he dies whether he ever really 
existed. It is a moving ending to a film that 
marks Mr Kurosawa as one of the fastest-de- 
veloping talents in Asian cinema today. 

There were other fine Japanese films. Hi- 
rokazu Kore-Eda’s “After Life”, for exam- 
ple—a haunting fable about the recently 
dead and their choice of where to spend eter- 
nity. It combines elements of “A Matter of 
Life and Death”, a 1946 classic by Michael 
Powell and Emeric Pressburger, with echoes 
of J.B. Priestley’s philosophical plays, but 
still keeps an Asian flavour all its own. 

“Keiho” is another Japanese spellbinder 
and a return to form by Yoshimitsu Morita, 
a director whose career had stalled after 
early successes in the mid-1980s. Itis a court- 
room drama about a confessed killer who 
behaves in such a deranged manner that he 
is diagnosed as schizophrenic. Under Article 
39 of the keiho, Japan’s criminal law, he can- 
not therefore be condemned. But is it a dou- 
ble bluff? Is he who he seems? A woman 
psychiatrist (named Kafka, if you please) 
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Double vision from Morita—or double bluff? 
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sniffs out an even more sinister, hidden un- 
der-plot. Shot in: huge close-ups to capture 
every nuance of expression, every hintofde- 
ception, this isa tour-de-force. 

The rest of Asia could muster nothing of 
comparable quality. Mainstream Hong 
Kong cinema is being clobbered by the eco- 
nomic downturn, while even “serious” di- 
rectors show many signs of hesitation and 
confusion. “Ordinary Heroes”, about social 
and political idealists in the 1980s, isa labour 
of love, but director Ann Hui is too close to 
her subject to carve out a clear dramatic line. 

Younger Hong Kong directors are now 
adopting almost self-mocking names-—~Jin- 
gle Ma, for instance, and Fruit Chan—as if 
the longed-for, post-colonial paradise had 
turned out to be rather a poor joke. Fruit 
Chan’s “The Longest Summer”, set during 
the 1997 handover to China, hits upon a tell- 
ing metaphor for the present feeling of let- 
down—the fate of Chinese soldiers of the 
British Army dumped on a labour market 
about to go into reverse. 





“What am 1?” is the question now un- 
derpinning much of Hong Kong cinema (itis 
even the title of the newest Jackie Chan vehi- 
cle). A similar identity crisis is. also surfacing 
in Taiwan, where Wan Jen's “Connection by 
Fate” agonises over the island’s future 
through an encounter between. a suicidal 
Chinese taxi driver and a fugitive aboriginal, 
whose neglected people have better claims 
to the territory than any Chinese. A good 
subject, but hard to dramatise and Wan Jen 
does not fully meet the challenge. 

The Hong Kong festival itself faces a 
looming identity crisis. Run by the Urban 
Council and its civil servants for 23 years, it 
passes next year to the government’s Home 
Affairs Bureau and all the present program- 
mers’ contracts will cease. Will they be re-en- 
gaged by the new dispensation or will con- 
trol pass to cine-illiterates? It is an open 
question but some are pressing for the festiv- 
al to be hived off as an independent body 
with, for the first time, its own director, like 
other film festivals. 
etal iat s a 





Gossip on the web 


Truth, lies and cyberspace 


The web is a boon for newshounds—if you want to be your own fact-checker 


MONG _ Bloomberg’s 
web pages on April 7th 
appeared a story that 
looked ordinary enough: 
PairGain, an American tele- 
com equipment manufac- 
turer, was to be bought by 
an Israeli company for 
about twice its market val- 
ue. The. company’s stock 
price, predictably, rocket- 
ed, from $8.50 to $11.13. 

All fine and normal—except that the sto- 
ry wasn't true. Somebody had copied 
Bloomberg’s logo and layout and posted a 
bogus report on the Bloomberg site. When 
PairGain queried the report, it was taken off, 
and the share price crashed again. Bloom- 
berg is now suing unnamed parties who 
posted the page, in order to use the law to try 
to find out who they were. 

Asmore and more of life moves on to the 
Internet, so the difficulty of distinguishing 
fact from fiction on it becomes more and 
more of a worry. This problem springs from 
the Internet’s central virtue: low barriers to 
entry. In the real world, being a publisher 
costs a greatdeal of money. You have to have 
manufacturing facilities and distribution 
networks. So real-world publishers have a 
great deal invested in their reputations and. 
consequently need to be careful about what 
they print. 

On the Internet, being a publisher costs 
next to nothing. Many Internet publishers, 
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therefore, have little to lose 
from printing untruths and 
plenty to gain in notoriety if 
the story they putoutis sen- 
sational enough. What’s 
more, faking a real-world 
newspaper, which has to be 
both manufactured and 
distributed, would be next 
to impossible; faking an In- 
ternet page is dead easy. 

Not all the effects of the 
lowering of the barriers to entry are bad. Big, 
established news organisations can be too 
cautious and too protective of their more 
powerful sources. Many scandals have been 
unearthed first by outsiders with scrappy 
news sheets and little to lose by way of influ- 
ential contacts. The Internet is a golden age 
for what used to be the newsletter. Witness 
Matt Drudge. The downside is the ease with 
which error spreads. 

The falsehoods fall into four principal 
categories. Intentional 
fraud—as in the Bloom- 
berg case—seems to be rela- 
tively rare. Malicious gos- 
sip is far commoner: mean 
fictions that once would 
have circulated in a small 
group now spread across 
the world instantly through 
forwarded e-mails and 
newsgroups. Mariah Car- 
ey, a pop singer, has been 








one of the principal targets. Earlier this year, 
everybody on the Internet knew. that USA 
Today had reported that somebody’ had 
asked Mariah Carey what she thoughtof the 
death of King Hussein of Jordan. “He was 
probably the greatest basketball player this 
country has ever seen,” she said. “We will 
never see his like again.” Except, of course, 
that she didn’t; and that USA Today had 
never reported it. Similarly, everybody on 
the Internet knew last year that Tommy Hil- 
figer, a fashion designer, had made racist 
comments on the Oprah Winfrey Show. Ex- 
cept that he hadn’t. Television picked the 
story up, and Mr Hilfiger issued a denial. 

Then there is slovenly reporting, 
which happens because the standard of ac- 
curacy on the Internet is low, and the speed 
of dissemination is high. So the web edition 
of the Dallas Morning News scooped the 
world in claiming that a secret-service agent 
had seen Monica Lewinsky and President 
Clinton alone together. This was picked up 
and broadcast by asc before the newspa- 
per’s website had time to retract. Similarly, 
Pierre Salinger, former television newsman 
and press secretary to President Kennedy, 
claimed at a news conference that Twa 800, 
a passenger plane that crashed into the At- 
lantic killing all aboard in 1996, had been 
downed by a missile—all on the basis of a 
web page of dubious origin. 

Lastly, there are Chinese whispers, 
which make the Internet such a perfect vehi- 
cle for urban legend. Somebody puts some- 
thing on the Internet, and, somehow, it turns 
into something else altogether—often some- 
thing intriguing. That is what happened to 
Mary Schmich and Kurt Vonnegut. 

Mary Schmich of the Chicago Tribune 
wrote her column one week as a spoof grad- 
uation speech. “Wear sunscreen,” it began. 
“Dance,” it advised, “even if you have no- 
where to do it but your own living-room.” 
Somehow this column became tagged, on 
the web, as Kurt Vonnegut’s commence- 
ment speech at mir. Everybody loved it. Ev- 
erybody e-mailed it to everybody else. Mr 
Vonnegut was mobbed by people wanting to 
reprint it. Ms Schmich tried to trace the mis- 
take, but on the Internet, such trails lead into 
infinity. “Cyberspace,” said Mr Vonnegut 
when she tracked him down, “is spooky.” 

It is also risky, for now, because even so- 
phisticated people can be gullible about 
what they read there. This may be because of 
a lag between technology 
and perception. Smartly 
produced pages, and things 
on screens, impress us with 
an authority that springs 
from the resources needed 
to produce them in the old 
paper medium. Perhaps ev- 
eryone should. be more 
worldly wise about what 
can turn upon the web. 

m 
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MSc Trade, Transport & Finance 
MSc Shipping, Trade & Finance 


Creating Competitive Advantage in 
Financial Services Marketing 

May 19-21, 1999, New York City 

Potential is only as good as your ability to realize it. 


With that point in mind, this Stern Intensive helps you 
understand the powerful principle of competitive strategy in the 
otherwise undifferentiated marketplace of contemporary 
financial services. 


Distinguished professors Bruce Buchanan, John Czepiel, 

Vasant Dhar, Jim Little and Joel Steckel will give you the tools 
necessary to leverage strengths, minimize vulnerabilities, and 
discover crucial new resources like e-commerce and data mining. 


Designed to sharpen competitive marketing acumen, this 
three-day commitment is exactly what you need to turn promise 
into profit. Pencil us in. 


To receive detailed course 
descriptions and to register 

call 1.888.NYU.EXEC 

fax 212.995.4502 
exec-dev@stern.nyu.edu 
www.stern.nyu.edu/executive 


NYU@ 
STE 


Other Executive Development 
ntensives 


MBA Update, Insights on 


Competition and Innovation, 


June 7-18 

Reinventing Business with 
Electronic Co Tce, 
October 18-2« 

Leadership: Crafting and 
Executing Winning Strategies, 


l EXECUTIVE 


EVELOPMENT 
iber 3-5 


If you bring the talent we'll provide the knowledge 
for a successful international business career in 
banking, finance, international trade and transport 


or stockbroking 
We have 750 graduates in over 70 countries who 
enjoy an international career 


But success is not easy. Our 14 month « 


Ourses are 
intensive and demanding, pulling in practitioners 
from the City of London as well as our own 


City experts, many with international reputations 


if you have the talent to meet the City challenge 


then get in touch! 


Call us for more information on 


+44 (0) 0171 477 8606 


gg CITY 


University 
BUSINESS SCHOOL 


> AND THE PROFESSIONS 


E-mail 
cubs-postgrad@city.ac.uk 


http://www.city.ac.uk/cubs/ 


THE UNIVERSITY FOR BUSINE! 
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Mary Jane Rathbun 


N 1996 California eased its law 

on the use of marijuana. The 
change allows a doctor in the 
state to prescribe the drug if he 
believes it will lessen a patient's 
pain. The relaxation in the public 
mood towards the use of mari- 
juana was ascribed chiefly to Ma- 
ry Jane Rathbun. She was in the 
line of American zealots who 
come to the fore whenever some 
moral matter grips the nation. 
Racism, abortion, the war in 
Vietnam have all produced their 
heroes and heroines. Ending the 
ban on the use of marijuana may 
seem of less moment than those 
great issues. Yet the ban affects 
huge numbers of people. Last 
year 695,000 people were arrest- 
ed in America for possessing 
marijuana. Perhaps ten times 
that number, nearly 7m, occa- 
sionally take a puff. Perhaps only 
jaywalkers break the law more 
frequently. 

Mrs Rathbun certainly con- 
sidered the ban unnecessary. She 
seems to have reached this con- 
clusion through what she called 
simple common sense, rather 
than wrestling with the pros and 
cons of the drugs debate. Her skill 
was as a cook, especially of cakes. 
On visits to San Francisco Gener- 
al Hospital to help out as a volun- 
teer she would take along a bag of 
her brownies, squares of rich 
cake with nuts. It is not known 
exactly when Mrs Rathbun start- 
ed to incorporate marijuana into her brownies, or indeed how she 
got the idea. She was in and out of the hospital for getting on for 17 
years and for much of this time her brownies were the all- American 
sort, flavoured with nothing more subversive than sugar. It may be 
that on one visit a patient at the hospital presented her with a copy 
of a cookbook written by Alice B. Toklas, an American who tried 
out recipes that included marijuana. Whatever the reason, Mrs 
Rathbun found that her laced brownies were in ever increasing de- 
mand, especially in ward 86 in the hospital, where most of the pa- 
tients were dying of Arps. 

















That smells like pot 


Inevitably the police got a whiff of Mrs Rathbun’s baking. She was 
turning out her brownies in the kitchen of her small flat in San Fran- 
cisco, but the distinctive smell of pot wafted through the building 
and to the pavement outside. She was arrested a number of times. 
One prosecutor gave warning that the trial of “the grandmother 
who bakes pot brownies” would attract national attention, and had 
the charges against Mrs Rathbun dropped, but other courts went 
ahead with prosecutions. She received only nominal sentences, of 
some hours of community service (which she served at the hospi- 
tal), but, as predicted, “Brownie Mary” became a national figure. 








Mary Jane Rathbun, “Brownie Mary”, 
died on April 10th, aged 77 


Even those opposed to the le- | 
galisation of marijuana for recre- 
ational use sympathised with giv- 
ing it to the dying if, as was 
claimed, it lessened their suffer- 
ing. The hospital where Mrs | 
Rathbun was handing out her 
cakes allocated $1m for research | 
into the possible medicinal bene- | 
fits of marijuana, and similar 
studies have since been set up 
elsewhere in America. August 
25th, the date when she made one 
of her appearances in court, is cel- 
ebrated by her supporters as 
Brownie Mary Day. 

Curiosity grew about Brow- 
nie Mary. What sort of person 
was she? She was not a grannie. 
Her marriage had been brief. She 
had had one child, a daughter 
who had died in a car accident at 
the age of 22. Most of her life she 
had worked as a waitress. But in 
her 60s, when she started to be- 
come famous, she looked like a 
grannie, with her curly grey hair 
and forthright language. The 
young men in ward 86 were “my 
kids”, she said. 

Mary Jane Rathbun was on 
every platform in campaigns in | 
California to ease the law on the | 
use of marijuana. She was famil- | 
iar with the soapbox. In earlier | 

ji 





years Mrs Rathbun had cam- 
paigned for miners’ rights and for 
a woman’s right to have an abor- | 
tion. She liked to call herself an 
anarchist. Larry Bittner, a lawyer | 
who campaigned with Mrs Rathbun, said she had the strengthof | 
purpose of Harriet Tubman and Sojourner Truth, two former | 
slaves who became prominent in 19th-century reformist move- | 
ments in America. 

The change in the Californian law in 1996 came about when 
voters supported a “state initiative” over marijuana. Similar ini- 
tiatives have since changed the law in several other American 
states. However, under a federal law, passed in 1937, possession 
of marijuana remains prohibited, and this law takes precedence 
over state law. As a result, users of marijuana for medicinal rea- į 
sons, even where the state law sanctions such use, are not neces- 
sarily safe from arrest. 

It is unlikely that the Clinton administration will come to 
their help. Mr Clinton is beset with enough problems without 
taking this trip. Last year a petition seeking an easing of America’s 
drug laws was signed by 500 eminent people. Barry McCaffrey, a 
retired general who advises Mr Clinton on drugs, dismissed the | 
petition as the work of the “intellectual, literary and academic 
community engaged in pseudo-science.” It was a slap in the face 
for a group of well-intentioned people; but not unexpected, cer- 
tainly not by the anarchistic Mrs Rathbun, who believed thatdi- 
rect action was the way to get things done. 
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Templeton, 


The Oxford 

Strategic 
Leadership 
Programme 


Offers a laboratory for le 

a test-bed for models and ideas 
which challenges participants 

to develop their own thinking ie 
and skills and then prepares them 
to put these into’action as leaders. 


7 — 12 November 1999 | 26 - 31 March or 14 - 19 May 2000 





Please send details of Name 
The Oxford Strategic Leadership Programme Atire 
Return tc 
Dorothy Cooke, Templeton College 
University of Oxford 
Oxford 0X1 5NY, England Tel 
Tel +44 (0)1865 422776 Fax +44 (0)1865 422501 Fas 
Email leadership@templeton.oxford.ac.uk 

Email 


www.templeton.ox.ac.uk 
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The Ashridge 
Executive MBA 
“If you’re 
serious about 
going further, the Ashridge 
MBA will help you get 
there — faster” 


Stephen Robinson, MBA Programme Director 





eal life strategic. project 


Designed for experienced managers 





Puts theory into practice 





Small class sizes 


< High focus on personal development 











For more information contact Doris Boyle or Jane Tobin 


Telephone: +44.(0)1442 841143 
Facsimile: +44 (01442 841144 
Email: doris. boyle@ashridge.org.uk 


Internet: www.ashridge.org.uk 
Ashridge, Berkhamsted, Hertfordshire HP4 1NS, UK 


Registered as Ashridge (Bonar Law Memorial) Trust, 
Charity number 311096, 
The Ashridge MBA is. validated by City University. 


Mi 
bad 


ASHRIDGE 


Do you want to go further? 
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THE BATH MBA 
= Hard currency 
around the world. 


OVER 20 VEARS' EXPERIENCE {N MBA PROVISION 


















ESTABLISHED, INTERNATIONALLY RESPECTED MANAGEMENT SCHOOL 
* 
A HIGHLY RANKED UNIVERSITY. 





From this exceptional academic environment comes an exceptional business 
qualification; the Bath MBA. 

‘The University of Bath Schoo! of Managements one of only five British MBA 
Schools to receive top Funding Council ratings for both teaching and 
research, So you: can’ be sure of excellent teaching, programme content and 
academic support. 

All 3.variants of the Bath MBA, FULL-TIME, EXECUTIVE and 
MODULAR, are accredited by the Association of MBAs. 

For full details, including our regular Open Days/Evenings, contact us 
quoting Ref. EG4/99 

“Fels +44 (0) 1225 323432 

Fax: +44 (0) 1225 826210 

Email: mba-info@ management, bath.ac.uk 
hitp:/Awww.bath.ac.uk/Departments/Management 

School: of Management, Dept. E104, University of Bath, Claverton Down, 
Bath BA2 7AY. 























UNIVERSITY OF 


cA BATH 


SCHOOL OF MANAGEMENT 
SOR MANETS SESE 























Advancing Learning and Knowledge in Association with Business and Industry. 






Expand Your Horizons 
in U.S. Law and Business 
with Leading American 
Faculty in Chicago 


RE- 


NORTHWESTERN UNIVERSITY 
SCHOOL OF LAW 


Presents hands-on introductory courses taught 
by leading faculty of Northwestern’s Law School 
and Kellogg Graduate School of Management. 


1999 SUMMER INSTITUTE 

IN LAW AND BUSINESS 

Jury 25-AuGusT 6 

Business Simulation 

Management/Strategy 

s Corporate and 
Commercial Law 

a Business Start-ups and 
Venture Capital 

= Management and Strategy 

= Intellectual Property 


Juv 11-23 

Corporate/Securities Law 

Corporate Finance 

» Corporate and Securities Law 

a Corporate Finance 

s. Mergers and Acquisitions 

# International Securities 
Enforcement 


Contact Executive and Professional Education, Northwestern 
University School of Law, 357 East Chicago Avenue, Chicago, 
jllinols, 60611-3069, U.S.A., Phone: 312.503.0192, 
Fax: 312.503.2930, E-mail: m-hageman@nwu.edu. 
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Perts... 


A world famous MBA with UAUA: 


You'll find a global MBA with a global perspective at City University 
Business School. 


Our one year Full-Time MBA will give you a well rounded general management 
education with specialist options in finance, electronic business, human 
resource management, marketing, international business, management 


of technology, all taught by our city experts. 


Taking confident control of your career has immediate benefits ~ average 
student salaries show an increase of 45% on graduation. Three to five years 
later, with several promotions achieved, your investment in our programme 


will have truly paid off. 


To ensure you experience a top programme we have high expectations of 
our students. These expectations are matched by the quality and 
reputation of our city experts. As a top Business school in the heart of 
the financial centre of the world our city experts are second to none. 


Are you ready for the City challenge? 























Why not come and visit us: 
MBA Information Session, 18th May, 6-8.30pm 


AMBA Fair, 10th May, Institute of Directors, 
Pall Mall, London 


For information call us now: 
MBA Programme +44 (0)181 553 6960 


Executive development short courses 
+44 (0)171 477 8710 


E-mail: cubs-postgrad @city.ac.uk 


City University Business School 
Frobisher Crescent, Barbican Centre 
London EC2Y 8HB, UK 
http: //www.city.ac.uk/cubs/mba/ 


CITY 


SP University 
BUSINESS SCHOOL 





Begin your international 
career at ESADE Barcelona 


ant to start b 
sion. The ESADE- 
a successful bus 
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~ COURSES 



















amia Graduate School of Business Administration 
DARDEN University of Virginia EXECUTIVE EDUCATION 


Business Week magazine has consistently ranked Darden as one of the best executive education schools in the world. Each year, we deliver 
over 100 one- and two-week program offerings to more than 4,000 executives and practicing managers from 500 organizations worldwide. 






















































-General Management Series m Business-to-Business Marketing i Competing in a Deregulated Electric Utility 
a The Executive Program Management Environment: Lessons for the Twenty-First Century 
c Managing Critical Resources: Developing a o Competitive Pricing Strategy e Human Resource Forum: Key Strategic Human 
General Management Perspective 0 Building and Managing Brand Resource Issues for the Next Century 
©) Developing Managerial Excellence: A Program Leadership J innovation and Service Excellence: People, 
for High-Potential Managers a Launching New Products: Concept to Process, and Information 
© Manufacturing Executive Program: Developing Rollout © Service Management Strategy 
World-Class Capability © Channel Management: Managing ©) Managing the Corporate Aviation Function 
a Managing in the Global Business Environment Suppliers and Distributors ®© Developing Leadership Capability in the Corporate 
© Darden Minority Business Executive Program | Strategy and Organizational Aviation Function 
~Leadership and Change Series Effectiveness Series -Financial Excellence Series 
© Creating the Future: The Challenge of C1 Strategic Management for Line © Mergers and Acquisitions: Strategy and 
Transformational Leadership Managers ; Implementation 
Ø Leadership for Extraordinary Performance © Corporate and Business Unit © Evaluating Strategic Alternatives in Uncertain 
o Creating and Sustaining the High-Performing Strategies: Managing the Interfaces Environments 
Organization m Bargaining and Negotiating: A g Financial Management for Non-Financial Managers 
5 Managing Individual and Organizational Change Learning Laboratory ©) Investment Banking: Value Creation and Deal 
73 Power and Leadership (I Multiparty Negotiations Evaluation 
-Marketing and Sales Series © Creating Successful Alliances and Ø Strategic Cost Management: Tools for improving 
© Strategic Marketing Management Partnerships Financial Performance 
o Strategic Sales Management L Mail form to: 
eet on ee ee a Mana AHAYE. AT no agro | Executive Education 
c Send me information on the program(s) selected above. ECO 4/24/99 | Dardan. School Foundation, Universiiyiot VSI 
Name Title | PO. Box 6550, Charlottesville, VA 22906-6550 
Company or Fax to: 804-982-2833 
Address - Phone: 804-924-3000 
City State ___ Country Zip/ Postal Code Email: Darden_Exed @ Virginia.edu 
Phone Fax Email www.darden.virginia.edulexeced/ 














UMUC 


Graduate School 


Earn your MBA online, without putting your career on hold. 
Introducing the 2-year MBA from UMUC. 


UMUC - ranked by Forbes as one of the “Top 20 Cyber Universities” in the world ~ introduces its new 
24-month, 42-credit MBA online program. It is designed to be interdisciplinary, integrated and applied, 
exploring organizational and management processes in the context of a global business environment. 
Developed to accommodate working professionals with diverse academic credentials and organizational 
backgrounds, there is no GRE, GMAT or residency required. 


Phone: 800-581-UMUC or 301-985-4617 (U.S.A.) Ewa 


E-mail: mbaonline2@info.umuc.edu 


Web site: www.umuc.edu/mba M UC 


* State approval for this Master of Business Administration programy is expected May 1999. 


UNIVERSITY of MARYLAND UNIVERSITY COLLEGE 
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Amsterdam 
Institute of Finance 





In cooperation with the faculty of INSEAD 


Offers the following intensive and practical courses, 
covering core financial and business skills, to a diverse 
audience of ambitious professionals. 


| 

| 

| 

Negotiation Analysis 
| (May 10-11) 
Project Finance 

| 

| 


(June 14 -- 18) 


Foundations of Finance 
(uly 8 ~ 30) 
(September 2 — 24} 






For information, please visit our Web site, or contact us directly. 


AIF - Herengracht 205, 1016 BE Amsterdam, The Netherlands 
telephone: +3 1-20-5200160 - ‘31-20-5 200161 
ni- internet: www.aif.nl 





TIT OF 
SITY OF BRADFORD, UK 


A NIMBAS-Bradford 
MBA degree is a powerful 
boost for your business career 


NIMBAS, the Associate Institute of the University of Bradford, 
UK, enables University graduates to earn the prestigious University 
of Bradford MBA degree in the Netherlands or in Germany 


ONE-YEAR FULL-TIME MBA 


In Utrecht, the Netherlands 


TWO-YEAR PART-TIME MBA 


In Utrecht, The Netherlands and in Bonn, Mainz and Berlin, Germany 


W s s“ ra mw 
» TWO-YEAR EXECUTIVE MBA 
Seven 9-day sessions (Saturday/Sunday/one working 
week/Saturday/Sunday) two sessions in the Netherlands, 
two in the URK, two in Germany and one in France 





























NIMBAS is AMBA (London) accredited 


NIMBAS 


GRADUATE SCHOOL OF MANAGEMENT 





Netherlands 
5 o 
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SHUD of HARVARD UNIVERSIT 


PRIVATIZATION, REGULATORY REFORM 
& CORPORATE GOVERNANCE 


dune 28 -duly 17, 1999, Cambridge, Massachusetts, USA 
* The Record on Performance and 
Reform of Sute-Owned Enterprises 
+ The Rationale for and Problems ot 
Publie Ownership 






« Methods of Privatization: Auctions, 
Share Flotation, Concessions 
and Strategic Investors 

* Mass Privatization in Transition 










ea ae : Economies 
* Privatization of Natural Monopolies: * Recent Privatizations: Data and 
Theory and Evidence Conetusions 
* Regulation: Structure and Methods * Post Privatization Corporate 







° Deregulation and Competition Policy Governance 


* Labor and Privatization 









Le World Bank}, 
Director, fy sand Jean Tirole 


HARVARD INSTITUTE FOR INTERNATIONAL DEVELOPMENT 
14 Story Street, Cambridge, MA 02138, USA, Attn: Mike Hriaz 
7 {61 è 









UNIVERSITY DEGREE 


For Life, Academic & Work Experience 


Degrees for people who want to be more effective 
and secure in their jobs or professions, 


Eam your BACHELOR'S, MASTER'S or DOCTORATE degree by 
utilizing your life and work experience, College equivalent credits are 
given for your: fab, military, company training, Industrial 
courses, seminars and business ex; ce. 










Match your 
position with a 















legal degree We accept college credits no matler when taken, 
and Our graduates are recognized for their achievements in business and 
transcripts industry. We will assist you in completing your degree requirements 






at your own pace through home study, 
Senditax detailed resume for a NO COST evaluation. 


Pacific Western University 
1210 Auahi Street, Dept 137, Honolulu, HIE 96814-4922 
41-4808) 597-1909 
CALL: (800) 423-3244 ext. 137 UK: 0800-960-419 
Fax: (310) 471-6456 E-Mail: admissions@pwu.com 


hitp:/Avww.pwu-hi.edu 


EUROPEAN ACADEMIC CONSORTIUM FOR MANAGEMENT STUDIES 


Study within different European countries 

The University of Groningen, The Netherlands. 

The University of Stirling, Scotland, UK 

The CERAM School of Management, Nice, France 
8 


"AS you know 
experience iy 
still the best 

teacher... But 
degrees open 

doers.” 




































_ Master of Science 
in International Business 


Internationally acknowledged degree 

itis a 1 year, full-time programme leading to 
a Master of Science in International Business. 
Specialisms in e.g.: internati eting oe 
international Financial ternational HRM 







For more information 
please contact: 













Ms. Franka van den Hende 
Course Manager 

IBP Office, 

Faculty of Management 
and Organization 
University of Groningen 
P.O. Box 800/Landleven 5 
9700 AV Groningen 
The Netherlands 

tel +4 31 503 

fax ++ 31 50 3632341 
















Economics an 
English. No 
will need total 
one month pres 
August. The p 
each year in Sept 



















emali ibp@bdk, 
internet: hity 

























COURSES 











WITH 5 YEAR REFUND GUARANTEE 


A Dip. TEFL, MBA or PhD by distance iearmingilife experience! 
> Leam about 1600+ 


honorary award from $400., impos: 
non-traditional universities worldwide 


Em 
Fax +662°634 7565 Quote Dept: 2. Give street address 


“CLE irra: effective courses 17313. Surawong Rd (Block 121), Bangkok, 10500 


New for 1999 
) 
eve your Master's Degree 
at a distance! 


Ifyou are a lawyer, manager, policy maker, enforcement 
professional or work in health, safety, environment or a related 
area, then this unique distance learning course is for you. 


The course addresses: 


* Health & Safety Law; * Employers Liability Law, 
* Environmental Law; * Social Security Law, and 
* Comparative Industrial Safety Law and Environmental Law. 


It gives you an excellent opportunity to: 


* strengthen your professional development 
* develop your career in a new direction or 
* return to work in this specialist field. 


Achieve your Masters Degree by combining independent 
learning with attendance at weekend residential sessions 
held in high quality venues throughout the UK. 


Further details about the course, costs and eligibility are 
available from Victoria Howes, European Occupational 
Health and Safety Law Research Centre, 

University of Salford, Salford M5 4WT. 

Tel: 0161 295 4472. Fax: 0161 295 3102. 

Email: v.s.howes@time.salford.ac.uk 


Starting September 1999, 
this is a course not to be missed! 








in ENGLAND, in JAPAN, in BELGIUM 





in BELGIUM 


in FRANCE, in BELGIUM 


in BELGIUM 





eseDOCTORAL AND 


MASTER'S DEGREES” ee 















6400 UPTOWN BLVD NE « SUITE 398-W 
Dept. 34 ALBUGQ, NM B7T10-USA 
d 1-505-889-2711 


Accredited, | to 2 years; 

1 month Residency. 
Business, Education, Gov't., Psych. 
International Relations, Religion, 
Social Work, Health Services 









Write: BERNE UNIVERSITY, International 
Graduate School, PO Box 1980, 
Wolfeboro Falls, NH 03896. 

TEL; (603) 569-8648 FAX: (603) 569-4052 

E-MAIL; berne@berne.edu 


MBA or Ph.D. Distance Learning. 
Bachelors not always required. Add- 
itional international faculty needed. 
370 Anchor Drive Ste. 250, Dakota Dunes 
SO $7049 US, Phone: 605-232-6039 
Fax: 605-232-6011 ec@distancemba.com 


www.distancemba.com 























Good Distance Learning 
MBAs are hard to find. 


Mail for a guide to the best, 
wherever you are. 


The Durham MBA Distance Learning Programme is one of Britain's most highly 
regarded International MBA courses and is one of three AMBA accredited 
rsity 


study options, including Full-Time and Part-Time. eo 
Y: urham 


if you would like to develop into one of the world's 
best managers, apply for your brochure today. 
investing in excellence in teaching and research 
j Durham University Business School, Admail 436, Mill Hili Lane, Durham DH1 372Z 
Telephone; 0191 487 1422, Facsimile: 0191 374 3389, e-mail: MBA DL@du 


UniS 
| University 
| of Surrey 


tgraduate business | 


Ni S in a wide range of specialisms, 
cC including the following: 

* Management * Human Resource Management 

« Marketing - International Business + Financial Services 


«Fulltime + Part time 
* Open Access ° Distance learning 


Surrey European Management School 

| University of Surrey, Guildford, Surrey GU2 SXH 
Tel: +44 (0) 1483 259347 Fax:+44 (0) 14383 259511 
Email: sems@surrey.ac.uk: Web: www.serns.surrey.acuk 


mms oan am n e n o 
SPANISH 
in SPAIN 


JAPANESE 


in JAPAN, in BELGIUM 





COURSES FOR 
MOTIVATED PEOPLE 
* ADULTS from 19 years 
* RETIRED PEOPLE OF 55 AND ABOVE 
(Special conditions available} 
+ JUNIORS from 1} to 18 years 
- FRENCH in BELGIUM 
l - ENGLISH in ENGLAND, 


in BELGIUM 
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66 HOURS PER V 

IN THE TARGE 
Study: 

up to 45 private and/or group lessons 

and pedagogical activities Fax: 


Putting into practice with our teachers: 
at breaks, meals and evening socio-cultural activities 





CERAN LINGUA 


International information 
and reservations: 


ETL 


Tel: +32- 87-79 [1 22 
: 2- 87-79 11 88 
& w Hg 

sian Customer eceran: be 
Tel: | (413) 


Internet: 
Fax: 1413) http://www.ceran.com 
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BACHELORS MASTERS PH D. 


America’s BIYA — MONTICELLO UNIVERSITY 


AAE «No classroom attendance + Distance learning: 

; + Distinguished faculty » Accelerated degree programs 
Distance + Credit for work experience + Students from 96 
Learning countries ‘and 30 states in the USA. 


Washington International University 
P.O. BOX 1138, Bryn Mawr, PA 19070-USA f ui brie oe 
Fax:610-527-4008 - E mal: washuniv@op.net: Tel (913) 661.9977 » Fax (F 



















Teaching French to adults for 29 years 


INSTITUT DE FRANCAIS 


Overlooking the Riviera’s most beautiful bay 
A UNIQUE TOTAL IMMERSION PROGRAM 
8 /:hrs a day with 2 meals, 8 levels : Beg. I to Adv. I 
ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts 3 May; 31 May and all year 
06230 Villefranche/MerED24, France. Tel: (33) 493 01.98.44 Fax: (33) 493 76 92.17 
www. institutdefrancais.com 


APPOINTMENTS 


| Learn Business English 

l Me at Riversdown House 
i Probably the best language 

7 pied ME school in the world. 

<B $ - RICHARD LEWIS TEL +44 1962 771111 


COMMUNICATIONS EMAIL info@crosscult 






























European 
Investment 
Bank 






A career in the heart of Europe 





The EIB, the financial institution of the European Union, is currently seeking for its headquarters in Luxembourg, an (m/f): 


Auditor - Assistant to the Audit Committee 


As the statutory audit ey of the European Investment Bank, the Audit Committee is answerable to and appointed by the 
Board of Governors (usually Finance ministers of the EU Member States}. 






A fixed-term appointment of 4 years is foreseen. 






Position profile: 


Reports to: the Chairman and members of the Audit Committee and is administratively attached to the General Secretariat 
of the Bank. 


Key tasks: * preparation and organisation of the work of the Committee, follow-up on its decisions, and its secretarial 
support; * preparation of reports and minutes, including an annual report to be submitted by the Committee to the Board of 
Governors; * organisation of on-the-spot visits of projects financed by the Bank and other technical tasks as required by the 
Committee; * conducting specific research and studies as required; © maintaining, assisting and monitoring the contacts 
between the Committee, the external auditors, the internal auditors and any other parts of the Bank's internal control 
structure, as well as the institutions of the European Union, in coordination with the Bank's services concerned. 











Person profile: 

Qualifications: university degree in economics, business administration, or equivalent and professional qualification as 
Chartered Accountant, réviseur d'entreprises and/or Certified Internal Auditor (CIA) or equivalent. 

Previous experience: four to six years preferably as an external auditor (specialised in banking audits) and cabinet 
experience in a financial institution. Knowledge of the operating environment of the EIB or a similar financial Institution 
would be an advantage. 

Personal characteristics: © good organisational skills; © proven del eae and communication skills; * ability to 
prepare concise and logically written materials; ® interact effectively with all hierarchical levels; # IT technology skills. 
Languages: fluency in English and French, both written and spoken; knowledge of other Community languages 
would be an advantage. 


The EIB offers attractive terms of employment and salary with a wide range of welfare benefits. Applications from women 
would be particulary welcome. 

popes who must be nationals of a Member Country of the European Union, are invited to send their curriculum vitae, 
either in English or French, together with a letter and photograph, quoting the appropriate reference, to: 


EUROPEAN INVESTMENT BANK, Recruitment Division, Ref. SG99ECO 01 i 
L-2950 LUXEMBOURG. Fax: + 352 4379 2545. 


Applications will be treated in the strictest confidence and will not be returned. 
General information on the EIB can be found on Internet (hitp:/ /www.eib.org] 
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CRU International based in London, the USA and Singapore ‘is-a leading business research consultancy 
specialising in the Mining, Metals, Wire and Cable, Power, Packaging and Chemicals industries and works with | 
| companies, financial institutions and governments worldwide. > ee - 
An opportunity now exists at our London offices for someone preferably with several years’ experience of the 
| steel industry, to work within the Steel Team, The individual will be expected to participate, as part of the team, 
_ in the creation of forecasts, market reports and consultancy projects that require strict deadlines. 
You should be a graduate with experience in economic and industrial analysis in a corporate planning, 
-commercial or, possibly, an academic environment. COs 
This position calls for frequent contact with industry executives and the individual required must have a good 
degree in economics. However production engineering or metallurgy. graduates may also be considered. An 
enquiring mind, and the ability to analyse and present work well both in writing and orally is essential, Ability to 
use software packages (primarily Excel and Word for Windows) is important and knowledge ofan additional 
language such as German, French or Spanish would be an advantage. Overseas travel will form an attractive part 
of the work. ne mek 


An attractive salary which will reflect experience and qualifications will be offered. 


Please send a full CV, including current salary to Patricia Stevens, CRU International, 
31 Mount Pleasant, London WC1X OAD 
Tel: 0171 278 0414 





To assist in the implementation of the Health Sector Reform Programme in Egypt 
(1999-2004), BMB Management Consultants urgently requires: 


BM B Management Consultants is a 
cence rennin e 


leading Dutch consulting company in A. Experienced Team Leader 


institutional development, public 
B. Senior Health Consultants 


sector reform, education, health and 








Requirements for the Team Leader: 

e broad experience in managing complex multidisciplinary projects in health reform 

e extensive experience in contract management in the field of health, including financial 
control, organizational development and personnel management 


social sector development. Usually in 


close cooperation with local consulting 


companies, the company executes e proven ability to handle sensitive and complex situations and experience in dealing with 
senior Government officials (Ministerial level) 
medium- and large-scale projects in all e previous experience in the management of large EC-funded programmes 


e at least 15 years of relevant professional experience, of which 3 or more working overseas 

continents for all major international 
, For the Senior Consultants, experience in one or more of the areas below is required: 
donors as well as for national ə public health management and administration 
eer « human resource development 

governments and commercial clients, ita j ene |: 
i e district health planning, decentralisation of health services 
e health financing, budgeting and internal control 
e primary health care (package of essential preventive and curative public health services) 
+ 


at least 10 years of relevant professional experience, of which 3 or more working overseas. 


Applicants should be EU nationals with a successful track record in developing and/or transition 


regions, preferably in Egypt or the Middle East as well as good communication, training and 
reporting. skills. Fluency in English is a prerequisite, while good language skills in Arabic isan 
4 ; advantage. Applicants with less than 15 years professional experience need not apply for 
l } ì : position A. 
Information may be obtained from P.P.Q. de Wildt at tel. + 31 26 3577434. 


“Interested candidates should e-mail their detailed curriculum vitae to: g.stapelkamp@arcadis.nl- 
mentioning under subject “9902A" for position A or “9902B” for position B. 
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Economist 
London Docklands 


Information Technology 
for the Financial Services Sector 


ECONOMICS OF FINANCIAL REGULATION | 


The FSA is responsible for regulating the whole of the UK financial services industry, To help in that task we have a team of economists 
dedicated to improving our understanding of how that industry works. In particular we are interested in the costs and: benefits of regulation, 
the dynamics of the markets and the relationship between the industry and its consumers. + lt willbe your role to help us to develop this 
tesearch, Considering the vast scope of the financial services industry this is an extraordinarily under-researched area. So you will have an 
excellent opportunity to produce new and. influential research, + Join. us in this research role, and you will-not only contribute economic 

input to’ policy but also help others think ‘through the economic results of regulation: You'll be involved in all aspects 

of research,. from helping to define: projects, gathering and analysing data, undertaking research and economic 

analysis; and writing up your findings so that they can be used within the FSA. In addition, you'll publish and 

disseminate some of your work for external audiences. * A first-rate economist, you could have or be about to 

receive an impressive first or second degree, or PhD, in economics. You may also have up to 5 years’ experience as 
an economist in an academic, research, consultancy or other environment. You will be a 
talented economist with the capacity to analyse data, develop the application of economic 
theory to the financial services industry and communicate effectively with economists and 
non-economists alike. * This is an exceptional career move that could help you make your 
name as an economist. We'll also offer you a package including attractive salary and 
flexible benefits scheme. * Please write, enclosing a detailed CV, to FSA, c/o 1st Floor, 
Wellington House, Queensmere, Slough SL1 10B, quoting reference number BA429A. 
The closing date for receipt of applications is Sth May 1999. 


Managing Consultants 


London and New York Based 


Excellent Salary, Incentive Scheme and Share Option Plan 





CWB is the fastest growing IT services company focused on 
developing and implementing business solutions for the 
financial services industry. We help our clients gain maximum 
benefit and value from their IT investment though the effec- 
tive management of people, process and technology. And we 
do it within a lively team culture where talented professionals 
enjoy responsibility and respect. 


We have aggressive plans for expansion of our existing con- 
sulting business. The leadership role of Managing Consultant 
is an opportunity to make a significant impact on the future 
of the business. Reporting directly to the Head of Practice, 
successful candidates will be responsible for generating new 
business, developing existing client relationships, and manag- 
ing a wide range of projects. 


A highly motivated self-starter, you will focus on creating 
new client relationships on a global basis as well as develop- 
ing new service and. business initiatives to drive forward our 
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aggressive expansion plans. You will spearhead new strategic 
initiatives and take a leadership role within the company. 


To qualify you must have worked at a senior level within an 
IT consultancy, and will have extensive experience in the 
financial services marketplace. You will have a proven track 
record of commercial success operating at the board and sen- 
ior management level, together with. assignment and people 
management experience: Excellent communication skills and 
fluent English are essential. 


In return we offer an extremely attractive salary, incentive 
scheme and share option plan. For prompt and confidential 
consideration, send your CV and covering letter citing ref. 
CWB-MC to Ross Barnard, CWB, 80 Bishopsgate, London 
EC2N 4AG; email recruitmeéent@ewb.com; or fax 0171-650- 
0112, alternatively, call Ross on 0171-650-0100 


People Process —> Technology @ 
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í ANALYST | 


£22K-£27K + BENEFITS + CENTRAL LONDON 


Consumers’ Association (CA) publishes the Which? range of 
magazines and books, as well as campaigning on a variety of 
consumer issues. Most of our work is reactive out of necessity, 

but our Consumer Intelligence Unit (CIU) is focused on the future. 


CIU’s remit is to think ahead and predict the future make-up 
and behaviour of consumers. Through research, this small 
team supports the development of both commercial and 
campaign strategies, and provides a platform for new product 
launches and moves into new markets. 





















You'll play a key role by carrying out a variety of social, 
business and economic research projects, which vary in length 
from a few days to 6 months and cover the broadest range of 
consumer issues. 

A persistent and conscientious researcher of degree calibre, 
you'll have practical experience (probably 2-5 years’) in a 
strategic, social, business, economic or policy research 
environment. You'll be able to anticipate, identify and meet 


Consumers’ 
Association 


the future needs of consumers and consumer organisations 
with your innovative and enthusiastic approach. Knowledge 
of consumer issues and-the broader socio-political environment 
will be important, but so will dedication to getting things done 
and an ability. to manage time, projects and clients. You'll need 
excellent communication, report-writing and presentation 
skills whilst liaising with a wide variety of experts throughout 
CA and externally. 


It’s demanding but interesting work. To apply, please write 
and tell us why you think you are suitable for this job 
(enclosing your CV, daytime telephone number and quoting 
reference 1570) to Errol Gayle, Human Resources Department, 
Consumers’ Association, 2 Marylebone Road, London NWI 4DF, 
Closing date: 7th May 1999, Interviews: 19th May 1999. 


If you have not heard from us within 4 weeks of the wma, | 
closing date, please assume that your application has VV 
been unsuccessful. No agency calls please. Fase 


hetp://www.which.net 
















De Nederlandsche Bank 


Econometric Research 
and Special Studies 
Department 


The Nederlandsche Bank 
=: (the Dutch central bank) 

: is part of the European 
System of Central Banks. 
As such, the Bank is closely 
involved in the preparation 
and conduct of monetary 
policy within the Euro- 
system. The Econometric 
Research and Special 
Studies Department, 
located at the Bank’s head 
office. in Amsterdam, 
conducts policy-oriented 
scientific research. It has 
a staff of 25: econometri- 
cians, historians and 
statisticians. For more 
information, see web site: 


HYPERLINK 
http:/Avww.dnb.nl 


Research 
position 


The Econometric Research 
and Special Studies 
Department has a challen- 
ging opportunity for a 
research economist/ 
econometrician. The posi- 
tion is for a one-year 
tenure, possibly permanent 
thereafter. 


Candidates will have 
recently obtained a docto- 
rate in economics or 
econometrics (preferably 
at a European or American 
University) and will need 
to have an interest in 
contributing to the Bank's 
research program which 
covers broad themes 

such as ‘monetary policy 
analysis and monetary 
transmission’, ‘financial 
stability’ and ‘monetary 
general equilibrium models 
for policy analysis’. In 


addition, research econo- 
mists contribute to the 
development of various 
models for policy analysis 
and participate in the 
process of policy prepa- 
ration. Candidates should 
be good team-workers, 
have excellent written 
and verbal communication 
skills in English and in 
due time in Dutch as well. 


The Department provides 
a professional research 
environment to a group of 
motivated and predomi- 
nantly young economists. 
Research results are 
presented at (international) 
conferences and seminars 


-and published in internal 


discussion paper series 
and international journals. 





Post-doc 
research 
fellowships 

The Econometric Research 
and Special Studies 


Department offers one or 
two research fellowships 


for economists/ econo- 
metricians for a period of 
6-12 months. The ideal 
candidates have a PhD and 
an interest in contributing 
to thé Bank's research 
program which covers 
broad themes such as 
‘monetary policy analysis 
and monetary transmission’, 
‘financial stability’ and 
‘monetary general equili- 
brium models for policy 
analysis’, The fellow should 
have excellent written 

and verbal communication 
skills in English. Finally, 
candidates should be able 
to work in a team, since 
the research is intended to 
be conducted jointly with 

a staff member. 


Besides the salary the 
Bank funds a return ticket, 
as well as participation in 

a scientific conference. Part 
of the application should 
be a research proposal (2-4 
pages} on a relevant topic. 
For inquiries concerning 
the topics you may contact 
Dr Van Els. 


OOOO A Na aaan 


The salary is according to 
the Bank's standards and 
depends on qualifications 
and experience. The Bank 
will assist in finding 
accommodation and a 
health insurance, but these 
will need to be paid for 

by the applicant. To apply, 
please send within three 
weeks of publication 

a CV, including a list of 
publications and two letters 
of recommendation to 
Arthur Hofmeester, 
Personnel Office, 

De Nederlandsche Bank, 
PO. Box 98, 

1000 AB Amsterdam, 

The Netherlands. 


For inquiries: 

Dr Van Els (e-mail: 
p.j.a.van.els@dnb.nl, 
tel: +31-20-524 36 57) 
orA, J. Hofmeester 
(e-mail: a.j.£hofmeester 
@dnb.nl; 

tel: +31-20-524 3182). 


DN 


1) 
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CHEMONICS INTERNATIONAL INC. 
is ar international consulting firm working with the US, Agency for Interna- 
tional Development and other donors in support of economic growth and 
environmental management. To meet the requirements of our expanding 
portfolio of projects in Africa and Asia: we are now seeking technical special- 
ists to fill existing and upcoming short- and long-term assignments in the 
following areas: 














* Macroeconomics with expertise in trade, monetary, and fiscal policy 
+ Environmental economics ee 

* Community-based natural resource management 

+ Municipal finance and management 

+ Banking and finance ; 

+ Agribusiness and enterprise development 

+ Microfinance 


Essential qualifications include an advanced degree in an appropriate disci- 
pline and at least 10 years of work experience, Including work experience in 
developing countries. Prior work with the US. Agency for International 
Development is highly desirable. French-speaking professionals are particu- 
larly encouraged to reply. We welcome the submission of CVs from non-U.S. 
as well as U.S. nationals. 


Please e-mail CV to: 
Aimee Cutrona 
resource@chemonics.com 


No phone calls, please 


Chemonics International Inc. 
1133 20th Street NW 
Washington, DC 20036 
http://www.chernonics.com 





CHEMONICS 


ansanm enosn annama saaa 











stmt 


SPECIALISTS IN 
ECONOMIC DEVELOPMENT 


Wanted for Long, Medium & Short Term assignments in 
Central & Eastern Europe and Newly independent States 


As part of a further programme of expansion, | 
Cardiff & Vale Enterprise International (C&VEI) 
is seeking applications from consultants with proven experience 
in Local and Regional Economic Development and SME Development, 


Candidates must be able to demonstrate a.minimum of five years professional 
experience in at least one- of the following disciplines: 


. Consultancy and Advisory services to SMEs 
* Business Counselling and Mentoring 

Export Promotion and FDI 

Privatisation and Restructuring 

Training and Training of Trainers 

SME Credit and Microfinance 

Project and Contract Management 

Project Design and Preparation 


We are especially interested in applications from consultants with professional 
experience gained at a senior level in Local and Regional Economic Development 
Departments, Enterprise Agencies, SME Development Agencies or similar 
organisations and SME & Private Sector Development 
consulting companies in UK and Europe. 


it is desirable that candidates are able to demonstrate genuine experience of 
working in Central & Eastern Europe or the Newly independent States. 
in particular within the framework of international donor assisted projects. 
All applicants must be citizens of the European Union. or countries of CEE and NIS. 


CVs and an accompanying letter should be sent to: 


Kathryn Sadler 
CAVE International 
ALE 
ENTERPRISE 


Enterprise House 
127 Bute Street 
CARDIFF CF1 SLE UK 


Fax: +44 1222 481623 
email. kathryns@cave.co.uk 
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t Company, inc. 


McKinsey G i 


McKinsey & Company is a leading international 
management consultancy serving the top management of 
major companies on key issues of strategy, organization, 
and operations. 







Our German office is looking for an 


Editor/Business Writer 


for our communications in English. 








Your role will be to structure and edit reports and 
presentations, prepare internal and external publications, 
and write for online media. You will work in close 
cooperation with. our consultant teams, helping them to 
produce effective, audience-oriented communications. 






The successful applicant will be a native speaker of English 
with a degree in. languages, communications, or a related 
field. You will have solid experience as an editor or 
journalist, as. well asan excellent command of German 


We offer stimulating work in motivated teams, outstanding 
growth opportunities, and an attractive salary package. 
Interested? 

Please send your. written. application to Torsten Oltmanns, 
Königsallee 60¢, D-40027 Düsseldorf, Germany, or by 
e-mail to Torsten Oltmanns@McKinsey.com. 


Visit us at www.mekinsey.de and www mckinsey.com, 


WHU Koblenz 


The Otto Beisheim Graduate School of Management (WHU Koblenz), 
regarded as Germany's number one university level private business school, 
offers a 


Chair for Business Administration, 
especially International Management 


to be filled next year 


Applications are requested from individuals with appropriate publications 
in the field of International. Management. The applicant must hold a Ph.D. 
He/she is expected to give undergraduate courses in Business 
Administration and graduate courses in the theory of the firm and in 
International Management. Furthermore, his/her task will be to cooperate 
with the Center for Japanese. Studies and with the Centro de Estudios 
Económicos Latinoamericanos at the WHU Koblenz. 


We strongly welcome applications from abroad. The ability to speak 
German is no prerequisite since lecrares can be given in English, 


The salary for this position will be according to the salary of university 
professors in Germany (C4). 


Curriculum vitae including a list of publications should be sent to: 
Rektorat WHU Koblenz, Burgplatz 2, 
56179 Vallendar, Germany. 


Closing date: June 18th, 1999, 
For general information see http: //www.whu-koblenz.de 
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SUPERVISION ENGINEER ive earning $50K-500K+, Career searching into, within or out of 
: rope/U.S.? A new position is closer than you think! Free info, 
Required by a Large Consulting Company E-mail: cpasia@bkk loxinfo.co.th 
* Contract period: 18 months with possible extension 7 Tel: $ KA Fax 
À 7 ; JA í 
Starting as soon as possible i. (662) Ei S (662) S T 
« Working Experience: Civil engineer with experience in construction k 2674685 * * WI74688 7 MET 


supervision of major water resources 
development of projects 


+ Citizenship of European Union Country Financial Analyst Analyze international economy and 


market condition. Interpret international financial policy and system. 
Develop and plan international trading and investment strategies and 
procedures. Create and maintain database rates and market fluctuation. 
Compile reports of new product development, feasibility studies, 
investment analysis etc. $34,000/yr. 40 hrs/wk. 9:00am-6:00pm required 
Master degree in Economics. min 1 yr. & 6 mos experience in job offered. 























Submission of application letter and CV to: 


P.O. Box 7732/JKPWK 
Jakarta 10350C 
























Apply at AR Employment Security Department, Little Rock, AR 1223 W, 7th 


Street, or send two resumes to: 
David Hayes, P. 0. Box 2981 Little Rock, AR 72203, Job Order #959966. 
AD paid by an Equal Opportunity Employer 


University College Dublin 


An Coláiste Ollscoile Baile Atha Cliath 





































MANAGERS 


International 


Business Development 






FACULTY OF COMMERCE 
DEPARTMENT OF BUSINESS ADMINISTRATION 


Assistant/College Lecturers in Business 
Administration (Ref: 101/99) 













Academic appointments covering the following areas: 







Our client, With a focus on marketing and 
business development opportunities, 
you will establish new sites in foreign 
corporation with locations, recruit local personnel, and 
; direct business operations. Managers 
worldwide opera- must have a Prol sienai background 
tions, is seeking and demonstrated experience in one or 
_° more business and technology fields, 
to extend its including business negotiation, sales/ 
marketing, manufacturing, computers, 
telecommunications, and engineering. 
number of Technical and scientific professionals 
with limited business management 
experience will also be considered if 
markets, Skilled they otherwise qualify. 
Our client seeks professionals with 
motivation and drive who have proven, 
and executives successful track records in internation- 
al business. Demonstrated qualifica- 
tions should include strategic planning 
experience are and aggressive business development 
skills. Candidates must be able to 
empower employees and manage their 
and guide this activities with minimal direct supervi- 
oer sion, while delivering accountability for 
expansion initia- their entire enterprise. Foreign lan- 
guage skills are a definite plus. 


An attractive compensation and bene- 
fits package is offered. Due to the large 
include, but are number of responses we expect, it may 
peni -not be possible to reply to every candi- 
not limited to, date, No telephone inquiries will be 
Latin America, accepted. EOE. To apply, send your 
í resume (must include reference: EC/424) 
Asia, and hy fax or e-mail 


















* International Business 

* Organisational Behaviour 

*  Strategy/General Management 
« Technology Management 


a major U.S. 






Applications are invited for academic positions in the above areas. 
The appointments will be made at the level of Assistant Lecturer or 
College Lecturer, on a permanent or contract basis as appropriate, 
and will commence in Autumn 1999. Applicants should have a 
demonstrated ability to teach in one or more of the above areas at 
undergraduate and postgraduate levels. The successful candidate(s) 
will be expected also to contribute to the teaching programme in 
various core area within Business Administration. Applicants should 
have a relevant postgraduate degree and preference will be given to 
those with a PhD, or in the final stages of preparation, and an 
outstanding research track record/potential. Candidates will be 
expected to show a commitment to research and to contribute to the 
overall running of the Department of Business Administration, 











presence in a 


international 












business managers 








with overseas 


















The appointment will be made at the level of Assistant Lecturer or 
College Lecturer, depending on qualifications and experience. 
required to lead 










The current salary scales are: 


Assistant Lecturer: 1R&16,712 - IRE26,972 (new entrants) 
College Lecturer: IRE26,051 - IRE42,231 (new entrants) 
tive. Current loca- 













Closing date: Not later than 5.00 p.m. on Thursday 13 May, 1999. Hens ohinterest 














Prior to application, further information (including application 
procedures) should be obtained from the Personnel Office, 
University College Dublin, Belfield, Dublin 4, Ireland (quoting 
above reference number). 

Telephone: (353 1) 706 1645 and 706 1274. 

Fax: (353 1) 269 2472. 

















Email: acadrec@listserv.hea.ie E ? to: FAX: 
Jastern Europe. y 

. l UTOpe: 1 (800) 890-4295; 

Further information about the University may be obtained from e-mail: 

http:/Iwww.ucd.ie srd@us.net 





SPENCER ROLLS DIRECT 









UCD is an equal opportunities employer 


fessi i Place forldwide 
University College Dublin - National University of Ireland, Dublin Rootes leas Eee 
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CNNI FOR DEVELOPMENT COOPERATION 





YMCA of the USA, International Group. steky Assistant Director for Development 
Cooperation programs.to negotiate and manage grants in youth development (civic 
education, adolescent reproductive health, and youth emplovinent/entrepreneurship) and 
to support efforts in leadership development and capacity building within YMCAs, 
Experience in Asia and the Newly Independent States helpful. Position requires exellent 
analytical and writing skills, 3+ program management experierice (knowledge of 
government grants preferred), advanced degree in social sciences, Muency in second 
language. capacity to provide training and technical assistance in areas of fund-raising, 
proposal writing, monitoring and evaluation. 
Sulonit resumes, writing sample, and references ay: 

Human Resources, YMCA of the USA, 101 N, Wacker Drive, Chicago, Hingis 

60606 by May 15, 1999. Fax applications will be accepted at 312-977-9063. 
















Salaries: Lecturer up to £31,182; 
Reader up to £36,598. 


We seek two outstanding economists, preferably with track 
records in either public economics (macro or micro) or 
international economics. They should have specific interests 
in the application of these subjects to current economic 
problems, and will be expected to play leadership roles in 
the development of two new M.Sc: courses introduced by 
LSE in public policy and global market economics for up 
to 80 specially selected students. One of the posts could 
be at Readership level; the other will be a Lectureship. 


Further particulars and details of how to apply may be 
obtained from the Personnel Services Office, The London 
School of Economics and Political Science, Houghton Street, 
London WC2A 2AE (tel: 0171-955-7079; fax: 0171-955-6843; 
e-mail: j.brown@Ise.ac.uk), 


The closing date for receipt of applications is 21 May 1999. 


The LSE is an educational charity committed to equal opportunities 
and excellence in teaching and research. 


UNIVERSITY of GLASGOW 


Department of Accounting and Finance 


_ CHAIR OF FINANCE 


| The University intends to appoint to the Chair of Finance with 

effect from August 1999 or a mutually agreeable date, As part 

of the process, applications are invited from those who can 

& demonstrate sustained excellence in research and teaching in 
capital market or corporate finance, 


| The Department has a well developed research culture, has 

research strength in a number of areas covering accountancy 

and finance, and is committed to enhancing further its 
research profile. 


Informal enquiries may be made to Professor Bill 
Rees (B.Rees@acefin.gla.ac.uk), Acting Head of 
Department, on 0141 330 6313. 
Salary will be subject to negotiation. 
For an application pack please see our 
website at www.gla.ac.uk or write quoting 
Ref: 178/99CJ/TE to the Director of Personnel 
Services, University of Glasgow, Glasgow G12 8QQ. 
Closing date: 21 May 1999. 
The University is conunitted to equality of opportunity in employment, 
The University of Glasgow is an exempt charity dedicated to teaching 
and research. 
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__ CONFERENCE _ 








A Two-Day Conference on: 


INTEGRATED RISK AND 
RETURN MANAGEMENT FOR 
INSURANCE COMPANIES 

May 20-21, 1999 


New York University Stern School of Business 
Sponsored by the New York University 
Salomon Center 





The measurement and management of enterprise risk in 
the insurance industry is critical to deployment of capital 
amongst industry participants. The rapid convergence of 
financial and insurance markets has motivated an 
integrated enterprise approach to risk management that 
recognizes that each component of capital, i.e., business 
mix, asset portfolio management, financial leverage, 
dividend policy and, in many cases, reinsurance strategies, 
is related and must be considered in the context of the 
overall portfolio of a firm's capital management 
initiatives. The NYU Salomon Center holds a two-day 
conference where leading academics and distinguished 
practitioners explore cutting edge concepts and 
techniques on this key subject. 

Conference directors are E. Altman and I. Vanderhoof 
(NYU) and J. Lamm-Tennant (Villanova). 


Speakers include: D. McCarthy (Milliman & Robertson), 

B. McKernan & T. McTague (General RE), A. Blender 
(William M, Mercer), O. Peterken (Cordis Consulting), 

S. Lowe (Tillinghast-Towers Perrin), J. Nye (Alliance 
Capital), G. Meyers (Insurance Service Office), 

P. Bouyoucous (Morgan Stanley), F. Jones (Guardian), 

S. Sweeney (Orion Capital), R. Olsen & J, Wallen (General 
RE), A. Schroeder (Paine Webber), S. Shao (Prudential), 

R. Taub (S&P), J. Penicook (Brinson Partners), S. Craighead 
(National Financial Services), and a number of prominent 
academics. 


For information contact Mary Jaffier at 
the New York University Salomon Center 
Tel. 212-998-0700 Fax 212-995-4220 
email: mjaffier@stern.nyu.edu 
http:/Awww.stern.nyu.edu/salomon 


NYU® 
STERN 
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Immigration & Investment 
. Canada, 
Australia & Spain 
Are you looking for 
permanent residency in the 
independent category or as 
an investor? 


_ The | 
Economist 


TO ADVERTISE WITHIN 
THE CLASSIFIED SECTION, 
CONTACT: 


Philip Wrigley 
London 
(44-171) 830 7000 


Documentation including 
investment opportunities 
supplied for only $50 USD 


Suzanne Hopkins 
New York 
(1-212) 541 5730 


105 









Your Own! 

Learn to speak a foreign language fluently on your own and 
at your own pace with what are considered the finest in-depth 
courses available. Many were developed by the Foreign Service 
Institute of the U.S. Department of State for diplomatic personnel 
who must learn a language quickly and thoroughly. Emphasis is on 


learning to speak and to understand the spoken language. A typical course (equivalent to a college semester) includes an album 
of 10 to 12 audio cassettes (10 to 18 hours), recorded by native-born speakers, plus a 250-page textbook. Some of our courses: 


sy 

















© Arabic, Saudi $185 C) German TI $155 C Mandarin $185 © Spanish, European $125 
O Egyptian $185 C Greek $185 O Norwegian $135 El Latin American! $185 
© Bulgarian $265 Haitian Creole $225 Persian $185 O Latin American Il $165 
O Cantonese $225 O Hebrew $255 O Polish $195 O Swahili $275 
O Catalan $225 O Hungarian $225 Portuguese, QO Swedish $225 
O Czech $155 1 Italian $185 Q Brazilian $225 C Tagalog $325 
O Danish $155 C Japanese $185 European $155 O Thai $225 
© Dutch $125 C] Korean $225 O Romanian $135 © Turkish $225 
0 Estonian $295 C] Lakota $185 O Russian $255 O Ukrainian $225 
O French | $185 CQ Latin $160 © Serbo-Croatian $225 O Urdu $195 
O French Il $215 C Latvian $225 O Shona $225 © Vietnamese (South) $245 
O German | $185 0 Lithuanian $165 O Slovak $225 





® 

You can order now with a full 3-week money-back guarantee. Credit card orders by phone aVDIC- FORUM 
1-800-243-1234, (203) 453-9794, fax (888) 453-4FAX, e-mail: info@audioforum.com, or mail THE LANGUAGE SOURCE 
check or money order. Add $29 for air mail shipments overseas. Ask for our free 52-page Room T415 , 96 Broad Street, 
Whole World Language Catalog with courses in 98 languages. Our 27th year. Guilford, CT 06437 U.S.A. 
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ee ANNOUNCEMENT 


Global Development Finance 1999 ps CALL FOR PAPERS 


maneni eias pininana erya pa onanan atayin irinta irer nae pannia derant 




































The Arab Planning Institute (API) Kuwait 





An Indispensable Reference Guide for Almost 20 Years Is Organizing a Workshop On: 


Global Development Finance provides the most 
comprehensive information on developing 
countries’ external debt and financial flows in 
two handy volumes that provide expert 
commentary and analysis of global economic 
growth and complete statistical data for 138 
countries that report debt under the World 
Bank Debtor Reporting System. 


GDF Two-Volume Set/Single-User CD-ROM. < yg:$75.00 
Stock No. A31672, $525. save $7 


GDF Two-Volume Set/Network CD-ROM. gaya:$125.00 
Stock No. A31673, $1,000. 


GDF Two-Volume Set. Stock no. A14368 (ISBN 0-8213-4368-8), $300. 

Analysis and Summary Tables. Stock no. A14367 (ISBN 0-8213-4367-X), $40. 
CD-ROM, Single-User Version. Stock no. A14371 (ISBN 0-8213-4371-8), $300. 
CD-ROM, Network Version. Stock no, A14372 (ISBN 0-8213-4372:6), $825. 
Diskette Pack, Single-User Version. Stock no. A14369 (ISBN 0-8213-4369-6), $200. 
Diskette Pack, Network Version.Stock no. A14370 (ISBN 0-8213-4370-X), $545. 






“Foreign Direct Investment and the Arab World” 
Kuwait City, March 27-29, 2000 










The main objective of this workshop is to study the major aspects of foreign direct investment 
(FDI) from and into the Arab world. This project aims at carefully examining the state of the 
Arab countries, separately, and within regional groups. in a world where attracting PDI has 
becom a vital ingredient to development, 



















Papers should be in English, unpublished. and cower ane of the following mait themes: 





Status of FDL in the Arab world (a macro as well as a micro analysis relying on recent data 
and trends) 
Nation practices with FDI (with a focus on developing navions) 
Deterininants of FDI (considering economic as well as non-economic factors that matter 
for Arab countries) 
Promotion of FDI (role of private as well as public sector m attracting FDI into Arab 
nations taking into consideration the repatriation of Arab capital and inter-Arab competition 
1 draw FDI) 
+. EDI and international trade (focus on the economic implications of the international 
agreements such as WTO, EURO-MED, on Arab countries and examine the close fink 
between trade and investment). 




































Papers could address other aspects within these main themes but need tò carefully examine the 
anes mentioned above. Aside from the literature review and the topic of “nations practices,” all 
| papers need to focus on the Arab region. 








| Abstracts for papers should be submitted along with the vitae of the author no later than 









To order in the UK contact: ny ui 1 | June 12th, 1999, They will be reviewed by an evaluation committee and the papers that will 
ustomers Outside the UK contact: : : 

Microinfo Ltd.,P.0. Box 3, Omega Park The World Bank, P.O. Box 960 follow need to be submitted by January Ist, 2000 to be evaluated before authors are notified 

Alton Hampshire GU34 2PG Herndon, VA 20172-0960 accordingly, The API will cover travel and accommodation expenses of authors of the 


accepted papers 








Tel: (44 1420) 86848 Tel: 703-661-1580 or 800-645-7247 or 
Fax: (44 1420) 89889 Contact your World Bank distributor 
e-mail: woank@microinfo.co.uk Visit-our website at 


www.microinto.co.uk www, worldbank.org/publications FDI Workshop Coordinator 
awe een ae : eter The Arab Planning Institute 













All Inguiries about the workshop should be sent to; 
















Sey os : j PO. Box 5834, Safat 
B World Bank Publications | seer prea 


Visit our website at www.worldbank.org/publications : Email: api@api.org.kw 


eee enter enon 
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[FRAVELLING TO NEW YORK? 
Bed & Breakfast Service offers 200+ 
apartments, all in fashionable areas. Rates 
$90-300 p/n. 

Corporate Specialists 

Bed of Roses Vu Inc. 

ROO Sth Ave, NYC 10021 

Tels (212) 421-7604. Fax: (212) 935-0617. 
















U.S.A. CORPORATIONS 
& 7 IMITED LIABILITY COMPANIES 
Foreign Ownership Allowed, Corporate 
Liability Protection, Flow-Through Taxes. 
Free information Packet 
CORPORATE SERVICE CENTER, INC, 
1475 Terminal Way, Suite E 
0 Reno, NV 89502, U.S.A. 
702-329-7721 + FAX: 702-329-0852 
http://www.CorporateServiceCenter.com 
NEVADA * WYOMING 













Savile House 
Mayfair London 


A selection of oxcdllent executive apariment in 
the very heart of London, 
Exceptional short and long term rates, 


For more information :- 
I8 Berkeley Street L andor wi IX SAR 
Tels #44171 401 OALA Fax: èd 
www. berkele 
berkeleylettin, 


“2ND PASSPORTS, DRIVER'S 
LICENCES, DEGREES, BANK 
A/s; CAMOUFLAGE PASSPORTS, 


GMC 


Fax +3120-5241407 
Email: 10041 3.3245 @compuserve.com 
http://www.global-money.com 










IMMIGRATION TO CANADA. 
Experienced Canadian Immigration 
Lawyer will prepare Visa application 
and conduct job search for prospective 
immigrants, Very reasonable fees. 
Leonard Simcoe, Ref E, 1255 Laird 
Blvd., #208, Mt, Royal, Quebec, 
Canada H3P 2T], Fax (514) 739 07985. 
Email: LSimcoe@csi.com 
httpy//users. yes.net:85/simcoe 











CUT THE COST OF YOUR 
STAY IN LONDON 
Comfortable self-contained serviced studio flats 
in Knightsbridge near Harrods, fully equipped 
kitchen-dinette, bathroom, phone, satellite T.V.. 
central heating, elevator, maid service, resident 
Manager. Suit 1-2 persons, Brochure by AirMail: 
Knightsbridge Service Apartments 
45 Ennismore Gardens, 

London SW7 TAQ. 

TEL: 0171 584-4123. Fax: 0171 584 9058. 
info@ksflats.demon.co.uk 
www.ksflats.demon.co.uk 


Let our exclusive group of former Visa Officers, with over 35 years 


experience, provide expert 


process. Applications professionally 


stance and guidance to your immigration 


and confidentially prepared. Our 


money-back guarantee is your assurance of success, Fast internet and email 
service, Specialists for skilled workers, businessmen and investors. 


OIC CONFRATERNITY CANADA LTD, 


823-409 G 
TEL: (604) 669 0389 


RANVILLE ST. VANCOUVER, BC, CANADA, V6C 1T2 


FAX: (604) 669 3905 


INTERNET:- www.our-website.com E-MALL-passportiinfoserve.net 


















PRIVATE OFFERING 


Austrian Holding Company p.le. with interesting holdings in new markets (media 
sector, call center, consulting companies, private university), business start up 
projects (internet provider, new media and online services, international joint 
ventures) with subsidiaries and partners in Austria and the European Union and 
cooperation agreements with partners in the Americas is opening a private offering 
for further expansion of its businesses (internationalisation/internet). 







The offering amounts to a volume of up to 20% of the company’s total voting stock. 
The company will be presented by the management at meetings in Vienna, London, 
Brussels, Frankfurt and New York, 


If you are interested to participate in one of our presentations or like to receive our 
actual annual report please send us an e-mail at investrelations@hotmail.com 


Annual Report Section 


The Economist will publish its annual report 
section on June 12th 1999. Companies who 


wish to promote their latest results to investors 
around the world should contact: 


Kate Walters 
on 44 171 830 7000 or fax 44 171 830 4111 
or email katewalters@economist.com 
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YOUR BOOK 
PUBLISHED 
Believe your work worthy of being published? 
We offer a complete and professional service. 
Both subsidised and nor-subsidised. contracts. 
All subjects considered, Member of LPG. 


JANUS POBLING COMPANY LTD. eee 


2nd PASSPORTS 
OFFSHORE COMPANIES 


Maritime International Ltd. 
Bay View Place, Croshies 
St. John’s, Antiqua, West Indies 
Tel: + 1(268)461-2024 Fax: +1(268)462-2718 


Email: maritime@candw.ag 


http://www.milonline.com 
“A decade of confidential service" 





IMMIGRATION TO CANADA 
FOR LESS THAN 
$42,000 USD* 


ACAP Securities Ine, together with Mursal 
Afe of nomas ada $ founded 40 
North 

er you our immigrant m 
With over $25 billion 3 SD) 


are in naike process ot Toonas you 
not too late fo contact us to alicia s$ our 
Program, For an evaluat oF your ehgibitity, 


MCAP migran favestar Program, 
1550 Metcalfe Street, Suite 1006, 
Montreal, Quebec, HIB IKS. 

Fax: (51A IIRO S4 Yel: GH P ROSGTAL, 

Emah canad: 
* AUS dolla ma are based upos on 
exchange rate of $4.00 USI « t 








FINANCIAL PROFESSIONALS 


HARD TO BORROW? 
Use COLLATERALIZED LOANS 
Training Program Available 


We Locate Funders 
for Business & Real Estate 


Tony Abraham, Esq. - Real Estate 
Eric A. Klein, Esq. -Atty/ Fiduciary] 


International Developing 
Enterprises Agency (DEA) 
Tel +1-212-751-0800 
Fax +1-212-688-4442 


E-mail: pangiob @ aol.com 
Website: panglobal.net 


cAtis. 


You Could Save ELEG on your galis today! 


einstant Free Connection Use any Tone Phase 
#No Contracts/ * No commitment 
Line Rentals < No Minimum 
Ail prives sis nia joc. VAT. Surcharges mag 
‘apply trom SOMA paypi 
Dial interoute 
Telecom itd, 


CALS FREE ON: 


0800 097 5140 





DAT. 





187). one of 






CANADA IMMIGRATION 


3 Bomail. 


NEW AUTHORS 
Publish Your Work 


Fiction, Non-fiction, Biography, 
Religious, Poetry, Children’s 


write, or send your manuscript te: 
MINERVA press OB 
S151? REGENT STREET, LONDON WAR 77S, ENGLAND 
I EV ae press CO. uk 


Serviced Apartments offering Best skate tor Money. 
Unbeatable location in South Kensington, 

2 person apartment from £70 per night 

4 person apartment from a night 





| 

| 

| 

| Tourtet Board Ca Commended 

| ASHBURN GARDEN APARTMENTS 
AS renee Gardens, London SW7 4DG. U.K. 


Tet: ++ 44 171 370 2663 
G Fax +44 171 3706743 S 
A E N 


NEED AN 
OFFSHORE 
COMPANY? 


Trust CHARTERHOUSE CORPORATE SERVICES 
LIMITED for all your offshore corporate 
requirements. 

Established in 1989, Charterhouse offers complete 
ananymity and confidentiality with all our company 
and trast formation services. 


AVAILABLE i 


Nominee Services 
Bank Accounts 


Gibraltar 
isle of Man 


Jersey 


Ring Now: 0171 623 4501 or 01624 813566 
ond ask for Frank Stennett or Care Dalton 
e-mail: soles@ifiarterhouseini.com 
website: wor chorterhouseiat cont 

major Credit Cards accepted 
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: e Conatct bori, A : U.S. CORPORATIONS AND 
e Complete Foreign LIMITED LIABILITY COMPANIES 
l orporation Administration (0) F F SH O R E (LLCs) SET UP INSTANTLY IN 
Centre In The Bahamas DELAWARE, OR OTHER STATE, BY @ 


THE FACILITIES TAX-FREE EU RESIDENCY PHONE, FAX or INTERNET 
Exquisite Office Centre companies world-wide IEU PASSPORT Your headquarters may be anywhere in the 


Courtesy Offices : USA or other country. No minimum capital 
Conference Room 400% GUARANTEED & RENEWABLE requirements. No lawyers necessary. Most 
PAYMENT TO SWISS TRUSTEE 


state-of i ë: major corporations are incorporated in 
Seoce aan Delaware. PREE Delaware Ineorpotatin 
THE SERVICES | CALL FOR FREE CONSULTATION 
Tel: (36-1) 319-2684 


Handbook. (7th Edition), Registered agent, 
Company Formation 
Fax: (36-1) 319-2689 











































formation and adininistration 
of companies opening of bank accounts 
telfax/mail forwarding services 
LAVECO-GROUP Head Office 
Clos de Saignie, Sark, 
United Kingdom GY9 OSF 
Raymond Terry Gibson Fax: +44-1481-832 116 









































shelf. corporations, legal office address in 
h Delaware and. mail. forwarding. .. U.S, bank 
General Management account opening service. WISA/MC/AMEX 

Specialized Consulting CALL ANYTIME Tel: 1.800.423.2993 


























Corp orae a ue Sgin LAY ECO BMh Coari ete info@second-passport.com Fax: 1 Da DDASS (USA lanaa only) 
erical Suppor’ 33/a Raday str., Budapest, Hungary } eee hat 
Telephone Call Centre Contact languages: English, French, www.second-passport.com Sian ve fers 






A Full Bahamas Address 
Concierge Services 


Russian, Bulgarian Internet: http://www.delbusinc.com 


Tet 43612165413 Fan: 3612174614 |) TESTE TS VME LEE | Delaware Business Incorporators,tne. 
3422 Old Capitol Trail, Dept. TE 





Dan ce ee ee ae we wet a eS es 








° F r ECO /Romania/ s. alee 
a pecs Piane BEV KOGALNICGEANU NR 60 DIPLOMATIC SERVICE S.A, Wilmington, DE 19808-6192 
your needs ae L PORADNE mam vare snes se a et maa uat mea am m 
ET IIAP 9, Bucharest Romania 









110 Collins Avenue 


P.O. Box 85-19227 
Nassau Bahamas 


Contact languages: German, English, Hungarian 
T 


+40) 329-Fax: +40-92-518-252 
pees) Bereta] OFFSHORE COMPANIES 
maan | <n Trusts and Foundations 
Fiscal Migration / 2nd Citizenship 


Since 1977 the ICSL organisation has specialised in the establishment and 
administration of offshore companies and other structures with emphasis 
on tax mitigation, asset protection and privacy. 


+ Incorporation in ALL 












































TYPICAL INCORPORATION FEES 





offshore jurisdictions 
« Post incorporation services isle of Man . 
¢ Bank accounts opened St.Vincent 
* Trust and Foundation services TCI 
* Banks & insurance Belize 
companies formed Bahamas 
* Migration consultancy Credit Cards Accepted 





BW- ihi INTERNATIONAL COMPANY 

j SERVICES LIMITED 

The Offshore Professionals since 1977 
www.ICSL.com 


Paul Brennock FCIS, Sovereign House, St Johns, Isle of Man, IM4 3AJ 
Tel: +44 1624 801801 Fax: +44 1624 801800 E-mail:iom@ICSL.com 







LONDON, UK CZECH REPUBLIC SWITZERLAND 
Peyman Zia Charles Zidek Astrid Fuenzalida 

Tel: +441714934244 Tet: +420 2 573 20706 Tel: +41 22 3t 3080 

Fax: +44 171 491.0605 Fax: +420 2 538 928 Fax: +41 22 310 4878 


Email: uk@ICSL.com Email: firstcom@traveller.cz Email: (CSL @cortex.ch 










UKRAINE USA CARIBBEAN 


Mark Rayner Jerry Bakerjian Mark Shadwick 
Tel: +380 44 235 8566 Tel: +1 954 943 1498 Tet; +1 649 946 2828 
Fax: +380 44 235.8560 Fax: +1954 943 1499 Fax: +1 649 946 2825 
Email: (CSL@gu.kiev.ua Email: usa@ICSt.com Email: tci@ICSL.com 











heen. SOVEREIGN TRUST INTERNATIONAL HONG KONG: UNITED KINGDOM: USA: 

fel +852 2542 1177 Tel +44 (0) 7000 59 60 61 Tel +1 757 363 9669 
QUALITY SERVICE - REASONABLE COST 7 ; 
SOVEREIGN saad Fax 4852 2545 0550 fax +44 (0) 7000 89 99 09 fax +1 757 363 9668 
z i www sovereigngroup com s nk@sovereigngror uk@sovereigngraup.com usa@sovereigngroup com 
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Traveling Well in a Nutshell 


We make Traveler's Briefcases with Flexible Unwreckabk 











frames to double as laptop bags, 
and make Insiders'™ dividers to 
custom organize your bag. We 

consult with each customer to 
help analyze your requirements 


We sell direct to you 





9 But what if the bag you carry 
to beat the two-bag limit is 
larger than the bag you need in town? 
Pack an Insiders'™ portfolio in your 
Glaser Traveler's Briefcase, leave 


the big bag at your hotel, and take 


your portfolio to meetings 
Oo 





Please call for our free catalog 


i 031,050 
Insiders Portfolios Legal or A4 size Walnut black leathe $375. to $475 


“ge, GLASER DESIGNS 


Ay % 
O i 
e e | RAVEL GOODS MAKERS 
g O 
p Co 32 OTIS ST. SAN FRANCISCO, CA 94103 


FRANC 


PHONE 415-552-3188 FAX 415-431-3999 


FOLL FREE 800-234-1075 ECON@GLASERDESIGNS.COM 





The Original 


kallback 


New Lower Rates! 


Call to the U.S. from: 
Hong Kong...29¢ Germany.....21¢ 


Sweden........15¢  Italy..............25¢ 
Singapore....33¢ Australia......19¢ 


U.K................15¢ France.........20¢ 


No Deposit + No Minimum 
No Set Up Fees « No VAT 


Instant Activation e» Fiber-Optic Networks 
Itemized 6-Second Billing « Ideal for Home, 
Office, Hotels and Mobile Phones 


Agents call 1.206.479.2816 


Tel: 1.206.376.1954¢ Fax: 1.206.376.1955 
417 Second Avenue West « Seattle, WA 98119 USA 
www.kallback.com • e-mail: infto@ms.kallback.com 








OFFSHORE 
COMPANIES 


FROM THE 
WORLDS No. 1 
PROVIDER 


ince 1975 our world wide st 
Multi-ce 


using all of the major low tax areas 
Throughout our network of 
international offices we 
arrange 


| Arrangements of nominee > services 


fe eee & admin services 


COMPANIES AVAILABLE 
FROM us$350 


MADEIRA 
D Fiske De Gouveia 


LUXEMBOURG 
Eveline Karts 
t a i 
Fax +351 91 227144 
SINGAPORE 
Diana Bean 


FINLAND 
Jenny Kompuiainen 
m 358 9 6969 254 


HONG KONG 
Raymond Choi 
MBA MUA (Dig 
Tel -852 25 


w +358 
HUNGARY 

Laszlo Kiss BSc (Ec 
w +36 1 995 
CYPRUS a -852 25; h 
Chris Vassiliades USA - AICS Ltd 
Attorney-at-Law Kevin Mirecki 


4 979 3300 


"FOR IMMEDIATE SERVICE AND OUR 110 


PAGE COLOUR BROCHURE CONTACT 
C W Forster 


NIDE 
OVERSEAS COMPANY 
REGISTRATION AGENTS LTD 
PO Box 55, Ramsey, 

Isle of Man, Great Britain, IM99 4EE 
E-mail: economist@ocra.com 
TEL: +44 1624 815544 
FAX: +44 1624 817080 


LONDON - Richard Cook, BSc 
Tel: +44 171 355 1096 Fax: +44 171 493 4973 


1509002 CERTIFICATED 


Toll Free From USA: 
1 800 283 4444 
Toll Free From UK: 
0800 269900 


www.ocra.com 


OCRA World Wide is a member of the Estate and 
General Group established in 1935 


WORLD V 


OFFSHORE 
COMPANIES 


BY LAWYERS 


SCF is one of the world's largest tax 
planning practices. Fully owned and 
Operated by lawyers and accountants 
All our consultants are professionally 
trained and will ensure your affairs will 
be dealt within an atmosphere of the 
utmost privacy and confidentiality 


WORLDWIDE OFFICES 

== CAN PROVIDE: © 

@ BANK INTRODUCTIONS 

© FULL NOMINEE FACILMES 

@ FOUNDATION REGISTRATION 

@ TAX PLANNING ADVICE FROM QUALIRED 
LAWYERS & ACCOUNTANTS 

© COPYRIGHT & PATENT REGISTRATION 

@ ASSET PROTECTION TRUSTS 

@ VESSEL/YACHT REGISTRATION 

@ FISCAL MIGRATION/2ND CITIZENSHIP 


Visit our award 
winning website: 
www.scfgroup.com 


LONDON 
90-100 Sydney St 
Chelsea, London 

SW3 6NJ, UK 
Tel: +44 171 352 2274 
Fax: +44 171 795 0016 
E-mail offshore@scfgroup.com 
DUBLIN 
27-29 Lower Pembroke St. 
Dublin 2, Ireland 
Tel:+ 353 1 662 1388 
Fax:+ 353 1 662 1554 
E-mail: offshore@scfintl.iol.ie 
SCF INT. TRUST & MGT CO. 


For a free colour 
brochure or without 
obligation appointment 
please telephone: 


FREEPHONE 
0800 262856 


or complete the coupon below 


ECON2 


SCF f XET 


i a 
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OUTPUT, DEMAND AND JOBS America’s industrial production grew by 6.2% in March, 
leaving it 1.6% higher than a year earlier. Britain’s jobless rate remained at 6.3% of the labour 
force in February. Unemployment also stayed steady in the Netherlands in March, at 3.6%. In 
the same month, unemployment fell to 5.4% in Sweden. 


% change at annual rate The Economist poll 
GDP GDP forecasts 





Retail sales 
(volume) - 


industrial 
eduction 


Unemployment 
% rate 
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*Not seasonally adjusted 1 Average o test 3 months compared with average of previous, 
rate 4.6% in February. **Jan-Mar, |t Economist estimate: weighted average of countes lis 
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PRICES AND WAGES Britain’s 12-month rate of consumer-price inflation remained at 2.1% 
in March; its producer-price inflation, however, quickened to 0.5% in the same month—the 
highest rate since August 1998. Also in March, Italy’s rate of consumer-price inflation rose to 
1.4%; Canada’s quickened to 1.0%; and Spanish inflation rose to 2.2%. 


% change at annual rate 
Consumer prices* 






















ECONOMIC INDICATORS 








ee COMMODITY PRICE INDEX 
India’s sugar millers are com- 
plaining that imports are hurting the dom- 
estic industry. They say Indian traders 
have already contracted to import 2.2m 
tonnes of sugar this season. The millers say 
that cheap sugar from Thailand and Brazil 
has depressed prices; the industry stands to 
lose up to 15 billion rupees ($350m) in the 
year to end-September. India’s mills are re- 
quired to sell 40% of their output to the gov- 
ernment (at below cost), for sale to the poor. 
The rest is sold on the free market. Unsold 
stocks at the mills are rising, and millers 
cannot afford to pay farmers for their cane. 
India already has huge stocks and is expect- 
ed to produce a bumper 16.5m tonnes of 
sugar this season. 


1990=100 % change on 
one one 


month year 


Dollar index 
| Ailitems 82. _ 
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Apr 13th Apr 20th* 








Sterling index 
All items . 
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Switzerland 
United 














*Not seasonally adjusted. f average of latest 3 months 
weighted average of countries listed above 


ad with average of previous 3 months, at annual rate. *"New series. Teeonomist estimate: 

















SDR index 
All items 










| Speroz 283.85 284.85 + 0A TT 
| Crude oil North Sea Brent 
$ per barrel 15.16 15.96 +150 + 89 

















W STRIKES Between 1988 and 1997 Iceland 
was the most strike-prone of the 23 OECD 
countries in our chart, according to a recent 
study by Britain’s Office for National Sta- 
tistics. For every 1,000 Icelanders, 479 days 
a year were lost to industrial disputes. The 
Spanish were scarcely less likely to down 
tools: they lost 469 days per 1,000 employ- 
ees. By contrast, strikes are virtually un- 
known in Switzerland and Japan. The ten- 
year averages conceal wide variations in 
the prevalence of strikes from year to year 
in some countries. In Iceland, for example, 
almost 1,900: days were lost per 1,000 em- 
ployees in 1995, thanks to strikes by fisher- 
menand teachers, but none atall in 1996. In 
1990 a general strike in Greece pushed the 
number of days lost per 1,000 employees 
above 1,500; in 1997, the figure was only 23. 
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MONEY AND INTEREST RATES The 12-month growth rate of America’s broad-money 
supply eased in March to 9.1%; narrow-money growth rose to 1.9%. Both measures of Japan’s 
money supply accelerated. American bond yields rose slightly in the week to April zist. 

_Money supply* interest rates % p.a. (Apr 21st 1999) 
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TRADE, EXCHANGE RATES AND BUDGETS 


_ Wade balanda? $b: 
latest latest 12 
month months 


Exchange rate 
H trade-weighted? 
Apr 21st 








e Econo: pol 
% of GDP, forecast 
pets 


latest 12 mths year ago 








THE ECONOMIST APRLE 247TH 1999 











DICATORS 


| 
| 
i 
H 
| 
| 
i 
| 
| 
i 
| 
| 
| 
| 
| 
| 
| 
| 
| 
H 





The dollar and sterling both rose by 0.8% in trade-weighted 
Unexpectedly high imports pushed America’s merchandise-trade deficit to $26.2 billion in February, a 12-month total of $262.2 billion. Ger- 
many’s 12-month current-account deficit narrowed to $5.2 billion in February, down from a revised $6.1 billion in January. 
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| i EXPORTS World export growth slowed 


sharply last year. According to the World 
Trade Organisation, the volume of world 
merchandise exports rose by only 3.5% in 
1998, down from growth of over 10% in 
1997. The wro expects growth of only 3.5% 
again this year. In dollar terms, world ex- 
ports fell last year by 2%, their biggest de- 
cline since 1982. America’s exports fell for 
the first time since 1985, by 1% to $683 bil- 
lion. The value of Japanese exports fell by 
8%; the value of European Union exports 


| wasupa little, by 3%. 
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EMERGING-MARKET INDICATORS 


E TRANSITION ECONOMIES Growth | ECONOMY China’s Gop growth slowed to 8.3% in the year to the first quarter. Malaysia’s in- 
prospects in transition economies are dete- | dustrial production rose by 3.9%in the year to February, its first annual increase for 13 months. 
riorating, according to the European Bank | In the year to March, Russia’s industrial output also grew, by 1.4%. But Argentina’s continues 
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| 
for Reconstruction and Development. The | todecline: it plunged by 9.9%. 
EBRD expects the average rate of GpP % change on year earlier Latest 12 months, $bn Foreign reserves*, $bn 
growth in Eastern Europe to slow to 1.9% in ‘GDP industrial Consumer Trade Current Latest Year ago 
1999. Thanks largely toa projected 5% fallin | production prices balance account 
Russia’s Gpr, the average output of the for- 83.01 * 9.0 Mar 18 
mer Soviet economies is likely to shrink by | 
4%. But these averages mask big differences | 
between countries. Hungary’s Gop is fore- 
cast to grow by 4.2% in 1999; Romania’s is | 
expected to fall by 3%. | 
| Taiwan 
| Thailand 
| 
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A DISMAL DECADE Poland has been the 
star performer among transition econ- 
omies during the 1990s. Its GDP is forecast to 
be 21% bigger in 1999 than it was in 1989. 
















































Slovenia and Slovakia are the only other | memememmmmumunimammimmsmm SS SETAE CEA Gis ance ana a 
economies where output this yearisexpect- | FINANCIAL MARKETS Asian markets followed Wall Street’s lead by rising sharply in the 
ed to be higher than it was in 1989. week to April 21st; Jakarta notched up gains of 10.3%. After the Turkish election, Istanbul 
eae ; 7 soared by 13.7%, reachinga record high on April z2oth. But Athens plunged by 10.2% as inves- 
€ tors fretted about the war in neighbouring Kosovo. 
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buyers and sellers. 
On the Internet. 


On Oracle. 
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Companies who know the Internet best use Oracle for e-business. Do you? 


ORACLE 


For more information, visit www,oracle.comlinfolebusiness/10f. the e-business engine 


1999 Oracle Corporation, All rights reserved. Oracle is a registered trademark of Oracle Corporation 
nes ate trademarks ¢ 
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Risk is our business. 





Building on solid ground. 


Whether you're building a whole economy, a business or a 
house, you need a solid foundation. And the higher you 
go, the more difficult the terrain, the deeper and sounder it 
has to be. 

We'd like our clients to think of Swiss Re as a rock to 
build on — a stable element in a changeable and challenging 
economic climate. 

As one of the world’s top-tier reinsurers, we have a lot to 
offer businesses with high aspirations: 

We can underpin your ventures with the capital resources 
and vast knowledge of the worldwide Swiss Re Group. 

Help you build on our strength in innovative risk manage- 
ment and corporate financing, integrating capital market 
solutions with traditional insurance and reinsurance. 

And open up wider horizons through our insight into the 
extraordinary diversity of the markets this side of the 
Pacific Ocean. 

Settled in twelve countries in the region, we have an 
unshakeable belief in the formidable growth potential of these 
markets in the years to come. 

To learn more about Swiss Re’s involvement in Asia 
and the Pacific Rim, fax +41 1 285 23 72. Or visit 
www.swissre.com for information about Swiss Re’s worldwide 
activities. 


Swiss Re 
iii 


Indeed they are. In fact, we’ve added so many new daily connecting flights 
via our friendly Zurich hub that it’s not just people that we're bringing 
closer. but the whole world. And we're certainly making it a lot easier to get 
around. So relax. Think your thoughts. And leave everything else to us. 


Swissair. We care. 


For booking and information, or to get our new timetable, visit 
www.swissair.com or call your travel agent 





Connecting people in 
more than 300 destinations 
world-wide. 


swissair 4 


Partner in Asia Miles, Enrich and Qantas Frequent Flyer. 
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Covered by Allianz Group. 


Wherever you are. Whatever you 
do. The Allianz Group is always on 


P 
yo u r S I d e « To us risk management means thinking the unthinkable to 


prevent risk turning into loss. As one of the world’s leading insurers our financial 
strength and technical expertise combine to make Allianz Group the partner you can trust 


whenever and wherever you need us. Allianz. The Power On Your Side. 


e 
Allianz Group. Europe’s leading global insurer Al li an Z 
and provider of financial services. 








HSBC. It’s a sure sign that you're dealing with a world-class Those are the numbers. But it’s our integrity and comm: 


financial services organisation. sense solutions that you can truly count on. 
We've been around for more than 130 years. Now we're in Wherever you are in the world, wherever you are in your | 
79 countries and territories, serving over 20 million customers. HSBC will be there for you. 
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YOUR WORLD OF FINANCIAL SERVICES. 
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Defending guns 


Sin—In your articles on the Little- 
ton school shootings (April 24th) 
I searched in vain for the words 
“self-defence”. You apparently 
put no value on the individual's 
right to defend themselves against 
criminal attack; in America we 
put a high value on this right. 
Guns are the only technology that 
makes individual self-defence 
practical and we take this right so 
seriously that we. are willing to 
suffer the few crimes that might 
otherwise have been prevented 
by gun prohibition. 

I wonder what a civilised Eng- 
lishman is expected to do if he en- 
counters a gang of thugs who are 
intent on beating him to a pulp. 
Commend his soul to God, I sup- 
pose; certainly he is not allowed 
to defend himself effectively. In 
the same situation | would draw 
my legally carried handgun and 
invite the thugs to leave me alone. 
Being able to defend myself effec- 
tively helps me to feel safe, digni- 
fied and self-worthy; being a civi- 
lised, disarmed Englishman, at 
the mercy of anyone with more 
muscle and less morality, would 
feel ghastly by comparison. 
Bellevue, 

Washington MATTHEW Moore 
R 





Sır—Bagehot (April 24th) says 
that Lady Thatcher persuaded 
George Bush to go to war to res- 
cue Kuwait from Saddam Hus- 
sein. Mr Bush’s excellent foreign- 





record that although Lady 
Thatcher's unwavering resolve 
was appreciated by Mr Bush and 
was helpful to:him, he needed no 
persuading to use force to rescue 
Kuwait. Ewill be interested, to say 
the least, to hear from a more de- 
finitive source. 


Washington, pc BRIAN KALT 


History matters 


Sır—Many noh-economists read- 
ing “The ọwektY myth”. (April 
3rd) will be thoroughly confused 
about the meaning: of . public 
goods, and ill-served by your joc- 
ular dismissal of the policy rele- 
vance of market failures. The 
term “pure public goods” refers to 
commodities that have two par- 
ticular characteristics: their bene- 
fits can be enjoyed undiminished 
by many users concurrently as 
well as sequentially, and it is cost- 
ly for the provider to exclude un- 
authorised (free-riding) consum- 
ers. This does not imply that they 
must be supplied by. the state. 
“Market failure” does not. mean 
that markets for public goods will 
not exist, or that their private pro- 
vision is impossible. The problem 
is that we cannot rely on a com- 
petitive market regime for eco- 
nomically efficient private provi- 
sion of public goods. The resulting 
levels of private production and 
consumption will be less than is 
socially optimal. 

The fundamental problem for 
the allocative efficiency of com- 
petitive markets arises from ex- 
ternalities. In the case of QWERTY, 


bandwagons””. It is possible for a 
particular standard to become en- 
trenched in the market, despite 
the fact that most users would 
have preferred a different one. 

With market dynamics of that 
sort, history is a decisive determi- 
nant of the dominant selection 
that will emerge from the array of 
contending products and tech- 
nologies: QWERTY is a case in 
point: -Nothing in the process 
guarantees an outcome governed 
by forward-looking consideration 
of which among the available op- 
tions would turn out to be “best” 
from the viewpoint of the whole 
collective of technology users, let 
alone optimal for economic wel- 
fare in society at large. This is a 
fundamental economic proposi- 
tion about the nature of techno- 
logical evolution in network in- 
dustries—one that business 
leaders and economic policymak- 
ers cannot afford to ignore. 

Paur Davip 
All Souls College 


Sır--Whatever the truth about 
QWERTY, competition based on 
short-term outcomes certainly 
produces odd results. Darwinian 
selection has resulted in all sorts 
of bizarre and apparently waste- 
ful strategies in nature; many 
have contributed to the extinction 
of their practitioners over the 
longer term. Over-large antlers, 
tail feathers, and maybe brains 
are part of this ever-growing list. 

Anyway, the concept did not 
originate with keyboards or Dar- 
win, but-in an earlier work: “I re- 
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The Inter-American Development Bank, 
The oldest and largest regional multilateral development institution, based in 
g? Washington, DC, basan opening for a: 


Sanitation Engineer Specialist 


BASIC OBJECTIVES: To assess technical aspects of water and sanitation operations to be 
financed in Latin America and the Caribbean Region. Successful candidate should have an 
excellent knowledge of technical and. managerial issues in public and privately managed 
utilities, and be familiar with the processes required to design and implement privately 
financed and operated projects. PRINCIPAL FUNCTIONS: a) To identity, prepare, 
analyze and evaluate financing requests in the areas of water supply, sanitation and pollution 
control; b) to participate in supervision of projects in the area of water and sanitation; c) to 
conceptualize and develop - technical, institutional and financial innovative responses to the 
needs of national, regional and local governments, including private sector participation in 
the financing, management and operation of water and sanitation utilities; d) te participate 
in the development of sector studies and strategies for the countries of the Region. 
REQUIREMENTS: Education: Enginecring degree, Postgraduate Master’s degree in 
Sanitary or Environmental engineering. Ph.D. desirable. Post graduate degree in Business 
Administration desirable. Experience: Eight to ten years of relevant experience in technical 
and/or executive positions (of which 3-5 must be at an international level) in the following 
areas: planning, design, financing, execution an supervision of projects in the areas of water, 
sanitation, pollution control and environmental improvements; knowledge of water sector 
regulation and private sector participation in the provision/financing of water and 
sanitation companies; basic knowledge of economic evaluation of development projects. 
Languages: Proficiency in English and Spanish is required. 


Applications must be received by May 21, 1999. Send resume in duplicate with a cover 
letter and salary history to: Attention: PV-SES-TE; Inter-American Development Bank 
Stop E0507; 1300 New York Avenue NW; Washington, DC 20577 USA. 


For additional information on this posting, please refer to Vacancy Announcement No, 


99/18 at; heep://Awww.iadb.org/dpa/jobpost] /htm 


As a reflection of its commitments to its borrowing member countries, the Bank. may 
require staff to accept assignments in both country offices and headquarters, 

Only applications which best match the requirements of the position will be acknowledged. 
The IDB encourages gender equality in its hiring practices, 





@ UNITED NATIONS OFFICE AT NAIROBI 







CHIEF, (P-4) MANAGEMENT INFORMATION SERVICES (MIS) 
UNIT VACANCY ANNOUNCEMENT NO. NA-99-22 


The United Nations Office at Nairobi (UNON), wishes to invite applications for the post 
of Chief of its MIS Unit. 






UNON provides common administrative and technical services to the Unired Nations 
Environment Programme (UNEP), the United Nations Centre for Human Settlements 
(UNCHS), both with headquarters in Nairobi, and to the regional offices of other 
organizations of the UN system. 









UNON provides information technology services through its Information Technology 
Service (ITS), which consists of the MIS, Network Services, Office Automation and 
Telecommunications units. 


Functions 








As chief of the MIS Unit, the incumbent's primary responsibility will be to manage the 
design, development and maintenance of information systems to support administrative 
and management functions. As one of the senior IT professionals of UNON, he or she will 
participate in the development of IT strategies and policies for UNON and its major 
clients. 


Qualification 













Applications must hold an advanced university degree in computer science, computer 
engineering, information systems or a related field with computer science emphasis. Ten 
years. of relevant work experience with at least five years of management experience will be 
required, Experience with client-server technologies would be highly desirable. Fluency in 
English is required. 


An internationally competitive salary and benefits will be offered 


Applications for the position should be received by 31 May 1999, Copies of the vacancy 
announcement and an application form may be obtained from, and a detailed curriculum 
vitae including date of birth, nationality and academic qualifications should be sent to: 
Chief, Recruitment Section, Human Resources Management Service, United Nations 
Office at Nairobi (UNON), P.O. Box 67578, Nairobi, Kenya, Facsimile: (254-2) 
624134/622615/622624 


IN ALL CORRESPONDENCE OR INQUIRIES PLEASE QUOTE VACANCY 
ANNOUNCEMENT NO. NA-99-22 















UNITED NATIONS ae} BY NATIONS UNIES 


RY 


(SEARCH RESUMED) 


The International Civil Service Commission: is a 
subsidiary organ of ‘the General Assembly with a 
mandate to regulate and coordinate the conditions of 
employment of staff of the organizations of the United 
Nations family (“the common system”). Applications 
are invited for the following posts: 


1. Chief, Salaries and Allowances Division 


Under the general direction of the Executive Secretary 
of the Commission, the incumbent acts as the principal 
resource person in preparing studies on policy questions 
regarding all aspects of remuneration for the common 
system staff. Provides guidance for developing 
methodologies for carrying out remuneration 
comparisons on a total compensation basis, and surveys 
of market conditions which form the basis for 
determining salary and other conditions of employment 
of locally-recruited staff. Participates in discussions 
with the organizations and staff representatives on 
related issues. Requirements: Advanced university 
degree in business management or economics 
(preferably related to compensation policy). A minimum 
15 years experience at the national and international 
levels, with a background in international compensation 
matters. (Net salary: $95,300-$ 103,000 p.a.) 





2. Senior Pay Research Officer 

Develops methodologies to carry out remuneration 
comparisons and surveys of market conditions (see 
above). Also develops procedures for the application of 
approved methodologies. Requirements: Advanced 
university degree in statistics, economics, mathematics 
or business administration. Knowledge of computer 
applications. Formal education in law and experience in 
handling legal matters pertaining to personnel issues an 
asset. A minimum 15 years experience at the national 
and international levels. (Net salary: $85,700-$92,300 


p.a.) 


Languages for both jobs: Ability to explain, verbally 
and in writing, complex remuneration issues in clear 
and concise manner in either English or French 
essential. 


Remuneration: In addition, other allowances may 
apply. Applications with full CV should be sent before 
31 May 1999 to: Executive Secretary, ICSC, DC2-1060, 
2.ULN. Plaza, NY 10017. 


ONLY CANDIDATES MEETING THE MINIMUM 
REQUIREMENTS OF THE POST WILL BE 
CONTACTED 
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Emerging Market Economics Limited eme) ds a leading provider of 
economic advisory services, focused. on emerging markets in Africa, Asia 
and the Former Soviet Union. We are currently seeking to recruit permanent 
staff to join our economic sector teams, and to identify associate consultants 
for long and short term assignments, We are looking for individuals who are 
highly motivated, have excellent analytical skills and are willing to 
participate fully in our corporate. responsibility programme. 


Senior Economists 


For a series of permanent positionsin our in-house public sector 
management, social sector and rural economics teams, 


Associate Economists 


For a range of short term associate econornists in the fields of public sector 
management, private sector development, financial sector reform, 
international trade, education, health, poverty and sustainable rural 
livelihoods. 


Director, Agriculture and Rural Development Unit Ukraine 


The Director will be responsible for i) assisting the UK Know How Fund to 
define agricultural sector strategy and identify appropriate projects ii} on- 
going monitoring of KHF projects in agriculture and rural livelihoods and 
ii) lesson learning and diffusion of information on innovative approaches to 
reform in the sector. Ukrainian or Russian language skills would be an 
advantage. 


Applicants should send their Curriculum Vitae to Sarah Lamb at: 


EME LIMITED 

3 MILLHARBOUR LONDON £14 9XP, UK. 
tel: +44 (0) 171 538 3111 

fax: +44 (0) 171 538 3130 
recruitment@emergingmarkets.co.uk 


PROJECT MANAGER - GENEVA 


The United Nations Institute for Disarmament Research 
(UNIDIR) is seeking a Project Manager for its work on 
peace-building and practical disarmament in West 
Africa. The ideal candidate will have management 
experience in the field, a solid research background in 
African small arms and conflict resolution issues, and 
be fluent in French and English. The post is for at least 
one year and the salary range is USD 45,000-55,000 
with no other benefits. UNIDIR is an equal opportunity 
employer. Please send applications or requests for 
further information to: 


Jackie Seck 

Project Coordinator 

United Nations Institute for Disarmament Research 
1211 Geneva 10 

Switzerland 

Tel : +41 22917 11 49 

Fax : +41 22 91701 76 

email: jseck@unog.ch 

website: http://www.unog.ch/unidir 


Closing date for applications: 7 June 1999 
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CHEMONICS INTERNATIONAL INC. 


is an international. consulting firm working with 
multilateral and. bilateral development agencies to 
support environmental, economic, and democracy 
and governance projects. Currently, Chemonics is 
looking for a senior intellectual-property-rights 
attorney for a long-term position on a USAID-funded 
project in Jordan. USAID and Middle East experience 


` desired. Successful candidate will have experience in 


the following: 
* Drafting intellectual-property-rights legislation 
Training and supervision 


Awareness programs 


Please e-mail CV to: 
habdulhadi@chemonics.com 


Or send hard-copy to: 
HRA/ME 

Chemonics International Inc. 
1133 20th Street NW 
Washington, DC 20036 


http:/www.chemonics.com CHEMONICS 


RESEARCH DIRECTOR, LATIN AMERICA 


BASED CAMBRIDGE, MASSACHUSETTS / EXCELLENT SALARY & BENEFITS 


Pyramid Research is a growing business within the Economist Intelligence 
Unit. Founded on comprehensive primary research, we provide high- 
value analysis and forecasting on the global telecommunications market 
via direct advisory services, online databases, and reports and newsletters. 


We require a dynamic, intelligent manager to take full responsibility for the 
production and quality of existing Latin America services, and to take a 
lead in the development of new offerings, including consultancy projects. 


At least four years’ research experience in the telecommunications industry 
is essential. You will also have a relevant Masters degree, a keen interest 
in the economics and business environment of the region, and the 
ability to provide intellectual guidance, motivation and development 
for a dedicated team of six analysts, two of whom are based in Brazil. 
Client service and project management skills will be important and 
all round communications ability will ideally include fluency in 
Spanish or Portuguese. 


Please apply in writing, with full résumé including salary history, to 
Karen Caines, Pyramid Research, The Economist Intelligence Unit, 58 
Charles Street, Cambridge, MA 02141, USA. e-mail: Jobs@pyr.com (word 6.0). 
Fax: 617 494 8898. www.pyr.com 


PYRAMID RESEARCH Intelligence Unit 








Glob 
research 
makes a 








of difference. 


For major organisations, global information is the key to operating in global 


markets. So when it comes to research, they come to Warburg Dillon Read. 


Our world-wide research team includes 540 specialist analysts, working out 
of 31 different countries. Covering 3,410 companies, from sector-specialist 
teams, our research reflects the world-wide business of our clients. Integrated, 
globai, innovative, our network of thinkers is committed to understanding 
every facet of companies and markets, around the world, that could affect 


both our clients and our decision-making. 


So it’s no surprise we win countless awards for our research expertise. After all, 


for usand for our clients; it's thinking globally that counts. 


Warburg Dillon Read 


An investment bank of global intelligence seven conn 


Issued by UBS AG acting through its Investment Banking Division, Warburg Dillon Read; regulated in the UK by the SFA, to persons who are not private customers in the UK. 
in the US, Warburg Dillon Read LLC, a subsidiary of UBS AG, isa registered broker-dealer and member of SIPC, the New York Stock Exchange and other leading exchanges. 
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O FAR, the West's war against Serbia has 

been a shambles. The humanitarian ca- 
tastrophe it was designed to avert has merely 
been intensified. Nearly a million people, 
over half of Kosovo’s population, have been 
driven from their homes; thousands are miss- 
ing, perhaps dead. Serbia’s military machine 
looks defiantly intact: barely a score of its 
1,300-odd tanks have been destroyed. Daz- 
zled by technology and obsessed with avoid- 
ing casualties of their own, the allies seem un- 
able even to hurt, let alone destroy, Serbia’s 
army. Meanwhile, the list of accidents—inno- 
cents bombed, aircraft lost--grows longer, 
and Slobodan Milosevic sits tight, waiting for 
cracks to open in the western alliance. 

In fact, the alliance is holding together, just. If that is to 
continue, the allies must start to speak with a single, consis- 
tent voice about their aims, taking a clear view about what is 
bound to be a long involvement, and thinking through the 
consequences of the choices that lie before them. 

The five initial aims were explicit. They were that the refu- 
gees should be able to return safely home; that all Serb forces 
should withdraw from Kosovo; that an international military 
force should oversee peace on the ground; that Kosovo should 
be granted a wide measure of autonomy; and that a multi- 
ethnic democracy should be entrenched. To those five, some 
alliance leaders have added two more: Mr Milosevic must be 
overthrown; and a military victory must somehow be won 
without NATO’s forces fighting on the ground. These two ex- 
tras, however desirable, should never have been turned into 
outright aims~not least because they may be mutually in- 
compatible. They should be forgotten. As for autonomy and 
multi-ethnic democracy, after six weeks of bombing and eth- 
nic cleansing, they look more and more like distant dreams. 

Kosovo, if it is to be anything, must for the foreseeable 
future become some kind of international protectorate, ide- 
ally authorised by the UN Security Council. Its final status and 
territorial shape can be left vague, matters perhaps for a con- 
ference of interested parties in ten years or so, when, who 
knows, other Balkan boundaries, maybe including Bosnia’s, 
can be redrawn. In particular, it would be unwise to insist 
now either on independence for Kosovo as the sole road to a 
lasting peace or, as some argue, on partitioning the province. 
Neither possibility should be ruled out. The important points 
to emphasise, however, are that people of all ethnic groups 
and religions should be free to live in peace in Kosovo, and 
that Serbs should have access to their holy places. 

As for the overthrow of Mr Milosevic as a precondition for 
peace, as Britain's Tony Blair and several Americans have in- 
sisted, that is unwise. His expulsion by force would probably 
prove hideously difficult, as well as- intensely controversial 





ETHE LEONOMISEMAY, STH 1999 





MAY 8TH 1999 


A bungled war 





abroad. Moreover, today, even more than in 
the past, there is no serious alternative to him 
as a leader of the Serbs. The war has strength- 
ened him at home, and most of those who 
might replace him are as obnoxious as he is. It 
is peace, not war, that is likely to be his even- 
tual undoing. 

The West's disavowal of a ground war was 
from the outset a mistake. A huge build-up of 
troops, able to fight in Kosovo, would not 
have been a commitment to use them, but 
would have provided the option—and cre- 
ated uncertainty in the enemy’s mind. A deci- 
sion to invade on the ground would, it is true, 
bea last resort: it would be militarily difficult 
and politically divisive. But such difficulties and divisions 
might be less grave than an outright defeat. Bombing may yet 
do the trick, but it is not too late for NATO to start building up 
its forces now, to be ready to go in if the worst comes to the 
worst, and to intimidate Mr Milosevic in the meantime. 

Right now, far more Apache helicopters should be rushed 
in and put to immediate “tank-busting” use. The slow, acci- 
dent-prone arrival of the first 24 has been one of the saddest 
examples of NATO's unreadiness in this war. It is one thing to 
hesitate over an opposed invasion (a logistical nightmare, 
whose costs might be very great). It is quite another, and 
downright immoral, to conduct this action with the aim of 
sustaining no allied casualties whatever, knowing that such a` 
policy means death and devastation for many innocent 
Kosovars (and Serbs). 





And miles to go 


With a bigger stick to hand, the West can also afford to talk, 
using Russia. The allies and Russia have narrowed their dif 
ferences enough to prepare a joint statement this week, and 
further compromise should be possible, on, for instance, a 
bombing pause during a Serb military withdrawal, or the ex- 
act nature of the authority that is to run Kosovo. But on the 
central issue of what should be at the core of the peacekeeping 
force there should be no concession: it must be, in essence, a 
NATO-run affair, preferably blessed, Bosnian-style, by the UN 
and certainly including Russian troops. 

Peace or no peace, the West will have a huge refugee prob- 
lem on its hands. Germany has been conspicuously generous; 
other countries, such as Britain, have been conspicuously un- 
generous, though that may be changing. Far more help must 
also go to Kosovo's neighbours, Albania and Macedonia. But 
the top priority is that America, the key to the entire affair, 
should steel itself for the possibility of a protracted war in- 
volving allied casualties. Bill Clinton must recognise that bru- 
tal truth, and tell the world forthwith. 
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Free trade in peril 


It was already in a sorry state, but now the World Trade Organisation 


is: leaderless too 


HE tranquil shores of Lake Geneva are an unlikely setting 

for an almighty row. Yet they are echoing to the shouts of 
delegates from 134 countries scrapping over who should take 
over the helm of the World Trade Organisation. After months 
of bickering, the talks have broken down in rancour, leaving 
the wro: leaderless since May 1st. This unseemly squabble 
could not have come at a worse time for the wro, whose au- 
thority as global trade cop:has taken a battering of late. It is 


caught-in the middle of a tug-of-war between America and 


Europe over bananas and hormone-treated beef that is 
“stretching it to breaking point. [fit snaps,.a ruinous return to 
protectionism beckons. oe 

Little has been going right in world trade recently. The 
weakness of the world economy is taking its toll. Growth in 
world trade slowed to only 34% last year, down from 10% in 
1997. The wTO expects it to be equally disappointing this 
< year. When economic misfortune strikes, foreigners are a. con- 
venient scapegoat. Around the world there has been a surge in 
anti-dumping cases against “unfairly” cheap imports. Omi- 
nously, even though its economy continues to power ahead, 
America is swinging towards protectionism. Congress is up 
in arms over the record-high trade deficit, Japanese steel and 
much else besides. Trade relations with Europe have rarely 
been so bad (see pages 19-23). When America’s economy even- 
tually slows, the mood could turn really nasty. 


Turning the tide 

In such troubled times, the wro has a crucial role to play. Its 
mandate is to enforce world-trade rules and thus hold the 
line against protectionism. It ought to have the means to de- 
liver: its member countries have committed themselves to re- 
solve their trade quarrels by asking an impartial panel of 
WTO experts to arbitrate, rather than by launching bilateral 
trade wars. This dispute-settlement mechanism is meant to 
have teeth, since a country cannot veto unfavourable rulings. 

But the wro is failing to do its job. Its rulings are going 
unheeded. Loopholes in its rules allow losing parties to delay 
the day of reckoning almost indefinitely. The European 
Union is exploiting these weaknesses to the full in its battles 
with America over bananas and beef. These flaws need urgent 
repair. If countries think they can get away with it, the tempta- 
tion to flout world-trade rules will grow. 

Yet the trouble runs deeper than rules that can be bent. 
After all, the Eu is not obliged to push the system to the brink. 
A bigger worry is that some countries are unwilling to accept 
the wro’s writ. They protest to the contrary. So let them prove 
their good faith. The Eu should accept it has lost both the ba- 
nana and the beef cases. America should make it easy for the 
EU to. admit defeat by offering it some face-saving sops, rather 
than forcing the EU into a corner. 

Europe’s example can only encourage others to defy the 
wTo too: America is not averse to acting unilaterally—witness 
its crowbar tactics with Japan. Pressure for it to bypass the 
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WTO is growing, not least on Capitol Hill. Moreover, the EU's 
misbehaviour reinforces the feeling in many developing 
countries that the wro has one law for the rich and another 
for the poor. That resentment is stiffening their insistence that 
the new wro head should for once come from a poor country, 
and thus contributing to the current impasse in Geneva. 

The immediate task is to name a new wTo chief as swiftly 
as possible. The job should goto Mike Moore. His record is 
impeccable: as New Zealand's trade minister in the 1980s he 
transformed his country into the most committed of free 


‘traders, He makes a convincing evangelist for free trade and 


has the political skills to bang heads together and to broker 
trade deals. He also commands the respect of politicians in 
Washington, Brussels and elsewhere. And he has the neces- 
sary support: he is backed by a clear majority of the wro’s 134 
members, many of them developing countries. His rival, 
Thailand’s Supachai Panitchpakdi, is worthy enough. But he 
is also dull and uninspiring, a technocrat ill-suited to such a 
political role. Mr Moore should be appointed without delay, 
if necessary by breaking the wro’s consensus-seeking tradi- 
tion and putting the issue to a vote. 

Many developing countries will doubtless feel aggrieved. 
The effect may be to strengthen opposition to the wro among 
those who mistakenly blame the emerging-markets crisis on 
too much liberalisation too fast. Many will take it as con- 
firmation that the wTo is rigged against poor countries. But 
appointing a placeman from among their ranks is not the 
answer to their complaints. Instead, more needs to be done to 
help poor countries use the wTo to their advantage. A good 
start would be for the World Bank, which has the resources the 
wTo lacks, to offer them help in bringing cases at the wro. 

The wo itself needs reform. It has to become more open 
and transparent. (At Mexico’s insistence, its press officers 
have been gagged since May 1st.) It is increasingly asked to 
adjudicate on sensitive issues such as food safety and envi- 
ronmental protection that have become the stuff of trade dis- 
putes in a globalising economy. It must explain its decisions 
or risk undermining support for free trade in general. To fur- 
ther boost its legitimacy, the wro could do with an executive 
committee, modelled on the 1mr’s executive committee, as 
proposed by Sylvia Ostry, a former Canadian trade negoti- 
ator. Such a forum could thrash out difficult policy issues and 
help forge agreement on how far the wro should trespass on 
countries’ sovereignty for the sake of free trade. 

These are critical times for the wro, and for free trade in 
general: The world is turning towards protectionism. More 
than ever, it needs a wTO that works. Even so, the wTo is nota 
substitute for political courage. Governments..must steel 
themselves to fend off protectionist lobbies. And since the 
surest form of defence is attack, a broad new. push towards 
freer trade is a must too. All the more reason why the row in 
Geneva needs settling soon. 
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Most countries have political families, but in Asia the route to power for women 


seems to be almost exclusively dynastic. A pity 


ERHAPS Wan Azizah Ismail is not yet a household name, 

even in-her own country, Malaysia. But then it was not so 
long ago that few people, outside Arkansas, had heard of Hil- 
lary Rodham, yet now it seems her political career may well 
continue long after her husband’s. What future then for Dr 
Wan Azizah, the wife of Anwar Ibrahim, formerly Malaysia’s 
deputy prime minister and now its most famous convict? She 
has just been in the Philippines, talking to Corazon Aquino. 
Once Mrs Aquino, too, was just the wife of a persecuted oppo- 
sition leader. She went on to become her country’s president. 

All right, the Philippines is not Malaysia, and history sel- 
dom repeats itself exactly, in Asia or anywhere else. Yet it 
sometimes seems that Asian women. who want to get on in 
politics would be well advised simply to marry.a man with 
the same ambition. Even if that fails to get them to the top, it 
may be that their daughter, or daughter-in-law, will fulfil their 
ambition. The downside, it should be added, is a seriously 
disturbed family life, usually involving exile, imprisonment 
and, almost invariably, assassination. 

Widows’ politics is especially eye-catching in the Philip- 
pines because of the personalities involved: the redoubtable 
Mrs Aquino and the well-heeled, indeed well-shod, Imelda 
Marcos, whose husband was the dictator Mrs Aquino de- 
posed. The Philippine variant of this kind of politics exhibits 
some familiar features—Benigno Aquino was assassinated, 
Ferdinand Marcos died in exile—but it has yet to develop 
fully into a multi-generational affair. There are some signs of 
that in Myanmar, where Aung San Suu Kyi, even under house 
arrest, bravely carries the torch for democracy amid the dark- 
ness imposed by the ruling junta. She is the daughter of Aung 
San, who negotiated his country’s independence but did not 
live to see it: he was assassinated. In Indonesia, the indepen- 
dence leader was Sukarno. His daughter, Megawati, hopes to 
win the presidency in next month’s election. 

For the genre in its most elaborate form, however, go to Sri 


Anew song 


Music companies may soon be able to stop worrying about piracy on the 
Internet. Instead, they will need to start worrying about what they are for 


66 HEN circulating libraries were first opened,” 
wrote Charles Knight in 1854, “the booksellers were 
much alarmed; and their rapid increase added to their fears, 
and led them to think that the sale of books would be much 
diminished by such libraries. But experience has proved that 
the sale of books, so far from being diminished by them, has 
been greatly promoted.” 
As it was with books in the late 18th century, so it is with 
music today. A new distribution channel has opened: the In- 
ternet. The question is whether its impact on today’s music 
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Only widows and orphans? 
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Lanka, where the president, Chandrika Kumaratunga, is the 
daughter of two prime ministers. Dad came first, but was, yes, 
assassinated, in 1959. Mum, Sirimavo Bandaranaike, took 
over in 1960, becoming the world’s first elected female head 
of government. She no longer has that job, but she is still 
prime minister (the post carries much less weight now). Mrs 
Kumaratunga’s husband was assassinated in 1988. 

Other countries in South Asia are also exponents of wid- 
ows’ and daughters’ politics. Bangladesh, for example, is these 
days a Iternately ruled by Sheikh Hasina Wajed, the current 
prime minister, and Khaleda Zia, her predecessor. T he former 
is the daughter of Sheikh Mujib ur Rahman, the country’s first 
prime minister, assassinated in 1975; the latter the relict of 
President Zia Rahman, assassinated six years later. In Paki- 
stan, Benazir Bhutto is.a former prime minister, no stranger 
to either jail or exile; her father, an earlier prime minister, was 
hanged, or, as some would say, judicially assassinated. 


Democracy in widows’ weeds 

It takes the world’s biggest democracy, however, to produce 
Asia’s greatest dynasty, replete with both daughters’ and wid- 
ows’ politics. Jawaharlal Nehru, India’s first prime minister, 
begat Indira Gandhi, its third and sixth prime minister (assas- 
sinated 1984), who begat Rajiv, its seventh (assassinated 1991), 
whose widow, Sonia, now hopes to become its 15th. 

So what conclusion should Dr Wan Azizah draw from all 
this? Certainly, that politics can be a dangerous avocation in 
Asia, for women as for men. But perhaps too that wives and 
daughters perform no worse, as a rule, than anyone else. Even 
so, it would be nice to see more women win power on their 
merits, not on their husbands’ or fathers’ names. Unfortu- 
nately, the most popular alternative route, at least in India, is 
through the movies—and that, to judge by the capers of Jaya- 
ram Jayalalitha, who has just brought down the Indian gov- 
ernment, hardly seems to engender a sense of responsibility. 





business will be as benign as thea impact of libraries was on 
the bookselling business. After all, today, bookselling still 
booms—and, indeed, now flourishes online, where a book- 
seller has become the best-known brand. The circulating li- 
braries are gone. 

At one point, it looked as though the Internet might ring 
the death knell of the music business, Because music is so eas- 
ily compressed and sold online, the record companies feared _ 
that their intellectual property would be stolen by the bucket- 
ful. With the help of a common standard adopted by 
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websites, consumers and hardware producers, Internet mu- 
sic boomed and sales of cps to the young declined. Panic- 
stricken, the companies rang their lawyers; they sent fierce 
letters to colleges, warning students against piracy; they sued 
one of the producers of the devices on to which music can be 
downloaded; and they forced bands to remove tracks that 
they had posted on the Internet. 

In the event, technology seems likely to rescue the music 
companies from the threat technology has created. The com- 
panies are trying to replace the Internet’s standard for digital 
download with their own, which would allow them to 
encrypt their product, and thus protect their copyright (see 
page 69). On May 4th the first of the big music companies, 
Universal, announced plans to sell music online. 


Allegro con amore 


Asa result, music is likely to become the most valuable prod- 
uct to make the move from the physical world to the virtual. 
By selling their wares online, the record companies will not 
only save the costs of manufacturing and distribution. They 
will save on stocks—indeed, they will be able to keep unlim- 
ited supplies of golden oldies, since the virtual world offers 
unlimited storage space. And they will get rid of the costly 
business of dealing with returns of cps that flop, because no- 
body will buy them in the first place. 

For music-lovers, this is a happy song. Scrapping distribu- 
tion costs means slashing the price of music—and probably 
bypassing the taxman too, in many countries. It means quick 
access to new music. For the massed ranks of the middle-aged 
who have neither the time nor the inclination to hang out in 


President Prodi 


His first task must be to explain why Europe needs the executive 


over which he will preside 


AS anybody noticed that Europe has no commission? 
Does anybody mind that it is unlikely to get another, to 
replace the one that resigned in disgrace in March, until Sep- 
tember? The first task awaiting Romano Prodi, confirmed by 
the European Parliament on May 5th as the new head ofa yet- 
to-be-appointed new commission, is to make Europeans un- 
derstand why they need an institution whose absence for the 
next four months will hardly register. 

A mischievous reply would be to suggest that they do not. 
True, a neutered acting commission will be carrying on the 
administration. But at the best of times, of the 20 commis- 
sioners, only three do essential work: those in charge of com- 
petition, trade and farming. Europe needs this trio to patrol 
and complete the single market, and to work out ways to stop 
pumping half the Eu budget into a single industry, farming. 
The success of the European project, based on reinforcing EU 
countries’ mutual dependence and integrating their econo- 
mies, relies heavily on their work. Some other commissioners 
do useful things. But there are too many of them, they dupli- 
cate each other's jobs, and many of their tasks are trivial. 

To say only this, however, would be to miss the point. The 
EU needs a commission, and a strong and credible one, be- 
cause now more than ever it needs some serious soul-search- 
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record stores, rubbing stubble with the hip, it means pure joy: 
at the click of a mouse, they will be able to download that 
seminal Beach Boys album. No wonder online sales are al- 
ready broadening the customer base. 

For record stores, though, this is glum news. Unless they 
can find a new role—as music clubs, perhaps, or. coffee 
houses~-their days are limited. And for the record companies 
themselves, this will be a mixed blessing. Between them, they 
control most of the music that has ever been recorded=-in- 
cluding that ancient Beach Boys special, whose initial costs 
have long since been recovered. Back lists will thus be played 
con brio and with profit. But, like publishers, airlines, stock- 
brokers and any other firm whose product can be readily dis- 
tributed online, the record companies now have to rethink 
the way they do business. 

If they no longer make and distribute cps, what are they. 
for? Plugging artists, presumably. But here there is plenty of 
competition—from agents, from managers, even the artists 
themselves. In the old days, manufacturing plants and distri- 
bution networks created sizeable barriers to entry which kept 
upstarts out of the record companies’ business. In the new 
world, physical capital is a costly overhead, nota protection. 

In this new era, the record companies have a further dis- 
advantage: everybody dislikes them. Artists dislike them be- 
cause they think the record companies rip them off. Consum- 
ers dislike them because the artists dislike them. Because 
Internet businesses are increasingly about building a com- 
munity of loyal users, record companies must learn to be 
loved if they are to flourish like booksellers rather than go the 
way of the circulating library. 





ing about its capacity to deal with its own problems, and to 
embrace or otherwise help its poorer neighbours. Yet it faces 
these questions at a time when the legitimacy of its institu- 
tions is being challenged by a more assertive parliament, bya 
more questioning press—and by a bloody war on its door- 
step. These are uneasy times for Europe. But Mr Prodi, if he 
handles his task well, could turn the unease to his advantage 
by fashioning a more responsive and credible institution. 


No, minister 
Mr Prodi’s immediate job is to restore the credibility that was 
blown.away by the revelations earlier this year of the incom- 
petence and nepotism of some outgoing commissioners, Un- 
der the Amsterdam treaty, which came into force on May ist, 
he—~along with the parliament—has the power to reject com- 
missioners proposed by governments. Should he fail to reject 
weak candidates, he will have only himself to blame. He 
would do Europeans a favour by refusing to let his commis- 
sion become a retirement home for political has-beens. And 
the parliament could help dispel its reputation for an easy 
life in the comfort zone by agreeing to sit into the summer to 
confirm a new commission before September. 

Mr Prodi also needs swiftly to lift the blanket of perks, 
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LEADERS ee oe 
cronyism and contempt for accountability that smothers Eu- 
rope’s institutions. As a former member of Italy’s Christian 
Democratic party, the party that crumbled under the weight 
of corruption in the early 1990s, he is aware of the dangers 
lying down that road. At the same time, he must convince 
those who doubt his liberalising instincts that he will press 
ahead, as he promised this week he would, with deregulation. 
Mr Prodi’s great domestic triumph was to have successfully 
reduced Italy’s budget deficit enough to get his country into 
the euro. It is sometimes overlooked, however, that he did so 
chiefly by putting up Italian taxes. 

In the longer run, even bigger questions hang over Eu- 
rope’s future. War in Kosovo has sharpened these, bringing 
home to Europeans their reliance on the Americans for diplo- 
matic and military might in their own backyard, and the 
drawbacks of that dependence. Thinking about the practical 
implications of a common European foreign policy and, fur- 






ther ahead, a common defence, is a job for the commission as 


well as for governments, 

The temptation for any commission, and for any commis- 
sion chief, is to identify a problem, and then to propose itself 
as the solution. Mr Prodi’s speech to the parliament on May 
4th hinted at big ideas: “We should already be thinking of the 
post-war settlement,” he said, proposing a Balkans peace con- 
ference. Planning the rebuilding of Kosovo is sensible, but 
grand peace talks are the job of governments, not the commis- 
sion. A strong president is not one who does everything him- 
self. He is, rather, one with the foresight to consider the needs 
of Europe ten or more years down the road, and the wisdom 
to recognise that sound institutions—others’ as well as his 
own—will be needed to meet them. Preparing Europe for the 
period after the war in Kosovo, and after the Ev’s enlarge- 
ment, requires bold thinking. A weak president cannot do it. 
But even a strong one could make a hash of it. 





If you want to be rich, move to one. If you want to be the richest, move on 


66 AY the force be with you,” we were once told; for 

the next few months the force will be extremely dif- 
ficult to avoid. The new Star Wars movie—a “prequel” to the 
other three, and the first of a new trilogy—looks sure to be this 
year’s big film. Other moguls are treating it with the sort of 
reverence due to Jabba the Hutt, squabbling over whose trail- 
ers will be shown alongside it. Meanwhile a small asteroid 
full of related toys, computer games and so on is set to crash 
into shops around the world. 

Regardless of its artistic merit (and there are some people 
who regard the words, “A long time ago, in a galaxy far, far 
away” as one of the more inspired beginnings in the English 
language), “The Phantom Menace” is a triumph for Holly- 
wood, the world’s premier entertainment cluster. Other coun- 
tries have wasted millions trying to build film industries; but 
only Tinseltown—that fashionably flexible and (culture min- 
isters, note) unsubsidised network of players, suits and 
“talent”—could orchestrate something like this. 

All true, but note one interesting fact. George Lucas, the 
mastermind behind “Star Wars” and also Hollywood’s rich- 
est film maker, does not work there and seems to visit it as 
little as possible: his Skywalker empire is based up the coast 
near San Francisco. True, Mr Lucas is using Twentieth Cen- 
tury Fox to distribute the film, but it is merely playing 
Wookiee to his Han Solo; and the studio will make much less 
money than he will. 

Moreover, Mr Lucas is not the only king to keep a distance 
from his kingdom. America’s ubernerd, Bill Gates, is based in 
Washington state, not Silicon Valley; and its wealthiest inves- 
tor, Warren Buffett, lives in Omaha, Nebraska—as far from 
Wall Street as you can get. Like Mr Lucas, they both claim that 
it is a positive advantage. What does this say about all the 
business books celebrating clusters and the governments try- 
ing to build them—not to mention the stratospheric house 
prices in Palo Alto, Beverly Hills and the Upper East Side? 

The quality of life in popular clusters can be abysmal. 
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Spend a few hours crawling along, say, the freeway outside 
Redwood city—and it is fairly easy to see why Mr Gates does 
not want to leave Washington. In the age of the Internet, 
where everybody is just an e-mail away, who needs to endure 
LA’s smog? Worse, clusters can die. American cars were once 
designed in Detroit. Now Ford’s Mercury division is merely 
the latest to move to California in search of fresh thinking. 


The wealth star is operational 


Good clusters offer their inhabitants two things: knowledge 
and capital. Money is certainly not an issue for Messrs Gates, 
Lucas and Buffett (although it is often the main reason why 
the young and ambitious trek to Hollywood, Silicon Valley 
and Wall Street). But what about knowledge—the buzz that 
comes only if you have dinner at Spago? Silicon Valley folk 
think Mr Gates would have spotted the Internet quicker ifhe 
had been based at the hub of their industry. Mr Buffett's rela- 
tively unstellar recent record might be linked to his distance 
from “the action”. A few years ago Mr Lucas was viewed in 
Tinseltown as something of a backroom boy—better known 
for his sound system than “American Graffiti”. 

On the other hand, all three men seem to have made a 
positive advantage of being out of the maelstrom. Mr Buffett 
has made his billions from long-term bets that Wall Streeters 
would have found difficult to leave alone. Mr Gates, who has 
created: his own small cluster in Washington, has been 
through several revolutions in the software industry, without 
losing his head in any. Unlike his more hectic peers, Mr Lucas 
makes films only when he wants to. 

The moral is clear. If you want to become rich, move to a 
cluster—but if you want to become the richest, move on. One 
small proviso: the advantages of keeping your distance will 
come only if your hunches are as good as Mr Buffett’s, your 
software as dominant as Mr Gates’s or your films as popular 
as Mr Lucas’s, Better pray that the force really is with you. 

a 2 
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At daggers drawn 


First bananas, now beef, soon genetically modified foods. America and 


Europe are at war over trade 


RADE relations between America and 

Europe have rarely been so bad. Even as 
they fight side-by-side against Serbia, they 
are taking aim at each other across the Atlan- 
tic. They are embroiled in a battle over hor- 
mone-treated beef. They are at loggerheads 
over genetically modified crops. They have 
fallen out over noisy aircraft, mobile tele- 
phones and data privacy. They are coming 
to blows over aerospace subsidies and 
champagne. And they have yet to patch up 
their split over bananas. 

True, transatlantic trade tiffs are nothing 
new. Indeed, some friction is perhaps inevi- 
table between the world’s top two trading 
entities, which do trade of around $400 bil- 
lion a year with each other. But this is differ- 
ent. The mood in both Washington and 
Brussels is resentful and uncompromising. 
Events could easily get out of hand. The cur- 
rent conflict is about more than just hor- 
mones in beef or aircraft noise. It is a battle 
about how far countries are willing to accept 
constraints on domestic policy in sensitive 
areas such as food safety or environmental 
protection for the sake of free trade. 

The battle is putting huge strains on the 
World Trade Organisation. The body that 
polices world trade cannot function proper- 
ly unless America and Europe accept its 
writ. But the wro itself is in crisis over its 
member countries’ inability to agree on a 

. new director general. Itis now leaderless and 
fractured; supporters of the two rival candi- 
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dates are engaged in a slanging match rather 
than a search for compromise. The longer 
this drags on, the more its credibility will be 
undermined. 

The timing of the recent clashes is partly 
chance. Long-standing wrangles over ba- 
nanas and beef have finally worked their 
way through the wro’s dispute-settlement 
mechanism. On April 6th the wro ruled for 
the third time that the European Union 
must amend its banana-import rules, which 
discriminate unfairly against American fruit 
distributors. On April 19th the wro gave 
America the go-ahead to slap retaliatory 
sanctions against $i91m of European im- 
ports~-the first time it has sanctioned such a 
move, 

The wro has also ruled that the Eu must 
lift its ban on hormone-treated beef by May 
13th, because there is no convincing scientif- 
ic evidence that the hormones are danger- 
ous, America is planning to impose sanc- 
tions on around $300m of European 
imports, mainly foodstuffs and motorcy- 
cles, if the zu shows no signs of complying 
with the wro’s ruling by then. Last week the 
£U hit back with a new report claiming that 
the hormones could cause cancer. It also 
raised the stakes after hormones were found 
in imports of supposedly hormone-free 
American beef. It is threatening to ban all 
American beef on June 15th unless America 
can provide watertight guarantees that it is 
hormone-free, 


Last week the Europeans also issued 
new restrictions on noisy aeroplanes that 
will hit American companies particularly 
hard, although the new rules will not take ef- 
fect until next year. America in turn 
launched two new wro cases against the Eu. 
One is over subsidies to Airbus, Boeing's ri- 
val in aerospace. The other is over eu rules 
on geographical labels, which prevent, for 
instance, Californian fizzy wines being 
called champagne. 

But there is more to this than unfortu- 
nate coincidence. These bust-ups are a con- 
sequence of mercantilist policies exacerbat- 
ed by political weakness and the 
increasingly legalistic nature of the wro.: 
America and Europe (like most countries). 
tend to see trade-as a zero-sum game. They 
aim to pry open markets for their exporters 
while protecting their domestic industries 
from import competition as far as possible. 
Access to their markets is granted only in ex- 
change for access to others’. Such policies are 
wrong-headed, since a country as a whole 
gains by opening its markets unilaterally. 
But they are pervasive, since industries that 
fear foreign competitors tend to lobby gov- 
ernments harder than the disparate millions 
of consumers who benefit from cheaper im- 
ports. 

America’s mercantilist urges were once 
tempered by Cold War considerations and’. 
the liberal convictions of presidents and oth- 
er senior politicians. But Cold War reflexes 
are now all but dead and, hemmed in by an 
increasingly protectionist Congress, Bill 
Clinton’s administration (with the excep- 
tion of Robert Rubin, the Treasury secreta- 
ry) does not have the stomach or the inclina- 
tion to make a stand for liberal policies. As 
Sylvia Ostry of the University of Toronto 
puts it: “America doesn’t have a trade policy. 
Ithasclients.” 

As for the eu, it has never been particu- 
larly keen on free trade. Over half its budget 
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goes on the explicitly protectionist Common 
Agricultural Policy (cap). Trade barriers be- 
tween EU member states have been removed 
less out of a liberal belief in free trade than 
with the aim of creating a large, protected 
market for European firms. Under Ameri- 
can prodding, the ev has grudgingly agreed 
to liberalise over the years. But now that 
American policy is essentially mercantilist, 
the eu is comfortable playing the same 
game. 

When trade is viewed as a zero-sum 
game, one side is perforce a loser. Yet, when 
both sides are of roughly equal strength, nei- 
ther feels compelled to back down. Europe's 
economic clout now matches America’s, so 
the United States can no longer rely on hav- 
ing its own way. And now that the £u has its 
own currency, the euro, to match the dollar, 
it has become even more reluctant to yield to 
American pressure. 

Political weakness is part of the problem 
too. America is gearing up for the presiden- 
tial election next year. Its ballooning trade 
deficit, a record $262 billion in the year to 
February, has made trade a sensitive politi- 
cal issue. Charlene Barshefsky, America’s 
trade supremo, says it has reached “red- 
alert” level; even Mr Rubin says it is “eco- 
nomically and politically unsustainable”. 
The concern is largely misplaced, since the 
soaring deficit is caused not by foreign wick- 
edness but by rapid economic growth in 
America combined with sluggish growth 
elsewhere. Yet Congress is up in arms; and 
since the administration cannot do anything 
to curb the deficit’s rise, it must act tough in 
other ways. Europe is an obvious target: it 
has a hefty (and rising) surplus and it has 
done little to stimulate its economy at a time 
when recession-hit emerging economies ur- 
~ gently need to export more to rich countries. 
European politicians are hamstrung as 
well, Economic growth is sluggish, unem- 
ployment remains high. The European 
Commission, which handles trade policy 
for the 15 £u states, is mired in scandal; big 
decisions are on hold until a new set of com- 
missioners is appointed some time later this 
year. Sir Leon Brittan, the ev’s liberal-mind- 
ed trade commissioner, does not have as 
much clout as he once did: he was already 
due to leave at the end of the year. ev trade 
policy is in any case highly inflexible. In 
principle, it is decided by a qualified major- 
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ity vote of member states, but in practice de- 
cisions are usually reached by consensus. Ifa 


country fearsit will be outvoted ona trade is- 


sué, it usually threatens to: block a decision 
that requires unanimity, according to Pa- 
trick Messerlin of the Institut d’Etudes Poli- 
tiques in Paris. eU governments are often 
“conscious that reform is needed but are un- 
able to deliver,” he says. In the banana case, 
for example, France and Spain have success- 
fully blocked German attempts to compro- 
mise with America. 

The increasing legalisation of the wro is 
making matters worse. True, the wro’s dis- 
pute-settlement mechanism often helps to 
resolve trade quarrels, since countries com- 
mit themselves to comply with the rulings of 
its impartial panels. America, for instance, 
lifted its restrictions on imports of Costa Ri- 
can underwear after the wro ruled the re- 
strictions were illegal. But, when govern- 
ments lack the political will to comply and 
are too big to be bullied into doing so, the 
mechanism can be counterproductive. As- 
signing blame to one side reinforces mercan- 
tilist thinking and can make it harder to re- 
ach a face-saving political compromise. 

One reason why the banana case has 
proved so difficult to resolve is that the Eu 
has been reluctant to accept publicly that it 
has lost. It has so far put off complying by us- 
ing legal delaying tactics that the wro’s am- 
biguous rules make possible. And it has tried 
to muddy the waters by launching two wro 
cases of its own against America, over its pre- 
mature and excessive retaliation against 
European imports on March 3rd, and over 
its Section 301 law, which sets a unilateral 
timetable for American retaliation that may 
pre-empt the wro's. America too has dug its 
heels in. It will not settle for anything less 
than the full victory the wro has awarded it, 
even though the dispute is damaging rela- 
tions with the eu and undermining the wro. 
Its sanctions against European imports are 
also hurting American consumers, who are 
now paying twice as much as they once did 
for Louis Vuitton handbags and German 
coffee-making machines. 


A big beef 


There is a bigger reason, however, why 
America and Europe cannot agree on trade. 
They are fighting a new kind of trade dispute 
about sensitive policy issues, such as food 
safety and environmental protection, that 
were once exclusively domestic. Such quar- 
rels have come to the fore because countries’ 
economies are now so closely intertwined 
through trade and investment that almost 
any government policy can have a discrimi- 
natory impact on foreign companies. They 
are particularly tricky, not least because gov- 
ernments are reluctant to compromise their 
ability to pursue other aims as well as free 
trade. 

Consider the difference between a tradi- 
tional trade quarrel, such as a dispute over 







restrictions on steel imports, and the battle 
over hormone-treated beef. Traditional dis- 
putes are rather simple. They are usually 
about explicitly protectionist measures, 
such as import tariffs or quotas, that keep 
out foreign goods at the border. The costs of 
such measures (higher prices and less choice 
for consumers) are reasonably easy to quan- 
tify; they typically outweigh: the benefits 
(fatter company profits and tariff revenues 
for governments). Even mercantilist govern- 
ments should be able to resolve such nar- 
rowly economic disputes. One way isto buy 
off steel companies and unions with eco- 
nomic goodies. Another is to exchange ac- 
cess to domestic markets for access to foreign 
ones. 

The new trade disputes are rather more 
complicated. They are about more than eco- 
nomics: typically they are about social issues 
too. They are usually about domestic regula- 
tions that have international effects rather 
than about border controls: Europe has 
banned all hormone-treated beef, not just 
America’s. Such regulations are not wholly 
protectionist. Although Europe’s ban does 
keep out American imports and is partly 
motivated by a desire to protect inefficient 
European farmers, it is also a response to 
public fears about food safety. 

The costs of the ban (higher beef prices, 
less choice) are quite easy to establish. But 
the benefits are not: the value of safer food is 
hard to quantify and reasonable people may 
put widely different prices on it. Indeed 
some of the new actors in such disputes, 
such as consumer-rights activists and envi- 
ronmental groups, may not be susceptible to 
economic reasoning. So even liberal govern- 
ments may have trouble resolving such 
quarrels. They may be particularly wary of 
setting precedents that they may later regret: 
the beef war is widely seen as a forerunner 
for a larger battle about genetically modified 
crops. Indeed, many may feel that such dis- 
putes intrude too far on national sovereign- 
ty, and thus refuse to accept that interna- 
tional trade rules should trump domestic 
political considerations. 

The multilateral trading system recog- 
nises that governments have legitimate aims 
other than free trade. It was founded 
in 1948, when memories of the 1930s were 




















THE. ECONOMIST MAY BTH 1999 





Money, like children, should develop and mature 


Robeco Bank believes that money 
should never stop growing. 
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still fresh. Governments 
were keen to liberalise inter- 
national trade, but were 
wary of giving up policy 
tools that might help them 
prevent another slump. So 
a delicate compromise was 
struck. Governments 
agreed to be bound by mul- 
tilateral rules in order to free 
trade internationally, but 
retained the right to set their 
own policies domestically. 

In the 1950s and 1960s, 
the compromise worked 
well. Countries agreed to 
lower their most blatant 
barriers to trade, such as 
import tariffs or quotas imposed at the bor- 
der, while intervening at will, with taxes, 
subsidies and regulations, in their domestic 
economies. But by the 1970s, problems be- 
gan to emerge. As border 
barriers fell, it became clear 
that domestic regulations 
were also a big impediment 
to trade: a subsidy or a dis- 
criminatory rule could shut 
out imports just as effec- 
tively as a tariff. Moreover, 
governments began to 
abuse these loopholes for 
protectionist ends: anti- 
dumping cases and import- 
restricting regulations pro- 
liferated. So the focus of 
trade policy turned to limit- 
ing such abuses. 

Twenty years on, the 
compromise is in tatters. 
The problem is how to craft a new compro- 
mise that secures the huge benefits of free 
trade while respecting countries’ rights to 
pursue other aims. It is a delicate balancing 
act. Trample too much on domestic sover- 
eignty and popular support for free trade 
will evaporate. Tread too lightly and it will 
be open season for protectionism. Broadly, 
the solution is for governments to pursue 
their political aims in ways that harm the 
rest of the world as little as possible. But that 
is often tough to achieve in practice. 


Struggling to cope 

The rows between America and Europe are 
taking their toll on the wro. The banana case 
has exposed flaws in its dispute-settlement 
rules, which do not specify what countries 
must do to comply with its rulings. This am- 
biguity allows recalcitrant losers to drag out 
cases almost at will. The £u is exploiting this 
legal wiggle-room in the beef case too. It is re- 
fusing simply to lift its ban. Instead it pro- 
poses to do one of three things: to allow in 
hormone-treated beef as long as it is labelled 
as such; to offer America temporary com- 
pensation while further research on the po- 
tential risks of hormones is conducted; or to 
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Moore the merrier 





Superfluous Supachai 


impose a temporary ban on 
the grounds that there is not 
yet sufficient scientific evi- 
dence to show that hor- 
mones are safe. 

America would proba- 
bly settle for a labelling 
scheme, as long as it does 
not imply that its beef is un- 
safe. But the labelling op- 
tion looks like a non-starter 
now that the eu alleges the 
hormones cause cancer. 
America may also accept 
compensation, though the 
Eu has yet to make any firm 
offer. But a temporary ban 
would invite American re- 
taliation, since the beef case has been drag- 
ging on for more than ten years, and there is 
still no convincing evidence that hormones 
in beef are unsafe. 

At a practical level too, 
the wro is struggling to 
cope. It has a small staff and 
a budget of only $80m, the 
equivalent of the mr’s trav- 
el budget. The twists and 
turns of the banana and 
beef cases have over- 
stretched it and hampered 
preparations for the big 
wTo summit in Seattle in 
late November. The summit 
will set the political blue- 
print for a new round of 
trade-liberalisation negotia- 
tions that kicks off in Gene- 
va next January. Among the 
items on the agenda are agri- 
culture, services and industrial tariffs, al- 
though the eu would like to broaden the 
talks to cover issues such as investment and 
competition policy. 

Prospects for the new round look bleak 
in any case. Many developing countries feel 
short-changed by previous negotiations. 
Bruised by financial turmoil, they are far 
from keen on further liberalisation. The 
main problem on the European side is agri- 
culture. The timid Berlin summit deal on 
cap reform last month highlighted the eu’s 
reluctance to open up its heavily protected 
farming sector, a key demand by America 
and many developing countries. But the big- 
gest problem is that America, which has dri- 
ven all previous efforts at multilateral liber- 
alisation, is now a laggard not a leader. 
Congress has repeatedly denied President 
Clinton “fast-track” negotiating authority: 
the power to strike trade deals that Congress 
cannot subsequently amend. Without it, the 
administration cannot negotiate credibly, 
because any deals it strikes with other coun- 
tries may subsequently be unpicked on Cap- 
itol Hill. Worse, America is insisting that any 
wro deal must include provisions on en- 
forceable labour and environmental stan- 
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dards, which are anathema to most coun- 
tries. 

But the wro now has a more pressing 
problem. It is leaderless. Its members cannot 
agree on a successor to Renato Ruggiero, the 
mercurial Italian whose term as head of the 
wrTo ended on April 30th. In front is Mike 
Moore, who was briefly New Zealand’s 
prime minister in 1990 and, as trade minister 
in the 1980s, transformed his country froma 
protectionist backwater to a paragon of free 
trade. He has strong support from both 
America and France, an unlikely combina- 
tion. Many other European countries and 
Latin America are also behind him. The oth- 
er candidate is Supachai Panitchpakdi. He is 
a Thai deputy prime minister and a former 
banker. His support comes from Japan, Asia 
and Mexico. Africa and the Caribbean are 
almost evenly split. 

Talks have broken down in acrimony. 
Some developing countries, which feel that 
the new wro’s director general should come 
froma poor country for once, are stubbornly 
blocking the appointment of Mr Moore, 
who now leads Mr Supachai by a margin of 
over two to one. Thailand insists that Mr Su- 
pachai will not pull out and angrily protests 
that America has conspired to block his can- 
didacy. Tempers are running high: the Zim- 
babwean ambassador said the Americans 
were lobbing “Scud missiles” at the Third 
World; and the wro’s press corps has been 
gagged at Mexico's insistence. Unless this 
dispute is resolved quickly, the wro’s repu- 
tation will be dealt a hammer-blow. 

The four-year old wro is at a crossroads. 
It has become a quasi-judicial body, an em- 
bryo world government whose rulings on 
world trade are supposed to be binding even 
on America and the ev. Yet it is now being 
asked to arbitrate on matters which are in- 
tensely political. It lacks the legitimacy to do 
so. The world needs the wro, without which 
a catastrophic retreat into protectionism is 
all too likely. But the wro cannot be expect- 
ed toset the world to rights without the polit- 
ical support of America and Europe. 
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Europe’s troubles 


Western and Russian foreign 
ministers met in Germany, in 
a bid to find a diplomatic way 
to end the war in Kosovo. 
They agreed that Serbian 
forces should withdraw, per- 
mitting refugees to return un- 
der the protection of interna- 
tional peacekeepers—but were 
ambiguous about Nato’s role. 





President Clinton, in Ger- 
many, said diplomatic efforts 
were making progress—and 
Serbia was closer to accepting 
NATO’s demands. 


Meanwhile, nato carried out 
its sixth week of bombing 
raids, The uNucr said that 
Kosovar refugees ought to be 
moved out of overcrowded 
camps. Some EU governments 
offered to take more refugees. 


Jesse Jackson, an American 
politician, visited Belgrade and 
secured the release of the 
three American soldiers cap- 
tured by Serbian forces in 
March. 


The European Parliament vot- 
ed overwhelmingly to confirm 
Romano Prodi, Italy’s for- 
mer prime minister, as the 
new president of the Euro- 
pean Commission. He said he 
wanted a freer market, and 


| called for a big peace confer- 


ence on the Balkans. 


British police arrested a 22- 
year-old engineer in connec- 
tion. with a series of nail 
bombs in London. The third 
and deadliest had exploded in 
a gay pub, killing three people, 
including a pregnant woman. 





| 
| 


| 
| 
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| The United States closed its 
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Lionel Jospin, the French 
prime minister, rejected calls 
for his resignation after a 
scandal in Corsica. The French 
island’s prefect; Bernard Bon- 
net, has been sacked and sent 
for trial in Paris in connection 
with an arson:attack carried 
out by policemen who say 
they had orders from above. 


French railwaymen conti- 
nued a strike over the intro- 
duction of flexible working 
hours in return for a shorter 
working week. 


A female member of Tur- 
key’s Islamist Virtue Party 
provoked a political row after 
wearing a headscarf during 
the swearing-in of the coun- 
try’s new parliament. 


Torn through 
¥, 








Tornadoes moving at up to 
| 318mph killed 44 people 


across Oklahoma, Kansas and 
Texas, and left as many as 
15,000 people homeless. 


For the first time since its in- 
troduction in 1965, Medi- 
care, the federal health pro- 
gramme for the elderly, 
showed a decline in spending. 
But annual outlays are still 
predicted to double over the 
next decade as the population 
grows older. 


anti-drug base in Panama. 
It has set up new bases in the 
Dutch Antilles and Ecuador. 


Cuba’s national baseball 
team defeated the Baltimore 
Orioles in Baltimore. A team 
coach defected, others may 
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wish they had: they got a 
three-hour welcome-back 
speech from Fidel Castro. 


President. Andres Pastrana 
flew unexpectedly to meet the 
leader of the rarc, Colom- 
bia’s biggest guerrilla force. 
The two agreed to get peace 
negotiations moving again on 
May 6th. The army thinks 
concessions have gone too far. 


Mireya Moscoso, widow of a 
former president, defeated 
Martin Torrijos, son of a for- 
mer dictator, to be elected 
president of Panama. 


Facing a forecast 1.5% fallin 
cpp this year, Argentina’s 
economy ministry looked for 
budget cuts—and found the 
education minister refusing to 
sign a 10% cut in its outlays. 


Some tolerance 


“Tran’s culture minister, Ataol- 


lah Mohajerani, who has 
been bold in relaxing censor- 
ship, narrowly survived an 
impeachment motion in the 
270-member parliament. He 
had been accused of spurning 
Islam in favour of “western 
decadence”. 


A Yemeni court sentenced 
three. Islamic militants to 
death for the abduction and 
murder of western tourists. 
The trial continues of a fur- 
ther ten militants, eight of 
them British, accused of plan- 
ning a bombing campaign. 


Kuwait's emir dissolved par- 
liament after a row over Is- 
lamic issues. Members had 
accused'a minister of distri- 
buting copies of the Koran 
with missing verses. An elec- 
tion will be held on July 3rd. 


Binyamin Netanyahu, Israel's 
prime minister, who is cam- 
paigning for re-election on 
May 17th but not, according to 
the polls, doing well, ordered 
the closure of three offices in 
Orient 
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‘ernment cut its military ties 


| gust 8th. 





nians’ de facto headquarters 
in East Jerusalem. 


At least 72 people died in an 
outbreak of fever—similar to 
ebola—in north-east Congo. 


President Ahmed Tejan Kab- 
bah of Sierra Leone rejected 
a ceasefire offer from rebels 
until they withdrew from dia- 
mond areas. 


| 
| 
l 
| 
| 
| 
| 
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The government of the Co- 
moro islands was over- 
thrown by the army in a coup 
that was widely condemned. 


Americans out 


Some 2,000 Filipinos marched | 
to the United States embassy 
in Manila to protest against a 
proposed agreement allowing 
American forces to take part 
in military exercises in the 
Philippines. A previous gov- 


with America in 1992. 


India said it would hold a 
general election, its third 
in three years, in late Sep- 
tember and early: October. 









More than 160 people died in 
India’s heatwave as the 
temperature soared to 48°C. 


Indonesia and Portugal signed | 
an agreement for a referen- 

dum on autonomy for East 
Timor. It will be held on Au- 





Japan was expected to plan 
an extra budget this year to 
stimulate the economy. The 
news followed a meeting in 
Washington between the 
prime minister, Keizo Obuchi, 
and President Clinton. 
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Onward, upward 





Five weeks after breaking 
through 10,000, the Dow 
Jones Industrial Average 
closed above 11,000 for the 
first time. The most recent 
signs of health—-growth of 
4.5% in the first quarter at an 
annual rate coupled with low 
labour costs —have helped the 
Dow to climb 20% this year, 
though Alan Greenspan, the 
Fed chairman, this week gave 
warning that labour markets 
may be tightening. Markets 
worldwide have made even 


bigger gains. 





It all seems so long ago. Last 
autumn, Goldman Sachs 
cancelled its planned initial 
public offering as the Dow, 
and every other market, wob- 
bled from the effects of the 
Asia crisis. This time its timing 
was right. The Wall Street in- 
vestment bank grabbed the 
bull by the horns to see its 
shares soar by a third on its 
first day, valuing the firm at 
$33 billion. 


America’s securities watchdog 
gave a warning that it was 
keeping a sharper eye on 
fraudulent share trading 
on the Internet. Brokers must 
keep up their standards, said 
the sec, and investors new to 
the Internet must beware. 


The drawn-out process of 

finding a new director-general 
for the World Trade Orga- 
nisation dissolved into farce, 
with the departure of Renato 
Ruggiero at the end of his 

term and no sign of an agree- 











ment on his replacement. The 
two candidates remaining are 
a former New Zealand prime 
minister, Mike Moore, and 
Thailand’s deputy prime min- 
ister, Supachai Panitchpakdi. 
But bad feeling abounds, and 
the wro cancelled a meeting 
to pick its new leader. 





The European Commission 
looked increasingly likely to 
maintain the decade-long ban 
on hormone-treated beef, 
paving the way for yet anoth- 
er trade fight with the United 
States, which has threatened 
sanctions on $300m-worth of 
European goods on May 13th 
if the ban is not lifted. 


Bigger and bigger 
Microsoft is to take a $5 bil- | 
lion stake in AT&T as part of 
a deal spawned by atat's 
purchase of MediaOne, a ca- 
ble company. arar, which 
will pay $62.5 billion for 
MediaOne, has also agreed to 
use more Microsoft software 
in its cable set-top boxes; and 
Microsoft will get MediaOne’s 
29.9% stake in Telewest, a Brit- 
ish cable group. Comcast 
dropped its bid for MediaOne 
after agreeing to a swap of ca- 
ble customers with arar that 
will eventually give Comcast 
am more subscribers. AT&T 
will now be America’s largest 
cable operator, Comcast its 
third-largest. 


Philips, a Dutch electronics 
giant, reached agreement to 
buy VLSI for around $1 bil- 
lion two months after it 
launched a lower, hostile bid. 
The deal boosts Philips’s plans 
to expand in America and al- 
SO gives it access to faster- 
growing chip markets. 


Johnson & Johnson, an 
American baby-care to health- 
care company, is talking to 
Centocor about buying the 
biotech firm for around $3 bil- 
lion. That would allow John- 
sön & Johnson to sell cardio- 
vascular drugs. 
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BUSINESS THIS WEEK 


| network for restaurants, stadi- 


| embryo research, bought Ros- 





BSkyB, a British pay-televi- 
sion company part-owned by 
News Corp, said it would give 
away the £200 ($325) set-top 
boxes needed to receive its 
new digital services. 


Internet fever hit Europe. 
Sales of pcs rose 20% in the © 
first quarter. Sales to consum- 
ers grew especially rapidly: 
those to German consumers 
more than doubled. 





To try to satisfy French com- | 
petition demands, Coca-Cola | 
signed a new FFr4.7 billion | 
($765m) deal with Pernod 
Ricard that includes the 
Orangina fizzy-orange brand 
but now excludes, for ten 
years, Orangina’s distribution 


ums and hotels—which could 
have helped Coca-Cola to 
squeeze its arch-rival, PepsiCo. 





Geron, a Californian biotech 
company that specialises in 


lin Bio-Med, a company set 
up by the Roslin Institute in 
Scotland after it cloned the 
world’s first mammal, Dolly 
the sheep. Geron will issue 
about $28m-worth of new 
shares, and will also spend 
another £12.5m ($20.3m) on 
research at the institute over 
the next six years. 





Power-hungry Edison is pay- 
ing PowerGen, Britain’s 
third-largest power generator, 
a hefty $2 billion for two coal- 
fired power plants in the 
north of England, which the 
government insisted were shed 
after PowerGen’s recent pur- 
chase of East Midlands Elec- 
tricity, a regional supply com- 
pany. Edison, a California- i 








| second-largest reinsurer, Han- 


based energy group, has 
recently spent nearly $6 bil- 
lion on buying seven coal- 
fired power plants in America. 


A British drinks and leisure 
group, Whitbread, is in talks 
to buy Allied Domecq’s 
string of more than 3,500 Brit- 
ish pubs for £2.25 billion 
($3.65 billion). The prospect of 
a near-demerger for Allied 
Domecq, leaving it to concen- 
trate on spirits, had a dramat- 
ic effect on its sagging share 
price. Whitbread’s share price 
also. went up; it may buy back 
some shares. 





Mutually 


Two German insurers said 
they are merging to create the 
country’s third-largest insur- 
ance company. The combina- 
tion of HDI, a mutual insurer 
that also controls Germany’s 


nover Re, and nuk Coburg, a 
motor insurer, will rank be- 
hind German market leaders 
Allianz and Ergo. 


More than 13m Europeans 
have now opened a euro 
bank account, and 9m peo- 
ple have made a euro pay- 
ment, according to a survey 
by Europay International. 


It was a good week for Ger- 
many’s Deutsche Bank, 
which reported first-quarter 
net profits up 37% from last 
year, while its planned pur- 
chase of Bankers Trust 
cleared another hurdle. Alan 
Hevesi, New York city’s 
comptroller, said he was drop- 
ping his objections to the deal. 
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Praise Clinton and pass more 
bills to stir Japan's economy 


TOKYO 


The meeting this week between Japan’s prime minister and Bill Clinton may 
mean that another boost is on its way for Japan’s comatose economy 


T WAS just plain bad luck that attention 

was elsewhere when Keizo Obuchi, Ja- 
pan’s prime minister, arrived in Washing- 
ton for his carefully planned summit with 
Bill Clinton on May 3rd. This was sup- 
posed to have been the highlight of Mr 
Obuchi’s six-day tour of America—the first 
official visit by a Japanese prime minister 
in 12 years. But three American soldiers 
held captive in Yugoslavia had just been re- 
leased and Russia’s Balkan envoy, Viktor 
Chernomyrdin, was about to brief Mr Clin- 
ton, so Mr Obuchi had to stand idly by as 
impatient reporters quizzed the president 
about Kosovo. Judging from 
America’s evening news pro- 
grammes, the summit meet- 
ing between the leaders of the 
world’s two largest economies 
passed almost unnoticed. 

Mr Obuchi, hoping to use 
his trip to America to bolster 
his chances of a second term 
in office, may also have been 
disappointed at the similarly 
poor coverage of his visit on 
Japanese television. Neverthe- 
less, he returned to Tokyo with 
one valuable piece of political 
ammunition. In much friend- 
lier tones than expected, Mr 
Clinton had praised the Japa- 
nese prime minister for mak- 
ing great efforts to revive Ja- 
pan’s economy from its 
longest recession since the sec- 
ond world war. The American 
president then urged Japan to 
continue its pump-priming 
measures using “all available 
tools” until there were signs of 
sustained growth. The Japanese govern- 
ment believes the economy has hit bottom, 
but any such recovery will remain fragile 
unless Japanese consumers are confident 
enough to start spending again. 

In public, the prime ministers entou- 
rage was quick to point out that the White 
House was not actually calling on Japan to 
do anything more than it had already. But 
in the world of international finance— 
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among the finance ministers of the G7 (the 
rich countries’ club), the mF and the Amer- 
ican Treasury—“all available tools” means 
only one thing: “Throw the kitchen sink at 
it,” if that is what is needed to get Japan's 
economy back on its feet. 


Ajob on the line 

Mr Obuchi has staked his career on turning 
the economy round within a year. His time 
is limited because he is serving out the bal- 
ance of his predecessors term (Ryutaro 
Hashimoto was forced to stand down after 
the hammering the ruling Liberal Demo- 





Obuchi gets the message: don’t forget the kitchen sink 


cratic Party, the LDP, received in an upper- 
house election last July). After seeing Ja- 
pan’s economy shrink for two years in a 
row, Mr Obuchi promised to deliver real 
growth of 0.5% in the financial year to 
March 2000. To achieve that, he intro- 
duced tax cuts and public-works pro- 
grammes worth ¥24 trillion ($198 billion) 
last November, and provided a further ¥60 
trillion to bail out Japan’s debt-ridden 


banks. He then pushed through a record 
¥82 trillion budget in March. As a result, 
the economy’s deflationary descent has 
been arrested—at least for the time being. 

But not much more than that has been 
achieved. Most economists in Japan expect 
the effects of the measures to fizzle out by 
late summer. Without any further stimulus, 
the economy may then begin to shrink 
again. That would be disastrous for the Jap- 
anese prime minister. Under party rules, 
Mr Obuchi's term in office expires in Sep- 
tember. In the absence of an early general 
election, his only chance of keeping his job 
is to get himself re-elected as party presi- 
dent. But the LoP has many rival factions 
and others believe it is now their turn to 
lead the party, and thus have the prime 
minister's job. 

Another economic collapse would be 
especially disastrous for the LDP itself, 
which has to call a general election some- 
time before October 2000. Few give the rul- 
ing party much ofa chance if the economy 
has failed to pick up by then and official 
unemployment, already at a 
record 4.8%, has continued to 
soar. Taichi Sakaiya, head of 
the government's Economic 
Planning Agency, has been 
quietly warning his cabinet 
colleagues that unemploy- 
ment could hit 5.2% later this 
year as companies, unable to 
rely on hard-pressed banks for 
loans, are obliged to “restruc- 
ture” frantically to stay alive. 
With more than 4m surplus 
workers, corporate Japan 
could easily put 2m people on 
to the street by this time next 
year, sending the unemploy- 
ment figure to an unimagin- 
able 7%. 

That is why Mr Clinton’s 
words were music to the 
prime minister's ears. Mr 
Obuchi now has a legitimate 
excuse to fling more money at 
the economy—and to do so 
before the end of the summer. 
No one in Mr Obuchi’s inner 
circle will admit publicly that there is even 
a need for it. The official line remains that 
the Japanese economy is on course for re- 
covery. Besides, even to suggest that the gov- 
ernment was working on a fresh set of tax 
cuts and public-works programmes would 
send long-term interest rates skyward 
again. The bond market is still trying to di- 
gest the glut of government bonds issued to 
pay for last November's measures, let alone 
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the bumper budget in March. 

That has not stopped Mr Obuchi's ri- 
vals from airing their own views on what 
needs to be done. Koichi Kato, who heads a 
rival faction within the LoP and is Mr Obu- 
chi’s main challenger for the party leader- 
ship, has been telling anyone who will lis- 
ten that the government will have to inject 
a further ¥15 trillion if the economy is to 
grow by 0.5% this year. But, given Japan’s 
ballooning national debt, most agree with 
Shizuka Kamei, a conservative power-bro- 
ker in the Lpr, that ¥10 trillion is all the gov- 
ernment can afford. 

So Mr Obuchi can be expected to start 
hinting about a new splurge after the G7 
summit in Germany in June. An extraordi- 
nary parliamentary session will then be 
called for September, ostensibly to pass a 
bunch of job-creation and company- 
restructuring proposals that the Ministry of 
International Trade and Industry is 
beavering away on. The session’s main pur- 
pose, however, will be to pass a new supple- 
mentary budget with another ¥10 trillion 
to shove Japan’s economy a bit farther 
along the road to recovery. With that, Mr 
Obuchi might get his chance to stay in of- 
fice for another year. 

a 





Japan 


The darker side 
of cuteness 


TOKYO 


HEORIES abound about why the Japa- 

nese have such an unhealthy preoccu- 
pation with cuteness. Whatever the reason, 
women in polite company are required to 
speak with child-like voices an octave or so 
higher than normal. In advertisements 
women are seen as defenceless and infan- 
tile, rather than as the sultry sirens of west- 
ern taste. “Kawaii desu ne” (“Oh, how 
cute”) is an expression commonly heard in 
the street, in shops, on television. The por- 
nographic comic-books for adults that sell 
in their millions depict young girls with 
tiny mouths, pert noses and big, innocent 
eyes, usually dressed in school uniform. 
Lolicon (Lolita complex) is part of the every- 
day vocabulary. 

Japan is the child-pornography capital 
of the world. It probably produces four- 
fifths of all the videos and magazines that 
show children in sexual situations. The 
great majority of the men who tour the 
child-prostitution centres in the Philip- 
pines, Thailand and other parts of Asia 
come from Japan. Interpol forwards scores 

- of complaints about Japanese child por- 
nography on the Internet to the National 
Police Agency in Tokyo. In 1997 some 3,000 
Japanese websites were showing obscene 
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Lolita’s on offer in Tokyo 


material, fully two-fifths of which included 
pornographic images of children. 

Few Japanese politicians. seem con- 
cerned about child pornography. Most of 
those who have expressed a view have said 
a ban would infringe freedom of speech 
and expression. In 1994 Japan ratified the 
United Nations’ Convention on the Rights 
of the Child, but it has refused to accept that 
its laws for protecting minors are weak. Un- 
der the present law, a child pornographer 
would not be guilty of a crime unless he 
were caught in the act of filming or 
photographing a child indecently. As for 
sex crimes committed by Japanese abroad, 
the victim has to bring the case in Japan. 

In 1996 Japan was censured for its lax 
attitude to child pornography by a UN gath- 
ering in Sweden. Since then, there has been 
some public pressure to tighten the law, But 
the movement for reform has only gathered 
pace after the sudden growth of enjo kosai 
(compensated dating), a polite expression 
for schoolgirl prostitution, which has got 
seriously out of hand with the arrival of 
cheap mobile telephones, coupled with the 
economic recession. According to the po- 
lice, juvenile crime soared by 14.5% last 
year. Drug-taking and schoolgirl prostitu- 
tion were the main features. 

A bill designed to control. the sexual 
abuse of minors was shelved in 1998 when, 
to their shame, members of the main oppo- 
sition party, the Democratic Party of Japan 
(DPJ), objected that it would interfere with 
individuals’ rights. Last month, however, 
the 12 (predominantly female) members of 
the Diet behind the bill tried again. On 
April 28th, the pry at last allowed a wa- 
tered-down version of the bill to go through 
the upper house unopposed. The bill, now 
almost certain to become law, was due to be 
presented to the lower house when parlia- 





ment resumed this week. 

The bill aims to strengthen the existing 
law. It prohibits anyone in Japan, and any 
Japanese travelling abroad, to have paid 
sexual intercourse with someone under the 
age of 18. It also bans the production, distri- 
bution and sale of child pornography. 
Adults who engage in child prostitution 
will face up to three years in jail and a fine 
of ¥1m ($8,300). Anyone caught distribut- 
ing or selling child pornography could face 
three years in jail or a fine of ¥3m. 

The law may not turn out to be as tough 
as it sounds. For one thing, the powerful 
publishing industry has managed to get its 
pornographic comic-books exempted from 
the ban. And understaffed Japanese courts 
are notorious for taking years to pronounce 
sentences. Junko Miyamoto, a veteran cam- 
paigner, says much will depend on how se- 
riously the police choose to enforce the new 
law. In practice, they will be able to act only 
inside Japan, and proof of wrongdoing 
will, as now, be difficult to obtain. Outside 
the country, it will presumably be business 
as usual. 

“m 





Malaysia 
Mahathir's riddle 


KUALA LUMPUR 


HE sphinx-like Mahathir Mohamad 

said this week that he proposed to retire 
after the next general election, due by next 
April. But how soon after? That is the riddle. 
“You never know,” said Dr Mahathir. 
“Maybe after one year, or two years, or three 
years, or four years.” All that could be de- 
duced from the musings of Malaysia’s 
prime minister of the past 18 years is that, at 
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Power politics, Korean-style 


SEOUL 


LTHOUGH South Koreans are cau- 
tiously optimistic that their country 
is at last showing signs of an economic re- 
covery, some are beginning to worry 
about the political intentions of their 
president, Kim Dae Jung. Elected in De- 
cember 1997 on a pro-democracy ticket, 
Mr Kim, a long-time opposition leader, 
now seems to be trying to consolidate 
power around himself. 

The concerns follow a meeting of the 
National Assembly on May 3rd, when 
members of Mr Kim’s ruling coalition 
rammed through six bills in just eight 
minutes. Nothing unusual in that: the co- 
alition passed 66 bills within 15 minutes 
in January. But this time the vote-count- 
ing was rather obscure. Those who sup- 
ported the bills were requested to stand 
up, but, as it was impossible to count 
them because so many opposition mem- 
bers were already on their feet screaming 
at their rivals, it was simply assumed that 
the ruling coalition had won. 

It may have done, but its majority in 
the National Assembly has only recently 
been assured by aggressively recruiting 


73, even he is aware that he cannot last for 
ever. On the other hand, he is not going to 
be pushed. Modern Malaysia is his creation 
and he is unsure when his deputy, Abdul- 
lah Badawi, can be trusted to take it over. 

He has done what he can to ensure that 
his successor will not be his previous dep- 
uty, Anwar Ibrahim. The crown prince who 
had his own ideas about how Malaysia 
should be run—ideas about the economy 
and, it is said, about a more liberal society— 
is now safely in jail, sentenced to six years 
for corruption and barred from public of- 
fice until 2008. There is talk of an appeal. 
But this week things looked gloomier than 
ever for him. On June 7th he faces another 
trial, this one to answer charges of sodomy. 
If convicted, he could be in jail for up to 20 
years and get a whipping as well. 

Dr Mahathir will be keeping an eye on 
Mr Anwar’s wife, Wan Azizah Ismail, who 
has started her own political party. She is 
much admired in Malaysia for her robust 
loyalty to her husband. Speaking to the 
crowds that gathered across Malaysia to 
protest about her husband's arrest, she 
showed promise as a politician. One day 
she could become a power in politics, as 
many Asian women have done. But as yet 
she is hardly a threat to Dr Mahathir. 

The prime minister may be feeling 
quite pleased with himself. He appears to 
have survived a difficult period unscathed. 
Eight months ago he defied the world's 


THE ECONOMIST MAY 8TH 1999 


MPs from the opposition benches. De- 
spite that, Mr Kim’s party, the National 
Congress for New Politics, still lacks 
enough votes to rule on its own. So it must 
rely on its coalition partner, the United 
Liberal Democrats. When that partner- 
ship was put together two years ago, the 
deal was that the new government would 
revise the constitution and replace the 
present presidential system with a par- 
liamentary one, giving more power to the 
office of the prime minister—current oc- 
cupant, one Kim Jong Pil, who is also the 
leader of the United Liberals. 

Now, however, the president has be- 
come tight-lipped about any such 
changes, all of which would require a ref- 
erendum. The two Kims are supposed to 
have agreed not to utter a word about it 
until August. Why August? Nobody seems 
to know. Rumour has it that the president 
and the prime minister may delay the in- 
troduction of a parliamentary system un- 
til the end of the president's five-year 
term, rather than introduce it before the 
end of this year, as originally promised. 

Meanwhile, the president's powers 


markets by placing controls on Malaysian 
capital movements, an act that threatened 
to aggravate the effects of Asia’s economic 
collapse. Mahathir against the world: it 
seemed an unequal contest. There was talk 
that, like ex-President Suharto of Indonesia, 
he would be driven from office. But Malay- 
sia’s economy has steadied (as it was bound 





Dr Mahathir contemplates the end 


ASIA 





seem only to be growing. Among the bills 
passed this week was one setting up two 
new offices, one to manage the civil ser- 
vice, the other the budget—and both com- 
ing directly under the authority of the 
president. On top of that, Mr Kim is also 
re-establishing a government informa- 
tion office, of the sort he scrapped on tak- 
ing office because of concerns about state 
control of the media. The new National 
Information Agency (not to be confused 
with the National Information Service, 
which is the country’s secret service) will 
take over the responsibilities of an in- 
formation office that is currently con- 
trolled by the prime minister. 

Several civic groups, including the Ko- 
rea Federation of Press Unions, have de- 
nounced this as “anti-democratic”. The 
opposition is threatening to take to the 
streets. Many Koreans also worry that the 
action seems to go against Mr Kim’s 
pledge to streamline the government by 
cutting at least 25,000 jobs. A national 
pension scheme introduced last month is 
attracting much criticism; wage-earners 
and professionals complain they will pay 
higher premiums than the self-employed. 
Teachers’ discontent at some new educa- 
tion reforms is also growing. Perhaps in 
August all will become clear. 





to do eventually), and along with other 
Asian economies is expected to begin grow- 
ing again this year. 

And although Dr Mahathir still has 
many critics, their views do not travel easily 
in Malaysia. No wonder. On May 3rd, 
“World Press Freedom Day”, the Commit- 
tee to Protect Journalists, based in New 
York, named Dr Mahathir among the 
world’s top ten “enemies of the press”. An- 
other American organisation, Freedom 
House, joined with the World Bank in de- 
claring Malaysia’s press “not free”. And a 
group of 581 Malaysian journalists and edi- 
tors handed Mr Badawi a petition urging 
him to loosen press restrictions. 

In connection with the next trial of Mr 
Anwar, the judge said this week that he 
would not permit any reporting on the case 
other than “factual evidence” given in 
court. During the first trial lawyers spoke 
freely to reporters outside the court. The 
judge’s ruling, though legally defensible, is 
seen by some Malaysians as a further move 
to restrict free speech. 

None of this is likely to bother Dr Maha- 
thir. Given the strength of the ruling coali- 
tion, confirmed in recent state elections, 
and Dr Mahathir’s dominance within it, it 
will be hard to dislodge him through the 
ballot box. Only time appears to be a seri- 
ous enemy: the clock ticks—even for doc- 
tors, even for saviours. 
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ASIA 
China 


No longer the army’s business 


SHENZHEN 


A remarkable change is taking place in China: the armed forces, for the most 


part, really are getting out of business 


rs Aci emperor's rice” is how a living 
supplied by the central government 
is described in China. Yet under commu- 
nism the armed forces have never been 
given much rice, not by the centre anyway. 
During the long years fighting the Japanese 
and the nationalist Kuomintang, China’s 
army, now called the People’s Liberation 
Army (PLA), had to fend for itself. At the 
same time, it could scarcely afford to alien- 
ate those whose land it marched through by 
appropriating supplies. Self-sufficiency be- 
came the watchword. Even today plenty of 
PLA myth-making is wrapped up in its past 
eagerness to grow its own food and weave 
its own cloth. 

When the late Deng Xiaoping put eco- 
nomic development above all else two de- 
cades ago, it was but a small step from self 
sufficiency to military entrepreneurialism. 
With military budgets being slashed, what 
better way to supplement a meagre income 
than through commerce? So, apart from 
producing things that the pLa itself needed, 
such as guns, the soldiers diversified and 
began running all sorts of other businesses. 
These ranged from telecoms ventures, 
pharmaceuticals companies and stock- 
broking firms to nightclubs and brothels. 

Needless to say this gave rise to a 
new level of corruption, and an offi- 
cer class which acquired the taste for 
the trappings of wealth. Deng and 
his cohorts were prepared to turn a 
blind eye, so long as some of the 
money helped top up the military 
budget. The Chinese state press re- 
cently said that the pLa’s commercial 
empire was worth 50 billion yuan 
($6.0 billion), with annual profits 
one-tenth that. But its true value is 
anybody’s guess. With perhaps 
20,000 military businesses through- 
out China, the largest were run along 
fairly formal lines. Many smaller 
ones served merely to line their offi- 
cer-managers’ pockets. 

Soon after Deng’s death in 1997, 
President Jiang Zemin and those 
close to him took a different view. 
Layers of government deeply en- 
meshed in business, it was clear, 
were the main hindrance to re- 
form—and to central authority. Ear- 
lier attempts to draw a line between 
the PLA’s money-making and its pro- 
fessional duties had been unsuccess- 
ful. Worse, a crackdown on rampant 
smuggling and other business she- 
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nanigans was uncovering army and navy 
involvement on a stunning scale, particu- 
larly in the free-wheeling economic zones 
of the coastal region, such as Shenzhen and 
Shantou in Guangdong province. Drastic 
action was needed. Last year Mr Jiang or- 
dered the armed forces (as well as the judi- 
ciary and other parts of the state security 
apparatus) out of business by the end of 
1998. Henceforth, he said, the PLA would 
eat only the emperor's rice. 

Although such deadlines often drift in 
China, there are clear signs that the military 
withdrawal is, by and large, happening. 
Not everywhere: the soldiers are clinging 
on in telecoms. But one pLA-watcher esti- 
mates 5,000 companies have been wrested 
away. If true, as many questions are now 
raised as have been answered. 

Who, for instance, will own and run ex- 
military companies in future? Will there be 
compensation and, ifso, to whom will it be 
paid? (For the moment, the PLA has, as a 
sop, had its budget increased by 12.8% this 
year.) Will businesses in the civilian sphere 
be any less corrupt or any more efficiently 
run? In time some of the answers may be- 
come clear. But for now, the change marks a 
rare triumph of Communist Party will and 





Back on guard duty 


a giant and necessary step towards making 
China’s economy look more like those of 
other countries. 

It has helped that the party's will has 
been matched at the very top of the armed 
forces. Increasingly, China’s military lead- 
ers seem to measure their own honour in 
terms of military professionalism. Army 
money-making was becoming a dis- 
honourable distraction from modernising 
a hopelessly backward war machine. Only 
one-quarter of China’s forces at most, it is 
reckoned, are in fighting trim. Most senior 
generals supported Mr Jiang’s efforts. Old, 
money-minded generals once close to 
Deng, such as Zhang Wannian, a deputy 
chairman of the powerful Central Military 
Commission, look like being pushed aside. 

It has also helped that the biggest PLA 
companies have outgrown their military 
masters. One example is 999, China’s big- 
gest pharmaceuticals company, which has 
giant neon signs along Hong Kong's water- 
front and in Times Square in New York. 
The company’s roots go back to 1985, when 
herbal cures were sold to supplement the 
meagre funds provided for military hospi- 
tals. The firm now boasts 11 billion yuan in 
assets and some 100 subsidiaries, mostly 
involved in health care of an increasingly 
high-tech nature. One of its executives does 
not lament that 999 was taken from the PLA 
last December. The firm had, over the years, 
handed over 1.1 billion yuan in profits to its 
lumbering boss, the General Logistics De- 
partment of the PLA, in return for not very 
much, he says. The company is now much 
freer to pursue its ambitions. The executive 
himself says he has no regrets about 
handing back his majors commis- 
sion in order to continue his career 
in business. 

Like other ex-military compa- 
nies, 999, based in Shenzhen, has 
been put into a government hold- 
ing-pen overseen by the State Eco- 
nomic and Trade Commission. Se- 
nior staff say that control will 
eventually fall to the local govern- 
ment. But it is hard to see how arms 
of the central government, particu- 
larly the State Planning Commission 
and the Ministry of Finance, will re- 
sist securing a say in the destiny of 
many transferred enterprises—at 
least until someone has carried out 
the giant task of auditing these com- 
panies to get the full measure of their 
mismanagement and value. But if 
that should ever be completed, there 
will be no turning back for China: at 
the least it will have a more efficient 
state economy. It may also have 
some business-minded people not 
only getting out of uniform, but ripe 
for escaping the embrace of the state 
altogether. 
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‘UNITED STATES _ 


WASHINGTON, OC 





A surfeit of disaster 








When horror strikes, does counselling help? 


IEWED from the air, the scene isa giant 

rubbish dump, criss-crossed by neat 
pathways. From the ground, the detail be- 
comes horrifyingly clear: houses smashed 
like broken matchsticks; cars tossed on their 
sides like discarded toys; power-lines trailing 
through a mass of rubble. 

Even in an area of the country known as 
“Tornado Alley”, this week's twisters were 
exceptional. One particular funnel of cloud 
and wind, carving a course through Oklaho- 
ma a mile wide and 60 miles long, was offi- 
cially classified as “F-5"—the most powerful 
category of all, with its wind put at up to 
318mph (512kph). The twisters left 44 dead 
and around 700 injured. To the residents of 
Oklahoma City, and indeed to a nation 
watching the devastation on its television 
screens, it was all too reminiscent of the ter- 
rorist bombing of 1995. 

Last month’s high-school slaughter in 
Littleton, Colorado, made this week’s disas- 
ter seem all the harder to bear. Yet some di- 
saster experts make a distinction: terrorist 
incidents leave worse scars, both because 
they say something disturbing about the hu- 
man species and because those who escape 
feel more guilt. By contrast, in a nation as re- 
ligious as America, acts of nature aredeemed 
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God’s will, to be accepted without rancour. 

As much to the point, perhaps, natural 
disaster is more familiar. When Mr Clinton 
on May 4th declared the Oklahoma and 
Kansas tornadoes to be “major disasters”, he 
was setting in motion a well-tested proce- 
dure: the declaration immediately allows 
federal disaster aid, from emergency hous- 
ing and low-cost loans to the use of the Na- 
tional Guard. Add the services of the Amer- 
ican Red Cross and other charities, plus 
ministering from an array of religious 
groups, and no disaster victim need feel 
alone. So far this year the machinery has 
been invoked not just in Oklahoma and 
Kansas but in 15 other states, ranging from 
the winter storm that struck Alabama in De- 
cember and January to the fires that swept 
Florida last month. 

At least in an arithmetic sense, this year 
has been kind. The Federal Emergency Man- 
agement Agency (rema) reckons the toll for 
last year was 65 “major disaster declara- 
tions”, ten “fire suppression authorisations” 
and three “emergency declarations” (one of 
which was declared when a grain elevator 
exploded in Kansas). 

Butif victims do not feel alone, do they at 
times feel overwhelmed by an unwanted 








crowd? Before this week’s tornadoes, it was 
the aftermath of the Littleton shootings that 
held the nation’s attention—and raised sug- 
gestions that the form of help known as 
“grief counselling” might be better withheld. 
In anation of psychiatrists and psycho-bab- 
ble, such suggestions are heretical, yet one of 
the foremost heretics is herself a psychiatrist. 
Writing in. the New York Times, Sally Satel 
pointed: out. what in other cultures might 
seem obvious: “Most people, in fact, are 
quite resilient and don’t need registered ex- 
perts to deal with anguish. Are our priests 
and rabbis not up to the task? Are our fam- 
ilies’ instincts to comfort not keen enough?” 
Those are good questions. Unhappily, 
there are no entirely persuasive answers. 
One study, led by Simon Wessely, a British 
psychiatrist, concluded: “There is no current 
evidence that psychological debriefing is a 
useful treatment for the prevention of post- 
traumatic stress disorder after traumatic in- 
cidents.” But try telling that to the New York 
Police Department, which routinely sends 
officers involved in fatal shootings to see de- 
partment psychologists. Or to any employer 
in America who would rather not riska law- 
suit by failing to provide counselling. More- 
over, a second British study, led by Martin 
Deahl of St Bartholomew’s Hospital in Lon- 
don, concluded that, in the case of British 


soldiers returning from Bosnia, those who. < 


received no counselling were twice as likely 
todevelop problems with alcohol compared 
with those who were simply given a normal 
health check. 

The truth is that there can surely be no 
hard-and-fast rule for a country as diverse 
as America, 7% of whose. population in a 
typical year will be exposed, according to 
Robert Ursano of the Uniformed Services 
University of the Health Sciences, to a trau- 
matic event. Mike Faenza, the president of 
the National Mental Health: Association 
(which reckons more than 19m Americans 
suffer from various anxiety disorders, with 
or without disasters), describes how ten 
years ago he talked to the survivors of an air 
crash whose aircraft was still burning on the 
runway: “It reconnected them to a rational, 
caring social order precisely when the world 
seemed very capricious and uncaring.” 

The American Red Cross, which last 
year catered for 61,929 “disaster incidents” 
and gave shelter or “mass care” to 58,105 
people, points out that counselling is impor- 
tant but is just a part of restoring order from 
chaos. When a disaster strikes, says a spokes- 
woman, most people forget how to “priori- 
tise”. What they need is “practical help~-for 
example, how to get a driving licence.” 
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“UNITED STATES — 
New York's schools 


Rudy v Rudy 


NEW YORK 


SET T'S real simple. A fourth of our budget 
goes to education. They look to the 
mayor to raise money for it, and many peo- 
ple hold the mayor responsible for the con- 
dition of the schools. I say: then give me the 
authority.” That may sound like just anoth- 
er cannonade from Rudy Giuliani in the 
mayor’s bitter new battle to wrest control of 
New York's schools from Rudy Crew, the 
schools chancellor. In fact the speaker was 
Mr Giuliani’s predecessor, the impeccably 
liberal David Dinkins. The case for wide- 
scale reform of the nation’s largest school 
system has been unanswerable for so long 
that MrGiuliani may actually come to regret 
charging into this china shop so late. 

It may be possible for New York to de- 
sign a more cumbersome education system, 
but it is not obvious how. The city’s 1.1m 
schoolchildren are supposedly looked after 
by two unelected agencies: the School Con- 
struction Authority, which builds schools 
and inevitably has a history of being too 
close to local property magnates, and the 
Board of Education (por), whose members 
are appointed by other local politicians, in- 






cluding the mayor. As schools chan- 
cellor, Mr Crew answers to the BOE. 

Beyond that, there are some. 32 
school districts each of which has its 
own elected board—a hint of direct 
accountability regrettably limited by 
the fact that turnout for elections rare- 
ly reacheseven 10% of voters. This lack 
of responsibility is then institutional- 
ised in the schools in two ways. First, 
school principals have tenure after 
five years in the job, making it difficult 
to remove even the worst ones. And, 
thanks to the no doubt lest eal 
but bizarre concept of “social promo- 
tion”, up to 300,000 students who fail 
to pass exams each year are still auto- 
matically passed up to the next grade. 

The money to keep this system go- 
ing comes from all three levels of govern- 
ment—federal, state and local. According to 
the mayor’s advisers, only around half the 
$10 billion spent on education each year ac- 
tually reaches the classroom; the rest disap- 
pears into the bureaucracy. 

Mr Crew was appointed in 1996, after 
Mr Giuliani had bullied his predecessor out 
of town. Mr Crew has won some supporters 
in the city by trying to impose standards and 
getting rid of a few of the worst teachers. 
New York’s test scores for maths and read- 
ing have risen. Mr Crew also seemed to get 





HE Clinton administration tried to 
dissuade him, but the Rev Jesse Jack- 
| son has done this sort of thing before. In 
1983 he rescued an American airman 
| from Damascus; in 1990 he helped to spir- 
it dozens of hostages out of Iraq. It was al- 
most inevitable that once three American 
| soldiers had been captured and paraded 

on Serbian television, before long they 
would be holding hands with Mr Jackson. 

And they were not alone. Inone of the 
more improbable pictures taken so far in 
the war, Slobodan Milosevic—his expres- 
sion caught between piety and extreme 
unease—also appeared holding hands. 
Mr Jackson’s aides said the Baptist minis- 
ter, with aplomb, had caught hold of his 
host and refused to let go. The soldiers 
were released within a matter of hours. 

In exchange for what? Mr Jackson, as 
the administration had feared, praised 
Mr Milosevic for his “diplomatic gesture” 
and appealed to nato’s commanders to 
grant the Serbs “a night of peace” from 
bombardment. Nato paid no attention. 
Mr Jackson also took delivery of a letter 
from Mr Milosevic to Mr Clinton appar- 
ently expressing his willingness to nego- 
tiate. By May sth, the Pentagon was con- 
sidering a reciprocal release of two 














Minister and non-penitent 


Yugoslav prisoners of war. 

Mr Jackson’s mission to Damascus 
gave a sharp but brief boost to his 1984 
campaign for the presidency. This time he 
has ruled himself out of the race for the 
Democratic nomination. But kudos 
should be used promptly, if at all; so, hot 
off the flight from Belgrade, Mr Jackson 
was in New York taking sides in the War 
of the Rudys over the city’s schools (see 
above). Now, there’s a pair who really 
won't hold hands. 
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on well with Mr Giuliani. The two men 
shared common interests in cigars and base- 
ball; and it certainly did the mayor no harm 
to have a prominent black friend in his re- 
election campaign two years ago. 

Yet now Mr Giuliani wants to “blow up” 
the sor and shift responsibility for the 
schools to himself; to introduce a pilot 
voucher scheme which would allow poor 
families to choose which schools their chil- 
dren go to; to abolish tenure for principals 
and introduce some merit pay; and to get rid 
of social promotion. Why the change of 
heart? Mr Giuliani's friends say it was a mix- 
ture of exasperation and watching other ci- 
ties move ahead with similar reforms. His 
enemies note that his new enthusiasm for 
vouchers (he used to oppose them) will 
shore up his Republican credentials in his 
probable run for the Senate next year. 

Regardless of his motives, most of Mr 
Giuliani’s proposals seem sensible. In Chi- 
cago, the schools have got visibly better since 
they were put under the firm control of the 
mayor. Even the (Democratic) leader of 
New York’s city council supports the 
change. Voucher systems are hated by edu- 
cational bureaucrats (and by some non-bu- 
reaucrats who fear that the use of vouchers 
leaves sink schools behind), but the evi- 
dence from places like Milwaukee suggests 
that a pilot scheme is worth a try in New 
York. A remarkable 168,000 poor New 
Yorkers applied for 2,500 places in one pri- 
vately financed voucher scheme. 

Mr Crew is sympathetic to Mr Giuliani's 
views on tenure, but he has so far endorsed 
only the idea that social promotion should 
end. And he at first threatened to resign over 
the mayor's idea for vouchers. Instead, Mr 
Crew is putting his weight behind an $11 bil- 
lion plan to build new schools and re-equip 
the existing, overcrowded ones. It would add 
67,700 new places by 2004. However, the 
demand from the borough of Queens alone 
is for 53,500. 

Meanwhile, somewhere in the back- 
ground lurks Mr Giuliani's great enemy, 
George Pataki. The Republican governor of 
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New York state, who has-never got on with 
Mr Giuliani since the latter supported Mario 
Cuomo against him in 1994, supports the 
idea of big-city mayors taking over the edu- 
cation system. (“Beware Greeks bearing 
gifts” would be the reply of the Giuliani 
camp.) Less helpfully, the governor has, over 
the protests of both Mr Crew and Mr Giulia- 
ni, set up a commission to investigate possi- 
ble corruption in New York city’s schools, 
which has already got its teeth into the 
School Construction Authority. 


Urban sprawl 





All these things explain why New York 
politicos have treated education as a horn- 
ets’ nest. On the other hand, they treated 
crime just the same, and Mr Giuliani has 
(until a recent notorious shooting) done 
wonders there. Education should have 
been—might still be—the great rallying cry 
of his second term. But the mayor, not to 
mention those 1.1m children, may well rue 
the time and political capital he wasted last 
year on barmy plans to relocate baseball sta- 
diums and make New Yorkers polite. 


To traffic hell and back 


ATLANTA 


ONG before Vice-President Al Gore stum- 
bled on the idea, Atlantans recognised 
the perils of suburban sprawl. They are driv- 
ing themselves crazy, and they know it. The 
traffic problem was desperate a decade ago; 
now itis even worse. The city’s average com- 
muter drives 34 miles a day, more even than 
his peer in Los Angeles, and “rush hour” 
lasts all day. Babies have been born in the 
impenetrable jams that make some desper- 
ate motorists leave their cars to relieve them- 
selves behind roadside bushes. The crush 
can lead to road-rage explosions in which 
guns are drawn and even fired. And at- 
tempting to leave your car may be even more 
difficult. Downtown shops such as Harry’s 
in a Hurry, which provides fresh and pre- 
pared gourmet foods to the perpetually im- 
patient, hire off-duty policemen to stop the 
traffic so that upscale drivers of spotless 
sports utility vehicles can manoeuvre in and 
out of the car park. 

Yet people still take to the roads because 
they know that, in a city shaped by the car, 
driving is just about the only way of getting 
around. In the past 30 years the population 
of the metropolitan area has doubled, to 
more than 3m; zoning regulations have cre- 
ated vast residential communities far away 
from offices and shopping areas and largely 
without the bus and light-rail routes that 
could get people to them. Between 1990 and 
1994, Atlanta added freeways and arterial 
roads at a faster pace than any of the other 
top 50 urban areas in the United States. 
Driving is also ludicrously cheap: Atlantans 
paid less than a dollar a gallon for their petrol 
last year. When it comes to ground-level 
ozone pollution (most of which emanates 
from cars), the city is one of the country’s 
worst offenders. 

Until recently, the area’s politicians 
have been at odds over what to do. All sorts 
of things have been attempted: new roads, 
high-occupancy vehicle lanes, a Highway 
Emergency Roadside Operation (HERO) to 
get disabled vehicles quickly off the road. 
Officials have exhorted people to move to 
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the centre of town and, failing that, have 
tried at least to get them to use MARTA, the 
city’s light-rail link. marta is an impressive 
system as far as it goes, and rider-figures for 
the fiscal year just ending are expected to be 
84m. Butit famously does not go where peo- 
ple want to go, it has too few stations, and the 
fares (though a mere $1.50 for most single 
trips) compare badly with the present price 
of petrol. As one Atlantan all-too-typically 
concludes, “Why notjust drive there and lis- 
ten to the radio?” ; 

The biggest problem, though, is that any 
ideas for coping with sprawl have always 
run up against local politics, racial tensions, 
history and, not least, geography. Georgia is 
made up of a large number of tiny counties: 
the Atlanta metro area contains 13 of them, 
and the extended metro area no fewer than 
20. These cling to their political autonomy, 
which, as they see it, includes total control 
over local transport. Race complicates the 
picture. Because the metro area’s population 
is 26% black, the whiter counties have long 
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avoided anything that might bring them any 
closer to the black core. That is the real rea~- 
son why links to marra (which was said in 
its early days to stand for “Moving Africans 
Rapidly Through Atlanta”) have been re- 
sisted and why, even in a much more toler- 
ant city, people in the outlying suburbs stick 
doggedly to their cars. 

Now, however, the city has run up 
against a federal road block. Under the 
Clean Air Act, Atlanta was told last year that 
it would get no more federal road money un- 
til it came up with a transport plan that cut 
air pollution. Suddenly, the old issues of race 
and local control seemed less pressing, and 
co-operation between city and suburbs 
more appealing. 

Last autumn a committee of business 
leaders, including Atlanta’s mayor, Bill 
Campbell, and some of the city’s biggest de- 
velopers, presented the newly elected Dem- 
ocratic governor, Roy Barnes, with the Met- 
ro Atlanta Transportation Initiative. This 
included the bold notion of a regional trans- 
port authority, an idea bound to stir up old 
rivalries; but the businessmen were willing 
to offer the governor political cover in ex- 
change for his support. 

Asit turned out, none was necessary. Mr 
Barnes--perhaps because he had cam- 
paigned on the issue of suburban sprawl, 
perhaps because he comes from Cobb 
County and is already familiar with a hellish 
commute—backed the idea enthusiastically, 
even coming up with his own version. Pub- 
lic opinion favoured the plan, too; everyone 
is against sprawl in Atlanta these days. The 
expected political opposition evaporated, 
and on March 30th the Georgia Regional 
Transportation Authority (GRTA) was over- 
whelmingly approved by the legislature. 

The bill gives Mr Barnes powers other 
governors can only dream of. He is in charge 
of appointing the 15 members of an agency 
with sweeping authority over all transport 
projects in the metro area. The crta has the 
power to finance and operate public trans- 
port; it can impose the transport plans it fa- 
vours, even in defiance of the state Depart- 
ment of Transportation; it can require local 
governments to finance those plans (under 
threat of taking away their state money if 
they refuse); it can veto major projects, such 
as malls, in the 13 counties the agency covers. 
Its first project may be the building of a light- 
rail link in the northern suburbs, presum- 
ably to help the governor’s commute. 

At least, those are its powers on paper. 
Exactly how much it will achieve is impossi- 
ble to guess. It may be that Adanta has al- 
ready sprawled so far that it can never be- 
come a compact, pedestrian-friendly, 
quasi-European city of the sort American 
developers increasingly seem to yearn for. 
Once a city has sold its soul to the car, it is 
probably too late to get it back. But at least 
Atlanta is trying, and thatisa start. 
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Unsafe waters 


HOT SPRINGS, ARKANSAS 


NCIENT amphibious vehicles known 
as “ducks” are a common sight in 
American waterside tourist spots. Moving 
at upto 5somph on land but only 6mph on 
water, they are also supposed to be safe. 
They sink slowly. But the duck that sank 
last weekend on Lake Hamilton, outside 
Hot Springs in Arkansas, disappeared in 
less than a minute. Thirteen people died. 
Inacountry bound by rules about ev- 
erything, water safety is a surprising ex- 
ception. An Arkansas law dictates that 
children under 13 must wear a life jacket 
when riding in a moving boat, unless itis a 
houseboat. But the ducks, which are mil- 
itary equipment from the second world 
war, are regulated by the Coast Guard, 
which does not insist on life jackets for 
passengers. The relevant law, written in 
the 1930s, simply states that a boat must 
carry “readily accessible” jackets for ev- 
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A tighter law might have preserved them 


eryoneon board. On the duck in question, 
the 20 passengers and the operator chose 
not to wear jackets. And the jackets were 
stored under a canvas canopy, which may 
have hindered the passengers’ desperate 
efforts to escape. 

The two duck-tour operators in Hot 
Springs have stopped operations for the 
moment, but the ducks that trundle 
round elsewhere will continue to do so as 
long as federal law allows. Operators are 
not keen to see jackets required under fed- 
eral law, because customers dislike wear- 
ing them. But last weekend’s accident 
may alter opinion. Glenn Anderson, a 
Coast Guard captain, says his formal re- 
porton the Lake Hamilton drownings will 
recommend both the obligatory wearing 
of jackets and the installation of canopies 
that can be punctured more easily if a 
boat starts to sink. 








Public housing 
Prettify it, or get 
rid of it? 


TULSA, OKLAHOMA 


Y THE standards of American public 

housing, the Osage Hills housing devel- 
opment near Tulsa, in Oklahoma, doesn’t 
look too bad. Spread out across the rolling 
prairie, it sits a stone’s throw from solid, 
middle-class neighbourhoods and even bor- 
ders on a nice golf course. This week’s torna- 
does did not touch it. Yet Osage Hills has 
been dying for years. The buildings are old, 
there are no shops, crime is rampant. In that 
sense, it embodies the worst of what has 
been wrought by the federal Department of 
Housing and Urban Development (Hup)— 
and is a challenge to HUD’s current attempts 
to revitalise its most rotten projects. 
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Under the leadership of Henry Cisneros 
and, currently, Andrew Cuomo (son of Ma- 
rio), HUD has undertaken several reforms, 
including promises of wider autonomy for 
Hup-funded local housing authorities. But 
the programme driving most change at Os- 
age Hills is nope v1, which was started in 
1992 and which handed out about $550m 
across the country last year. HOPE v1 is de- 
signed to re-make the worst 10% or so of ex- 
isting housing estates by building smaller- 
scale developments, often integrating them 
into existing districts with proper transport 
links and attractive streets. Security is gener- 
ally improved, and residents who get in- 
volved with drugs or crime are evicted. 

In tune with federal welfare policy, 
HOPE VI residents are urged to return to the 
job market—in order, eventually, to move 
up and out of the estates, rather than being 
““warehoused” in them for ever. HUD is also 
trying to induce a wider mix of income 
groups (though rarely affluent families) to 





move into the projects, where they may 
serve as role models for the hard-core job- 
less. Where estates have been demolished, 
sup has been handing out vouchers tò resi- 
dents to induce them to settle comfortable 
distances away from the old morass. 

At Osage Hills, Hope vi means a$28.6m 
cheque from nup (more, when leveraged 
private investment is factored in) that will 
pay for the demolition of 388 units and the 
construction of 485 new homes. Some of 
these will be built in the stable, middle-class 
areas nearby. The elderly—around a third of 
Osage Hills’ population—will benefit from 
living in a fully fenced-in compound that 
has guards at the gates. Then a recreation 
centre will be built and, with luck, shops. 
Newcomers will be given thorough back- 
ground checks before moving in, and resi- 
dents who have been on welfare will have to 
take part in a “self-sufficiency” scheme. 

Osage Hills people say things had im- 
proved even before the Hope vi money ap- 
peared, thanks largely to reform efforts car- 
ried out by the Tulsa Housing Authority, the 
locally appointed entity that runs Osage 
Hills on behalf of nub. Ruth Nelson, a local 
philanthropist who took the chairmanship 
several years ago, has hired new, more com- 
petent managers for its properties. Residents 
praise the new managers for finally fixing 
old annoyances, ranging from improperly 
locked stairwells, to insect infestations, to 
getting the drug addicts out. 

Reuben Gant, who heads the chamber 
of commerce in Greenwood, a black district 
near Osage Hills, says that all this could lead 
to a broader comeback in Tulsa’s depressed 
north side. Mr Gant’s group has already 
been offering loans and shared business fa- 
cilities to local entrepreneurs. Now, the 
emergence of the Hope vi welfare-to-work 
requirement opens up opportunities for Tul- 
sans who want to offer child-care services 
for working mothers. 

But Mr Gant and others remain clear- 
eyed about the challenges. Luring back 
working families to serve as role models 
could prove hard. For residents without a 
car, transport at Osage Hills is still difficult. 
And, despite years of recruiting efforts, re- 
tailers still refuse to come in. Critics say it 
would be better (and probably cheaper) to 
give ex-public-housing residents vouchers 
that enable them to settle all through the 
community rather than rebuilding large, 
failed estates. 

Hup’s bad image over the years does not 
help it to shrug off criticism. As HOPE VI 
trudges on, the agency is having to focus its 
attention on some pretty fundamental ques- 
tions. For example: once HUD has improved 
public housing by kicking out the laggards 
and criminals, where do the laggards and 
criminals go? “That,” says one honestly 
flummoxed official, “is quite a philosophical 
discussion.” It certainly is. 
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The hobbled cheerleader 


N 1992, duringa state visit to Tokyo, President Bush succumbed to 

gastric flu and vomited on Japan’s prime minister. This week, on 
the eve of a Japanese state visit to Washington, Lexington suc- 
cumbed to gastric flu, and passed out in the lobby of the doctor's of- 
fice. Happily, he recovered to enjoy the state banquet: the dessert, 
entitled “a bonsai garden of serenity”, featured a hump-backed 
bridge made out of caffeine-saturated chocolate. But that queasy 
feeling lingered on. American officials seemed cloyingly cocksure as 
they lectured the Japanese on their domestic economy. And, in his 
banquet speech, President Clinton went further, Recalling that Ja- 
pan’s prime minister was inspired asa young man by Robert Ken- 
nedy, Mr Clinton revelled in a familiar American idea: that other 
democracies draw their energy from 
America’s example. 

In the early 1990s, when he lived 
in Japan, Lexington would not have 
bridled at Mr Clinton’s patriotic 
pride. The Japanese political system 
seemed corrupt, opaque, archaic; 
the American one, especially with 
the election of a vigorous young 
president in 1992, seemed fresh, 
transparent, energetic. The notion 
that America’s political system in- 
spired others seemed obvious, not 
troubling; after all, the most promi- 
nent political reformers in Tokyo 
freely admitted their American ori- 
entation. But, at the end of a posting 
in Washington, this writer has sec- 
ond thoughts. America’s political 
ideals are inspiring, tobe sure. But its 
political system, and in particular 
the system of the separation of pow- 
ers, is in practice disappointing. 

The past month or so illustrates this nicely. At the outset of the 
Kosovo war, the Clinton administration reassured the Serbs that 
they need not fear a ground assault. This sent the wrong message to 
the enemy, and raised the price of winning. Even if Mr Clinton had 
no intention of sending in ground troops, it would have been better 
to assert otherwise, and to make a great show of deploying troops in 
the region. Mr Clinton understands the value of bared teeth as well 
as anyone: when China lobbed a few missiles towards Taiwan in 
1996, he sent two aircraft carriers to the scene to show that this 
would not be tolerated. But the president made his costly no-troops 
promise anyway, because Congress claims the right to authorise 
ground wars, and coaxing an authorisation out of Congress would 
have been difficult. 

Meanwhile, on the home front, nothing much is going on, be- 
cause president and Congress cannot work together. Six months ago 
there was fond talk of reforming Social Security; now both sides 
blame the other for the lack of progress. Six months ago, too, there 
was talk of fixing Medicare, the ill-financed government health pro- 
gramme for retired people; on this issue, likewise, there is no pro- 
gress and much finger-pointing. After the Littleton school massacre, 
a host of commentators pointed out that Britain’s parliamentary 
government regulated guns after a similar tragedy, and.called for 
equivalent action. But president and Congress check and balance 
each other so well that gun policy stays unchanged. 

Faced with this fact, but unwilling to believe their system bad, 
Americans blame the politicians. They call for “leadership”: the 
president should unite Congress behind his plans; Congress should 





stop sniping and put forward constructive policies. But the truth 
is that the American system does not permit much leadership. In 
1993-94 Mr Clinton offered a strong lead, pushing free trade, a 
deficit-fixing bill and health reform: his reward was to see his fel- 
low Democrats clobbered in the 1994 elections. In 1995-96 Newt 
Gingrich offered his version of the strong lead, pushing his Con- 
tract with America: as a result, his fellow Republicans suffered in 
the 1996 elections. The fact that neither president nor Congress 
offers strong leadership now should not come as a surprise. It is 
the fault of the separation-of-powers system. 

And yet Americans seem constantly surprised, most recently 
on Kosovo. Over the past fortnight or so, Mr Clinton has been 
faulted for refusing toexpend po- 
litical capital on the case for 
ground troops. Congress has 
been attacked for shirking its re- 
sponsibility for what some of its 
leaders call “Clinton’s war”, 
while at the same time refusing to 
allow the president the leeway to 
prosecute “his” war freely. Up to 
a point, it is true that none of this 
is inevitable: Congress could 
have passed Senator John 
McCain’s resolution, granting 
the administration all necessary 
powers to win in Kosovo. But, 
though not inevitable, the lack of 
leadership on Kosovo is entirely 
in keeping with Washington's 
traditions. To blame the crop of 
politicians currently in power is 
to miss the principal culprit. 

If Americans looked abroad, 
they would find further evidence 
for the weakness of their system. In the 19th century, Latin Amer- 
ican reformers imported the separation-of-powers idea; soon, 
presidents and congresses found themselves at loggerheads, and 
their bickering provoked a string of military takeovers. More re- 
cently, a similar pattern has held. Between 1973 and 1989, ac- 
cording to data cited by Robert Dahl of Yale, democratic institu- 
tions were introduced in 53 countries outside the orcp: 
parliamentary systems proved more than twice as likely to sur- 
vive as presidential ones. Bruce Ackerman, another Yale profes- 
sor, reckons that all in all about 30 countries have adopted Amer- 
ican-style systems. “All of them, without exception, have 
succumbed to the nightmare [of breakdown] one time or anoth- 
er, often repeatedly.” 

At times it has seemed that, after living with the consequenc- 
es of separated powers, Americans might draw the obvious les- 
son. There have been intermittent calls, down the years, for a 
switch to a parliamentary system; and, after the second world 
war, American constitutional experts pressed parliamentary 
constitutions on Japan, West Germany and Italy. But lately 
America has felt too proud to criticise itself. Its lawyers have ex- 
ported the separation of powers to ex-communist states; and 
even the excruciating Lewinsky saga, with its drawn-out, divi- 
sive and inconclusive battle between president and Congress, 
prompted remarkably little questioning of the system. This 
week’s state visit might have been a chance for Americans to re- 
member their wisdom in creating a parliament for Japan half a 
century ago—and even to think of creating one for themselves. 
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THE AMERICAS 


The Americas shift toward 
private health care 


Much of Latin America is moving towards a health-care system like that of the 
United States. Canada is edging that way. Cuba sticks with the state 


IME was when Latin American govern- 

ments tried to do everything, from in- 
dustrialisation on. They had some suc- 
cesses, and then, mostly, got bogged down 
(or worse). Then--headed by Chile’s. mili- 
tary regime, which had inherited an exten- 
sively statist economy from the socialist 
government it overthrew in 1973—-they dis- 
covered privatisation. On the block went 
public-sector industries and banks, oil and 
mining, utilities, transport, telecoms. Now 
the privatisers have a new target: the wel- 
fare state, in particular, health care. 

Most countries in the region began to 
develop social-security systems in the 
1940s; some even earlier. These schemes, 
providing pensions and health care to the 
new urban middle classes, did much in 
their early decades, becoming as popular 
and entrenched as their European equiva- 
lents. But monopoly, mismanagement and 
lack of money led many to become ineffec- 
tive, often inequitable and sometimes cor- 
rupt. Now-—~spurred on by the World Bank 
and the Inter-American Development 
Bank, both eager to diversify beyond infra- 
structure lending—governments are turn- 
ing to the market to put things right. 

Though the region's new democrats dis- 
like admitting it, it was the Pinochet regime 
in Chile that led the way in social services, 
as it had in the economy. In 1973, it inher- 
ited over 250 state enterprises. By 1980, it 
had cut the total to fewer than 50. That was 
bold, maybe, but not amazing: in 1970, be- 
fore President Salvador Allende set to work, 
the figure had been only 20 higher. What 
followed in 1981 was far bolder, almost un- 
thinkable at the time: Chileans got the right 
to opt out of the state health service. 

Instead, they were offered a choice of 
new, private-sector health insurers, known 
as Isapres, These bodies act like American 
health-maintenance organisations, HMOS. 
They contract with hospitals and doctors to 
provide care, or manage and hire for them- 
selves. They have flourished. In 1981, 
62,000 Chileans entrusted their health care 
to Isapres; by 1998, some 3.8m, about a 
quarter of the entire population. 

Yet the shift was not easy. The similar 
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opt-out provision introduced in 1981 for 
pensions was soon popular—within a year 
30% of eligible Chileans had made the 
switch—and has been widely imitated else- 
where. Health has proved trickier. Privatis- 
ing pensions costs relatively few public-sec- 
tor jobs, and has (mostly) met only mild 
opposition, whether from ideological foes 
or the trade unions concerned. Health care, 
in contrast, is highly labour-intensive. The 
unions tend to be strong, and fear that 
many thousands of jobs are at risk. True, 
new private-sector jobs would be created in 
their place, but no longer under union con- 
trol. The Pinochet regime had its own crude 
ways of dealing with union opposition. 
Later reforms elsewhere have involved 
hard-fought political battles. 

There are other big differences. A pen- 
sion is easily measured. Health care is not. 
As in the United States, private-sector in- 
surers in Latin America face suspicion that 
they will cut corners in treatment (and, con- 






versely, that doctors will try to earn extra 
fees—part of which still fall on the user, al- 
beit insured—by carrying out unneeded 
procedures). And the range of costs is far 
wider: some people are healthy most of the 
time, some chronically ill for years on end. 
So there has to be greater cross-subsidy-—be- 
tween rich and poor, healthy and sick—and 
more regulation, to ensure that all get toler- 
ably equal access to similar levels of care. In 
short, more politics. No wonder that even 
in rich Europe (ask Britain’s Conservative 
Party) voters distrust the idea of taking the 
state out of medical care. 

Even so, Chile’s example has been fol- 
lowed. In 1993 Colombia opened the way 
for people to opt for private health insurers, 
known there as Epss. This reform sought to 
bring in the efficiencies and consumer sat- 
isfaction that had won Chile’s Isapres pub- 
lic acceptance, but also to offer better care 
to the poor. The main way to that was to 
bring more people into the social-security 
net: coverage rose from 6m in 1993 to 22m 
in 1996, including 7m poorer folk whose 
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premiums are paid by the state. 

Taught by Chile’s experience, Colombia 
also made it less profitable for insurers to 
“risk-select”, to try to take on only healthy 
people. An eps can draw money from the 
social-security pot for each person it in- 
sures. But the amount varies. Those who are 
likely to be unhealthy—old people, say— 
bring more than do the healthy. An Eps also 
has less incentive to go for well-off mem- 
bers than do Chile’s Isapres, because (except 
for the adjustment for health risks) the pay- 
ment per person is a fixed, standard figure. 

Peru is now creating a similar system. At 
the start of this year, its social-security insti- 
tute, Essalud, was told that it too would 
have to compete with private epss for mem- 
bers; it may also contract with an EPs to 
provide care. For now, Epss will handle 
only primary and out-patient services, leav- 
ing Essalud to provide hospital care. But 
the goal is competition across the board. 

Argentina is moving in the same direc- 
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tion, though timidly, and against much re- 
sistance. Its workers and their families have 
traditionally had compulsory health insur- 
ance with one of more than 200 obras 
sociales, operated by their respective trade 
union. These are often small, inefficient 
and, sometimes, corruptly managed. So in 
1996 a decree allowed the 18m people in- 
volved at least to choose a rival union's 
obra. But not many have done so. 

Reformers in Mexico seem keen to fol- 
low the trend. A 1995 law—it also opened 
the way to private pensions—already al- 
lows opted-out health care. But it has not 
been fully implemented. For historical rea- 
sons, some industries (notably banking) 
have long been able to opt out of social-se- 
curity coverage. Managed-care organisa- 
tions compete for their employees’ health- 
insurance business, showing how the 
system might work were it extended to the 
52m Mexicans covered by social security. 
But with presidential and congressional 
elections due in 2000, the government of 
President Ernesto Zedillo may not care for 
the controversy of a full reform. 

Brazil has already seen a large switch to 
the private sector—less by design than be- 
cause of discontent with the state system 
since it was opened to all comers in 1988. 
Over 45m Brazilians were covered by pri- 
vate health plans in 1998, four times the 
1988 figure. Many others are treated in pri- 
vate hospitals, under contract to the public 
system. Coverage and levels of treatment 
vary widely from one city or state to the 
next. Greater uniformity may be difficult, 
given Brazil’s decentralised system. The 
central government is concentrating on en- 
couraging more efficient contracting-out 
and on regulating the private sector. 


Why make the change? 


Why have Latin American governments be- 
come ready to privatise health care, when 
in Europe (and Canada) governments have 
been decidedly less bold? 

One reason is external prompting and 
support. Last year Mexico benefited from a 
World Bank loan of $750m, mostly di- 
rected at “structural” change in the social- 
security institute’s health-care operations. 
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That is the biggest loan the Bank has ever 
made for health care. The Inter-American 
Development Bank too is pushing market- 
based reforms. It hired Juan Luis Londoño, 
the Colombian health minister responsi- 
ble for the 1993 reforms, to help. The two 
banks have begun an unusual joint loan of 
$650m to Brazil, mainly to stimulate 
health-sector reform. 

But the impetus for change comes 
also—and quite as strongly—from within: 
from a new breed of policymaker within 
Latin America’s finance and health minis- 
tries. Charles Griffin, the World Bank’s fore- 
most health specialist for the region, says 
these officials, home-grown though often 
armed with economics degrees from North 
American universities, are producing un- 
precedented and welcome “creativity and 
risk-taking” throughout the area. In this, 
they are supported by market-oriented 
health-care think-tanks, such as Funsalud 
in Mexico and cxaiss in Chile. 

The pace of change is so fast, says one 
World Banker, that, while in some coun- 
tries the Bank has to push for change, in 
others it has to run hard to keep up with the 
national administrations. Yet though the 
frontiers of health-care policy have been ex- 
tended, making Latin America a testing- 
ground for reform worldwide, not all the 
arguments have been settled. 

One problem is that people in poor ru- 
ral communities are unattractive clients for 
managed-care organisations, and may lan- 
guish outside the new systems. Many, it is 
true, are outside the public social-security 
system already, as are most “informal” 
workers (a large chunk of Latin America’s 
workforces). But that hardly justifies con- 
tinuing to leave them out of the picture. Co- 
lombia’s answer to this is its subsidy for 
EPss to cover the poor. But, even so, in the 
least-populous 30% of Colombian depart- 
ments not one EPs is at work. 

Another problem is the way private in- 
surers try to risk-select, in umpteen subtle 
ways, even when there is a risk-adjustment 
system to make that less inviting. In Chile, 
which does not adjust for risk, the Isapres 
notoriously seek to return members to the 
public system once they reach old age. It is 
true that public providers of medical care 
have not been responsive to Latin Ameri- 
cans’ needs. But, as this shows, their private 
counterparts require careful regulation; the 
state cannot simply shuffle off all respon- 
sibility. In this sort of reform, as Mr Griffin 
says, the devil is in the detail. 

Many trade-unionists and their politi- 
cal allies indeed think the whole idea dia- 
bolical. Yet even in today’s half-way ver- 
sions, private health care in Latin America 
is becoming big business. Chilean Isapres 
and Colombian epss are launching them- 
selves abroad, marketing their experience 
of middle-income markets. Conversely, for- 
eign managed-care providers are entering 


the region rapidly, especially from the 
United States. 

Jonathan Lewis, the president of the 
American Association of Health Plans, ex- 
plains why: “450m Latin Americans con- 
stitute a health-care market of $120 billion 
a year—of which only 15% is spent on pri- 
vate insurance.” The care at present on of- 
fer, he points out, is of uneven quality, and, 
in the public sector, usually under-fi- 
nanced. It is also rationed by income. 
Though insured, users have to. pay much of 
their health-care costs themselves; on aver- 
age 45% of total spending. “This is a perfect 
environment for managed care to demon- 
strate its commitment to cost-effective, 
high-quality health care,” claims Mr Lewis. 
American HMOs will have to adapt their 
ways and their costs to this new market—to 
“tropicalise” as one executive puts it. But 
the potential is huge. Home-grown or for- 
eign-controlled, private-sector providers 
will be grabbing for, and probably getting, 
an ever larger share of it. 
wall 








Cuba 


Not here 


HILE even rich countries are limit- 

Y ing public spending on health care, 
in poor, communist Cuba it is still free to 
all 11m citizens. The health-care budget col- 
lapsed at the start of the decade, but this 
year it will get just over 10% of forecast GDP. 
By any standards, let alone Latin America’s, 
the results are impressive. Yet not all is well. 

Cuba has plenty of doctors—indeed far 
too many: one per 190-odd people. Its well- 
publicised medical research earned it over 
$100m abroad in 1998. Its no less pub- 
licised, but more contested, fee-paying hos- 
pital services brought in nearly $30m, from 
more than 5,000 foreign patients. Yet parts 
of the free system used by most Cubans are 
in trouble: buildings and equipment are 
decaying, dispensaries lack even basic 
medicines. What can be wrong? 

Cubans blame the American embargo, 
and they are half right. American official 
claims that it is not aimed at medical sup- 
plies are false. Trade in such supplies—by 
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There are corners of the world where power is unreliable. 


This corner in India is no longer one of them. 
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teams, new self-esteem for their people, and best of all, a reliable source of power for their growing 
needs. It’s another example of how our 150,000 people in 150 countries are working with our clients to 


change the world. In this case, helping make the future a little brighter. www.pwcglobal.com 


© 1999 PricewaterhouseCoopers. PricewaterhouseCoopers refers to the individual member firms of the worldwide PricewaterhouseCoopers organisation. All rights reserved. 
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American companies or 
their subsidiaries abroad, 
and in any goods of more 
than 10% American con- 





side as in the cities. 

The emphasis is on pre- 
vention rather than cure. 
Young children are im- 





tent—is indeed allowed, in 
theory. But only with a li- 
cence; and to get one, the 
supplier must promise to 
monitor the end-use of his 
goods. Result: in five years 
after the Cuban Democ- 
racy Act of 1992, the main 
embargo law, the United 
States (as it proclaims) 
granted nearly all applica- 
tions for a licence—but 
that meant just 31 licences 
for goods worth only $1.66m in total. 

True, America also licenses medical do- 
nations--about $60m a year of them—and 
lets individuals send or carry gifts. But the 
charter flights used by such people were 
blocked for two years by the Helms-Burton 
Act, until Bill Clinton, pushed by the pope 
among others, re-allowed them a year ago. 
There has been further easing (and a bill 
just introduced in Congress would open 
doors wide). Even so, the embargo does 
limit medical supplies, and is meant to. 

That is half the story. The other half is 
lack of cash, or of the will to spend it this 
way. Not all medical supplies are Ameri- 
can. Yet Cuba’s spending on medical im- 
' ports is tiny. And though local output—of 
herbal drugs, for example—is rising, self- 
help could go further. A recent (American) 
anti-embargo book laments that in 1995 
Cuba was short even of condoms: only 
23m, it says, were available, mostly bought 
in India at three times the American price. 
If so, whose fault was that? Does condom- 
making require high technology beyond 
the reach, in 1995, of a society that has de- 
veloped a vaccine for meningitis-B? 

The reality is that a state mired in Marx- 
ist economics, with no big Soviet brother to 
aid it, can afford little of anything, home- 
made or imported, buildings or bandages. 
That is the source of the other weakness of 
the health system: morale, in an economy 
where dollars, more or less honestly 
earned, are the key to a decent living stan- 
dard, and state salaries are the reverse. Tales 
of doctors dispirited by low pay and lack of 
medicines, or of hospital staff moonlight- 
ing as taxi-drivers are common coin. 

Yet that is not true of all. When a 
paediatrician says, “Medicine is a call to 
service, my business is seeing the patient 
get well, not the size of my salary,” it is not 
just because she is a daughter of Che Gue- 
vara. Nor just—though this too is true—be- 
cause she is well-off anyway. Nor yet do all 
doctors work in hospitals, or in cities where 
moonlighting is possible. In fact, even 
shorn of Soviet aid, Cuba maintains levels 
ofhealth care unknown to most poor coun- 
tries; and, rarer still, does so in the country- 
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munised against a dozen 
diseases, not least menin- 
gitis. Mumps, polio and 
German measles have 
been wiped out. At local 
clinics, family doctors— 
60% of them women—su- 
pervise these immunis- 
ations, prenatal care, can- 
cer screenings and care for 
people with chronic con- 
ditions. The stringency of 
the early 1990s pushed 
managers to spend as effectively as possible 
what cash there was: clinic treatment yes, 
hospital no, except when strictly necessary. 
A rise in the number of babies born under- 
weight was met by allocating extra rations 
to pregnant women, and setting up “mater- 
nity homes” for those most at risk. 

The resultant statistics are remarkable; 
so remarkable that some doubt their truth, 
pointing to Cubans’ relatively poor nutri- 
tion, and toclosed regimes’ traditional free- 
dom with figures. Yet UN bodies accept 
them. Unless these are deceived, Cuba’s in- 
fant mortality is 7.1 per thousand, its aver- 
age life-expectancy 75 years: first-world fig- 
ures which suggest that; under whatever 
strain, its preventive and primary health- 
care system is still performing well. 




















Canada 
Edging to market 


OTTAWA 


OST Canadians value their public 
medical service. So, in theory, does 
their Liberal federal government. But 
spending cuts have rocked the system to its 
foundations. Health care has become the 
leading political issue across the country. 
In 1995 the finance minister, Paul Mar- 
tin, cut his deficit by taking C$6 billion $4 
billion) over three years out of central trans- 
fers for health and social welfare to the 
provinces, whose business this is. They in 





THE AMERICAS _ 


turn cut Spending, closing hospitals and. 
cutting services, But waits for operations 
have lengthened, and doctors are leaving 
for the United States. The federal govern- 
ment has also halved the budget of itsown ` 
Health Protection Branch, dismantling its. 


drug-research office and sacking hundreds” — 


of food inspectors. 
The Liberal-written Canada Health Act 
of 1984 requires the health service to be 
publicly run, comprehensive and open to 
all. It forbids charges to users for “medi- 
cally necessary services”. When the prov- 
ince of Alberta seemed to allow doctors to 
charge fees, Ottawa withheld cash. But pri- 
vate health spending is large, up from 25% 
of the total in 1984 to 31% of last year’s C$80 
billion. Some goes on dentistry and eye- 
care, most on drugs, their prices held high 
by a friendly patent law and their routine ` 
testing now handed to the drug companies. 
Overt privatisation is creeping in. To- 
ronto and. Calgary have sprouted health 
centres that employ scores of doctors, 
charging heavily for diagnostic services 
and some orthopaedic or dental surgery. 
The president of the Ontario Medical Asso- 
ciation was only going a step further when 
last year he denounced the 1984 law as sti- ` 
fling innovation and barring new financ- 
ing options (translation: fees for acute care). 
The Toronto centre sends clients for 
swift heart-bypass surgery to a hospital in 
Cleveland, Ohio. British Columbia’s Work- 
man’s Compensation Board, which is not 
covered by the health law, buys time in a 


hospital operating theatre to get injured 


workers. early treatment and so avoid ex- 
tended disability payments. Jumping the 


queue? No, say officials, broadening it. 


Voters are unhappy. In this year’s bud- 


get, Mr Martin, now rolling in money, 
; found it wise to claim he was restoring 


health-care transfers by giving the prov- 
inces an extra C$11 billion over four years. 
Ontario’s premier, Mike Harris, at once in- 


jected C$900m into health care, before, this 


week, calling a provincial election. 

In Saskatchewan, the birthplace of Ca- 
nadian medicare, the premier, Roy Roma- 
now, also faces an election soon. He has 
closed. many rural-hospitals, but replaced 
them with some 5o community health cen- 
tres. His party, the New Democrats, is trying 
at federal level to chart a new vision of 
health care, based on such centres and inte- 


grated teams of health-providers, with na- : 


tional systems of home care and “pharma- 
care” to lower the cost of drugs to users. 

Yet Canada.no longer looks the secure 
home of public medicine, and contrast to 
the. United States, that it once did. Costly ` 
demands loom, from an ageing population 
to biotechnology. And the centre, which 
now supports only 15% of total spending, 
has lost much of its authority to say how the - 
new demands are to be met and paid for. 
ERONEN dt 
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Designed for directors and vice 
presidents of manufacturing, product 
development, and supplier manage- 
ment with 10 to 20 years of 
experience, this two-week program 
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competitive product development, 
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Africa's forgotten war 


ADDIS ABABA AND ASMARA 


Unless mediation succeeds, two countries in north-eastern Africa will resume 
a pointless war that has already claimed more lives than the one in Kosovo 


O ONE paid much attention to a 
small gun battle in a remote part of 
the border between Ethiopia and Eritrea 
on May 6th last year. Eritrea said a group of 
its officers went, unarmed, to tell some 
Ethiopian officials they were on Eritrean 
territory; six of its officers were then shot 
dead. Ethiopia said there were casualties 
on both sides. No one imagined that a year 
later the two countries would have let the 
battle spread to a full-scale war that has cost 
tens of thousands of lives—and will claim 
many more if the latest peace effort by the 
United Nations comes to nothing. 

At the time, the two governments said 
little about the May 6th incident. Why 
should they? They were close allies. As rebel 
movements, they had fought side by side to 
overthrow Mengistu Haile Mariam, Ethio- 
pia’s dictator, in 1991. The two leaders, Pres- 
ident Issaias Afwerki of Eritrea and Meles 
Zenawi, the prime minister of Ethiopia, are 
related. In the past, they had usually settled 
any problems with a quick telephone call. 

The two men had kept in close touch af- 
ter the defeat of Mr Mengistu in 1991. Two 
years later, they had finessed the indepen- 
dence of the province of Eritrea against the 
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opposition of many Ethiopians. Moreover, 
they were sober, thoughtful men—“new 
leaders of Africa”, Bill Clinton had called 
them admiringly during his trip to Africa 
only a month before the incident. Surely 
they would not let it get out of hand? 

But Mr Issaias made a huge mistake. He 
thought that a brisk showdown would 
make it clear to the Ethiopians that he 
would not be pushed around. It was the 
chance Mr Meles had been looking for—a 
chance to prove that he was not a puppet of 
the Eritreans. Within a few days, the two 
countries were at war. On June 6th, each 
side bombed the other from the air, Ethio- 
pia attacking the airport of Eritrea’s capital, 
Asmara, and Eritrea attacking Mekele, hit- 
ting a school, accidentally. 

In retrospect, it is clear that neither side 
expected to go to war. Indeed, Ethiopia had 
cut defence spending from $1.31 billion in 
1991 to $124m in 1996 and had drawn up 
defence plans for all possible contingen- 
cies: war with Eritrea was not one of them. 
But both governments rapidly recruited 
and rearmed. Ethiopia doubled the size of 
its army to 200,000. Eritrea called up every- 
one not in an essential occupation. 


America rushed to make peace between 
its friends. Though it failed, it did bring 
about a lull of several months, which the 
two countries used to shop for arms. Flashy 
fighter aircraft were soon on their way to 
the Horn of Africa from different parts of 
the former Soviet Union. Strategic points 
on the border were fortified with trenches 
and ramparts. Tank traps were dug and ar- 
tillery batteries installed. 

Fighting resumed on February 6th, at 
Badme, where the first incident had oc- 
curred nine months earlier. Dozens of Ethi- 
opian tanks and tens of thousands of men 
advanced across the valley towards the Eri- 
trean trenches, where they met a barrage of 
artillery, mortar-and machinegun-fire. The 
Eritreans then came out of their trenches to 
try to surround the attackers in a pincer 
movement but were themselves caught in 
the open by a second Ethiopian wave. After 
three days of fighting in which thousands 
had been killed or wounded, the Eritreans 
were forced back some 20 kilometres (12 
miles). A month later the Ethiopians tried 
the same tactics at Tsorona. This time the 
Eritreans stood firm. They destroyed at 
least 30 tanks and claim to have killed 
10,000 Ethiopians in a 60-hour battle. 

By now, the war may have claimed as 
many as 50,000 dead. The battles are few 
but the casualties many. The death toll is 
high because the combatants use the weap- 
onry of the Korean war, the tactics of the 
first world war and the medical treatments 
of the 19th century. In most modern wars, 
for every soldier killed, three are wounded. 
In this war, the ratio is nearer one to one. 
Unlike the fighting in other parts of Africa, 
the struggle is not a matter of internal rebel- 
lion or ethnic unrest but an old-fashioned 
war between nation-states. 

The fighting has displaced hundreds of 
thousands of people. They are so poor, and 
government assistance so meagre, that 
many, at least of the Ethiopians, may starve 
this year. There have also been expulsions. 
About 200,000 people of Eritrean origin re- 
mained in Ethiopia after independence; 
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Ethiopia has rounded up 
more than 20,000 of them 
(Eritrea says 50,000) and 
dumped them across the 
border. Elderly people who 
have never been to Eritrea 
have been chucked out, as 
have women married to 
Ethiopian men. Eritrean 
property has been seized, 
and sold, by the govern- 
ment. Eritrea has not offi- 
cially deported Ethiopians, 
but many of them have lost 
their jobs and gone home. 
Remarkably, in neither 
country have the citizens of 
the other country been at- 
tacked. This is so regardless 
of the poisonous propa- 
ganda campaigns by both 
governments. 

Ostensibly, the war is being fought over 
nothing more than a few hectares of barren 
mountain and desert. The border, estab- 
lished nearly 100 years ago between Ethio- 
pia and the Italian colony of Eritrea, has 
never been marked on the ground. In the 
past, for the sake of convenience, some ar- 
eas have been administered by the author- 
ity on the other side of the border. Eritrea 
says that the Ethiopians had been en- 
croaching for months, trying to exact tax 
from Eritrean peasants or pushing them off 
their own land. Ethiopia claims it had been 
the traditional administrator in these ar- 
eas. The two countries had set up a border 
commission but it had never got far. 


Maps for your choice 

In 1997 a map appeared in Ethiopia, ap- 
parently commissioned by the Tigrayan 
provincial administration. It showed large 
chunks of Eritrea belonging to Tigray prov- 
ince. This, according to the Eritreans, 
proved Ethiopian designs on their terri- 
tory. Eritrea’s action in May 1998 was, they 
say, to protect their threatened citizens. In 
due course they want to take the border is- 
sue to international arbitration, where 
Ethiopia can present its claims; each side 
will then abide by the ruling. 

But does the controversial 1997 map 
represent Ethiopia’s claims? No, says Mr 
Meles, it does not. Neither, however, does 
he accept the border as it appears on maps 
at the moment. Nor will he say what Ethio- 
pia’s territorial claims are. Eritrea must first 
promise to withdraw from the territory it 
seized last year. Then, he says, Ethiopia will 
go happily to court, present its claims, and 
accept the ruling. 

So, apparently, both sides would accept 
a ruling resulting from international ar- 
bitration. All that in theory divides them is 
the matter of a ceasefire and withdrawal. 
That this has eluded negotiators for a year 
suggests that the cause lies deeper. This is 
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confirmed by Mr Meles’s description of the 
border incident as “Sarajevo 1914. It was an 
accident waiting to happen.” What then is 
the true cause of the war? 

When Eritrea became independent in 
1993, Ethiopia became landlocked. With a 
population of 60m and few resources—its 
biggest revenue-earner is coffee, worth 
about $450m last year—it aimed at self-suf- 
ficiency and protection for its meagre in- 
dustries. Eritrea, a coastal state with only 
3.5m people and even fewer resources, 
aimed at becoming the region’s Singapore. 
It tried to attract investment to make pro- 
cessed goods for export. 

Ethiopia was afraid it would become a 
pool of cheap labour for Eritrean industry 
and that its own industries would be vul- 
nerable to cheap Eritrean exports. The gov- 
ernment began to impose tariffs. Eritrea in- 
creasingly found that the two countries’ 
common currency, the Ethiopian birr, was 
overvalued for its exports. Looking back, 
Mr Issaias and Mr Meles both say “We were 
too kind.” Each seems to think his country’s 
generosity was being exploited by the other. 

In 1997, Eritrea introduced its own cur- 
rency, the nacfa. It expected, at launch, a 
one-to-one exchange rate with the birr, but 
Ethiopia refused to touch the new currency, 
insisting that all large transactions should 
be in dollars. That wrecked commerce be- 
tween the countries and deepened the gulf 
between them. Ethiopia also accused the 
Eritrean oil refinery at Assab of overcharg- 
ing for its products, and said that Eritrean 
traders were smuggling coffee across the 
border and re-exporting it. 

By the beginning of last year, Eritrean 
independence began to look like an amica- 
ble divorce that had gone wrong. The sepa- 
rated partners had thought they got on so 
well that they had not needed to formalise 
what was whose. Suddenly they began to 
quarrel about everything. 

The core leadership in both countries is 
drawn from the same basic group of 
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Tigrayan Christian highlanders: a proud, 
self-reliant people suspicious of outsiders 
and as uncompromising as the mountains 
around them. Victory in the long war 
against Mr Mengistu in these harsh moun- 
tains made them even tougher. 


Guerrillas into politicians 


The successor governments to the Soviet- 
backed Mengistu regime were two guerrilla 
movements: the Tigray People’s Liberation 
Front(TPLr)and the Eritrean People’s Liber- 
ation Front (EPLF). Both had been left-wing 
Marxist movements; both had been 
through purges and periods of extreme 
ideological disputation. But, emerging as 
victors in 1991, they turned pragmatic, at 
least in their economics. Neither showed 
much interest in liberal democracy but 
their political systems differed. 

In Eritrea, the EPLF threw out the de- 
feated Ethiopian army. It then set about 
establishing a tightly controlled state. 
Building on Eritrean solidarity, among 
both fighters and exiles, the country’s lead- 
ers tried to extend war-time discipline and 
the spirit of self-sacrifice to peacetime. To- 
day they tolerate little political freedom, 
though their control depends more on 
moral pressure than on repression. 

By contrast, when the Tigrayan TPLF 
guerrillas, dressed in shorts and with their 
hair long and wild, walked into Addis 
Ababa eight years ago, the locals feared 
them as an invading army. The TPLF had 
originally fought for the independence of 
Tigray but then set up like-minded move- 
ments among other ethnic groups, bring- 
ing them all under a national umbrella. 

Mr Meles had to find a way of ruling 
with public consent what he had won by 
force. The TPLF has retained control, al- 
though devolving some power to the re- 
gions. To provide a safety-valve, it drew up 
a constitution which allows, in theory, any 
region to secede. In practice, none will be 
able to follow the Eritrean example. Even 
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so, Mr Meles knows he has to maintain a 
political balance and allow a lot more free- 
dom of expression than exists in Eritrea. 
Small, neat and highly intelligent (he has 
taken two degrees since becoming prime 
minister, passing one with top marks), he 
might be taken for an academic. But he has 
a streak of steeliness forged by long years as 
a guerrilla fighter. He still carries a 
Kalashnikov bullet in his temple. 

Mr Issaias is austere and unpretentious. 
He drives himself to work in an old carand 
sends his children to the local state school. 
But his diffidence hides a truculent pride. 
He embodies the Eritrean slogan “never 
kneel down”. He seems, like most Eritreans, 
to trust only his own countrymen. Also an 
ex-guerrilla, he does not back off quarrels. 
He has already launched wars against Su- 
dan and Yemen and fallen out with neigh- 
bouring Djibouti. One of his more worry- 
ing remarks recently was that he was glad 
the war with Ethiopia was happening now 
as his generation (he is 53) was still young 
enough to fight; that meant the younger 
“Coca-Cola generation” could learn what 
Eritrean independence was all about. 

Mr Issaias believes Mr Meles’s govern- 
ment is Tigrayan and unpopular, and that 
other Ethiopians will not fight for it. The 
war, he says, will end in his overthrow and 
Ethiopia’s nationalism will fall apart. He is 
wrong. Mr Meles has never been stronger. 
The war has given him the perfect chance to 
prove that he does not take orders from Eri- 
trea and that he is a true Ethiopian. 

Although both men profess to want 
peace, they show no sign of blinking at the 
prospect of a war that may destroy at least 
one of their countries, perhaps both. Each 
man talks nostalgically of the good old days 
of the war against Mr Mengistu. There are 
reports from both sides of commanders at 
the front jingoistically preparing for battle. 
Nationalism is easily whipped up, playing 
on a nasty undercurrent of chauvinism, in 
the media and on the street, on both sides: 
“They need to be taught a lesson,” “Eritre- 
ans always look down on us,” “Tigrayans 
have an inferiority complex.” 

Ethiopia is stronger economically, has 
better weapons and a much larger popula- 
tion. It would probably win on the battle- 
field. But then what? Although Mr Meles 
says he could never restore his relationship 
with Mr Issaias, he dismisses any thought 
of trying to take over Eritrea, reversing its 
independence, or grabbing the port of 
Assab to get access to the sea. The suggestion 
is that he would like Mr Issaias overthrown. 

America had hoped to use Mr Meles 
and Mr Issaias as its regional allies against 
the Islamists in Sudan, whom it accuses of 
supporting terrorism (but see story on page 
50). The war has wrecked that plan. Both 
countries are trying to light fires in the re- 
gion. Ethiopia has established a link with 
Sudan, hoping to build an alliance of Eri- 
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trean dissidents that would include Islam- 
ist groups opposed to Mr Issaias’s govern- 
ment. If that succeeds, it could be 
dangerous: the Christian-Muslim balance 
is as delicate in Ethiopia as it is in Eritrea. 
This has forced Mr Issaias to make up 
with Sudan. And he has forged links with 
another American bogeyman, Libya’s 
Muammar Qaddafi. Eritrea is also trying to 
arm the Oromo Liberation Front and the 
Ogaden National Liberation Front, two 
movements pledged to overthrow Mr 
Meles, based in northern Kenya and west- 
ern Somalia. Both Ethiopia and Eritrea are 
bent on stirring things up in Somalia, a 
country still torn apart by civil war. 


Bidding for peace 

Efforts to extinguish the Eritrean-Ethiopian 
war have so far failed. An American-Rwan- 
dan peace delegation last year, led by Susan 
Rice, the State Department's senior official 
for Africa, nearly secured an agreement on 
the withdrawal of forces, but made the fatal 
mistake of announcing the plan before get- 
ting final agreement from Eritrea. The in- 
tractable Mr Issaias thought he was being 
bullied, and broke off the talks. 





Palestinians 
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The Organisation of African Unity 
(oau) picked up the baton. It reiterated its 
demand for a withdrawal of Eritrean 
troops, which would be followed by gen- 
eral demilitarisation of the border. Ethio- 
pia accepted the plan last November. At 
first, Eritrea kept its options open by seek- 
ing clarification on nearly 40 points, but in 
February, after its defeat at Badme, Eritrea 
also formally accepted it. 

However, the oau, either through in- 
competence or through an attempt at cre- 
ative ambiguity, has given the two govern- 
ments different interpretations of its own 
plan. Mr Meles claims it has endorsed his 
interpretation of the word withdrawal (that 
Eritrea must get out of all areas occupied 
since May 1998). Mr Issaias says with- 
drawal of Eritrean forces refers only to the 
area around Badme. The oau has yet to 
make clear what its plan really says. 

Last week a respected UN envoy, Mo- 
hammed Sahnoun, took up the challenge, 
visiting both capitals. Ifhe can keep the two 
sides talking till the end of May when rain 
is expected, he could buy a few months’ 
peace. It is a small, last chance. Neither side 
shows much sign of wanting to take it. 





The day of the great postponement 


EAST JERUSALEM 


If his diplomacy works, Yasser Arafat will be a hero. If not, he won’t 


jj Pope May 4th, the date Yasser Ara- 
fat had pencilled in for Palestine’s uni- 
lateral declaration of independence, 
passed with a series of whimpers. Relatively 
small protests broke out in Hebron, 
Ramallah and Gaza, led by Palestinians an- 
gered by the postponement of up1. The Pal- 
estine Liberation Organisation’s Central 
Council (pcc) voted last week to defer any 
decision on statehood until June, when the 
Israeli election will be good and over. But 
now further restraint is be- 
ing asked of the frustrated 
Palestinians as they face an 
Israeli threat to close Ori- 
ent House, their de facto 
political headquarters in 
occupied East Jerusalem. 
Israel’s prime minister, 
Binyamin Netanyahu, in- 
sists that three offices situ- 
ated inside Orient House 
must be shut down for 
their alleged links with the 
Palestinian Authority (PA), 
a connection forbidden by 
the Oslo interim agree- 
ment, which confines PA 
activity to its autonomous 
enclaves in the West Bank 


and Gaza. Since these offices have been 
functioning both during Mr Netanyahu’s 
watch and before, few observers see the de- 
mand as anything other than blatant elec- 
tioneering by the Likud leader, agitated by 
his continuing slide in the opinion polls 
two weeks before the first vote on May 17th. 

Election ploy or not, the demand may 
well prove explosive, especially if Israel at- 
tempts to close the offices by force. So far, 
however, the Palestinian response has been 
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restrained. There have been “gatherings” of 
Palestinian notables inside Orient House, 
not stone-throwing youths outside, plus ap- 
peals to the world’s conscience to save the 
peace process and defend Palestinian 
rights in Jerusalem. 

Such are the politics of diplomacy at 
which, old guerrilla leader though he is, Mr 
Arafat is proving himselfa master. Not only 
has he turned a cheek to Mr Netanyahu’s 
provocations in Jerusalem, but the non-de- 
cision on statehood was a triumph of dip- 
lomatic fudge. 

For Palestinians who seek indepen- 
dence regardless of what Israel thinks 
about it, the pcc agreed to set up commit- 
tees “to prepare for statehood”. For outsid- 
ers who want to give the peace process an- 
other chance, the postponement provides a 
strong hint that Mr Arafat is ready to extend 
the Oslo agreement on condition that the 
next Israeli government (unlike the present 
one) adheres to its terms. These pirouettes 
have earned Mr Arafat accolades of “states- 
manship” and “wisdom” from world lead- 
ers—but not from Mr Netanyahu, who 
boasted that he had given in on declaring a 
state “because of our pressure”. 

Mr Arafat was also rewarded from a less 
expected quarter, with the attendance at 
the pcc of his arch-rival, Sheikh Ahmed 
Yassin, the spiritual leader of the Islamist 
(and vehemently anti-Oslo) Hamas move- 
ment. Although some Israelis worried that 
this foreshadowed a new “terror pact” be- 
tween Mr Arafat and Hamas, most Palestin- 
ians saw the gesture as a victory for Sheikh 
Yassin’s pragmatic brand of political Islam 
over the militancy of other Hamas mem- 
bers, particularly those living abroad. The 
militants dismissed Hamas's participation 
as a local initiative, not a central decision 
of the movement. 

Mr Arafat's star may be shining brightly 
in the diplomatic firmament, but it is dim- 
ming rapidly among most Palestinians in 
the West Bank and Gaza. Although people 
had resigned themselves to the pcc’s defer- 
ral on statehood long before it was an- 
nounced, their resignation should not be 
read as contentment, says a Palestinian po- 
litical analyst, Khalil Shakaki, whose re- 
search centre in Nablus conducts opinion 
polls in the occupied territories. They fear 
“a continuation of the status quo”, in 
which Israel feels free to build settlements 
while Palestinians remain constrained un- 
der Oslo’s binding security provisions. The 
deferral, says Mr Shakaki, “confirms many 
Palestinians’ worst fears about their leader- 
ship and about Oslo”. 

No doubt, Mr Arafat believes that he 
must roll with Mr Netanyahu’s punches be- 
fore Israel's elections in the hope that it will 
all be different afterwards. But should that 
not happen, his current diplomacy will be 
seen as an exercise in naivety. 
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Morocco 


A fight for the 
faithful 


RABAT 


OLITICAL Islam has never been much 

ofa force in Morocco. For decades, King 
Hassan was absolute monarch over both 
the temporal and spiritual realms, and that 
was that. But now the king has embarked 
on a policy called alternance (change), and 
a former socialist, once sentenced to death, 
is prime minister. Could the spirit of 
change also be threatening the royal mo- 
nopoly on Moroccan Islam? This week, 
Abdelilah Ben Kirane, a firebrand from 
Morocco’s Islamist youth movement in the 
1970s, took his seat in parliament, pledging 
toensure that Morocco applied its constitu- 
tion as a true Islamic state. 

Mr Ben Kirane’s victory in a by-election 
at Sale, near the capital, Rabat, was con- 
spicuously ignored by the secular daily 
press. But it sent shockwaves rippling 
through the political mainstream. The Is- 
lamists succeeded in ousting a stalwart of 
the prime ministers party, the socialist 
usFP, in what should be prime socialist ter- 
ritory. A third of Sale’s voters live in sheet- 
iron shacks and children play in open sew- 
age. A year ago, the poor voted left. This 
time they voted Islamist. 

People have long speculated on who 
would fill the vacuum in the opposition, af- 
ter the traditional voice of the masses, the 
USEP, entered government in March 1998 
to rule in alliance with six secular parties. 
Now the question is less whether it will be 
the Islamists, than how fast. Mr Ben Kirane 
himself has predicted that after the next 
election, due in 2003, his party Idala wa 
Tanmia (Justice and Development) would 
form the largest party in parliament. 

For now, that looks far-fetched. Moroc- 





Ben Kirane, defender of the faith 


co’s Islamists are a new phenomenon in 
parliament. Mr Ben Kirane’s party made its 
first appearance at the last election, in 1997, 
winning just nine of parliament's 325 seats. 
The usrp, the largest party, has over 50. But 
after years of promises, the usFP’s sluggish 
performance is draining the left of support. 
Unemployment, which had been edging 
downwards, is back on the rise, officially 
touching 20%. Workers from dockers to 
doctors are going on strike. And a squabble 
for power between the leftists and the inte- 
rior minister, Driss Basri, a palace appoin- 
tee, is paralysing decision-making. In Sale, 
disappointed voters switched their alle- 
giance in droves. 

Meanwhile Morocco’s Islamists are 
growing more slick. Mr Ben Kirane can- 
vassed in Sale as a defender of the faith and 
public morality, scolding the government 
for tolerating interest and alcohol. But 
where he made most impact was in a dis- 
pute about Rabat’s first beauty contest. 
Rank-and-file voters were less dismayed by 
the proposed display of flesh than by the 
display of high-society wealth: though the 
tickets cost $50, halfa month’s pay for most, 
the contest at the Hilton was a sell-out. 
However, it was Mr Ben Kirane who stole 
the show. His call to picket the event so in- 
timidated contestants that they paraded 
not in swimsuits but in ankle-length kaf- 
tans, whose hoods served as veils. 

Sceptics argue that Mr Ben Kirane’s suc- 
cess could not have come without a helping 
hand from the authorities, anxious to draw 
support away from more militant Islamist 
groups. He won his seat in the very city 
where Sheikh Abdessalam Yassine, the 
leader of a popular underground move- 
ment, is held under house arrest. His move- 
ment, Adl wal Ihsan (Justice and Charity), 
was banned after likening King Hassan to 
the late shah of Iran. But a measure of its 
strength came last December, when Adl 
wal Ihsan mustered over 10,000 followers 
to defy an official ban on marching past 
parliament. 

Mr Ben Kirane, who 
recognises parliament, of- 
fers a more amenable face 
of political Islam. But his is 
an Islamist movement, 
nonetheless. Though Mo- 
rocco is not Algeria, in the 
sweatshops of the north 
the sight of an unveiled 
woman is becoming a rar- 
ity. The dress code in the 
port of Tangiers, once re- 
nowned for its decadence, 
now bears some resem- 
blance to Algiers in 1990. 
In the nearby city of Te- 
touan, Islamists are suc- 
ceeding in getting films 
they deem blasphemous 
banned. In Casablanca 


THE ECONOMIST MAY 8TH 1999 


ee FRENCH LOTT Ow 


Here’s a Quadruple Chance For You to Win a Share of the | 
US$915 Million Plus Payout This Year in French Lotto. 


When you play French Lotto, —— y TICKETS C —» 
ANN 20 Draws FREE ' 


J ite o chance to wy o 
A 2.4 Million Jackpot A EE 
A Get a FREE Scratch ‘n Win 
esset TIMESA WEEK E e renter Ticket and Win Up to FF100.000 
™ "=" Every week, French Lotto holds 2 s a bonus introductory Offer, youll g Fo US$1 invest in FRENC 
Draws on Wednesday and 2 Draws on Saturday in 4 Draws FREE added automatically to your LOTTO, you'l ee ys teocersaank sae 
which you get 4 CHANCES each week of winning a subscription when you subscribe for 10 Weeks. ‘n Win’ ticket FREE Invest US$200 and you get 
share of the US$18 Million weekly prize money. There You'll get 8 Draws FREE when you subscribe 2 FREE*Scratch ‘n Win’ tickets - and soon. ~ 
are many smaller prizes paid out in every Draw. for 20 Weeks. Better yet, subscribe for 
; r i 40 Weeks and you'll get Just scratch the rub off portion on the ticket 
Its easy to win. There are about 1.9 Million 20 Draws FREE. and you'll have a 1-in-5 chance of 
French Lotto players every week who become 


winners -- many of them become instant millionaires. wonna arcash prize-or up:to 
~ ‘ FF 100,000 instantly. 
All you have to do is match at least 3 numbers out i aingenty 
of the 6 winning numbers in the Draw Lang youre a Full Service Guarantee: 
winner. If you match all 6 winning numbers, you’/ be , inj mati 
Bie ies "4 $ Of ry a EE 
Set lor life with your US$2.4 Milion Plus Jackpot Prize. vi Youll be SF ron att an, mo by You Could Be the Next Big Winner -So Enter 
; i „a Anyone at all can be the next multi-million 
You can play from 10 to 40 weeks consecutively , ini ; i 
: 1 mt A Ymca MeSUNS statement 
so you won't miss a Draw. And for a chance to win vf You'll be sent the Official Results Statement dollar French Lotto Jackpot winner (there will be 















































SG 




















k by mail (every 5 weeks) and by e-mail (every four next week!). It could be a Frenchman or 

D A pte e a Wednesday) simply someone like yourself living outside 

3 i ” i v You'll be sent a Prize Notification immediately France. 
Form below man ne aan eaves nd DEON wi: With 4 CHANCES to win US$2 Million plus 
Draws you want to play. Then, circle 6 numbers | ¥ You can choose to receive your winnings by rata Bis ot hile he ee 
(out of 49) for each Game you wish to pla cash, cheque or by telegraphic transfer to the g a big 

y play. bank of your choice, and in any currency you better than in any other Government Lottery So 

7 Remember the more ae you play, wish. ke complete and return your Entry Form foaay! 
and the longer your Draw period, the better your i OORE MIAE EEEE PE EEE E HE EREE E E E 
chances of winning a major cash prize. Vv You'll be sent a Subscripti un 


every 10 weeks so you can keep track of 
Tick the box for the type of payment A i i 


l your winnings. 
ou prefer and mail your Entry Form to Overseas ; : ee E 
Subscribers Agents Inthe address shown, II you , ¥ You'll be sent a Renewal Notice by mail and Overseas Subscribers Agents: French Lato Processing 





















charge your credit card, you can fax your Entry Form e-mail before your entry expires so you can Neunezjas Voorburgwal 86, 1012 SE Amsterdam, Netheriands 
so it's received faster and you'll be entered sooner. renew your play without missing a Draw. E-mail: frenchlotto@webcom.com 


[oe ae te i eee en ie i et pt em nh eh sty Nt ne eM i tt fs i eee smh sn ety een) st ene sent sm meets sms 
O Select and circle 6 numbers out of 


coe aoe 
u FRENCH OTTO EEEE — 49 for each Game you want to play. Wl 
. S E A N.i ompiete and Mail to: RSEAS RIB AGE! 
Ra ae Pier arch Lotte Procsssin Centre, Nieuwezijds : 


































































| ; 2 Vo 186, 1012 SE Amsterdam, Netherland eo ere aa ee eee | 
| DOWEL! | wouid ike to enter i da deli 15 1617 te tooo | as 617 te 10 20 
FRENCH LOTTO fora chance to win’. BBD 40 Draws 80 Draws 160 Draws 22 29 24 26 26 27 28 | 22 23 24 25 26 27 28 | 
| my share of over US$9115 Million: gi Games {10 Weeks) (20 Weeks) (40 Weeks) 29 30 91 32 33 34 35 | 29 30 31 32 3a a4 35 | 
; i ; p ' | 8 39 40 41 42 7 38 99 40 4 
| away ihis year Tve aanpoten me ntry mad TGAME () USS 65 (QO USS130 | | a3 ia re ia a7 i 4 33 u re 35 37 a ‘a 
| Spree, as indicated and Ivey Ml 2GAMES O US$130 © US$260 © US$520 
i PY W 4GAMES Q US$S260 O US$520 O ussioso | ff gt ee Fete eT) 
| at night: Please send me my - i O (Q B 91017 1213 14 B 9 1H 1 12 13 14 
| OFFICIAL ENTRY CONFIRMATION 6GAMES © US$390 © USS 780 |O US$ 1560 || 15 16 17 18 19 20 21 | 15 16 17 18 19 20 21 





| | 22 29 24 25 26 27 28 | 
| 20 30 31 32 33 34 35 


22 23 24 25 26 27 28 
| 29 50 31 32 43 34 35 ! 
36 37 38 39 40 41 42 | 36 37 48 39 40 41 42 
4 43 44 45 46 47 48 49 | 43 44 48 46.47 48 AQ. f 


For fastest service, FAX direct to Aeneane > bmw l abn GAME 5 l GAME 6 | 
Amsterd ws added to Added FREE = Added FREE | Added FREE 12346 67) 4 ee 4 § 6 oR) 


8 9101 12 98 14 | B 8 10-14 12 1344] 

18 16 17 18 19 20 81 | 15 16 1718.19 20021 i 

» | 22 23 24 25 26 27 28 | 22 23 24 25 26 27 28 i 
| 29 30 31 92 33 34 35 | 29 30 31 32 33 34 35 

36 37 38 39 40 43 42 | 36 37 38 39 40 41 42 

43 44 45 46 47 48 | 43 44 45 46. 47 48 49 













with my entry details as soon as 
e. 


| i | 
possib 8GAMES Q US$520 © US$ 1040 © US$ 2080 


| 




































Automatic Renewal Option 
At the end of my subseription 
period, please renew my Games 
om ttt Sree ii utomatically by charging my credit card 

E-mail: until | notify you otherwise. fe Se Bn 88 8 


TDi 8 a10 14 12 1B 14 
(initial below) | 18 16 17 18 19 20 24 


| 22 23 24 25 26 27 28 
29 30 31 32 33 34 35 
36 37 88 39 40 41 42 
43 44 45 46 47 4B 49 i 


| Oi enclose a chequ/bank draft for O} Please charge my credit card for US$ 


US$ payable to: (please tick one box below) 123 45 6 7) 123 4 6 6 TF 


i i 

1 < } 

Li 8 93041121334 Bo 0120H 

“Overseas Subscribers Agents” © American Express O visa O Mastercard © Diners | | 1516 17 18 192021 | 15 16 17 18 19 20 21 | 
(Major currency cheques must be payable Card No.: | | 
a l | 





















8 9 10 T1 2 19 14 
15 18 17 1B 19 20 21 | 
22 23 24 25 26 27 28 | 




























| | 22 23 24 25 26 27 28 | 22 23 26 25 26 27 28 | 
29 30 31 32 33 34 35 | 29 30 41 32 34 34 35 
36 37 38 39 40 41 42 | 36 37 38 39 40 41 42 i 
43 44 45 46 47 48 49 | 43 44 45 46 47 48 49 2 


verseas Subscribers Agents is a Lottery Service Agency 
independent of Government. All entries are processed 


through Agents licensed by Government Authorities. d 


in currency of country in which drawn, USS AME EIM uaman aca 








i 
i 
© cheque must be drawn on US bank, UKE a X 

| & cheque must be drawn on UK bank, etc.) Cardmember's Name: Seah rte 
te 


Valid Only Where Legal. Expiry Date: 

















“INTERNATIONAL 


they have disrupted a book fair. And farther 
south, religious. revolutionaries: have ap- 
pointed therfiselves emirs, or commanders, 
thus challenging the country’s only lawful 
commander of the faithful, King Hassan. 
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Kuwait 
An unholy row 


DUBAI 


NCE again a row over books has 

plunged Kuwait into political crisis. 
Last year the information minister had to 
resign when a government book fair dis- 
played allegedly immoral publications. 
This week the justice and Islamic-affairs 
minister was lambasted by members of 
parliament for allowing officials to circu- 
late copies of the Koran with verses missing 
or misprinted, He faced a vote of no-confi- 
dence which he was widely expected to 
lose. Instead, Kuwait's emir dissolved the 
National Assembly, the only democrati- 
cally elected parliament (albeit with lim- 
ited suffrage) among the Gulf’s Arab states, 








and called an election for July. 

Kuwaitis are taken aback: the last time 
parliament was dissolved: was: in 1986. 
Some see the incident as a chance to end a 
long. paralysis between parliament and 
government. After all, this. week’s. debacle 
marks the third time in recent years that 
Kuwait’s outgoing parliament has put 
weighty decisions on hold in order to grill 
ministers over alleged misdemeanours on 
Islamic.and other matters. 

But this, say other Kuwaitis, is surely 
what democracy is all about. They point to 
the need for checks and balances to prevent 
government ministers dipping their fin- 
gers in the till or squandering. public 
money to buy overpriced foreign weapons. 

The government, which is dominated 
by the long-ruling Al-Sabah family, dis- 
agrees. It argues that precious time has been 
wasted by members of parliament holding 
up much-needed economic reforms. Ku- 
wait’s budget deficit has ballooned to more 
than $6 billion and there are signs that the 
cosy days of the welfare state may be draw- 
ing to a close. The lack of co-operation be- 
tween ministers and parliamentarians, say 
critics, has resulted in a weak government 





and short. So noted an English philos- 
opher, Thomas Hobbes, 300 years ago. 
Today, many lives are shortened by dis- 
ease, pollution and war—but who takes 
account? This question is tackled by the 
two dozen authors of a report, “Global 
Public Goods”, by the United Nations 
Development Programme, due to be 
published on May 10th by the Oxford 
University Press. 

The only way to start solving the 
broad range of common problems, they 
| argue, is to record systematically what 
| they are. There should be an assessment 
| of what every country “exports”—not 
| only its products, but also its ideas, pat- 
_ ents, pollution, diseases, crime and other 
| “externalities”. A fuller picture could 
' then be drawn of inequality, depletion 
| -ofnatuiral resources, financial instability 
and the other threats to development. 

Armed with better information, 
“structures” could then be designed to 
boost co-operation. A “knowledge bank” 
to give developing countries better ac- 
cess to new ideas and technology could 
be set up. All those who benefit from for- 
est preservation, for example, could be 
asked to shoulder some of the cost. The 
G7 group of rich countries could be ex- 
panded to include a number of develop- 
ing countries. 

Is this all a pipe dream? Maybe. But 


į 
| 
| N NATURE, life is poor, nasty, brutish 
| 
| 


Come together, if you can 





like the uNnDpr’s human-development in- 
dex, which tracks the quality of life in 
most countries, such suggestions could. | 
one day be useful for policymakers. Do | 
they add up to ademand for some sort of 
world government or a more powerful 
uN? -Not necessarily. Many common | 
benefits such as law enforcement de- 
pend on the co-operation. of national 
governments, not on supernational bod- 
ies, observes Jeffrey Sachs, one of the re- 
port's contributors. And the huge num- 
ber of existing aid, health and 
environmental charities can be reliedon | 
to help transfer costs and benefits, says | 
Amartya Sen, last year’s winner of the _ 
Nobel prize for economics, anda mov 
ing spirit behind the report. 





and a weak parliament. 

Farther down the coast in the other Gulf 
states, Kuwait’s experience with democracy 
is providing anti-democrats with comfort- 
ing fodder. The well-worn excuse for auto- 
cracy trotted out by some of the less liberal 
ruling families in the Gulf is that democ- 
racy does not make for good government. 
Look at Kuwait, they say. 

m 





America and Sudan 
Howler? 


WASHINGTON, DC 


VEN America’s government, it seems, is 

afraid of America’s courts. On May 3rd 
the bit of the Treasury Department that en- 
forces anti-terrorism sanctions abruptly 
ended its freeze on the $24m held by Saleh 
Idris in American banks. Mr Idris, a Saudi 
businessman, is the owner of the pharma- 
ceutical plant in Sudan’s capital, Khar- 
toum, that was destroyed by American 
cruise missiles last August on the grounds 
that it was producing nerve gas and was 
linked to Osama bin Laden, the Saudi exile 
allegedly behind the bombings of Ameri- 
ca’s embassies in Kenya and Tanzania. 

Why the sudden thaw of Mr Idris’s ac- 
counts, given that America has yet to with- 
draw its accusations? Mr Idriss high- 
powered Washington lawyers point out 
that the government had lifted its block on 
the very day it would otherwise have had to 
answer a civil suit filed by Mr Idris in Feb- 
ruary. They conclude that “the government 
chose not to make any attempt to justify its 
actions against Mr Idris. Instead, today’s 
order... effectively removes any sugges- 
tion that Mr Idris has, at any time, main- 
tained a relationship with Osama bin 


“Laden or any terrorist group.” 


But the government is not apologising. 
Instead, it seems to be encouraging the 
whisper that its reason for ducking out of 
the court case was to avoid jeopardising the 
intelligence sources that had aroused its 
suspicions. Yet it has produced precious lit- 
tle evidence to support its assertions con- 
cerning the Khartoum plant, whose owner- 
ship by Mr Idris was apparently not known 
at the time of the bombing. 

Forhis part, Mr Idris says that he is glad 
America has “taken the honourable course 
and has corrected, in part, the serious harm 
that has been done to my family.” While ex- 
pressing support for anti-terrorism, he 
adds that “in this case a grave error has 
been made. Today's action represents an 
important first step in the process of cor- 
recting this mistake.” That implies asecond 
step, for example a suit for compensation— 
and another test of the governments appe- 
tite for a court appearance. 
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of intérnational 
first class? 


What kind of airline thinks executives 
traveling overseas need more personal 
space? More nonstops? More flight 
attendants? More award-winning wines? 
More gadgets and gizmos? More of 
everything you want? Delta, the airline 
that’s outclassing, business class. 

That’s who. 

Introducing Delta BusinessElite. 

Not just one of the best international 
business classes, but the room to enjoy 
it. You’ll find a hugely spacious 152 cm 
of pitch, giving you 92 cm of legroom 





and 160° of recline. And when you 
fly BusinessElite, you'll never get stuck 
in a middle seat. 

By this summer, every flight from 
Asia to the U.S. will be upgraded with 
BusinessElite service. You’re bound 
to appreciate the added space and 
amenities on your next flight. 

What kind of executive wouldn’t? 

For reservations, call your Travel 
Agent or Delta Air Lines. Or for 
more information, visit our website 


at www. bizelite.com. 


BUSINESSelite” 


A Delta Air Lines 


Personal space is defined as the sum of legroom and recline. Legroom based on measurements taken from the foremost point of the bottom seat cushion to the back of the seat in front of it using non-bulkhead seats 
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PROTECT ENDANGERED SPECIES 


PROFITS & PRINCIPLE 


& 
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In the attempt to satisfy the world’s 
ever-increasing demand for energy, 
it's easy for companies to overlook 
the importance of plants and animals. 
But ignoring endangered species 

can be very costly. Lasting 
environmental damage and public 
outrage are the real business 
consequences of forgetting the 

small and vulnerable. 





OR BECOME ONE? 


Shell works hard to discover new sources of energy. 

But, we also work hard to see the world doesn’t suffer in 
the process. If we're exploring for oil and gas reserves in 
environmentally sensitive regions, we consult widely with 
the different local and global interest groups to ensure that 
bio-diversity in each location is preserved. We're also 
trying to encourage these bodies to stay involved throughout 
the process and monitor our progress so that, together, 

we can review and improve the ways in which we work. 
It’s all part of our commitment to sustainable development, 
balancing economic progress with environmental 

care and social responsibility. Because we believe that, 
even when times are tough, supporting the best interests 
of the world is in our own best interest. 


WE WELCOME YOUR INPUT. CONTACT US ON THE INTERNET AT WWW SHELL COM/PROTECT 
OR EMAIL US AT ‘TELL-SHELL@SI. SHELL COM’ OR WRITE TO US AT: ‘THE PROFITS & PRINCIPLES 





Monet, Gaugin, Da Vinci, 
Rembrandt and Picasso can’t 
wait to be shown at S.A.M. 
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Bombs over Belgrade, 
diplomatic as well as military 


The emerging outline of an agreement between NATO and Russia over Kosovo 
may be more of a threat to Slobodan Milosevic than the alliance’s bombs 


HE contours of a settlement for Kosovo 

were sketched out at a meeting of Rus- 
sian and western foreign ministers on May 
6th in Bonn, though not the all-important 
details. It is probably too soon to proclaim 
an early peace. But the developments are 
bad news for Yugoslavia’s president, Slobo- 
dan Milosevic. 

Using careful diplomatic language to 
paper over their differences, the ministers 
agreed that an “effective international civil 
and security presence” would be needed to 
police any peace deal and to oversee the re- 
turn of refugees. In a huge step towards im- 
posing an international protectorate on 
Kosovo, they also called for an “interim ad- 
ministration” of the province which would 
be appointed by the United Nations. 

The gradual—but not total—conver- 
gence of Russian and western views on 
Kosovo is potentially a much greater threat 
to Mr Milosevic than NATO’s continuing 
bombardment. The allies’ strikes managed 
this week to disrupt Serbia’s electricity sys- 
tem but have still had trouble in finding en- 
emy aircraft and armour. 

Joschka Fischer, the German foreign 
minister, said after playing host to his col- 
leagues from the G7 rich nations and Russia 
that it was too early to speak of an immedi- 
ate halt to NATO's bombs. But the break- 
through in Bonn could pave the way for a 
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UN Security Council resolution that would 
lend international authority to a peace for- 
mula and redouble the pressure on Serbia. 

Fortunately for Mr Milosevic, though, 
there are important issues on which the 
West and Russia remain at odds, despite 
this week’s visit to Washington by Viktor 
Chernomyrdin, acting as President Boris 
Yeltsin’s Kosovo envoy. At least some senior 
Russians, including Igor Sergeyev, the de- 
fence minister, sympathise with Serbia’s in- 
sistence that western countries which have 
taken part in bombing have no moral right 
to police a settlement; NATO, for its part, in- 
sists on forming the main component of 
any peacekeeping force. 

But the fact that Russia and the West are 
talking, rather than rattling sabres at each 
other, must disappoint those in Belgrade 
still hoping that Russia will switch from 
passive to active support of the Serb cause. 
Germany’s chancellor, Gerhard Schréder, 
reckons that Russia has become more fav- 
ourable to co-operating with NATO since 
the alliance rejected British calls for an 
open commitment to a ground war. 

Serbia’s hawks have certainly held the 
view that Russia would switch back to a 
more firmly anti-western position if NATO 
embarked on a ground war. Hints of what 
this could mean have been provided, in re- 
cent days, by the Russian Security Council's 





call for a new nuclear doctrine. 

In any event, Mr Milosevic is unlikely to 
rely too heavily on the uncertain prospect 
of Russian support. Sensing that he might 
lose his (hitherto impressive) ability to set 
the pace of events, Mr Milosevic has been 
taking every available opportunity to set off 
diplomatic fireworks of his own. His deci- 
sion over the May Day weekend to free 
three captured American servicemen—in 
response to an appeal from Jesse Jackson, a 
pastor-politician—was accompanied by a 
stream of proposals for direct talks with 
President Bill Clinton, as well as appeals to 
the American people. 

Mr Milosevic is also working on a peace 
plan of his own, which would provide for a 
lightly armed UN police force, including a 
large Russian component and NATO coun- 
tries such as Greece, Portugal, Hungary and 
Poland, which have not dropped any 
bombs. The most eye-catching gesture was 
the release of Ibrahim Rugova, the Kosovar 
Albanians’ moderate leader, who has been 
under Serb “protection” in recent weeks, to 
talk peace in Rome. 

Yet another diplomatic initiative is be- 
ing jointly pursued by some American leg- 
islators, including a Republican arms-con- 
trol expert, Curt Weldon, and members of 
the Russian parliament. Hovering in the 
background of their meeting in Vienna last 
week, which produced agreement on the 
broad outlines of a settlement, was the in- 
fluential figure of Dragan Karic, one of 
three Serbian brothers whose business em- 
pire straddles Moscow and Belgrade. 

As though to underline the gap between 
these initiatives and anything he might ac- 
cept, Mr Clinton promised during a visit to 
an American base in Germany this week to 
“intensify... in an unrelenting way” the 
air attacks against Serbia until the objec- 
tives were met. Earlier, on a trip to NATO 
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headquarters in Brussels, he had agreed 
with alliance commanders on the need for 
a large force to be ready to roll into Kosovo 
to escort refugees home “once we have pre- 
vailed”—through bombing. General Hugh 
Shelton, the chairman of America’s joint 
chiefs of staff, issued a grim warning 
against the assumption that incoming 
NATO troops would have an easy time of it. 
If, he insisted, circumstances in Kosovo 
were “non-permissive . .. we'll assume we 
could face hostile action and prepare our 
forces accordingly.” 

Reports from the war zone, meanwhile, 
suggested a close correlation between the 


intensity of NATO's air strikes and the bru- 
tality of the Serbs’ repression—but not of 
the kind NATO intended. On May 3rd, for 
example, NATO claimed its “most success- 
ful” day of bombing so far, with attacks on 
tanks and artillery in Kosovo and about 40 
fixed targets elsewhere in Serbia. On the 
same day, an exceptionally brutal round of 
ethnic cleansing was carried out by the 
Serbs, with sickening atrocities reported 
around Vucitrn and Podujevo in northern 
Kosovo, as well as Prizren in the south. 

The latest refugees arriving by tractor in 
Albania and by train in Macedonia are 
hungry, exhausted and traumatised by ex- 


periences whose horror far exceeds that of 
the opening weeks of the war. Many have 
seen close relations sadistically murdered, 
and walked past piles of newly slaughtered, 
often mutilated, bodies. Their stories, and 
physical condition, have shocked the most 
hardened aid-workers. 

But NATO acknowledges there is little it 
can do immediately to prevent such hor- 
rors or even to ward off the threat of starva- 
tion among Kosovo's internally displaced 
people. NATO forces in both Albania and 
Macedonia are vulnerable to Serbia’s Ork- 
an multiple rocket-launchers, and Ameri- 
ca’s much-vaunted fleet of 24 Apache heli- 





Guns or refugees—an unequal alliance? 


¢¢ TTS scandalous,” Helmut Kohl, Ger- 

| many’s former chancellor, de- 

| clared this week. The European Union, he 
said, was not sharing fairly the burden of 
the Kosovar refugees. Germany said it 
would double its intake, to 20,000, more 
than any other Eu country (see table). Just 
how equitably are NATO’s members shar- 
ing the cost of the war, both humanitar- 
ian and military? 

This week saw a rush of new offers 
from Europe’s governments to accept ref- 
ugees. Britain said it would take 1,000 a 
week, many more than the paltry total of 
330 it has embraced since 
the mass exodus began six 
weeks ago. Italy promised to 
take 10,000, to add to the 
thousands illegally there, 
and to ferry more aid to 
camps in Macedonia. On 
May Sth, the first batch of 
Kosovars flew to Canada, 
which says it will take 5,000, 
and to the United States, 
which is due for 20,000. 

Until this week, the West 


had argued that it was better ee? oe 
to keep refugees in the re- fr, 4 5 
gion. But now the United Who's doing what 


Nations High Commis- 
sioner for Refugees (UNHCR) 
| says it wants to move Koso- 
vars from the overcrowded 





5 5 Country Troops subs aircraft 
| and disease-ridden camps, | UnitedStates 7,150 16 249 460 (20,000) 
| even ifit means taking them Britain. 6600 8 35 330 (1,000pw) 
pein fone 3400S 8 
NATO reckons that 90% | Germany 4200. 1 8 9,974 (20,000) 
of an estimated 1.6m ethnic a 3660 : ‘on a yiny sani 
Albanians have been forced at s ae Melita : Faas 
from their homes in Kosovo aie pains ] : re 
in the past year. The UNHCR cana 9 eas - ? z : eae 
says over 723,000 have been Sey 626 
pushed out of Kosovo alto- Norway 85 1 6 2,325 
NATOS 25,000 33 1,2004 26,513 


gether. The great majority— 
some 615,000—are in neigh- 
bouring Albania and Mac- 





edonia. European governments have ar- 
gued that, by helping to pay for these 
sanctuaries, there was less need for them 
to take so many refugees directly. Now 
that this is being reconsidered, govern- 
ments will be urged to open their doors 
more widely. 

One reason that Germany has been 
more generous in giving refugees a home 
is that it is contributing less to the mili- 
tary operation. But it is hard to be precise 
about who pays for what. In the United 
States Congress, Republicans have called 
for $13 billion to cover the cost of the war. 





Western commitments to Kosovo operations 


Military 
Ships and Combat Sheltered* 


*As of May Sth TAs of April 30th , public and private donations *Offered SAli NATO countries All aircraft 
Sources: IISS; UNHCR; government figures 
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(offered) pledgedt, $m 


Since the Americans provide by far the 
most aircraft, warships and missiles, they 
will obviously end up paying the most: 
their aircraft have carried out some 70% 
of the airstrikes and delivered most of the 
4,000 or so bombs dropped so far, with 
France and Britain doing most of the rest. 

There is no formal arrangement with- 
in NATO for sharing the cost of a war. So 
far, this one has been financed in an ad 
hoc way, each country paying for its own 
effort. The Americans say they have paid 
for 60% of the overall cost. So it is open to 
members to trade a military contribution 
against a humanitarian one. 

Germany, while generous to refugees, 
has provided only one frigate and eight 
aircraft. The Dutch, Turks 
and Norwegians have taken 
in a fair number of refugees 
as their chief contribution. 
Italy has some 2,500 troops 
in the region and 42 aircraft, 
though they have not actu- 
ally dropped bombs. 

History and politics ex- 
plain why some countries 
will not take part in the 
bombing, though some crit- 
ics deride their sensitivities. 
“There’s an attempt to free- 
ride on the military spend- 
ing by opting for soft bur- 
dens such as aiding refug- 
ees,” says Digby Waller of the 
International Institute for 


Sot Strategic Studies in London. 


86 “Germany is doing that.” 
11 On the refugee front, 
09 Britain and France have 
18 taken most flak for being 
S3 mean: by the start of May, 
a Britain had accepted only 
os" 330 evicted Kosovars since 
Se March. But between them 
s the two warrior nations had 
e sent about 10,000 ground 


troops to the Balkans, pro- 
vided a dozen ships and al- 
most 100 military aircraft. 
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copters, deployed in Albania, suffered a 
second crash this week. 

Perhaps the darkest assessment of 
NATO's progress was offered by the outgo- 
ing chairman of the alliance’s Military 
Committee, General Klaus Naumann, a 
German, on May 4th. “Frankly and hon- 
estly, we did not succeed in our initial at- 
tempt to coerce Milosevic through air 
strikes to accept our demands, nor did we 
succeed in preventing Yugoslavia from 
pursuing a campaign of ethnic separation 
and expulsion,” he conceded. 

NATO might have fared better, he sug- 
gested, ifit had dropped even more bombs 
even sooner, and been less constrained by 
the need to avoid hitting civilians, 
churches and mosques. As it was, there was 
still a “real chance we can make it” and pre- 
vail in Kosovo through air power alone, the 
general thought. But it was also possible, he 
admitted, that Mr Milosevic might succeed 
in his plan to deport the entire ethnic-Alba- 
nian population. 

m 





Macedonia and its Kosovars 
In the balance 


TETOVO 


ON of the odder aspects of the expul- 
sion of Kosovars is that their chatter- 
ing class seems to have shifted, almost 
wholesale, from the cafés of Pristina, Koso- 
vo's capital, to those of Tetovo, a friendly 
ethnic-Albanian town in western Macedo- 
nia. Journalists, academics, politicians, in- 
deed most of Kosovo’s professionals, seem 
to have found refuge there, 

While most of Kosovo's peasant major- 
ity are cooped up in vast and squalid 
tented cities in Macedonia or Albania (and 
are prevented from leaving Macedonia’s), 
most middle-class refugees suffer few such 
indignities. Some arrived in Macedonia be- 
fore the government started to enforce 
regulations to ensure they could not sink 
roots into the ethnic-Albanian communi- 
ties established there. Others had good 
enough connections to avoid the camps. 

Kosovo’s displaced intelligentsia is not 
without its detractors, even from within. 
Sipping an espresso, a Pristina poet says he 
will not patronise Restaurant Arbi, where 
the stars of Kosovo's elite congregate. “All 
they do there is all they ever did back home: 
talk, talk, talk—and give interviews to for- 
eign journalists,” he complains. The street 
where most of Tetovo’s main cafés are clus- 
tered he calls “the street of shame”. Baton 
Haxhiu, editor of Koha Ditore, a Pristina 
daily newspaper reborn in Tetovo with 
British government help, says that Kosovo's 
politicians face “political, military and 
moral bankruptcy”. 

Macedonia’s own long-standing ethnic 
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ce 1D eae without arms”, re- 

marked Frederick the Great of 
Prussia, “is like music without instru- 
ments.” In modern-day Europe, whether 
the instruments be diplomatic or mili- 
tary, they are supposed to be tuned to the 
same principles. Even in the Balkans, 
where force has again overtaken diplo- 
macy, the rules that ought to govern the 
behaviour of governments towards their 
citizens are well codified and, in theory, 
agreed upon by just about all, 

They are set out in more than 170 
treaties and conventions of the Council 
of Europe, a once-exclusive western club 
that now has 17 former communist states 
among its 41 members. Later this week, 
after toasting its 50th birthday, the coun- 
cil will consider how it can eventually 
help to pick up the pieces in Kosovo. 
Among the main instruments at its dis- 
posal are the European Human Rights 
Convention (now backed by a full-time 
European Court of Human Rights, and 
soon to be supported by a commissioner 
for human rights) and the recently 
adopted Framework Convention for the 
Protection of National. Minorities. The 
council's rules run to everything from 
preventing torture to protecting minor- 
ity languages and supporting press free- 
dom and education. 

The council is by no means the only 
group with a role in post-war Kosovo. 
Aside from the European Union, the 
Organisation for Security and Co-opera- 
tion in Europe (OSCE), with 55 members, 
works in similar areas: defending hu- 
man and minority rights, building dem- 
ocratic institutions. It has more than a 
dozen missions, scattered from Georgia 
to Latvia, helping to defuse ethnic and 
political tensions. And Europe is criss- 
crossed by smaller regional networks 
meant to build confidence among for- 
mer foes, from the northerly Barents 
Euro-Arctic Council to the southerly 
Black Sea Economic Co-operation group 
and a Bulgarian-sponsored south-east 
European peacekeeping initiative that 
includes Greece, Turkey and Macedonia. 

Ld 





Europe's council of correctness | | 


Indeed, with such a proliferation of 
possibilities since the cold war ended, 
the Council of Europe has had to struggle 
to assert itself. As its secretary-general, 
Daniel Tarschys, admits, until a couple 
of years ago relations between the coun- 
cil and the osce were at best “chilly”, as 
the two competed over some of the same 
ground. But the OSCE is open to any Eu- | 
ropean state (including some former So- | 
viet republics in Central Asia) and its ob- 
ligations are only politically, not legally, 
binding. By contrast, membership of the | 
Council of Europe is only for those states 
willing and able to sign its treaties and 











implement them. Mr Tarschys oversees a 
sensible division of labour: the Council 
of Europe codifies and upholds the legal 
rules, and the osce then uses them as a 
template for encouraging better behav- 
iour in areas of tension. 

But taking in newly democratic 
countries from Central and Eastern Eu- 
rope has stretched the rules somewhat, 
since none is treaty-perfect (though that | 
applies to some older hands, too). Proba- | 
bly the two most controversial recruits | 
have been Russia and Croatia,since both | 
still fall far short of council standards 
over the rule of law, freedom of expres- 
sion and much else. Croatia in particular | 
has been dragging its feet badly about 
welcoming back refugees. But the coun- 
cil has lately beefed up its powers to 
monitor and chivvy the slowcoaches. 
When Georgia joined last month, it was 
not only given a long list of shortcom- 
ings to be corrected; it was also, for the 
first time, given deadlines for doing so. 





Albanians tend, if anything, to be even 
more scathing. Adelina Marku, who speaks 
for the Tetovo-based Democratic Party of 
Albanians, a junior partner in Macedonia’s 
ruling coalition government, says that the 
Kosovars, who declared nominal indepen- 
dence from Serbia back in 1991 and created 
a series of notional organs of state, had 
lulled themselves into a false sense of secu- 
rity. They believed, she says, that “D-day 
would never come—that they would never 


have to buy weapons and fight for their 
homes.” Another leading (Slav) Macedon- 
ian calls the Kosovars “irresponsible”. If 
they were not up to challenging the Serbs, 
they should not, he says, have done so, 
Indeed, one frequent criticism of the 
Kosovars, and of their intellectuals, is that, 
especially last year, they hugely over-esti- 
mated the strength of the Kosovo Libera- 
tion Army, praised it to the skies (in news- 
papers such as Koha Ditore, among others) 
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and puffed it up when it was nowhere near 
ready to take on the Serbs. As-with all exile 
movements, the rank and file complain 
that many of their leaders spend more time 
in comfort—mainly, these days, in the 
Rogner Hotel in Tirana, Albania’s capital 
than among their followers in the camps 
outside Kosovo or the mountains within. 

Though there is little love lost between 
Macedonia’s Slav majority and its ethnic 
Albanians, who muster between a quarter 
and a third of the country’s 2.1m people, 
both sides are trying to maintain a modi- 
cum of harmony. The Macedonians some- 
times block the border against fleeing 
Kosovars—as they did, for example, on May 
sth. Many Slavs fear that a lot of the 
200,000 refugees already in Macedonia are 
bound to stay, upsetting the already deli- 
cate demographic balance. 

That might fuel ethnic passions and 
even lead to yet another Balkan war. Mac- 
edonia’s economy has already been 





knocked askew by the Kosovo war. Trade 
with Yugoslavia, Macedonia’s biggest trad- 
ing partner after Germany, has been virtu- 
ally wiped out. Saso Ordanovski, editor of a 
liberal magazine in Skopje, Macedonia’s 
capital, says grimly that Macedonians are 
bound to end up paying part of the bill for 
what he calls “other people's irresponsibil- 
ity”. The only question, he says, is how 
much. If only NATO countries, he laments, 
had used a tiny proportion of what they 
have spent on bombs to help modernise 
Macedonia and other Balkan countries, the 
region would have had a better chance of 
being integrated into Western Europe. 

But perhaps a lesson has been learned. 
Once Kosovo is at peace, he argues, the West 
must realise that poor Balkan countries, 
such as Macedonia, can no longer be ig- 
nored. “Either you have a plan” for devel- 
oping the whole region, or “every second 
year you must come and put out fires.” 

a 








Slovakia z 
Stepping out, or 
back? 


BRATISLAVA 


OR the first time, the Slovak people— 

rather than their parliament—are to 
choose a president directly. The choice is 
stark. Step back into.a gloomy past or swal- 
low hard and continue down the painful 
road to European integration. If Viadimir 
Meciar, ousted as prime minister in last 
year’s general election, wins the job, the Slo- 
vaks will be looking backwards. Worse, they 
will have a president pulling one way and a 
reform-minded prime minister and gov- 
ernment tugging the other. 

Mr Meciar, a brutish demagogue who 
mauled freedoms and mucked up the econ- 
omy during his five years in charge, will cer- 
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PRAGUE 


| COOL, sunny dawn. A hundred or so 
| grizzled men squat or stand. They 
| wear absent, forlorn expressions. Some 
| smoke cheap cigarettes, others listen to 

music on small transistor radios. It is a 

scene strangely reminiscent ofa barrio in 
| Houston. But these are not Mexicans and 
| this is not Texas. It is the Czech Republic 
| and the men are Ukrainians. The same 
| economic rules apply, however. Like their 
| Mexican counterparts, the Ukrainians are 
looking for work, drawn by the promise 
| of higher pay than they could possibly 
hope to earn at home. 

After some time, the Ukrainian mafia 
show up. They point forcefully at two or 
three of the men, offer them work, and 
| hurriedly leave. Jobs are scarce. Some 
| Ukrainians wait a month before being 
hired for a couple of days. They sleep on 
| park benches or in railway stations. When 
| the weather turns nasty, they splash out 
| onagrimy $2-a-night hostel bed. 

Such jobs that appear are murder- 
ously hard. The minimum shift on a 
building site is 12 hours. “If they ask us to 
| work 24 hours,” says one man, “we'll do 
it.” There is no health insurance. Broken 
corpses of undocumented workers are oc- 
| casionally dumped outside the Ukrai- 
| nian embassy. The pay is derisory. The 
| Czechs’ going rate for black-market build- 
| ing labour is around 80 koruna ($2.20) an 
| hour. After the mafia middleman takes 

his cut, a Ukrainian worker is lucky if he 
sees half that amount. 

Ukrainian job-seekers need only a 
tourist visa. Still, the attendant costs are 


| Plenty of muck, not much money 


formidable. A Ukrainian passport costs 
$50, a contract with a company that 
promises (but usually fails) to provide 
work in the Czech Republic costs another 
$200. And there are endless bureaucrats 
to be bribed, even though most Ukraini- 
ans work only a few months—until they 
have saved about $500—then go home. 
Even that humble sum is hard to 
come by. The Czech Republic is less a 














promised land than a cash-strapped 
economy in transition. The average Czech 
earns $350 a month. Unemployment is 
almost 10%. 

And the Czech currency continues to 
slide against the dollar. Yet such is the 
misery to the east that Ukrainians still 
head west. Perhaps 80,000 Ukrainians 
are working in the Czech Republic. For 
their willingness to work for so little, they 
are accepted with alacrity. 

Like Poland and Hungary, the Czech 
Republic is a jumping-off point for illegal 
immigration into the European Union. 
Some 28,000 illegals, most from ex-Soviet 


states, Afghanistan, Sri Lanka, China or | 
Somalia, were caught on the Czech-Ger- | 
man border in 1998. The £u has made the | 
Czechs tighten their borders. Their police | 
recently broke up a syndicate that was | 
said to have smuggled 49,000 people into 
the west since 1994. | 

Many of them were Ukrainian girls _ 
heading for German brothels. Their lives, | 
if anything, are worse than the labourers’. | 
Fora start, they are young and vulnerable. 
Three-quarters of them are probably un- | 
der 25. The United Nations estimates that | 
4m people are trafficked into servitude or | 
prostitution each year. The International 
Organisation for Migration puts the an- 
nual figure for Central Europe at over 
500,000. The Ukrainian government says 
that more than 400,000 Ukrainian girls | 
have taken this sad route since commu- 
nism ended. 

Advertisements in Ukrainian papers 
lure the girls. “Single, tall and pretty? 
Want to work abroad ?” Seemingly honest 
women promise the girls legitimate jobs. 
Once over the border their passports are 
taken and the girls bullied into prostitu- 
tion. Germany is the main market, fol- 
lowed by the Czech Republic and Poland. | 
Older, sometimes diseased Ukrainian 
women work the bottom of the market, | 
along with gypsies. They traipse along 
muddy roads on the Czech-Polish border, 
climbing into cabs to service lorry drivers 
backed up at customs. 

According to R-R, an organisation in 
Prague that helps prostitutes, a third of 
these women have children. Many are vir- 
tually imprisoned, all their earnings con- 
fiscated to pay bogus debts racked up by 
pimps. Unco-operative girls are beaten, 
sometimes—as an example—even shot. 
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tainly get a lot of votes. Many old, poor and 
rural Slovaks still back him. He can count 
on the support of militant nationalists and 
old communists if he reaches the run-off 
between the two leading candidates. The 
austerity measures imposed by the new 
centre-right government, led by Mikulas 
Dzurinda, are unpopular. 

Still, if opinion polls are to be believed, 
Mr Meciar no longer has what it takes. As 
prime minister, he controlled the state me- 
dia; now he must compete with everyone 
for a hearing. And since his departure, a re- 
lentless flow of scandalous revelations has 
further soiled his reputation. The secret ser- 
vice under his control, it turns out, sought 
to subvert neighbouring states. Corruption 
in his ruling circle has been exposed. Fur- 
ther details about the mysterious kidnap- 
ping of the former president's son have 
emerged. Some Slovaks even speculate that 
Mr Meciar wants to be president purely in 
order to use the head of state’s prerogative 
to proclaim an amnesty for his pals. 

His main rivals for the job are Rudolf 
Shuster, the government's candidate, and 
Magda Vasaryova, a glamorous former ac- 
tress running as an independent. Mr Shus- 
ter is the favourite, with about 34% in re- 
cent polls, against 25% for Mr Meciar and 
23% for Mrs Vasaryova. Most of Mrs Vasar- 
yova’s voters will back Mr Shuster if she is 
knocked out in the first round, on May 15th. 
If she squeaks through, she has a chance of 
going on to win. 

MrShuster is a benign populist who has 
been a dynamic mayor of Kosice, a pretty 
town close to the country’s eastern border 
with Ukraine. But his communist past 
could count against him, and nationalists 
carp at his ethnic-German roots. Some Slo- 
vaks also say he is too cosy with big busi- 
ness. The high-minded may prefer Mrs Vas- 
aryova, an elegant figure with little political 
baggage who was Czechoslovakia’s ambas- 
sador to Austria after communism’s de- 
mise but before the Czechs and Slovaks 
split. “Meciar is the past,” she says. “I am 
the future.” But even she wonders if Slov- 
akia is “ready for an emancipated woman”. 

Foreign policy has entered the electoral 
debate more than was expected a few 
months ago. Most Slovaks are keen for their 
country to join the European Union. Some 
80% of Slovak trade is now with the West. In 
some respects Bratislava, the capital, feels 
like a suburb of Vienna, less than half an 
hour west by car. Now Mr Dzurinda and 
his foreign minister, Eduard Kukan, who 
was recently made a UN special envoy to 
Yugoslavia, have been more eagerly press- 
ing a claim for Slovakia to be among the 
next batch of countries to join NATO too. 

As the war in Kosovo grinds on, the alli- 
ance’s need for a land’ bridge from Ger- 
many through the Czech Republic and Slo- 
vakia and on to Hungary has enhanced the 
country’s strategic importance. The Slovak 
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government has solidly backed NATO's 
campaign against Serbia; the Czechs, 
though they have just joined NATO, have by 
contrast been a lot wobblier. Mr Dzurinda 
has already let NATO fly through Slovakia’s 
air space and use its roads and railways. 
The snag is that 70% of Slovaks are 
against NATO’s campaign—and Mr Meciar, 
who has been notably friendly with both 
the Russians and Slobodan Milosevic of 
Serbia, an old hunting friend, is bound to 
stir fraternal feelings for fellow Slavs. 
a 





Corsica 
Pluprefect 


PARIS 


i HIS first two years in power, Lionel 
Jospin has deftly fended off trouble. He 
has dealt with, among others, striking lorry- 
drivers, airline pilots, doctors, schoolteach- 
ers, railwaymen. He has navigated the dan- 
gerous waters of political cohabitation. He 
has overruled fractious allies on the left 
over illegal immigrants, Europe and pri- 
vatisation. So far, he has handled Kosovo 
with aplomb. Yet now, believe it or not, a 
pathetically bungled act of arson at an ille- 
gally built restaurant on a Corsican beach 
is threatening to blow his government off 
course and ruin its well-fostered reputation 
for integrity and candour. 

The affair would be laughable if the fall- 
out were not so serious. During the night of 
April 19th, five paramilitary gendarmes 
from an anti-terrorist squad were sent, by 
their own subsequent confession, to burn 
down Chez Francis, a fashionable restau- 
rant south of Ajaccio, the island's capital. 


Bonnet has lost his chapeau 
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But something went wrong and the men 
fled, leaving behind an amazing trail of in- 
crimination. Orders had previously been 
given for the restaurant, built without plan- 
ning permission, to be demolished. But 
only last month the owner had won a stay 
of execution until the end of the summer 
season. Theories abound about the real rea- 
son for wishing the restaurant destroyed. 
After at first denying any involvement, 
the five admitted carrying out the under- 
cover deed on orders from the island’s chief 
gendarme. All six are behind bars and un- 
der formal investigation. More seriously, 
on May 5th Bernard Bonnet, the island’s 
prefect, the government's top represen- 
tative, was likewise put under investiga- 
tion—and imprisoned—on suspicion of 
having personally ordered the botched ar- 
son, a charge he denies. Two days earlier, 
Mr Jospin had reluctantly sacked him. It is 
the first time in the Fifth Republic’s 40 
years that a prefect has been fired or jailed. 
A graduate of the Ecole Nationale 
d'Administration, the breeding-ground for 
France’s top civil servants and politicians, 
Mr Bonnet had a reputation for uncom- 
promising toughness and integrity. Ap- 
pointed 14 months ago after his predeces- 
sor, Claude Erignac, had been assassinated, 
he was given virtual carte blanche by the 
government to crack down on separatist 
terror, corruption, organised crime and 
clan vendettas in “the impossible island”, 
He was thought to be having some suc- 
cess. The number of bomb attacks fell last 
year from the usual 300-500 to “only” 96. 
Scores of separatist extremists have been ar- 
rested. Dozens of Corsican bigwigs face cor- 
ruption charges. Illegally built holiday 
homes and restaurants are being pulled 
down. Widespread fraud in tax affairs, wel- 
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fare and farm subsidies is being rooted out. 
Even parking fines are being collected. 

But, although the murder of Erignac led 
to.a march by thousands of Corsicans de- 
manding law and order, many are no 
.. longer sure that they like the new regime. 
< They began to complain that the authori- 
tarian Mr Bonnet was acting like a colonial 
- governor. In a regional election in March, 
nearly a quarter of them voted for Corsican 
-< nationalists, including violent ones. 
(France's right-wing opposition has ex- 


-- ulted over what Mr Jospin admits is a “very 


serious and unacceptable affair”. There 
have been calls for his government to go. 
Mr Jospin, hotly denying that he or any of 
his ministers knew what was going on, has 
set up.an independent inquiry. But suspi- 
cious minds hark back to such shenanigans 
as the blowing-up 14 years ago of the Rain- 
bow Warrior, a Greenpeace boat, by French 
secret agents. Such strange events have a 
habit of entangling top people. 


iat 





Germany 


The home front 


BONN 


ESPITE the Kosovo crisis, trouble is 
brewing at home for Gerhard Schro- 
der, the German chancellor, and his gov- 
erning coalition. Why “despite”? Surely the 
war is the source of his trouble: if the 
Greens reject further NATO air strikes 


against Serbia at a party congress set for 
May 13th; their alliance with Mr Schroder’s 
Social Democrats could collapse. 

Soit might, perhaps. But, so far, with 
most Germans still backing the bombing, 
Kosovo has done more to steady the coali- 
tion than to rock it. Mr Schröder and Josch- 
ka Fischer, the Green (but pro-NATO) for- 
eign minister, remain the country’s most 
popular politicians. Rudolf Scharping, the 
defence minister, has soared into third 
place--a boost that astonishes even him. 
With most German eyes firmly fixed on the 
Balkans, little more than a glance or two 
has hitherto been directed at domestic mat- 
ters, not even at the battle against unem- 
ployment which the government claims to 
be its priority. 

But now, unhappily for Mr Schroder 
and his team, Germans are starting to no- 
tice again what is happening at home, and 
they do not like what they see. Top of the list 
of gripes is a new law that for the first time 
taxes the many workers doing part-time, 
low-wage jobs—paying less than DM630 
($342)a month—to top up their income. Re- 
sult: tens of thousands of part-timers, from 
waiters to grave-diggers, have already given 
in their notice. Some specialists reckon that 
up to ım such jobs could disappear. 

In another new wheeze, the govern- 
ment has declared war on the “pseudo-self- 
employed”. Good intentions, as usual: the 
main aim is to stop bosses dodging social- 
security payments by falsely labelling their 
staff as self-employed. But the law entraps 
many it was not meant to, including young 





entrepreneurs setting up businesses. 

Both laws come hard on the heels ofan 
“ecology tax” on fuel and power, imposed 
on April 1st. The revenue raised is to be used 
to cut surging non-wage labour costs. So it 
will, a bit. But it also makes Germany’s al- 
ready costly energy costlier still, hitting 
people like pensioners whom the govern- 
ment says it wants to protect. 

Teething troubles for a coalition only 
six months old? Perhaps. But, as part of its 
programme to get more Germans working, 
the government promised a simpler tax sys- 
tem and less bureaucracy. So far, the oppo- 
site is being delivered. The labour market is 
becoming, ifanything, even less flexible. An 
urgent pensions reform remains on the 
shelf. All that against a background of 4.1m 
unemployed, a rate of 10.7%, and flagging 
economic growth, likely to be no more than 
1.5% this year. 

High time, surely, for a rethink and a 
“reform of the reforms” from Mr Schroder. 
It will not be easy. He has plenty of foot- 
draggers in his party, such as Walter Riester, 
the labour minister, who defends his be- 
loved new laws with threats of resignation. 
But Mr Schröder also has allies in Hans 
Eichel, the pragmatic new finance minis- 
ter, and Werner Miiller, an economics min- 
ister keen to curb state subsidies and prune 
social security. The Kosovo war will not last 
for ever. And, as its fascination fades, still 
more Germans will be clamouring to know 
what the government is really doing about 
jobs—creating or destroying them? 

—s 
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MADRID 


UPPORTERS of bullfighting may 
| think it the essence of Spain, but their 
| enthusiasm is apparently not shared by 
| many people in Catalonia. The regional 
government has passed a decree banning 
children under 14 from attending bull- 
fights. For a lot of Spaniards this has 
| marred the pleasure they normally feel at 
the start of a new bullfighting season. In 
the past, all they had to deal with were the 
animal-rights people, many of them for- 
eigners who could not be expected to un- 
derstand the ways of Spain. Critics in the 
European Parliament were ignored. But 
| getting at the children has made the afi- 
| cionados sad. They fear other regions may 
follow the Catalan example. 
l Appreciation of bullfighting, they say, 
| is passed from father to son at an early 
age. Bullfighters themselves start their 
training as young as, say, ballet dancers. 
Pupils enter the bullfighting school in 
Madrid at the age of 12 or so, though they 
cannot fight in Spain until they are 16. 


Not in front of the children 





The latest star, El Juli, had to fight in Latin 
America before he was old enough to ap- 
pear in a Spanish ring. 

Although Catalonia may no longer 
have a taste for blood and sand, in much 
of the rest of Spain bullfighting is regain- 
ing popularity. Fights on television, the 
advent of a new generation of populist 
matadors, the vaunting of Spanish tradi- 
tion.as the country grows more confident: 
all have brought people back to the bulls. 


New plazas are being built, some of them 
covered so that fights can take place 
throughout the year instead of, as now, 
usually from April to October. Bullfight- 
ing, with about 1% of Spain’s workforce, _ 
turns over more than $1 billion a year. 
According to the polls, about 40% or 
so of Spaniards follow the fights closely. A 
small minority is deeply opposed. “Spain 
will not be considered a serious country 
until it abandons this barbarous pas- 
time,” says Francisco Umbral, a writer | 
long active against bullfighting. But pro- | 
minent opponents are few. 
Defenders of bullfighting point out | 
that it is strictly controlled. The process of 
dominating and killing the bull has to be 
completed in less than 20 minutes.Abull- | 
fighter who fails to do so can be arrested. | 
Spectators tend to be well-behaved. There 
is a lot more barbarism in the stands dur- | 
ing a football match, say aficionados, | 
than at a corrida. | 
King Juan Carlos once said that, if it 
ever came to a choice between bullfight- | 
ing and membership of the European | 
Union, regrettably, Europe would have to 
go. He may not have been entirely joking. 
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Now, you can amass a 
HARVARD GRADUATE’S VOCABULARY 


in just 15 minutes a day! 


Acquire a powerful vocabulary that catapults you into the top 5% 
of all educated adults — the most successful, highest-earning people! 


Proprie Junge You 
By Tae Worps You Use. 

Studies over many decades have proven that a 
strong command of the English language is 
directly linked to career advancement, to the 
money you make, and even to social success. 

To move ahead in your career, your vocabulary 
level must at least egual the average level of the 
members of your profession. To excel, your 
vocabulary must surpass that of your colleagues. 

Every day, people judge you by the words you 
use. Rightly or wrongly, they make assumptions 
about your intelligence, your education, and 
your capabilities. 

Nothing makes a better impression than a 
solid mastery of the English language. 

REMOVE OBSTACLES IN YOUR PATH. 

Not having a strong command of language 
can be a serious handicap, an obstacle that pre- 
vents you from achieving your goals, 

Someone who cannot express ideas elo- 
quently, who hesitates because of uncertain- 
ty about the right word, can appear /ess than fully 
competent and qualified. 

That can hold you back from achieving your 
career goals, and from all the other rewards and 
recognition you deserve. 

So doesn’t it make sense to have at your 
command as large, as diverse, and as exact a 
vocabulary as possible? 

What we call “the verbal advantage” is the ability 
to use words precisely and powerfully. Ws the 
knowledge and skill to communicate clearly, accu- 
rately and effectively, with confidence, in every situ- 
ation, both on the job and of. 

Aut You Have To 
Do Is Listen! 

Imagine yourself at a business or social 
gathering. You have the floor. All eyes are on you. 
You're speaking with confidence and poise, 
always choosing precisely the right word. 

This scene could be real with Verbal 
Advantage”. This comprehensive program is the 
single best way to expand your vocabulary and 
sharpen your command of English. Best of all, 
it's on audio-cassette tapes. To benelit, all you 
have to do is listen! 

You'll know when you persuade someone, 
and when you convince him. You won't say 
reoccur when you mean recur. 

You'll be equipped to speak with confidence 
at all times. In fact, you'll be able to converse 
and hold your own with anyone, at any level. 


Join THE Tor 5%. 

When you complete the program, your vocab- 
ulary will surpass that of most executives and 
professionals, including those with advanced 
degrees. You will then be in the top 5% of all 
educated adults — the most successful, highest- 
earning people. 

You", Never Make A MISTAKE! 

But there's much more to this remarkable 
program. 

You'll learn about commonly misused words, 
commonly confused words, and commonly mis- 
pronounced words. You'll sharpen your ability 
to discriminate among words of similar mean- 
ings. And you'll gain the power to use language 
with greater clarity and precision. 

This extraordinary audio course will help you 
avoid common errors in pronunciation, spelling, 
grammar, and usage. Every key word is defined, 
spelled out, carefully pronounced and used in a 
sentence. So you'll never be caught in a blunder. 
Verbal Advantage® gives you the tools you need to 
communicate more effectively and confidently. 
Simply put, it will turn your ability with words 
into mastery! 












“Pur A DOLAR SIGN IN 
Front of Each Worp You LEARN.” 

More than 100,000 people have already ben- 
efited from Verbal Advantage”. And companies 
ranging from Aetna to Microsoft to Xerox have 
purchased the program. 

No book or other printed materials can 
give you the audio benefits of Verbal Advantage". 
The course consists of 12 hours of fascinating 
narration, professionally studio-recorded on 12 
high-quality audio-cassette tapes, along with a handy 
guidebook, stored in a handsome library album. 


SPECIAL NO-RISK OFFER... 


Pius Free Bonus 

When. you order now, you also receive 
Memory Advantage, absolutely FREE. This two- 
tape program (2 1/2 hours) will give you the abil- 
ity to remember names, faces, numbers and 
vocabulary as never before. 

You're fully protected by our unconditional 
30-day money-back guarantee; If you are not 
100% pleased at any time within 30 days from 
ordering, just return the tapes and we'll send you 
a prompt refund of the full purchase ‘price. 
Memory Advantage is yours to keep, regardless. 
So what are you waiting for? Isn't it time to act? 
Order today! 





How to begin: 
e CALL US TODAY: 


KÈ 1-949-361-5059 
© Or, COMPLETE THE COUPON and mail to: 


a verbalAdvantage® 
a mm 1150 Calle Cordillera, Dept. 5291 
“al “ss, San Clemente, CA 92673 USA 
* Or, FAX your credit card order: 1-949-361-5624 
œ INTERNET: www.verbaladvantage.com 
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i Special No-Risk Offer 
raves; Please rush me VERBAL 


Title/Co. 





‘Apvantace® audio-cassette pro- 

I gram at only $215 (almost 30% 

1 OFF) plus $9 shipping & handling. 

I Also rush my FREE 2-tape Memory 

| Advantage. | may use the program 

{ for 30 days. If I'm. dissatisfied for 

| any reason, | may return the tapes 

and receive a no-nonsense refund. 

į Whatever my decision, Memory 
l Advantage is mine to keep. 


Address. 
City ann 
Zip/Postal Code 
Phone 


Card No. . 





(J Check enclosed, or charge my: CY Visa D MasterCard DJ Amex D] Discover 





State/Prov. 


oR COUV <a a — eg 
Fax 





_ Exp. date 





I verbalAdvantage® Signature 
1 1450 Calle Cordillera, Dept. 5291 
1 San Clemente, CA 92673 USA 


a www. verbaladvantage.com 








US. funds only, please, Add $9.00 shipping & handling par order 
For overnight shipments, please call us. To ship within the Continental U.S., price is $179 plus 
$9.00 shipping & handling. California residents ad 7.25% sales tax ©1998 Wordsuccess, LLC 
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| June is an election month. July will 


_ and stand for a seat, ironically 


“The acting commission takes no 
| New initiatives, but continues with 
| work in. progress. Some of its mem- 

_bers are making themselves genu- 
_ inely useful within those limitations. 


Romano Prodi, Europe’s lord-in-waiting 


HEN Jacques Santer and his fellow members of the Euro- 
pean Commission handed in their collective resignation 
on March 15th, after a committee of investigators had accused 
them of incompetence and irresponsibility, they were mocked 
and chided for saying that they expected to stay in office for sev- 
eral months more, as if nothing much had changed. It was a 
ridiculous idea by any measure. And yet, of course, it has come to 
pass, just as Mr Santer foretold. The old commission cannot 
leave until a new commission is installed. A new commission 
cannot be installed until the European Parliament has vetted 
and approved all its members. And the parliament may well not 
find the time to complete that tiresome chore until September or 
even October. 
Why? Because, say Euro-MPS, 


be filled with the procedural busi- 
ness of appointing a speaker, com- 
mittee chairmen and so on for the 
new chamber. And August is re- 
served for holidays, which are far too 
important in continental Europe to 
be interrupted by a mere constitu- 
tional crisis. So the “acting commis- 
sioners” may have to act on into au- 
tumn—save for Mr Santer, their 
“acting president”, who plans to 
walk off into the wings next month 


enough, in Europe's parliament. 


Karel Van Miert, a Belgian who is re- 
sponsible. for antitrust policy, has 
completed a white paper on reforms 
to the working of competition law, 
and hopes torule on a weighty list of 
mergers before his term is up. Franz 
Fischler, the farm commissioner, 
and Sir Leon Brittan, the commis- 
sioner for trade, have also been giving the impression of busi- 
ness more or less as usual. But they, along with Mr Van Miert, are 
among the handful who have real jobs that need doing if large 
parts of Europe's economy are not to come to a halt. The rest are 
discovering that the world can manage fine without them. 

Mr Santer’s. designated successor, Romano Prodi, a former 
prime minister of Italy, is obliged to look on impatiently. He was 
nominated for the job. by the Eu’s leaders on March 24th. In 
Strasbourg this week, the European Parliament endorsed his ap- 
pointment by 392 votes to 72. (Some right-wing Euro-mps said 
they were “disturbed” by a report in a British newspaper raising 
questions about Mr Prodi’s past business dealings. Mr Prodi re- 
plied that he had been cleared unreservedly by an investigating 
judge, and offered copies of the judge’s findings to any doubters.) 

But Mr Prodi can take office only when his full commission 
does. Until then he must content himself with a cubby-hole in 
the commission building and a borrowed secretary. He has been 
turning informally to a range of £U veterans for advice and wis- 
dom. His proposal for a grand Balkan peace conference, made 
before the European Parliament this week, drew on work by Mi- 











chael Emerson, a former Eu diplomat now with the Centre for | 
European Policy Studies, a Brussels think-tank. 

As for the work of putting his commission together, Mr Prodi 
says he is. concentrating first on its shape. He plans to give broad | 
strategic responsibilities to two vice-presidents, and to create | 
“departments” within which the work of groups of commission- | 
ers will be co-ordinated. Once he has the various job-descrip- | 
tions clear in his mind, he will start haggling with national gov- | 
ernments over the candidates to fit them. He hopes to havea list | 
of names ready to offer the parliament in July, even ifthe parlia- | 
ment is not ready to begin hearings by then. He promises that it | 
will include “a substantial number” of women. | 

He has a strong hand in such matters because, unlike all his | 
predecessors, he does not have toset- | 
tle for whatever commissioners the | 
15 national governments care to | 
send him. The EU’s new Amsterdam | 
treaty, which came into forceon May | 
ist, gives him power to veto candi- | 
dates he thinks unsuitable, and also | 
to demote commissioners who dis- | 
appoint him in office. | 

One or two members of the | 
Santer commission, untainted by | 
the scandal in March, will probably 
reappear in the Prodi version. Mr | 
Fischler, an Austrian, may hang onto | 
his farming portfolio. Neil Kinnock 
hopes to return as one of Britain’s 
two commissioners. But most of the 
team will be newcomers. | 

Germany is said to be thinking of 
nominating Gunther Verheugen, a 
deputy foreign minister, as one of its 
two commissioners. France may of- 
fer Pascal Lamy, chief of staff to 
Jacques Delors when Mr Delors was 
the commission’s president. The 
French seem to hope that Mr Lamy 
will be offered the competition port- 
folio. Tony Blair is said now to fa- 
vour nominating Christopher Pat- 
ten, a former Conservative cabinet minister and an ex-governor 
of Hong Kong, as Britain’s second commissioner. Ifso, Mr Patten 
has edged out a previous front-runner, Sir Alastair Goodlad. But 
Mr Patten, like Mr Verheugen, is also mentioned as.a possible 
candidate for a different post, that of the Ev’s first “high repre- 
sentative” for foreign and security policy—-Monsieur PESC, as the 
French acronym has it. This job, created by the Amsterdam 
treaty, is due to be filled when the Union’s leaders meet in Co- 
logne on June 4th and sth. 

Mr Prodi says he believes the commission, as an institution, 
will not be weakened by the current hiatus. The parliament is 
growing stronger, he acknowledges: it all but harried the Santer 
commission out of office, forcing through the investigation that 
finally did the job. But the distribution of power among the EU 
institutions is not “a zero-sum game”, Mr Prodi thinks. 

And he is right. A strong commission that worked closely 
with a strong parliament could pose a formidable challenge to 
the combined authority of national governments. No wonder 
Mr Prodi and the parliament were eyeing one another with un- 
feigned enthusiasm in Strasbourg this week. 
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OT long ago, Finnish dockers went on strike. 
One of their grievances was that Estonian 
dockers, just across the Baltic, were paid only a 
quarter of their wages, putting Finnish jobs in jeop- 
ardy. Nothing unusual in big pay differences be- 
tween rich and poor countries, you might think. Büt 
when Linnar Viik, an Estonian information-tech- 
nology specialist, was recently recruiting software 
programmers in Finland, he was astonished to dis- 
cover that the going rate there, at around 15,000 
Finnish markka ($2,700) a month, was only a 
whisker higher than the rate earned by skilled pro- 
grammers in Estonia. After applying Finland’s hef- 
ty tax rates, the difference vanished altogether. 
Most people’s pay, like that of the Estonian 
dockers, is still determined mainly by the local job 
market. Even in globe-hugging industries such as 
communications and finance, local markets are still 
the main influence on pay. A call centre in Seattle 
pays full-time operators $20,000 a year; a short hop 
to the south, in the San Francisco area, it would pay 
$30,000. In Britain, Lloyds Bank has to pay call- 
centre operators more in Glasgow, where some 60 
centres fight for staff, than in Newport, Wales, 
where competition for operators is scant. 
| However, some kinds of work are increasingly 
being rewarded at global rates. One driving force is 
the growing ease of communications: where people 
with scarce skills can live in one country and work 
in another, they can command an international 
rate. Estonia’s software programmers can sell their 
services abroad without leaving the country. And 
indeed, life for them is so sweet, thanks to a 26% in- 
come-tax rate and low living costs, that some young 
Finns with software skills now work from Tallinn. 
For such people, the Internet offers a global job- 
offers page. Many corporate sites include a page en- 
ticingly headed “Come and join us”. Immigration 
officials may still bar the door to foreigners who 
want to apply in the flesh, but more and more ser- 
vices can be delivered online. The Internet also 
makes the international job market more transpar- 
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_and the rest 


ent. Click on an online salary guide such as iwanta- 
newjob.com, and you can check roughly what you 
might earn if you were a database administrator in 
an American university or a software developer in 
the airline business. 

Electronic communications are not the only 
force creating global rates for some jobs. A global 
language, English, and a single currency in Europe, 
are both helping to break down national bounda- 
ries. In addition, as companies invest more abroad, 
they need to be able to move senior staff freely from 
one part of the world to another. That means align- 
ing at least some of their pay. And as firms are in- 
creasingly organised by function, rather than by re- 
gional market, their senior staff are rewarded by 
what they do rather than where they do it. 

There will always be plenty of other workers 
like those Estonian dockers, earning the local rate 
for the job. But even for them, things are changing. 
Companies constantly claim that their future lies in 
their human capital; and the best human capital is 
in short supply globally. Demographic pressures 
will make that worse. In the next ten years, the 
number of 35-44-year-olds in America will fall by 
13%, and in most other countries by even more. Un- 
like software or machinery, clever, innovative hu- 
man beings cannot readily be replicated. They have 
become the ultimate competitive advantage. 

The increasing importance of human capital is 
transforming pay, and the lives of the human- 
resources managers who administer it. Companies 
see pay as their main tool for recruiting, motivating 
and retaining good people. All three are important. 
With the age group now emerging from university 
at a demographic low, the pressure to grab the 
brightest young graduates has increased. Once good 
people are on board, and a company has invested in 
training them, the last thing it wants is to see a prime 
asset walk out of the door. But years of downsizing 
have sapped loyalty—“You want loyalty, hirea 
cocker spaniel,” memorably jibed the gilts trader in 
“Liar’s Poker”. So retention matters more. : 












A global market 
with potentially 
huge rewards for 
the best talent will 
make pay less 
equal. Many 
countries may 
find that hard to 
stomach, says 
Frances 
Cairncross 
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Companies therefore want to make pay more 
variable to reflect performance more closely, and at 
more levels—the performance of the company, of 
the team and of the individual. If the company is 
doing well, its “human capital” wants to split the 
gains with the owners of the other, more conven- 
tional sort of capital. The ultimate model here is Sil- 
icon Valley, where two-legged assets probably mat- 
ter more than anywhere else on earth. To retain 
assets that can judge their own market value so fine- 
ly, firms need intensely creative compensation 
strategies. Workers must be offered enough share 
options to give them a sense of ownership—and 
enough interest, fun and fulfilment in the job to 
keep those who already have as much cash as they 
could conceivably need. “The agent model has 
moved into business,” says Dave Beirne, a Silicon 
Valley headhunter turned venture capitalist. Man- 
agers, like movie stars, regard themselves more as 
valuable individuals and less as members of a team. 
It is dangerous to rely on mere money to recruit and 
motivate people of this sort. “I never sold compen- 
sation when I was a headhunter,” he says grandly. 
“I sold psychic reward.” 

The people in the corporate human-resources 
department find that all this emphasis on people 
power gives them a new role. No longer are they just 
glorified social workers, charged with running bene- 
fits policy and cosying up to trade unions. Instead, 
good companies give them a strategic role, put them 
on key committees and expect them to come up 
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with ideas on the most effective ways of putting 
their human assets to work. 

This transformation is not confined to America, 
although American companies have been quickest 
off the mark. “We don’t have factories, we don’t 
have raw materials: we just have people,” says Sal- 
vador Ventriglia, head of human resources for Citi- 
bank in Buenos Aires. “This is an organisation that 
has built a competitive advantage through people. 
Keeping that in place is my main challenge.” 


Risks and rewards 


Variable pay has another advantage: it can shift 
some of the risk of running a people-intensive busi- 
ness from shareholders to staff. At least, that is the 
theory. The ultimate in variable pay is the astonish- 
ing bounty enjoyed by the executives whose re- 
wards are tied not just to their firm’s profitability, 
but also to its share price. A recent survey of 350 
large American companies by William M. Mercer, a 
consultancy, found that their chief executives’ 
median total compensation was $8.6m. Much of 
that comes from gains on options, realised and un- 
realised, to buy the company’s shares. Outside 
America, share options are smaller, and published 
details on them scarcer. For instance, British bosses 
do not have to publish their gains when options are 
exercised. So international comparison is tricky. Ta- 
ble 1 excludes both realised gains, huge in America 
last year, and restricted share plans, common in Bri- 
tain. Even so, American bosses of big firms make far 
more than their British counterparts. 

This extraordinary bonanza raises two ques- 
tions. Do stock options align the interests of manag- 
ers with those of shareholders, thus improving cor- 
porate performance? And if Wall Street turns sour, 
will executives who once enjoyed the rewards also 
accept the downside risks? It is not hard to find 
Americans who argue that the answer to the first 
question is also the answer to the second: “Using 
stock prices as a performance indicator has had 
huge economic benefits,” says Ira Kay, practice di- 
rector of the human-capital group at Watson Wyatt, 
a New York consultancy. He thinks the prevalence 
of stock options in America and relative absence 
elsewhere is one of the main explanations for Amer- 
ica’s superior economic performance, and the moti- 
vation that options provide to run companies better 
would help to soften a slide in share prices. 

If America’s way of paying its executives has in- 
deed helped to maintain the long boom, then surely 
we should all be grateful. Yet relying on capital gains 
to give top people fabulous rewards indefinitely is 
unwise. Sooner or later, America’s companies will 
have to find another, more expensive way to pay the 
boss—or the boss will have to accept much lower 
pay for a while. A few such pay cuts would do some 
American boardrooms no harm. 

However, stock options are just for a tiny elite. 
For the vast majority of employees, what is most 
notable about pay is its increasing diversity. As 
companies try to reward their human capital more 
precisely for its scarcity and its productivity, in- 
equality will increase. So far, though, the rise in in- 
equality, so striking in the United States, has been 
less evident elsewhere. The next chapter explains 
why, and how it affects the tug-of-war for talent. 
ME 
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| Winners and losers 


N ODD thing has happened to pay in the Unit- 
ed States. Over the past couple of decades, it 
has become less equal than at any time since the 
Great Depression. Although real earnings were 
broadly flat from 1973 to 1996 (rising for women but 
falling for men), the gap between those at the top 
and the bottom of the league has widened markedly 
(see chart 2). In 1979, the richest 10% of male Amer- 
icans in full-time employment earned 3.6 times as 
much as the poorest 10%. By 1996, they were earn- 
ing five times as much. 

Nothing quite like this has happened in most 
other industrial countries (with the clear exception 
of Britain). What has happened in continental Eu- 
ropean countries, though, is that unemployment 
has soared, That may be because European jobless- 
ness is a devil’s bargain for inflexible pay. Or it may 
| be because the rise in Europe’s unemployment dis- 
guises greater inequality: the low earners at the bot- 
tom of the pay distribution in America are out of 
work in Europe, so they remain uncounted. 

Intriguingly, in America pay has diverged not 
just among different industries and occupations but 
even among people in comparable jobs. Now, says 
| Lawrence Katz, an economics professor at Harvard 
| who was at the labour department in President 
| Clinton’s early days, “It matters whom you work 
for and it matters what you do.” This was illustrated 
by the “sick-out” staged by American Airlines pilots 
in February. Their airline had taken over Reno Air, 
whose pilots were paid about half as much as 
American’s. 

Economists offer two main explanations for the 
growing inequality in American pay. The first, and 
less convincing, is globalisation. The rise in foreign 
imports, the argument goes, is forcing some Amer- 
icans to accept lower pay to remain competitive 
with, say, Mexican and Chinese workers. The trou- 
ble with this story is that foreign trade is a much 
larger part of Europe’s economies than America’s, 
so Europe should feel the effect much more. Besides, 
argues Canice Prendergast, an economist at the Uni- 
versity of Chicago graduate business school, of the 
13% or so of nr that America trades, most is with 
Canada, Japan and Europe. Only about two-fifths 
| of that total is with developing countries—and over 
20 years, that share has risen by only one percent- 
age point of cnr. In Britain, where pay inequality 
has risen even faster, trade with developing coun- 
tries has grown more slowly. 

The second explanation depends on technology, 
and especially on the way it has increased the de- 
mand for skilled, rather than unskilled, workers, 
“There is a smoking gun,” says David Card, of the 
University of California at Berkeley: pay inequality 
began to grow around 1981, coinciding with the 
coming of the personal computer. Companies, the 
theory runs, have used information technology 
both to replace many low-paid jobs and to raise the 
productivity of the most highly skilled. Jobs have 
grown fastest in industries and occupations that use 
large numbers of skilled workers. Such a link be- 
| tween the growth of a new technology and a rising 
1 demand for skills has emerged before: Claudia Gol- 
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din, another Harvard economist, and Mr Katz have 
found that rising demand for electricity between 
1909 and 1929 went hand-in-hand with the em- 
ployment of more workers with a higher level of 
education. 

More demand for skilled workers shows up in a 
steep growth in the return on education. The pay- 
off from an extra year at high school for young men 
has risen by 78% since the 1950s, and that from a 
year at college by 71%, to a level last seen in the 
1920s, when college education was only for the elite 
(see chart 3, next page). Yet the supply of skilled and 
educated workers has also been racing up in recent 
years as far more youngsters complete high school 
and go on to college. 

But what exactly are the links between educa- 
tion, technological advance and higher pay? Could 
one explanation be that people with greater earning 
capacity generally choose to stay on at school? Cer- 
tainly, attempts to improve the earning power of the 
low-paid by giving them extra training have had a 
motley record. As for the effect of technical change 
on earnings, Francis Kramarz, an economist at 
CREST-CNRS, a research centre in Paris, is sceptical. 
He points to an American study showing that peo- 
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ple who used computers at work were 15% better 


paid than those who did not—but also to some re» 
search based on German data showing that people 
who used a pencil at work were 15% better paid than 
those who had no such good fortune. In addition, 
his own work on French records, which are more 
continuous than American ones, found that people 
who use computers at work are paid 15-20% more 
than other folk—but they were better rewarded 
even before computers arrived on their desks. That 
suggests the extra pay may be related to qualities 
that are hard to quantify, such as being reliable, dy- 
namic and adaptable, rather than to the fact that ei- 
ther the company or the worker makes heavy use of 
information technology. 

If neither globalisation nor technical change 
quite explain the recent polarisation in pay, what 
else might fit the bill? One clue may be the mini- 
mum wage. Whereas the earnings of America’s 
best-paid 10% of male workers rose in real terms by 
0.6% annually in the seven years to 1996, the earn- 
ings of the 10% at the bottom of the 
heap fell by just under 8%, and by 
much more in some places: a study 
by the Federal Reserve Bank of 
New York found that over those 
seven years the real earnings of the 
worst-paid 10% in the city dropped 
by an astonishing 27%. 

In the past couple of years, even 
the pay of the poor has risen, buoy- 
ed up by the booming economy. 
The worst-paid 10% of men have 
been gaining ground: their pay has 
risen almost twice as fast as that of 
the average male worker. One rea- 
son, argues the Council of Econom- 
ic Advisers in this year’s annual re- 
port, is a rise in the minimum wage, 
from $4.25 an hour, at which it had stood for five 
years to October 1996, to $5.15 an hour from Sep- 
tember 1997. Indeed, the low level of America’s 
minimum wage, and the fact that it remained un- 
changed for most of the 1980s, probably helps to ex- 
plain why the pay of America’s poor has declined. 
The erosion of trade-union power and competition 
from the huge influx of immigrants, many of them 
unskilled, may also be part of the story—although 
proof for the latter is particularly hard to come by. 





It pays to network 

It may be, though, that the rise in pay inequality has 
as much to do with what is happening inside com- 
panies as with what is going on outside them. At a 
conference convened last August by the Federal Re- 
serve Bank of Kansas, Dennis Snower, professor of 
economics at Birkbeck College in London, suggested 
that the main force behind income inequality might 
be changes in the way companies are organised. 

For instance, companies are moving away from 
large functional departments where workers per- 
form uniform tasks, and towards smaller, custom- 
er-oriented teams, where people frequently cover 
for each other and need to be able to perform many 
different tasks. In manufacturing, innovations such 
as programmable machine tools make. capital 
equipment more flexible, creating. a demand for 
more flexible human capital, too. No longer do sin- 








gle-task workers toil away at single-task machines. 
In all kinds of occupations, better flows of in- 


‘formation allow people to work in more complex 


ways with their fellow employees, improving both 
their own productivity and that of their colleagues. 

To illustrate this new world. of multiple de- 
mands, Mr Snower describes a recent visit from a 
mechanic to repair his dishwasher. “Once, he 
would just have mended the machine and gone. 
This time, he told me about insurance to pay for fu- 
ture breakdowns, and tried to interest me in newer 
models.” Mr Snower was impressed, concluding 
that employees increasingly need skills that exploit 
complementarities. But that works two ways. An 


‘ employee who is bright enough to spot a comple- 


mentarity may not be content with repairing kitch- 
en appliances, so companies will find that some of 
the pressure to break down occupational barriers 
will come from the bottom up. 

Technological change plays a part in this. Work 
by American economists shows that companies 
which make a lot of use of information technology 
also tend to employ more educated workers, to in- 
vest more in their training, to give line workers more 
responsibility and to allow more decentralised 
management. They use rr both to monitor employ- 
ees more closely and to give them more freedom to 
make decisions. 

These changes may go some way to explain the 
large rise in inequality within occupations and in- 
dustries. They may also help to explain the narrow- 
ing gap between the pay of women and men: many 
sociological and psychological studies suggest that 
women are better at “multi-tasking” than men, es- 
pecially at the lower end of the pay scale. The “soft” 
skills required for this—-such as initiative, judgment 
and an ability to communicate—are harder to mea- 
sure than conventional skills. Companies need to 
reward these in new ways: after all, if they want 
their workers to be flexible, there is no point in set- 
ting narrow targets. Where organisation becomes 
more flexible, pay will eventually follow. The best- 
paid people will be those with a range of skills, not a 
single one. 

If this organisational change is indeed an impor- 
tant cause of rising pay inequality, two conclusions 
follow. One is that economists too may have to learn 
to diversify. Mr Snower complains that most of his 
colleagues’ thinking about the economy has been 
conditioned by the Industrial Revolution, and that 
he and Assar Lindbeck, the Swedish economist with 
whom he has been studying this change, have had 
to come up with a new set of analytical tools to ex- 
amine it. 

More important, it suggests that more inequal- 
ity lies ahead. In fact, as employees become ever 
more differentiated, pay may go the same way as 
prices: something that cannot be set centrally or uni- 
formly, either by governments or big companies, 
but has to be flexible, differentiated and sensitive to 
local conditions. Countries where central bargain- 
ing is strong may thus be left behind. 

Achieving such diversity is fairly easy when 
companies are able to pay big nominal wage in- 
creases. In fact, though, exactly the opposite is hap- 
pening. Once prices are flat or falling, the annual 
pay rise may become a thing of the past. 
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Nico Colchester journalism fellowship 


Applications are invited from young European journalists and would-be journalists for the 
1999 Nico Colchester fellowship. This consists of a three-month internship at The Economist 
in the autumn of this year, a bursary of £4,000 to cover travel and accommodation, and a 
small weekly stipend from The Economist. 






The fellowship is established in memory of Nico Colchester, who died in 1996 at the age of 
49, after an outstanding career at the Financial Times, The Economist, and the Economist 
Intelligence Unit. Nico was one of Britain’s finest writers on foreign, especially European, 
affairs as well as technology and business. 






The trustees of the Nico Colchester foundation will award the fellowship to the applicant, 
from a European Union country other than Britain, who submits the best, specially-written 
1,000-word article, in English, on a topic relevant to political, economic, technological or 
business issues in Europe. As Nico’s work was characterised by its originality and humour, 
preference will be given to applicants who reflect those traits. 








Entries, by the closing date of May 3ist 1999, should be sent with a CV and covering letter, 
to: The Editor (Nico Colchester prize), The Economist, 25 St. James’s Street, London SWIA 
1HG. E-mail: be@economist.com 






This prize is supported by Halifax plc, the Financial Times, The Economist, B.A.T. ple and 
31. The 2000 fellowship will consist of an internship at the Financial Times. 






ma mae 0 HG ne A a rN A Yn te Ht 


Motivating and rewarding managers: ORDER FORM 
wihi ie p i 4 x ; . Return to: The Economist Intelligence Unit, 25/F 
CE E ola teravaler(a elec Cuevale aO i Dah sing Financial Centre 
i CE $ 108 Gloucester Road, Wanchai, Hong Kong 

Fax: (852) 2802 7638 E-mail: hongkong@en.com 
hitpy/Avww.elu.com 
[L] vest Please send me _. copies of Motivating 

and managers at US$475 
















The very latest ideas to help you achieve the best 
performance from your managers 


A new research report for senior managers and human resource 1 Personal details 
5 specialists responsible for developing reward programmes and j Name (Mr/Mrs/Ms/11) 
| structures either nationally or on a global basis. 4 Title jiri 








praene PA OSOE nnaman 
















payable to 
Economist Group (Asia/Pacific) Ltd 

C tam paying by telegraphic transfer to: 
The Hongkong and Shanghai Banking 
Corporation Limited, Hong Kong Main Ofore 
1 Queen's Road, Central, Hong Kong. 
AAC No. 500-050-425 
A/C Name: The Economist Group (Asia/Pacific) Lid. 
{Please enclose 4 copy of your telegraphic transfer instruction) 


E Please charge US$ to my 
[L] American Express [L] Visa) MasterCard 


Companies featured in the report include: ‘Aceount Ne: 

« Acer . BBC * Hewlett Packard e Marks & Spencer e Oracle © SmithKline a Signature: o 

° AT&T = © Eddie Bauer eè ICL « Microsoft * Shell Beecham F! pypiry date: 
wd 1 do not wish to receive 

promotional material from 
other companies The Economi 

H ʻ F SA l R moame erat Rai sine! heated Intelligence Unit 
To order or for further information phone (852) 2802 7288 quoting 3ABTIK E a a a A 3ABTIK 


sm mem meme MO ma i ih tht at i a pa een a 








EDU 


Š mmi se tt ee, aa tt i.e Sin ewe wt: sn se a ad 








THE ECONOMIST MAY RTH 1999 


j 
i 
i 
1 


s « ; i saD 
Jebel Ali Free Zone, Dubai. Freedom to do business. Fert 


: ı Free Zone Sale t OF TERTIRCATION| 
To find out more about the Jebel Ali Free Zone. call +9714 815000, fax +9714 817777, telex 47398 or write to the Jebel Ah Free Zone Sales & . tee 
TOON Dubai UIAF x gk Miaka oo > 








Priced out of a job 

FEW years ago a row broke out at Viessmann;a ing clauses” that allow. companies to set aside the 

German engineering firm. The firm wanted to agreement under certain conditions, are being used 
launch a new type of boiler. Because of high labour increasingly in other industries to avoid the rules 
costs in Germany, it told its workforce, it would pro- being openly flouted. But the metal-working union 
duce the new model in the Czech Republic. The refused to consider even the sort of agreement nego- 
workers offered to increase their working week tiated in the chemical industry, which allows larger 
without extra pay to stop the new jobs from going pay rises for profitable firms only. 
abroad. But their trade union, the dogmatic 1c Met- In none of these countries—and indeed not even 
all, took the company to court, claiming that the inthe United States—have people thought seriously 
deal broke the collective agreementit had negotiated about the consequences if regular across-the-board 
with the industry’s employers. In theend acompro- pay increases become a thing of the past. Yet a long 
mise involving a modest increase in working hours period of falling—or even just stable—prices would 
kept Viessmann’s new plant in Germany, creating mean precisely that. Without regular pay increases 
160 new jobs. to negotiate, what would trade unions do? Outside 

Such machinations may sound outlandish to the United States and Britain, they remain powerful 
British or American ears; yet in much of the world organisations, often with political as well as eco- 
the business of setting pay is still extraordinarily in- nomic clout. That is unlikely to survive if they have 
flexible. Unions and the law get between employer _ nothing more important to do than lobby on issues 
and employee. Still, downward pressure on pricesis such as health and safety. 
strongest in precisely those countries where pay : Ton 
structures are most rigid, and companies aredesper- Promoting flexibility 
ately looking for ways to cut labour costs. So what For employers in many countries, slower price rises 
happens to pay rituals when increases in workers’ aggravate a broader problem. The way they have 
living standards come mainly from falling prices? traditionally set pay no longer squares with the way 
And how can employers reward their best workers their businesses work. In the past, pay has been 
when they cannot afford to add to the wage bill? based partly on experience, partly on readily mea- 

These questions are most urgent in Japan, surable skills and qualifications, and partly on 
where the traditional “spring wage offensive” toset length of service. “When I started work in the 
basic pay for blue-collar workers still survives. But 1970s,” recalls Vicky Wright, global head of remun- 
some awards are “symbolic”, in the view of Atsushi eration and benefits consulting for Hay Group, a 
Seike of Keio University--such as the rise 
of ¥500 a month, worth all of $4, recently 
negotiated by the union for computer and 
electronic-goods workers. True, it avoided 
the indignity of a pay cut. But earnings are 
being squeezed by all sorts of other meth- 
ods, such as stopping overtime and cut- 
ting bonuses. 

In Argentina, where cutting pay is 
against the law, companies are also slash- 
ing overtime and bonuses. Any staff | 
change is a chance to slim the payroll. Ro- 44 
dolfo Ceretti, director of industrial rela- 
tions for Ford’s ageing plant on the out- 
skirts of Buenos Aires, recalls that his 
excellent secretary, recently retired after 
working at the plant for a quarter of a century, was pay consultancy, “a lot of people would join a com- 
paid $2,500 a month, Her successor gets $1,400. pany-at 16, 18 or 21 and expect to stay right the way 

In Germany, the downward pressure on pay through. The company would recruit people only at 
threatens to blow apart the whole system of collec- those ages. Now companies recruit at all ages, all the 
tive bargaining, which has dominated pay-setting | way down from chief executive.” 
for half a century. In February, 1G Metall negotiated One reason why employees move about a lot 
a 4.1% across-the-board rise with an employers’ fed- more is that many companies have mutated. Thus, 
eration dominated by big firms such as Daim- as George Baker of Harvard Business School points 
lerChrysler. “They have reasonable profits, and out, Greyhound no longer operates buses, and 
they will put pressure on their suppliers, who are American Can has become Primerica, a retailer and 
bound by the same agreement,” says Claus Schna- _financial-services group. Different businesses need 
bel of the Institute of German Economy in Cologne. different employees. Even companies that stay in 
“So an unprecedented tension is building up be- the same business may change the way they work 
tween the small and middle-sized firms and the and therefore the sort of employees they need; or 
multinationals, which can either transfer jobs they may merge, or shrink (see chart 4, next page). 
abroad or increase their productivity.” So gone—or at least going—are the days when peo- 

The tension may blow the employers’ associ- ple like Charles Brown, erstwhile boss of ATAT, 
ation apart. The only safety valves, so-called “open- could start a career repairing telephone lines with a 





























THE ECONOMIST MAY BTH 1999 





What happens to 
pay if prices are 
static, or falling? 
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How to tailor pay 
to performance 











company and rise to become its chief executive. 

Because of increased turnover, both employers 
and employees these days have a much better idea 
of the going rate for the job. And bosses have be- 
come more aware that their best people may defect, 
taking their knowledge, their contacts—and_ per- 
haps even their colleagues. Pay therefore has to take 
more account of the outside market. That is hard to 
do under the old system, with its emphasis on se- 
niority and promotion as the main routes to higher 
pay. Besides, those routes now often lead nowhere, 


In Japan, according to Ken Okamura, a strategist 


with Dresdner Kleinwort Benson, the birth rate has 
been so low that the working-age population will 
actually start to decline next year. But companies 
have more ageing white-collar workers than they 
could possibly promote even if demand were rising, 
not falling. At the same time, Japan’s modest dereg- 
ulation is forcing those companies to hire more mar- 
ket-oriented staff—putting them in hot competition 
with foreign companies, which have always had 
wider differentials and more flexible pay. 

In the United States, delayering of the manage- 
ment structure has had a similar effect. “The main 
way you get rewarded in most firms is to get pro- 
moted,” says Chicago’s Mr Prendergast. He remem- 
bers looking at one company with 25,000 employ- 


ées that boasted no fewer than 18,000 job titles: 


“Lots of people have discovered belatedly that job 
titles are the cheapest way to pay people.” But many 
companies have found layers an impediment to 





3 flexibility, and swept them away. 


~The latest thing is “broadbanding”—creating a 
few wide bands within which employees can move 
sideways or upwards. An example is Lloyds tsp, a 
British retail bank formed by a merger in 1996. “We 
knew we couldn’t adopt either [firm's] pay struc- 
ture,” says Tim Wilson, head of reward, “To do so 
would have left many people above the top of their 
pay scale, demotivated by the knowledge that they 
had:no hope of an increase.” Instead, the bank col- 

lapsed: 16 grades into eight, each linked. to market 
rates for particular jobs. “The purpose isto make 

“staff more aware of the external market.and its 
movement,” says Mr Wilson. 

Pay rises themselves need to be more frugal than 
in the past. Just as pay bills are becoming a bigger 
share of total costs, employers are having to deal 
with the waning of the inflation that prompted the 
ritual of the annual pay round in the first place. For 

most people, the idea of smaller nominal pay 
awards still goes against the grain. “Look at this,” 
shouted a trade unionist at a staff meeting of a Brit- 
ish bank, brandishing a loaf of bread, a carton of 
milk and a tin of beans. “That’s what the increase 
they are offering will buy you.” It had an electric ef- 
fect--and yet in future, many employees may be 
lucky to receive an increase at all. 

“How:tọ manage when largesse is out of the 
question? The best place to look is America, where a 
long period of low inflation has taught companies 
ingenious ways to eke out modest budgets. 


women 








A fair day’s pay 


HE way companies pay people says a lot about 
how. they see their business. “Compensation 
policy is central to supporting the company cul- 
ture,” says Albert Knab, head of compensation and 
benefits at the Stuttgart offices of DaimlerChrysler, 


a company going through a spectacular culture: 
change of its own. Many companies, though, have 


begun to use pay policy more actively. “Compensa- 
tion strategy has become central to many compa- 
nies’ businesses,” says Richard Walker, who recent- 


ly wrote a report on “Motivating and Rewarding: 
Managers” for the ru, a sister company. of The. 
Economist. Firms have become, he says, “con- 


cerned less about acquiring physical resources and 
more about how their human resources can-effi- 
ciently exploit them.” 

Put this new emphasis on people as assets to- 
gether with the downward: pressure on costs, and 
employers face an obvious difficulty. They hope to 
get round it by using pay much more flexibly. In- 
stead of “performance-related” pay—too formu- 
laic—the new mantra is “variable” pay: bonuses 


linked to the performance of the individual, the 


team or the company; and stock options (which are 
dealt with in the next chapter). 

-s In-America, pay variability has been increasing 
for some years. “The average pay increase in an or- 
ganisation probably hasn’t changed in 20 years,” 
reckons Mark Huselid, professor of human-re- 
sources management at Rutgers, the state university 
of New Jersey. “But the variance has.” Variable pay 





is now advancing in other countries too, and cov- 
ering a much wider range of workers than before. 
‘We are extending variable pay to more and more 
functions, and offering specific rewards for targeted 
achievements,” says Eckart Reimers, head of hu- 
¿man relations at wm in Stuttgart. “German manag- 
ers find this unusual—although it is less unusual 
than it was.” 

The main reason is often the need to hold down 
costs. “It’s interesting that variable pay has spread in 
Europe ata time when inflation is at its lowest level 
for 30 years,” says Brian Dive, in charge of remuner- 
ation at Unilever. “It makes sense, because if your 
results-aren’t good or your people don’t perform, 
you don’t have to pay them.” And indeed, one of 
the most useful effects of variable pay is to pass 
some of the risks of running a business to the em- 
ployees. If profits fall, so will profit-linked bonuses. 
But that is not the only reason for the spread of flex- 
ibility. It also reflects a recognition by many em- 
ployers that they depend more than ever on a rela- 
tively small group of excellent people; and that they 
need to strive constantly to increase the produc- 
tivity of all their workers. 

An example is Levi Strauss, one of the most fa- 
mous names in the clothing business. Last year, re- 
cords Steve Epstein, Levi’s head of remuneration, 
the company went through something of a revolu- 
tion. Its jeans were being squeezed off the shelves by 
rival brands. “In the past,” recalls Mr Epstein in Le- 
vi’s elegant converted Ice House on San Francisco's 
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waterfront, “we brought in people with sales experi- 
ence, and they stayed until they retired. We had 
thousands of résumés for every job. When you're 
that successful, you don’t have to market yourself— 
and we could pay everyone pretty much the same.” 
Lulled by its fame, Levi grew complacent. 

“Now our strategy has shifted, to differentiating 
performance. We need incentive payments that can 
compete.” That is a tall order for a company fishing 
in the same talent pool as the heavyweights of Sil- 
icon Valley: Levi is privately held, so cannot offer 
stock options. But harder still has been the blow to 
its egalitarian corporate culture from having to ac- 
knowledge that 20% of the staff probably generate 
80% of the profits. “We now focus more on paying 
the person, not paying the job,” says Mr Epstein. 

That change is making it easier to attract bright 
recruits from Generation x--the 20- and 30-some- 
things who bring not just a fresh eye but also a dif- 
ferent attitude to pay and to work. Partly to accom- 
modate them, the company ditched its old bonus 
plan, 80% of which automatically went to every- 
body. Instead, last year it introduced a new scheme, 
most of which goes to reward individual perform- 
ance. A streak of the old culture remains: the com- 
pany is shifting the decision on who gets what from 
individual managers to management committees to 
depoliticise the process. The upshot, reckons Mr Ep- 
stein, will be smallish across-the-board pay in- 
creases for most people. If the bulk of the workforce 
got, say, 3%, then people with critical skills might get 
5-6% and a few rising stars even more. 

The change at Levi is being echoed all over the 
world, It emerges in study after study by pay con- 
sultants and academics. According to Richard Meis- 
cheid of Towers Perrin, a consultancy that conducts 
an annual worldwide survey of compensation, 
“There is still a global trend away from programmes 
that reward tenure to those that allow more flexibil- 
ity.” The principle of variable pay is being adopted 
even by employers not generally noted for bold 
management. In Britain, for instance, the Bank of 
England now puts nearly 10% of its wage bill aside 
for good-performance bonuses; and the govern- 
ment has floated the idea of rewarding doctors ac- 
cording to their success in treating patients (which, 
if adopted, might ensure that prudent doctors treat 
only the fit). In the United States, says Henry Rom- 
ero of the Office of Personnel. Management, federal 
agencies are becoming keen to pay for performance, 
roused from complacency partly by the difficulty of 
keeping computer experts needed to stamp out the 
millennium bug in their elderly systems. 


A better kind of carrot 


Variable pay gives employers the elbow room to 
hire computer nerds at inflated rates. But does the 
promise of a bonus really make people work har- 
der—or better? The answer, says David Guest, a hu- 
man-resources expert at London University’s Birk- 
beck College, is: “Only if you line up several parts of 
the package, and not just pay.” Mr Huselid agrees. 
“The fear is not that incentive pay doesn’t work— 
but that it works so well that companies have to be 
careful about the incentives they create. Incentive 
pay should be the very last thing you do, once you 
have got your strategy right and understand your 
business.” It is easy to get even simple incentives 
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wrong--as when arar paid computer program- 
mers by the number of lines of code they produced, 
or when British life insurers rewarded agents for the 
number of pensions they sold, whether they were 
suitable for the buyer or not. 

In fact, most studies* on the impact of in- 
centives have looked at simple tasks. One, by Ed- 
ward Lazear of Stanford University Business 
School, found that workers installing car wind- 
screens increased their productivity when they 
were put on piece rates rather than on fixed wages. 
A study of British jockeys suggested they were more 
likely to win if they were paid out of prize money 
than if they were kept on retainer. A review of farm 
workers in the Philippines found that those on piece 
rates lost more weight at work than: those on fixed 
pay, so probably expended more effort (but they al- 
so made more money and could afford to buy more 
food). None of this, though, is much help in dealing 


with the complexities faced by big employers. 

Thus, for some workers, it may be easy to set 
goals: in a call centre, for instance, sales people can 
be rewarded for the amount they sell. But what 
would be the right incentives for their colleagues 
taking incoming calls? What should be measured, 
effort or performance? The individual or the team? 
The qualities companies want to reward are often 
the ones that are hardest to quantify, such as collab- 
oration and judgment. Yet goals need to be simple— 
employees need to see a clear connection between 
the way they and their team work and the incentive. 
“The pay seems to have less of an impact than the 
goal-setting,” claims a sceptical Mr Guest. “So why 
waste money on pay—especially when it almost al- 
ways seems unfair?” 

Some companies go to great lengths to devise a 
performance assessment that will seem fair. One of 
the most elaborate is that of Allstate, a Chicago- 


* Reviewed in “The Provision of Incentives in Firms”, by Canice 
Prendergast. Journal of Economic Literature, March 1999 
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Stock options have 
made many 
American bosses 
rich—but not 
necessarily any 
better at their jobs 





based insurance group recently spun off from Sears. 
The company has clearly not abandoned an old- 
fashioned admiration for durability: Thomas Tip- 
pett, the vice-president of human resources, is one 
of several managers with a plaque on his door testi- 
fying to “30 years of service”. But the company has 
also, for example, created a “leadership index”, 
based on an anonymous survey of how a manager’s 
underlings rate his performance, which determines 
some 15% of his annual incentive bonus. Mr Tippett 
reports that this was not very popular at first. Cre- 
ating a performance-management system which, as 
Mr Tippett infelicitously puts it, “would distinct out 
the top performers” is proving even harder, but al- 
ready the very best can earn roughly twice as much 
as the average. 

Companies frequently combine several differ- 
ent schemes to reward different kinds of achieve- 
ment. Eddie Bauer, a clothing retailer, used to pay 
people mainly by the kind of job they did, not by 
how they did it. “People knew they could change 
their pay by rewriting their job description, not by 
raising their productivity,” says Lori Fosnes, the se- 
nior compensation manager. Now staff fit into one 
of three bands: entry, intermediate or specialist. 
They can win more pay by being promoted=- 
sideways as well as upwards, as long as they acquire 
new skills in the process—or by improving their per- 
sonal performance. But even if they thus qualify for 


a bonus, they receive it only if the whole company 
does well. “Last year, the company failed to hit the 
hurdle,” says Ms Fosnes. “So there were no pay- 
outs, even for performance. That was a hard mess- 
age to give.” 

However, the company reinforces the message 
with something that makes it easier to reward team- 
work: an elaborate array of prizes for good beha- 
viour. The most basic is a star, about four inches 
across, which can be stuck on a filing cabinet or a 
wall. It can be given by any “associate”, as Bauer 
people call each other, to any other at any time, in 
recognition for doing something well. The Oscar of 
Bauer awards is the “Best of Bauer”, decided by a 
“legends” committee and handed out ata ceremony 
in March. Employees who receive this accolade 
wear a special name tag all year. 

Such schemes may sound like kindergarten. But 
Bauer’s human-resources staff think they have a 
powerful effect because they are so much more 
public than pay rises. (A recent survey by Towers 
Perrin pointed in the same direction; see chart 5.) 
They also point to other aspects of a job that indi- 
viduals find rewarding: does their office have a win- 
dow? Do they have a parking space? Can they work 
from home? Such things can be immensely effective 
in rewarding good performance, and generally cost 
a lot less than a pay rise. 

Pay alone rarely keeps people with an employer. 
In the war for talent, companies need better weap- 
ons than cash. They need to guarantee their stars a 
sequence of fascinating jobs; to give them a sense of 
belonging; and to tell them they are tops, says Ed 
Michaels of McKinsey, a consultancy. 

If cash is only one of many things that make or- 
dinary workers run, what does it take to motivate 
their bosses? That question is currently being tested 
to destruction in the United States, by the biggest 
performance-related pay deals in history. 

















Ne MATTER how good a chief executive may 
be, can he possibly be worth $200m? That is 
what Mel Karmazin, boss of cas, a network televi- 
sion company, in effect received last year—though 
only $9.8m of that took the form of salary and bo- 
nuses; all the rest came in stock options. Even his 
lucre was modest compared with the reward of Mi- 
chael Eisner, head of Walt Disney: $576m, or rough- 


ly the cpr of the Seychelles, much of it acquired by 
realising vast option gains. 

There has never been a better time to be the 
head of an American corporation. As a recent study 
of billionaires* points out, America today has more 


*“Robber Barons”, by J. Bradford De Long. University of California 
and NBER, January 1998 
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of them relative to the size of the workforce than it 
had even in the early years of the century, when for- 
tunes were made from railways and oil (see table 6). 
Many of these billionaires are e-founders, the aston- 
ishingly youthful creators of Silicon Valley’s suc- 
cesses. But the hired hands who run traditional big 
American business have also been accumulating 
wealth at an unprecedented pace. “There’s never 
been anything like the massive creation of fortunes 
that’s happening now,” says Austan Goolsbee of the 
University of Chicago Business School. 

The magic wand that has created this wealth is 
the stock option—the right to buy a share of a com- 
pany’s equity at an agreed price, usually after an 
agreed period of time. The difference between the 
price when the option is issued and when it is taken 
up often represents a luscious profit. 

Unlike their counterparts elsewhere, many 
American chief executives now receive at least as 
much compensation in options as in basic pay (see 
chart 7, next page). These proportions reflect a con- 
scious effort to align the interests of chief executives 
more closely with those of shareholders. In 1990 an 
influential article in the Harvard Business Review, 
by Michael Jensen and Kevin Murphy, argued that 
the compensation of top executives was “virtually 
independent from performance”. Bosses were paid, 
and therefore behaved, like bureaucrats: they re- 
ceived, the academics calculated, an average of only 
$3.25 for every $1,000 of shareholder value created. 
Stock options offered companies a handy solution. 

A half-baked attempt by a newly elected Bill 
Clinton to discourage big bounties for bosses per- 
versely made that solution seem even more attrac- 
tive. Pay above $1m a year that was not perform- 
ance-related becarne non-deductible as a business 
expense, but stock options were deductible. The ef- 
fect, in accounting terms, was to make options the 
cheapest way to reward a boss. 

In economic terms, of course, they carry a real 
cost. Smithers, a British investment consultancy, 
has recalculated the profits of 145 of America’s 
largest corporations, charging the costs of options 
against income, and found that profits for 1998 had 
been overstated by 50%. It is possible that investors 
recognise and discount this effect, but nobody can 
be sure. Certainly, without the favourable tax treat- 
ment of stock options, it would cost companies 
much more to pay their senior staff such vast sums. 

In no other large country are options so lenien- 
tly treated by the taxman. In most countries they are 
not used at all, or make up only a tiny proportion of 
executive pay. Only in France are they encouraged 
by the oddity that capital gains are taxed less heavi- 
ly than income (so French executives have huge but 
undisclosed options). In Japan they were illegal un- 
til 1997; in Germany and Finland, until last year. 

Thanks to all those stock options, America’s se- 
nior managers now own a much larger share of 
their companies than before. In 1997 executives at 
large American companies owned, or had a claim 
to, 13.2% of their company’s shares, almost double 
the proportion in 1989. According to Pearl Meyer 
and Partners, a compensation consultancy, 2% of a 
company’s pool of shares goes to senior executives, 
mainly as options, each year. In a few companies, 
outstanding options now account for almost half 
the equity.The fastest increase has been in high- 
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technology firms. Silicon Valley has 
led the options stampede, but has 
applied it more widely than other 
firms, as a way to pay the staff 
without spending much cash: 80% 
of options granted by high-tech 
companies went to employees be- 
low the top five executives. 

In Silicon Valley, stock options 
have had a powerful effect: they 
lower the barriers between small 





firms and large. “Stock options are 
revolutionary instruments,” -sáys 














Fred Cook, a veteran compensation 
consultant. “They make it possible for a company 
with virtually no assets to compete with an 1m.” In 
evidence, he points out that options allowed Jeff Be- 
zos, boss of Amazon.com, a loss-making Internet 
bookshop, to recruit 15 members of the rv team at 
Wal-Mart Stores, a giant (and profitable) retailer. 
Amazon’s shares have risen 995% in the past year; 
Wal-Mart’s a mere 83%. 

In general, institutional investors have been as- 
tonishingly willing to share their equity with bosses. 
Not many have taken the view of Warren Buffett, 
an investment guru, who condemns them as “wild- 
ly capricious in their distribution of rewards, in- 
efficient as motivators, and inordinately expensive 
for shareholders”. That may be changing: Watson 
Wyatt’s Mr Kay points out that “no” votes on option 
authorisation requests rose from 3.5% in 1996 to 
15.8% in 1997. America’s largest single investor, the 
giant TIAA/CREF, votes against about one in five op- 
tion plans put to it, usually because it is concerned 
about excessive dilution of equity. But most in- 
stitutional investors keep quiet. Some scent a con- 
flict of interest. “Corporate pension funds won't 
criticise DuPont’, snipes Graef Crystal, a staunch 
critic of American bosses’ pay, “because DuPont 
might return the favour. The head of the pension 
fund is usually seconded from the finance depart- 
ment and wants to be able to go back there one day.” 
As for the big investment banks, they face a “‘scan- 
dalous” conflict of interest, according to Robert 
Monks, a shareholder activist: “If we’re too hard on 
this company, it won’t give us business.” 






























Certainly, many chief executives are receiving 
vastly more than they would need-to be persuaded 
‘todo their job—a point made by Alan Greenspan of 
the Federal Reserve, whose policies have arguably 
contributed so much to the unexpected rise in their 
wealth. So why do investors allow it? 

Itcan hardly be because they do notunderstand 
what is happening. After all, American companies 
make available far more information on managers’ 
pay than companies anywhere else—although Peter 
Clapman, chief investment counsel of TIAA/CREF, 
complains that the forms recording stock options 
are baffling, and that “some areas [of compensation] 
are beyond bafflement,” such as the cost to compa- 
nies of executive pensions. Too many companies 
merely set out what he calls a “laundry list” of the 
factors used to assess executive bonuses. 

Some say that companies are gulled into paying 
more than they need to by the activities of pay con- 
sultants and headhunters, Mr Crystal, once a pay 
consultant himself, thinks his former profession is 
partly to blame. “There were two classes of client 
they didn’t want you to offend,” he recalls of his 
days with Towers Perrin: “Actual clients and poten- 
tial clients.” So the consultants obediently recom- 
mend pay increases that will put their client in the 
top quartile. Few boards want to pay their boss less 
than their competitors. 

That may be changing. Peter Chingos, of Wil- 
liam M. Mercer, finds that compensation commit- 
tees now hold three or four meetings where they 
would once have had one or two, and want much 
more detail to link pay with performance. 

Boards have another concern, however. Given 
the growth of executive search firms, they worry all 
the time that their man may be on the database of 
some predatory headhunter. “If a company has a 
ceo it likes”, says Mr Cook, “the last thing it wants is 
to have to go out and search for a new one.” So com- 
panies err on the side of generosity. Because exec- 
utives typically have to stay with a company for a 
certain period before they can exercise their options, 
options buy some boardroom peace of mind. 

But the most likely reason why investors accept 
dilution is that many of them believe options drive 
up share prices, making them wealthy too. The 
overall pay of the chief executives of America’s 200 
largest companies rose 38% in 1998; shareholder re- 
turns 39%. “That’s why shareholders don’t get up- 











set,” says Diane Posnak, Pearl Meyer's managing di- 
rector. Investors are more willing to see bosses earn 
$10m through a spectacular rise in the share price 
than through an equivalent sum paid as a bonus. 

Many investors in America. also believe that 
bosses have more influence over their companies 
than they used to—and much more than their 
counterparts elsewhere. “Lou Gerstner steps into 
1pm and makes wonderful things happen,” observ- 
es Richard Kantor of the San Francisco office of He- 
witt Associates, a consultancy. “Steve Jobs comes 
back to Apple and suddenly things look up. In the 
United States, ceos are more free to make dramatic 
things happen.” In addition, some argue, America’s 
bosses now make wiser decisions because they 
think more like shareholders. 

In fact, it is impossible to track a causal link 
from options to corporate performance, which in 
any case probably go mainly to bosses whose firms 
are doing well. Options are by far the largest “per- 
formance-related” chunk of executive pay: a study 
by Brian Hall of Harvard Business School* found 
that, for a given change in a company’s share price, 
the change in the value of a chief executive’s stock 
and stock options was 53 times bigger than the 
change in his remuneration. 

But most chief executives know less about how 
they can affect the value of their stock options than 
how they can increase the size of their bonus, which 
may be linked to the company’s profitability or to 
economic value added. Moreover, it is hard to know 
what kind of option grant might deliver the best 
performance. A large raft of shares the price of 
which appreciates by a dollar each will deliver as 
much extra wealth as a small quantity of shares that 
go up by $100. 

In spite of such confusion, Mr Hall argues that 
options undoubtedly have an incentive effect. But 
that effect seems to derive less from existing op- 
tions—although these do indeed persuade bosses to 
run their companies more as owners would do— 
and more from the expectation that success will be 
rewarded by yet more options. In spite of a vast 
amount of academic work in recent years, nobody 
knows what return a company can expect from giv- 
ing its boss a new bunch of stock options. If the in- 
centive effects of performance-related pay for ordi- 
nary folk are unproven, the effect of stock options is 
even harder to demonstrate. “The market goes up 
and you clean up,” says Richard Freeman, a Har- 
vard University labour economist. 

And when the market goes down, the executive 
is punished, just like the investor? In theory exec- 
utives are heavily exposed to share-price move- 
ments. In practice, many quietly hedge their op- 
tions—especially if their firm is about to announce 
bad news. In addition, America’s Investor Respon- 
sibility Research Centre says that executives are 
cashing in options at a rising pace: 51% did so in 
1998, with an average $4m gain. Clearly, they dis- 
like having their financial eggs in a single basket. 

If the market fails to punish underperforming 
executives, does the board do so? Sometimes, Bo- 
nuses tend to be scrapped in bad years, something 
that did not happen a decade ago. But Lew Platt, 





*“ Are CEOs Really Paid Like Bureaucrats?” by Brian Hall. and Jeffrey 
Liebman. Quarterly Journal of Economics, August 1998 
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chief executive of Hewlett-Packard, still niade head- 
lines when he handed back $2:4m of stock because 
the company’s earnings had declined. And al- 
though research by Ramesh Khurana of the Sloan 
School of Management suggests that top executives 
are fired rather more often these days, they still tend 
to leave with options and pension rights intact and a 
comfortable golden parachute to soften the fall, 


A better way? 


“Simple option schemes confuse a bull market with 
genius,” says Alastair, Ross Goobey, the head of 
Hermes, Britain’s biggest pension-fund manager. 
He prefers the sort of scheme adopted by Cadbury 
Schweppes, a British food company which bench- 
marks its share scheme for directors against the per- 
formance of 30 consumer-goods firms, including 
Unilever and Coca-Cola. One reason Mr Ross Goo- 
bey wants companies to tie options to the perform- 
ance of similar firms is to ensure that talent does not 
flee only to growing industries. “How else”, he won- 
ders, “will you attract good management to a busi- 
ness in secular decline?” 

The problem in America is that benchmarked 
options do not enjoy the accounting exemptions of 
the unbenchmarked sort. But there are signs that 
boards are becoming more sensitive to criticism of 


No man is an island 


T UNILEVER, an Anglo-Dutch food and house- 

hold-goods conglomerate, Brian Dive, the head 

of remuneration, wrestles with a problem. He has 

20,000 managers in 90 countries. Apart from 1,600 

expatriates, these are locals from labour markets as 

diverse as Bangladesh and Britain. How should 
they be paid? 

This used to be a question that could be left 
largely to the boss of a region or a big country. Now 
in Unilever, as in many other multi- 
nationals, that role is going, so brand p. 
managers in different countries in- 
creasingly compare notes. Last 
year, Unilever moved from a nar- 
row grading structure to five global 
work levels. Managers’ pay is still 
based on the country they work in, 
but Mr Dive thinks there will be + 
regional convergence. In time, “we H 
will have a pan-European rate.” pom es 

Unilever managers may take 
longer to do the sums than the sharp 
young consultants at sco, but as the Amer- 
ican consultancy has built up its foreign business, it 
has run up against the same dilemma. The firm pays 
staff (though not partners) the local: market rate. “In 
Europe”, says Joni Bessler, who ran human re- 
sources until recently, “our clients are becoming 
more global. So we end up with teams working to- 
gether from several offices on slightly different rates. 
The French ring to complain that they are paid less 
than the British. We say there is less competition for 
consultants in France.” 

Big financial-services groups have already bit- 
ten this bullet. Their managements have entirely 
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their generosity. Fewer are offering “plain-vanilla” 
options, and more are demanding hurdles that link 
them to the firm’s performance. 

The real crunch will come, though, when share 
prices turn down. America’s Financial Accounting 
Standards Board has recently proposed that re- 
priced stock options, unlike new options, should 
usually be treated as an accounting expense. The 
proposal brought angry protests from high-tech 
companies, where repricing is common. 

During the last long fall in share prices, in the 
early 1970s, American companies scrapped their 
option programmes and replaced them with per- 
formance-related plans that were more likely to pay 
out. And that, almost certainly, is what they will do 
when Wall Street eventually heads south. 

Much of the criticism of lavish executive pay 
centres on the fact that it is not clearly associated 
with better company performance. But an equally 
important question is whether it does any harm: to 
efficiency, to productivity, to teamwork and indeed 
to the American economy. Unless investors have 
clearly understood and allowed for the true eco- 
nomic cost of share options toa company, then their 
immense growth may ultimately turn out to be dan- 
gerous as well as distasteful, and undermine, rather 
than reinforce, the long American boom. 


abandoned their national structure. Jonathan 
Baines, a headhunter at the London firm of Baines 
Gwinner who specialises in top City jobs, explains 
that for many investment banks the head of the na- 
tional office has become merely “the hotel-keeper. 
The business of running the services within the ho- 
tel is global.” Communications technology creates a 
single, global market in which a trade in New York 
can instantly be seen in London or Tokyo. This gives 
senior managers global responsibilities 
and global reach. They could be 
based anywhere, but as London is 
the only time zone where the busi- 
ness day overlaps with the other 
two, it is the location of choice for 
7 the new cadre of global money 
managers. 
b The upshot is converging com- 
” pensation, says Mr Baines. Manag- 
ers in any of the three time zones 
A are increasingly rewarded the same 

8) way. But because the main source of peo- 

ple with technical skills is New York, pay for 

the moment tends to level up to New York levels, 

As New York drags up London, so London 
drags up Europe. To keep talented people in France, 
says Marina Eloy, who runs global human re- 
sources at Paribas, a French bank, you have to pay 
British prices. “As soon as someone has an in- 
ternational side, you have to give them double the 
domestic equivalent,” she says. “The premium on 
speaking English becomes enormous.” No wonder 
London’s coffee bars are staffed by eager French stu- 
dents polishing their linguistic skills. 

For companies that still pay their managers dif- 
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ferently, the coming of the euro will be a big test. 
Staff will be able to see more clearly what their col- 


“leagues in other countries are paid, as well as how 


their living costs differ. Increasingly, Europe’s man- 
agers will compare themselves notjust with their lo- 
cal rivals but with colleagues in the euro zone. “We 
will have a common compensation picture, led by 
the Germans, the French and some of the Dutch,” 
says Philippe Poincloux of Towers Perrin in Paris. 

Wherever managers can be easily poached by a 
company in another country, the process will be 
speeded up. In Canada and Mexico, compensation 
committees routinely look at American boardroom 
pay in deciding what to offer their chief executive: 
they know how easily a good manager can move 
across the border for more. People: with the best 
skills are, by and large, the most mobile. Companies 
increasingly see advantages in hiring across borders: 
“Global industries want to look outside the country 
for people who can manage in a multicultural con- 
text,” says Philip Vivian, a headhunter specialising 
in telecoms and high-technology industry with 
Egon Zehnder in London. “Even if you want a Brit- 
ish national, you look in America, Geneva, the Far 
East.” As more and more senior executives speak 
English and have experience of working in several 
countries, and as more companies want their bosses 
to have a global perspective, so the market rate for 
top talent in industry will converge as it has done in 
finance. 

In Europe as a whole, wage costs in different 
countries have already been converging, although 
they are still more dispersed than within the United 
States. Yet within companies, not every aspect of 
pay will converge at the same pace. Many multina- 
tional companies treat bonuses or long-term in- 
centives on a common global basis, but set basic pay 
locally. And some managers regard the hunt for 
convergence as a distraction. At ICL, a computer- 
services company with about half its 22,500 em- 
ployees in Britain and the rest scattered through 40 
countries, Katharine Turner is designing a global 
scheme of management bonuses and long-term in- 
centives. But she is cautious about a global pay-for- 
performance scheme. “In Japan and: parts of Eu- 
rope, where there is a strong culture of seniority- 
based pay, it can seem very alien,” she says. 

However hard companies try to pay staff in dif- 
ferent countries the same way, they still have to 
reckon with different taxes and benefits. Tax is a 
growing problem for companies based in countries 
with heavy imposts. When Electrolux, a Swedish 
appliance maker, recently tried to woo Stephan 
Carliquist, a Swede then working for ans Asea 
Brown Boveri in America, it had to agree to let him 
run its data-processing division from compara- 
tively lightly taxed London. 

But benefits are an even bigger source of trouble. 
Pensions in particular vary vastly, especially within 
Europe, where in some countries they are almost 
entirely private (eg, Britain) and in others (eg, 
France) largely state-run. When only a few manag- 
ers went abroad as expatriates, it was reasonable for 
their employers to assume they would eventually 
return to retire in their home country. Now, nobody 


knows how long a mobile manager might stay with’ 


a company, or where he will retire. 
Of all the issues that globalisation raises, none is 








as tricky as the vast gulf between the pay of most of 
the world’s chief executives and the stock options of 
America’s bosses. That matters most when a foreign 
company buys an American one. Towers Perrin’s 
Mr. Meischeid spent many hours jetting across. the 
Atlantic this spring trying to explain to a French 
company that had just bought an American compa- 
ny why the American executives needed to retain 
their stock options. “The Americans are afraid their 
managers will leave. The French keep saying, 
‘They'll stay. This is a nice place to work.’ I'm trying 
toiron out the difference.” 


They’re paid what? 

Stock options are a stumbling block in many merg- 
ers between American companies and firms from 
other parts of the world. When Daimler-Benz an- 
nounced last year that it was merging with Chrysler, 
German newspapers were aghast at the size of the 
options given to Chrysler’s executives. For a Ger- 
man firm, the company already has an unusually 
flexible pay structure: it has been moving towards a 
more performance-driven pay system for the past 
three years. But overall, its pay structure is still more 
rigid than Chrysler’s. “American employees will 
earn more than German ones in good years—and 
less in bad years,” says Mr Knab, the company’s 
compensation chief. 

Now the merged firm wants to introduce a 
stock-option plan for all its executives. But German 
law forbids options with no hurdle rate, and re- 
stricts the dilution allowed. So the company is con- 
sidering a shadow plan, which will pay out cash 
based on the appreciation. But this a transitional ar- 
rangement: the firm is still working on a common 
formula for executive compensation which will in- 
clude options. 

Other foreign-owned companies have encoun- 
tered similar problems on a more modest scale. Ed- 
die Bauer’s parent, for example, is German, so the 
options the company can offer are limited. “We talk 
about it constantly,” admits Bauer's Ms Fosnes. 
“And we have Microsoft right across the freeway.” 
Fortunately many of the company’s managers come 
from the retail trade, where stock options are less 
important than in the software business. 

Whenever a non-American firm buys an Amer- 
ican one, options cause problems. ici’s Ms Turner 
was working for British Telecom when it was trying 
to buy mci. She remembers senior executives find- 
ing it hard to swallow the idea that some people in 
their teams would be better paid than. they were; 
and Br’s somewhat parochial investors having trou- 
ble accepting that a global company needed the 
freedom to give generous options if it was toretain a 
global portfolio of skills. 

Almost always, the answer to these dilemmas 
includes new stock. options (or something similar) 
for the executives of the non-American firm. Amer- 
ican companies also have a habit of paying the 
managers of their foreign subsidiaries partly in op- 
tions, so it is not surprising that interest in stock op- 
tions has grown in so many countries. Local compa- 
nies find themselves under pressure to match this 
largesse. Thus a practice fostered by an American 
tax quirk is finding its way into the packages: of a 
growing number of managers around the world. 
nimi tinc inne dl 
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The politics of envy 
CET MAGINE”, Martin Feldstein, a Harvard Uni- 

versity economist, told a conference audience 
last year, “that as you leave here today, a small mag- 
ic bird appears and gives each of you $1,000. We 
would all think that is a good thing. And yet the na- 
tion’s gini coefficient [a measure of inequality] 
would rise.” 

American skies seem full of the flutterings of 
magic birds. The poor are no longer growing poorer, 
and the rich are growing immensely richer. The 
beating of those charmed wings can be heard in 
some other countries, too. As economies are opened 
and regulations relaxed, companies often find that 
their pay policies start to head in the same direction 
as America’s. In Japan, for instance, where dereg- 
ulation has swept through the paper-pushing fi- 
nance industry, it has created a dire shortage of peo- 
ple who understand markets rather than 
management. As a result, no bright spark at a for- 
eign investment bank will now move for a place on 
a seniority-based ladder. In Argentina, President 
Carlos Menem’s high-speed liberalisation has 
transformed the market for managers with equal 
| rapidity. Privatised companies, explains Roberto 
Martinez of Hay Group in Argentina, are frantically 
recruiting from the handful of multinationals in the 
country: 1BM, B.A.T Industries, Philip Morris. New 
foreign investors are adding to the pressure. Com- 
panies are scouring Chile and Mexico for talent— 
and coming up against Chilean and sometimes Bra- 
zilian firms engaged in the same hunt, pushing up 
top-management pay. 

Yet not everybody welcomes the money bird, 
even in America. Mr Crystal, pay consultant turned 
critic, recalls: “Plato told Aristotle that no one 
should have more than five times the wealth of the 
lowest-paid member of society. The ratios of today 
would totally blow Plato away. Last year, the pay of 
a big-company chief executive was 350 times that of 
the average worker. In 2010, I project the gap will be 
that between Louis xvi and his workers—and you 
know what happened to Louis xvi.” 

America’s unions are also restive: a website run 
by the a/cio allows envious workers to tap in their 
pay package to discover what sort of multiple of 
their own wages their boss is paid. Cheekily, it asks 
workers whether they enjoy perks such as free 
country-club membership or a chauffeured car. 

Such sniping is mild compared with the attacks 
on wealth in the America of the 1890s, when 1% of 
American households probably owned 45% of the 
national wealth. Then, Americans fretted not just 
that the country was becoming as class-ridden as 
Europe, but that it was being overrun by anarchists. 
Today, Americans seem far more willing to tolerate 
inequality than people in most rich countries. “In 
| the United States”, reflects Mr Monks, “nobody 
minds Bill Gates making $49 billion. He is an Amer- 
ican hero. There’s no sense of the virtue of a homo- 
genous culture.” 

Elsewhere, there is often great reluctance to be- 
lieve that people are—or should be--motivated 
much by money. “Britain”, says Hermes’s Mr Ross 
Goobey, “is a smaller, more enclosed society than 
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America, and people still work for position, status, 
to be part of the great and the good.” Countries, like 
companies, will remain free to engineer greater or 
lesser degrees of equality. But there will be a price— 
as Sweden is discovering, and as Germany has al- 
ready noticed. As the market for top talent grows 
more international, so it may force greater tolerance 
for inequality on countries that have spent half a 
century trying to root it out. 

Even within countries, the trend towards un- 
equal rewards puts pressure on employers who 
cannot be flexible. That in turn may have powerful 
effects, Derek Bok, a former president of Harvard 
University, complained in a book published in 1993 
that the brightest young students were no longer 
choosing medicine or the social sciences, let alone 
academic life: they were going into business. “The 
entire country has an interest in whether earnings 
are above what is needed to attract and motivate 
corporate leaders,” he said. The distribution of in- 
come affected social justice, public confidence in the 
economic system and “even the balance of political 
power and influence in the nation.” 

Certainly, clever youngsters have noticed where 
the big money is. “My students are going into in- 
vestment banks, consultancies and small compa- 
nies they start themselves,” reports Harvard Busi- 
ness School’s Mr Hall. Big companies, whose bosses 
get the most publicity for their pay packets, are hav- 
ing to compete more fiercely for the brightest young. 
And not just in America: in Germany, where the 
long years of low birth rates will reduce the size of 
the pool over the coming decade, Kienbaum, the 
country’s leading pay consultancy, recently set up a 
special unit to comb academe for youthful high- 
fliers. Swiss firms, already short of bright recruits, 
are stepping up their efforts to lure 
young Germans, many of whom 
say they want to work abroad. 

After years when many young 
people scorned private enterprise 
and chose professional and public- 
service careers instead, it is surely a 
good thing that more of them 
should plump for jobs that contrib- 
ute directly to economic growth: But 
for the public sector everywhere, it 
is ominous. Government—especial- 
ly federal government—service is 
the only part of the American job market where in- 
equality has not increased. “Two things happen,” 
says Harvard's Mr Katz. “You get huge queues of 
people for low-level jobs, creating a great incentive 
to save money by outsourcing. And you can’t 
recruit talented people at the top, so you have to hire 
consultants.” A study in Britain by the Institute for 
Fiscal Studies found that public-sector pay was sig- 
nificantly less unequal than private; and that the 
one group of workers who were paid less in the pub- 
lic sector than the private were men with university 
degrees (see chart 8). 

Why do governments systematically underpay 
their top people? One reason is a tendency to think 
in terms of quantity, not quality. “Governments 
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can set low pay and still get workers,” says Andrew 
Oswald, an economist at Warwick University: “It is 
the quality that will adjust. I doubt whether western 
democracies have fully grasped this. Governments 
still tend to count the warm bodies applying for.oc- 
cupations.” But public-sector workers often resist 
the trend towards more unequal! rewards that is evi- 
dent in the rest of the economy. Most countries’ 
public sectors have failed to relate pay to perform- 
ance. Work by the orco shows that there has been 
no increase in pay dispersion for senior civil ser- 
vants. Attempts to introduce performance-related 
pay are fought off by staff who argue that their out- 
put is not only hard to measure but also collegiate, 
so that any rewards should go to the team, not the 
individual. 

Some hope to change these attitudes. In Amer- 
ica, the Edison Project, which manages state schools 
for profit (and plans to come to market next year), 
has been developing a plan to give stock options to 
teachers. And at the University of Pittsburgh, the 
Katz Business School recently gave its 160 staff op- 
tions to buy 80 phantom shares in Katz Inc, an 
imaginary company whose share “price” will move 
in line with 15 indicators of the school’s perform- 
ance, such as the average starting salary of its gradu- 
ates, Staff who perform well will be given extra op- 
tions, and employees will be able to redeem their 
options from next year. 

Such experiments, though, are always likely to 
be limited. If public employers cannot find ways to 
single out their best people for spécial rewards, then 
they may find their only choice is to turn over those 
people’s tasks to the private sector. So the battle for 
top talent will help to reduce state employment. 


Teams and talents 


For companies, the biggest danger in the trend to- 
wards rewarding individual talent may be thatit pe- 
nalises those who do best in teams. And the greatest 
risk in increasing the gap between senior managers 
and the rest may be that the infantry will become 
cynical and demotivated. 

One survey of academics at more than 300 
American universities found that the greater the 
pay dispersion, the smaller the output of collab- 
orative research. Recent work by Charles O'Reilly 


of Stanford University Business School suggests 





that widely dispersed management pay goes with 
higher levels of turnover. Where organisations need 
people to work together, too much inequality is 
dangerous. Companies cannot afford to demoralise 
their middle managers—the people who so often 
build and run a company’s teams—by paying too 
much for individual performance. 

John Hicks, a British economist, made this point 
back in 1963, in an appendix to his seminal “Theory 
of Wages”. He pointed out that the labour market 
was unlike other markets in that it had social as well 
as economic aspects: “The purely economic corre- 
spondence between the wage paid to a particular 
worker and his value to the employer is not a suffi- 
cient condition of efficiency; it is also necessary that 
there should not be strong feelings of injustice about 
the relative treatment of different employees, since 
these would diminish the efficiency of the team.” 

Employers need to make sure that, in rewarding 
the best individuals fairly, they do not undermine 
teamwork and collaboration. That is a delicate bal- 
ance. It will be easier to achieve where the rewards 
that go to individuals are generally seen to be de- 
served. This is equally true of pay for chief exec- 
utives. Where a talented boss builds a company that 
flourishes, few are likely to begrudge paying him a 
fortune. When senior people are rewarded for me- 
diocrity, mutinous feelings of injustice may cause 
people to work less hard. 

Inequality, within companies and countries, is 
most likely to be tolerated if it goes with a sense of 
equal opportunity. Because people are endowed 
with unequal quantities of human capital, the trend 
towards greater inequality of pay is here to stay. But 
societies need to use education and training to try to 
ensure that everyone has an equal chance to make 
the most of that endowment. It can be done. In a re- 
cent comparison of the labour markets of the Unit- 
ed States and Canada over the past two decades, 
Paul Romer of Stanford University and two col- 
leagues found that pay inequality north of the bor- 
der had widened much less than south. They ex- 
plain the difference with Canada’s superior 
education policies. Just as the spread of high-school 
education in the first quarter of this century halted 
the advancing inequality of its early years, so better 
education, especially for the less well-off, may now 
be the best way to narrow the gap. 
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Unbolting the stable door 


Is Tony Blair guilty of hypocrisy over Britain’s policy on refugees and asy- 


lum? Up to a point, yes he is 


OR weeks, the prime minister's official 

spokesman had been wearily repeating 
the same formula. Kosovars, he said, wanted 
to stay near Kosovo, and to fly them out of 
the region would be to help the policy of eth- 
nic cleansing pursued by Slobodan Mil- 
osevic, the Serbian leader. Then on May 4th 
the government swiftly changed direction. 
Jack Straw, the home secretary, suggested 
that Britain could soon be flying in as many 
as 1,000 Kosovar refugees a week. 

The suddenness of the about- 
turn caught even government offi- 
cials on the hop. Press officers were 
unable to say when the surge in Koso- 
var refugees would start. Local au- 
thorities had been making plans to ac- 
commodate a maximum of 3,500 
refugees. Although willing to help, lo- 
cal authorities worried that they 
would need more time to find room 
for a suddenly increased number. On 
May 5th Mr Straw was forced to an- 
swer an emergency question in the 
House of Commons to clarify the sit- 
uation. He said that it would not be 
for some weeks that the weekly tally 
of refugees would reach the adver- 
tised 1,000. 

The volte-face had a number of 
causes. First, a growing public sympa- 
thy for the refugees may have per- 
suaded ministers that to accept large 
numbers of Kosovars in Britain was 
now more favourable politically than 
to refuse them. Second, Tony Blair 
needed to offer something more than 
kind words on his visit last weekend 
to the refugee camps outside Kosovo. 
And third, Britain’s relative lack of generos- 
ity in taking Kosovar refugees was becoming 
an international embarrassment (see page 
56). So far, Britain has taken just over 300 
refugees, compared with almost 10,000 ac- 
cepted by Germany. 

But even as the reception centres are be- 
ing prepared for the new influx from Koso- 
vo, the government is putting legislation 
through the House of Commons to reduce 
the numbers and cut the costs of asylum- 
seekers from other parts of the world. This 
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anomaly is causing unrest in Parliament. 
Paddy Ashdown, the leader of the Liberal 
Democrats, accused Mr Blair of a “scanda- 
lous” decision to proceed with Tory legisla- 
tion, which he said sought to “deter asylum- 
seekers by treating them with a mixture of 
delay, penury and injustice”. His concerns 
are shared by many Labour backbenchers. 
There is now talk that the government might 
water down some aspects of its Immigration 





and Asylum Bill. 

Not all of this criticism is well-founded. 
The main targets of the new bill are not genu- 
ine refugees, but bogus ones. For people 
from many poor countries, Britain, despite 
its weather, must seem a paradise. Welfare 
benefits are higher than average wages in 
many countries. Health care is free. And 
those whocan find work can earn large sums 
tosend home. It is perfectly understandable 
for people to want to migrate to Britain for a 
better life. But immigration rules are tight. So 


making a false asylum claim can offer the 
best chance of being allowed in. In recent 
years well over three-quarters of asylum 
claims have eventually been refused. The 
government estimates that the cost of sup- 
porting bogus claimants amounts to around 
£500m ($800m) a year. 

One aim of the bill is to make Britain less 
attractive to these “economic migrants”. At 
the moment, people who claim asylum at 
their portof entry are entitled tocash welfare 
benefits; in future, these will be replaced 
with vouchers for food and other essentials. 
Similarly, asylum-seekers can choose where 
to live, and the local council will pick up the 
bill; in future, asylum-seekers without 
friends or relatives will not be offered a 
choice of accommodation. These proposals 
are understandably unpopular with refugee 
organisations, but they have a strong logic. 
The assumption is that people genuinely in 
fear of persecution will put up with 
these restrictions, while economic mi- 
grants might be deterred. 

Cutting bogus claims should help 
to process claims faster. Even since 
Labour came to power, asylum claims 
have almost doubled, to nearly 5,000 
a month. By January this year, there 
was a backlog of 65,000 applications. 
Some claims moulder for months, 
and a series of appeal mechanisms 
can extend the process almost inter- 
minably. At the last count, there were 
still around 10,000 asylum claims 
dating back to July 1993 or before. 

The government plans a number 
of steps to address this problem. First, 
controversially, it is granting asylum 
to the 10,000-odd who applied before 
July 1993, regardless of the merits of 
their cases. A further 20,000 applica- 
tions, up to 1996, will be considered 
sympathetically. Next, it is setting up 
a new Asylum Services Directorate, 
with the target of making initial deci- 
sions on asylum applications in an 
average of two months. And last, it 
wants to roll up all the separate ap- 
peals procedures into a single one- 
stop appeal, to be resolved in an average of 
four months. 

There are strong grounds for doubting 
that the Home Office can deal with the asy- 
lum backlog as swiftly as the government 
plans. But, despite the doubts voiced by the 
likes of Mr Ashdown, it is difficult to argue 
against trying to preserve the principle that 
asylum should be for political refugees, or 
improving the system’s efficiency. 

But other aspects of the proposed new 
asylum laws, which go well beyond a rea- 
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sonable attempt to distinguish between po- 
litical refugees and economic migrants, are 
much less defensible. As well as restricting 
benefits and speeding up the claims process, 
the government also plans to make it harder 
for refugees to reach Britain in the first place. 
Airlines are already fined if they carry pas- 
sengers without proper documents. Now 
thegovernment plans tolevy similar fines on 
all vehicles carrying clandestine passengers. 
Why does this matter? First, because genu- 
ine refugees are the least likely to have their 
papers in order. And second, because under 
the terms of the 1951 United Nations con- 





vention on refugees, a person has the right to 
claim asylum only if he is outside his coun- 
try of nationality. In practice, if someone 
cannot reach Britain, he cannot claim asy- 
lum there. 

The spotlight on Kosovo ensures help for 
Kosovar refugees: all Kosovars flown to Bri- 
tain will be given benefits, allowed to work 
and will be able to claim permanent asylum 
if they want it. But the persecuted victims of 
regimes who do not attract so many head- 
lines, let alone bombardment by Nato, will 
in future be less likely to reach Britain to 
lodge their claims. 
est i a 





Smuggling 


The Belgian job 


ADINKERKE, BELGIUM 


Cross-Channel bootlegging may force Britain to reduce its taxes on alcohol 


and tobacco 


DINKERKE, a small, scruffy Belgian vil- 
lage close by the French border, 54km 
(33 miles) from Calais, never sleeps. Even at 
3am, there are lines of white vans and estate 
cars with British number plates being loaded 
with huge quantities of hand-rolling tobac- 
co bought with wads of British notes. Inside 
the tobacco warehouses, teams of villai- 
nous-looking characters are stripping the 
packaging and putting tobacco pouches into 
large black bin bags to save space. Apart 
from the odd curse, there is not a lot of chat. 
Questions from strangers are unwelcome. 

A box of hand-rolling tobacco holds 100 
50-gramme (1.8-ounce) pouches. The cost 
per box in Adinkerke—only sterling accept- 
ed—is £199 ($318) compared with a British 
retail price of £785. The laden vehicles roar 
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off towards Calais to.catch the next ferry 
back to Dover. The cost for an estate car leav- 
ing Dover before 7am and returning on the 
same day isa mere £10. There are eight tobac- 
co warehouses in the village, five of which 
are open 24 hoursa day. The trade is concen- 
trated in Adinkerke because it is the closest 
Belgian village to the French channel ports. 
In France, tobacco can be sold only through 
licensed shops. 

Adinkerke is the most obvious evidence 
of the explosive growth in cross-Channel 
smuggling of both tobacco and alcohol. In 
the past three years, bootlegging has grown 
by more than 50%. Already two-thirds of the 
British market in hand-rolling tobacco is ac- 
counted for by illegal imports. The third 
most popular brand, Drum, is not even sold 
legally in Britain. One million British smok- 
ers purchase tobacco from illegal sources ev- 
ery week. 

This illegal trade thrives on the huge dis- 
crepancy between British and Continental 
prices. For decades, successive British gov- 
ernments have been happily ratcheting up 
taxes on tobacco and alcohol. “Sin taxes” 
have turned out to be an excellent source of 
revenue (they raise nearly £20 billion an- 
nually), and are easily justified on health 
grounds. But the cross-Channel price gap 
may now be unsustainable. Hand-rolling 
tobacco is just the most obvious example. A 
box of 200 Silk Cut cigarettes, for example, 
sells in Adenkirke for £20 compared with 
£38.20 in British shops. Similarly, wine and 
beer bought in Calais is roughly half to two- 
thirds the British retail price. 

Under European rules travellers are free 
to bringin whatever they want, provided itis 
for their personal use. Though the customs 
have indicative limits, these are so generous 
(for example go litres of wine) and so laxly 
implemented that they have little effect. Asit 














| The bomb that went off in Soho | 
| on April 30th was the third in a 
| spate of nail bombings in Lon- | 
| don—and the first to kill people. 
So far three people have died asa | 
result of injuries sustained in the 
| bombing of the Admiral Duncan, 
a gay pub; 65 more were injured, 
many severely. The two previous 
bombs had been aimed at areas 
| ` associated with blacks and Ban- | 
gladeshis. An attack on gays 
seemed to confirm that this was a 
terror campaign, waged by the 
far right. But within 24 hours of 
the third bomb going off, the po- 
lice made an arrest. The suspect is 
David Copeland (see above), a 22- 
year-old engineer. The police say 
that he appears to have been 
working alone, and had no 
known connections to far-right 
groups. 











stands, the law is virtually unenforceable, 
because the only way to prove an offence has 
been committed is to catch someone selling 
imported goods they have declared as being 
for personal use. 

If nothing is done, smuggling is bound to 
increase because the profits are so large. The 
National Audit Office says that in 1998 losses 
in duty and vat (sales tax) through tobacco 
smuggling rose by 27% to £1 billion, com- 
pared with 1997, while losses through alco- 
hol smuggling rose by 22% to £220m. Recent- 
ly, an Omega estate car was found by 
customs officers to have 23 boxes of hand- 
rolling tobacco stowed away. The profit 
from this one trip would be several thou- 
sand pounds, even after expenses. Cigars 
pay even more: customs officials say that 50 
boxes of Havana cigars, which can easily be 
hidden in a small family car, can yield a 
profit of £5,000. The margins on smuggled 
beer, wine and cigarettes are much slimmer. 
But there are now more than 30 supermar- 
kets and cash-and-carry stores in Calais spe- 
cifically catering for the cross-Channel 
booze trade, including outlets of Britain’s 
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s Scotland the brand 


EDINBURGH 


EMOCRACY is all very well, but 
many Scots are now turning to the 
real question about the new Scottish Par- 
liament: is there any money in it? The re- 
sults of May 6th’s election came too late for 
this week’s Economist. But regardless of 
who wins, shopkeepers in Edinburgh are 
hoping for a post-parliamentary boom. 
William James, owner of the Celtic Craft 
Centre in Edinburgh’s High Street, says 
that his shops (he has another one in San 
Francisco) are doing better than ever. The 
kilt, he says, is much wanted for such occa- 
sions as weddings, while sales in America 
have been boosted by promotions he puts 
on at Highland Games and other gather- 
ings of Scots-descended Americans. 
Whether this buzz of activity is any- 
thing to do with excitement generated by 
the election is hard to tell. But a higher pro- 
file for Scotland might well have commer- 
cial spin-offs. Big chain stores have noticed 
that Scottish consumers are now increas- 
ingly keen to buy produce that proclaims 
its Scottish origins. All the major super- 
markets have set up sections for Scottish 
foodstuffs; and most of them are buying 
more of their goods from Scottish sources 
in order to meet demand. 
Scotland’s economic development 
agencies hope that this upsurge in patriotic 








biggest supermarkets, Tesco and Sainsbury. 
Customs officials estimate that smuggling is 
now four times larger than legitimate duty- 
free shopping. 

Big profits have attracted organised 
crime syndicates, who regard smuggling 
drink and tobacco as a safer option than 
peddling drugs. Dover police estimate that 
6,000 smugglers from all over Britain pass 
through the port each day. At the lowest end 
of the spectrum are “runners” who make up 
to eight trips a day across the Channel. On 
their return to Dover, their purchases. are 
“consolidated” by more senior gang mem- 
bers in van loads before being transported to 
pubs, clubs and shops. At the higher end of 
the trade, millions of cigarettes are smuggled 
from Andorra and Poland on lorries. 

This criminal activity attracts further 
gangs whosteal goods as they are consolidat- 
ed. The result has been a considerable in- 
crease in violence around Dover. Knives, 
baseball bats and machetes have been used. 
There has even been drive-by shooting. Kent 
police say between 25% and 40% of all crime 
in the town is now committed by smugglers. 

The government is clearly at a loss. It has 
promised a “smuggling tsar” and given Cus- 
toms and Excise an additional £35m to im- 
prove enforcement. Seizures have gone up 
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buying can be spread to overseas markets. 
Two years ago, “Scotland the Brand”, a 
government agency, produced a “made in 
Scotland” label. Any company that passes 
certain quality tests can display the label. 
Just over 100 now doso. 

Like any good brand manager, Russell 
Griggs, executive director of Scotland the 
Brand, is hoping to get consumers to asso- 
ciate certain desirable qualities with Scot- 
tish produce. Scotland already has a cou- 
ple of products which are clearly world 








six times since 1993, but over the past three 
years only around 500 prosecutions a year 
have been brought. The customs themselves 
estimate that they detect only about 5% of 
the illicit trade in tobacco and alcohol. And 
for those convicted, the penalties are scant 
deterrent. Smugglers’ vehicles are seized, but 
are often reclaimed for as little as £250. 

Stricter enforcement and tougher penal- 
ties might help deter smuggling. But given 
their current resources and the scale of the 
problem, customs officials understandably 
appear to have little appetite for an unre- 
warding chase. A more productive solution 
would be to persuade other members of the 
European Union that the “personal use” di- 
rective should be reformed, so as to permit 
enforceable limits on the amount of alcohol 
and tobacco that travellers could take across 
borders. The current duty-free limits-—2z00 
cigarettes and a bottle of spirits—would be a 
fair starting point. But such limits might be 
hard to square with the principles of the 
European single market, which is meant to 
encourage cross-border competition. 

So Britain may be forced to cap or even 
reduce taxes--an idea suggested by the To- 
ries in Parliament this week. Harmonising 
alcohol and tobacco duties to average 
French and Belgian levels would cost the 
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famous moneyspinners—whisky and golf. 
But Mr Griggs is not particularly keen on 
stressing the usual touristy themes of skir- 
ling bagpipes and ruined castles. Instead 
he wants Scotland to be linked to notions 
such as integrity, inventiveness, tenacity 
and independence of spirit. Mr Griggs says 
that extensive research in America, Europe 
and Japan has found that most people do 
seem to think, to varying degrees, that the 
Scots are honest and independent-mind- 
ed. The job now is to persuade people that 
they are buying these qualities when they 
purchase Scottish-made goods and servic- 
es—and to banish unhelpful images like 
drunkenness, football violence, sectarian- 
ism and union militancy. 

History shows that such marketing 
tricks can work. In 1822 Sir Walter Scott, a 
romantic novelist, was asked to stage- 
manage George IV’s visit to Edinburgh. He | 
was unpopular and the authorities feared 
trouble. Sir Walter came up with the mas- 
ter-stroke of cladding the king in tartan, 
which had been banned after the second 
Jacobite rebellion in 1745. The visit was a 
triumph and the upper classes rushed to 
adopt the new fashion. Textile makers, un- 
perturbed by the fact that few accurate re- 
cords of ancient tartan patterns existed, in- 
vented as many as they could. Tartan 
production boomed. Mr Griggs hopes that 
the advent of the Scottish Parliament may 
encourage modern Scottish entrepreneurs 
todisplay a similar inventive spirit. 











British government an unacceptable £9 bil- 
lion in lost revenues, equivalent to 6p on the 
standard rate of income tax. Buteven a mod- 
est decline in duties would cut the profitabil- 
ity of smuggling. The chancellor appears tac- 
itly to have acknowledged this by freezing 
duties on hand-rolling tobacco in this year’s 
budget. However, the government's conti- 
nued commitment to an annual real in- 
crease in the duties on other tobacco prod- 
ucts is an open invitation to the smugglers. If 
the cigarette market goes the same way as 
hand-rolling tobacco, then increases in duty 
could actually result in an increase in overall 
consumption as well as a fall in revenues. 

Cross-Channel smuggling has now be- 
come part of the European debate in Britain. 
It all goes to show, say some pro-Europeans, 
the futility of clinging on to traditional no- 
tions of national sovereignty in an integrated 
European market. Maybe so. But smuggling 
and its causes existed long before the Euro- 
pean Union. As Adam Smith noted twocen- 
turies ago in “The Wealth of Nations”: “The 
high duties which have been imposed upon 
the importation of many different sorts of 
foreign goods, in order to discourage their 
consumption, have served only to encour- 
age smuggling.” 








And here are your chosen (by us) representatives 


O NOW Britain has an elected parliament in Scotland and an 

elected assembly in Wales. That is good—irrespective of the re- 
sults of these first elections, which came too late for The Economist 
to report. There are flaws in Britain’s new design, which will need 
mending in the years ahead. But these should not obscure the fact 
that an over-centralised state and an overweening Parliament have 
at long last begun to share out some of their powers. 

In the case of devolution, Tony Blair deserves credit for the 
speedy delivery of a generous reform. That cannot be said of anoth- 
er part of the government’s constitutional design. Lords reform is 
going wrong. It is excellent that the prime minister is turfing out the 
hereditary peers, whose presence in Parliament by right of birth is 
an offence against democracy. But 
he is about to make a mistake. He 
appears to have decided against al- 
lowing any direct election for mem- 
bership of the reformed upper 
house. 

Formally, of course, the govern- 
ment will decide nothing until it re- 
ceives the report of a royal commis- 
sion on Lords reform from Lord 
Wakeham, a former Tory cabinet 
minister of legendary pliancy. But 
evidence submitted to the commis- 
sion by the Labour Party this week 
shows how Mr Blair is thinking. It 
does not rule out election in somany 
words. But it might as well have 
done so. The coded message is all too 
plain. 

The party says that a reformed 
Lords must not feel able to challenge 
the pre-eminence of the Commons, 
which derives its authority from the 
electorate. (In other words, an elect- 
ed upper house could lead to fre- 
quent conflict between the two 
chambers.) It argues that members 
of the new upper house should have 

equal standing with one another. 
(In-other words, in a chamber con- 
taining both elected and nominated 
members the former would be tempted to claim greater legitimacy 
than the latter.) Itemphasises that the upper house should contain a 
“fair” mix of sexes, colours, ages and political opinions (an outcome, 
in other words, which elections are not designed to produce, and 
seldom do.) It insists that the Lords must not become a “mirror im- 
age” of the Commons, nor consist entirely of members of the pro- 
fessional political class. And so forth. Add up all the coded messages 
and it is pretty clear that Mr Blair is even more hostile than he was 
last January, when the government published a white paper on the 
Lords, towards direct election to the reformed upper house. 

Why? It is possible to make an abstract defence of Mr Blair’s po- 
sition. He would ensure the independence of a nominated house by 
putting appointments in the hands of an independent commission, 
and ruling out a majority for any party. Besides, it is a mite too sim- 
ple to equate the health of a democracy with the volume of elec- 
tions, as many people do. Respectable bicameral democracies 
around the world confine direct election to one chamber only. Can- 
ada’s Senate is wholly nominated; members of the German Bun- 
desrat, and of the French and Irish Senates, are chosen wholly or 








largely by indirect election. America is exceptional in holdingdi- | 

rect elections for a Senate that enjoys as much legitimacy as the | 

lower house. But although this arrangement conforms. to the | 

founding-fathers’ prejudice against strong government, it also | 

produces gridlock, and prevents voters from kicking out their | 

whole government at once. Britain’s arrangements provide both | 

strong governments and a simple way for voters to get rid of | 

them. | 

So Mr Blair has a case. But for a government that seeks the | 

third way in all other things, the idea that strengtheningthe Lords | 

weakens the Commons betrays an uncharacteristic want of | 

pragmatism. Lord Mackay of Clashfern, a former Lord Chancel- | 

lor, made this point in a recent in- | 

quiry for the Conservative Party, | 

dismissing the “canard” that Lords | 

and Commons compete in a zero- | 

sum game, where every move to | 

strengthen the legitimacy of the up- | 

per house in one direction has tobe | 

balanced by measures to weaken it | 

in others. He says it is possible to | 

conceive of a fully elected upper | 

house—and certainly of a part- 

elected and part-nominated upper | 
house—with carefully circum- 
scribed powers. Andrew Tyrie, a 

Conservative backbencher whohas | 
been winning converts among MPs 
of both parties for a part-elected up- 
per house, has said in a thoughtful 
pamphlet that careful design could 

prevent Britain from moving all the | 

way from its existing near-unicam- | 

eral system right over to the Ameri- | 

canextreme of bicameral gridlock. | 

If it were only Conservatives 

who argued this way, Mr Blairs | 

aversion to an elected upper house | 

would beeasier to understand. Buta | 

good number of Labour people | 

have added their voicestotheclam- | 

our in favour of a part-elected 

chamber. One such voice belongs to 

Lord Richard, who until last summer was Labour’s leader in the 

House of Lords. After being pushed out to make way for Lady | 

Jay, a unicameralist at heart, Lord Richard published a book | 

(“Unfinished Business”, Vintage Uk) enumerating the advantag- | 

es: election is the natural method of choosing legislators in a de- | 

mocracy; a part-elected house would have enough standing to 

perform its functions, but not enough to challenge the all-elected | 

| 

| 

| 

| 

| 





Commons; with careful design—or by using proportional vot- 
ing—such a house could be made almost impossible for one par- 
ty tocontrol. 

What prevents a potentially great modernising prime minis- 
ter from seeing the force of these arguments? Perhaps Mr Blair’s 
fear is not that the Commons would become weaker in relation 
to the Lords, but that Parliament would become stronger in rela- 
tion to the prime minister. The life of a great moderniser is so 
much more congenial if he also heads what Lord Hailshamonce | 
called an elective dictatorship. A more legitimate Lords would | 
only stand in the way. So, incidentally, would a more effective | 
Commons-—but that is a story for another day. 
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TOBACCO ? Pre-tax profit 
last year 


Three months unaudited results 


to 31 March 

1999 1998 

OPERATING PROFIT £341m £378m 
PRE-TAX PROFIT £309m £311m 
EARNINGS PER SHARE 9.18p 11.08p 


seen andinganmacenamnptiend 





oes oases tet pas entation onan slate SEPEHRI sunt HRA E PaO a 


m@ The Group's pre-tax profit, at £309 million, was similar to last year. 


M Operating profit at £341 million was down 10 per cent. This reflected economic and 
currency problems in a number of markets, although there are now early signs of 
recovery in the Brazilian and Asian economies. 


M Total cigarette volumes were 6 per cent lower. Sales were adversely affected in the 
quarter by economic uncertainty in many of the priority markets and US domestic 
volumes suffered from price increases following the US tobacco settlement. 


@ The reduction in earnings per share principally arises from an accounting distortion 
in the Group’s effective tax rate for 1999, in connection with US tobacco settlements. 


E “The proposed merger with Rothmans, which is on track for completion in the 
second quarter, will obviously have a major impact on the Group in the balance of 
the year. Excluding Rothmans, however, the Board expects that operating profit 
before exceptional items should be broadly similar to 1998, as the results improve 
during the second half of the year.” 


Martin Broughton, Chairman 


The full quarterly report is-being posted to shareholders and: copies are available from 
Robert H. Caputo, 90 Park Avenue - Suite 1600, New York, NY 10016. Telephone (212) 351 5006. 
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Public Enemy presents its latest oeuvre 





The big five hit the web 


Universal’s announcement on May 4th that it would start selling music on- 
line marks the beginning of the record companies’ rush to the Internet. But to 
make money, they need to win the standards war 


if (oe month, a rapper band called Public 
Enemy will become the first big group to 
make a new album available for download- 
ing from the Internet before it is sold in the 
shops. Its title nicely captures the record 
companies’ attitude to a phenomenon thatis 
turning out to lie beyond their control: 
“There's a Poison Goin’ On”. 

The culprit, in the record companies’ 
view, is a harmless-sounding compression 
technology called Motion Picture Expert 
Group-1/Level 3, or Mp3 for short. It sprang 
from an intergovernmental attempt to cre- 
ate standards for interactive television and 
has been adopted by websites, musicians, 
some hardware manufacturers and con- 
sumers—pretty much everybody con- 
cerned, in fact, except the big record compa- 
nies. They dislike mp3 because such files are 
easily copied, encourage piracy and are hard 
tomake money from. 

The record companies’ attempts to stop 
the spread of mp3 through threats and law- 
suits have failed utterly. According to 
searchterms.com, a website which measures 
these things, Mp3 is now the most searched- 
for term on the web—even more popular 
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than sex. The International Federation of 
Phonographic Industries reckons that 
around 3m tracks are probably downloaded 
from the Internet daily, the great majority of 
them pirated. And last October the Rio, the 
first of the portable devices on to which this 
music can be downloaded, went on sale. It 
can store up to 60 minutes of music. Others 
have followed. 

But mp3 is not just about piracy. It is also 
a kind of protest movement against record 
companies, which many artists hate because 
they control access to the music market. MP3 
enables them to bypass the gatekeepers. So, 
for example, a website called mp3.com, a 
kind of party organ for online-savvy musi- 
cians, has signed up more than 10,000 bands 
which use the service to distribute or pro- 
mote their works. 

Now the record companies are fighting 
back to establish their own, secure standard. 
In December last year the big five—Warner 
Music, Sony Music, Universal, BMG and 
em!—launched the Secure Digital Music Ini- 
tiative, which brings together 150 content, 
hardware and software companies. They 
have hired the man who supervised the cre- 


ation of Mp3, Leonardo Chiariglione, a for- 
mer Italian civil servant, to run it. Doesn't it 
feel odd, trying to kill his baby? Yes, he says, 
but his baby was being abused. “I don’t 
blame my baby. I blame the people who 
were using it.” 

The spt is working night and day to get 
its formats ready and available before mp3 
sweeps the market. Around 250 people from 
those companies, divided into a mass of sub- 
committees, have been meeting every two 
weeks in Los Angeles, New York, London 
and Tokyo since March, and will continue to 
do so until June 30th, when Mr Chiariglione 
says the industry's standards must be ready. 
It is, he reckons, the shortest time in which 
anybody has tried to set so complex a stan- 
dard. Four years, rather than four months, 
would be normal. 

The record companies’ best card is their 
control over most of the world’s most pop- 
ular music. That, and the threat of a stan- 
dards war, is what has brought the hardware 
and software companies to the spi. Their 
other big advantage is that Mp3 often does 
not work very well. Downloading tracks 
from Mp3.com is fine; but most links to MP3 
sites found by Lycos, a search engine, get no- 
where. Still, whether or not mp3 survives, it 
will have changed the world’s music busi- 
ness irreversibly. 

If the sp1 is a success, it certainly will 
mean brisk business for high-tech compa- 
nies. That explains the flurry of announce- 
ments in recent weeks by companies touting 
strategic alliances or new technologies. Big 
names such as AT&T, 18M and Microsoft, 
and lesser-known ones such as Intertrust, 
Liquid Audio and Real Networks, all wanta 
share in the billions of transactions that an 
online music delivery-system would even- 
tually generate. 


Play on 


The spat has its own problems—not least, 
reconciling the interests of the different in- 
dustries concerned. Consumer-electronics 
firms and big labels are already at logger- 
heads over whether new Rio-like devices 
should be able to play both secure format 
music files and mp3 files—which is what 
hardware producers want—or secure for- 
mat only, which is what content producers 
want. But the disagreement is unlikely to 
sink the initiative. Record companies need 
the new standard too badly. 

Once the theory of spm1 is established, 
the practice will follow swiftly. Universal 
evidently plans to be the pioneer, but in June 
all the big record companies are due to join 
forces with rem to launch a first market trial. 
A thousand households in San Diego will be 
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allowed to buy and download albums using 
a secure delivery system developed by 18M. 

But it is smaller players who are setting 
the pace. Anindependent label called Ryko- 
disk has just made a deal with GoodNoise- 
com, an Internet start-up, to sell mp3 singles 
by Frank Zappa and others for only 99 cents. 
Songs.com: will soon start-offering a sub- 
scription to download 25 tracks from select- 
edartists for $4:99 a month. Other websites, 


such as cpuctive, allow consumers to com- 
pile their own cps. 

So how much money is this new busi- 
ness likely to generate? Industry analysts are 
bearish about the short term. Jupiter Com- 
munications sees. online music sales in 
America at a mere $30m in 2002. Forrester 
Research estimates that revenue. will only 
really take off in 2003, whenit will reach $1.1 
billion—about 7% of total music sales. 
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§ YOUR vcr permanently flashing 
| J. 12:00? In most American households it 
is. Setting the time is apparently too tricky 
| for most people—to say nothing of actual- 
| ly recording something. That is why most 
vers today are used to play rented films 
and not, as originally expected, to watch 
television programmes when it suits you. 
But now two Silicon Valley companies, 
Replay tv and TiVo, are launching a vcr- 
like device that they say will finally put 
the viewer in charge. If they are right, their 
technology could change the entire televi- 
sion business. 

Although “personal video recorders” 
(pvrs) look much like vers, they are ac- 
tually specialised computers with a huge 
hard disk on to which video signals can be 
saved. That makes it possible not just to 
skip to any point of a taped show in a 
split-second, butalso to rewind live televi- 
sion: because hard disks are so fast, they 
can tape and play back at the same time. 
In addition, equipped with a modem, the 
machines can regularly pull down the tel- 
evision schedule from the Internet—and 
turn it into a clearly arranged on-screen 
programme guide that viewers can 
browse using their remote control. That 
| makes programming pvrsas easy asclick- 
ing a mouse: just mark the show to be re- 
| corded with a cursor and hita button. 

The appliances are not yet ready for 
prime time. Recording capacity is limited; 
even both companies’ high-end model 
cannot tape much more than a day’s 
| worth of television. And prices are still 
| high: base-models go for $700. But that 

will change fast. Within a year, models 
with 80 hours of recording capacity 
should be available; models with 1,000 
hours are expected by 2006. Replay tv al- 
| go wants to push the price for the basic 
model down to $400. Then pvrs could 
become “the fastest-growing consumer 
electronics category in history,” claims 
Josh Bernoff, an analyst with Forrester 
Research. 

Will they also change viewing habits? 
Sceptics argue that it is not merely the 
vcr’scomplexity that keeps viewers from 





| Taking the ads out of television 





recording television programmes. People 
like to watch their soaps every evening, 
and to talk about them the next day at 
work. Yet eventually, most consumers 
may take charge of their programming, re- 
ducing the power of network schedulers 
and making advertisements easy to avoid. 
Replay tv’s remote control has a “Quick 
Skip” button that makes a show jump 
ahead 30 seconds—the standard length of 
an American commercial. 

If people do start skipping commer- 
cials, the business of free-to-air television 
will become less feasible. Broadcast net- 
works will have to lower costs, to find oth- 
er sources of income or to use other forms 
of promotion that cannot be skipped, 
such as product placement or banners 
placed directly in programmes. Advertis- 
ers, for their part, will have to make their 
commercials more enticing or, more like- 
ly, try toreach the viewer in a more target- 
ed way. 

Fortunately, the new devices will also 
offer that possibility. Replay rv sells ban- 
ner ads on its programme guide. TiVo, 
which does not have a skip-button on its 
remote control, offers advertisers the op- 
portunity to replace their television com- 
mercials with more targeted messages 
that are sent to the viewer’s hard disk via 
unused cable or satellite video streams at 
night. Maybe the ads will be more inter- 





esting than the programmes. 





In the long term, though, the potential is 
clearly enormous—not least because the In- 
ternet offers the possibility of exploring so 
many more ways of selling music than does 
the cp. For instance, pricing can become 
more flexible. It could vary according to how 
often a track is played; how popular an artist 
is; whether the competition has. just 
launched an album or not. Fans could get a 
discount on their favourite band’s album if 
they also buy a t-shirt and a concert ticket. 
They could be offered a discount in return 
for information about their listening. 

In addition, music itself might become a 
loss leader. The Grateful Dead pioneered 
that model in the real world, encouraging 
fans to tape performances; but it was gener- 
ally reckoned that only a group of fans as ob- 
sessive as the Deadheads could be relied on 
to spend enough money on memorabilia to 
make up the difference. These days, 
however, all manner of possibilities are be- 
ing discussed. 

Many mp3 advocates hope that the busi- 
ness model will change so dramatically that 
it will cut out the record companies altoge- 
ther. Digital delivery will certainly lower the 
cost of market entry, creating more opportu- 
nities for new labels and artists who want to 
market themselves. Record companies, 
however, think they could become even 
more powerful online: because more music 
will be available, somebody has to filter out 
the noise. 

That is the rationale behind the venture 
announced by Universal and smc last 
month. The labels want to developa series of 
genre-based online music channels that of- 
fer information about artists, sell their cps 
and, once a standard for a secure format is 
set, let visitors download their music. 

But labels ought not be lulled into believ- 
ing that digital delivery can do them no 
harm. Their unpopularity and lack of brand 
recognition will work against their ambition 
to become the filter that consumers turn to. 
And innovative online newcomers could es- 
tablish themselves, just as Amazon.com did 
in the book business. There is no lack of can- 
didates: mp3.com, GoodNoise or Atomic- 
pop, Public Enemy’s label. The web, says Mr 
Chiariglione, careful to be general rather 
than specific, has lessons for incumbent 
companies: “Existing players have to get to 
grips with this new technology or they will 
be wiped out.” 

Amid all this uncertainty, one thing is 
clear: the outcome of this struggle will set an 
example for other types of intellectual prop- 
erty. Newspapers, magazines, photogra- 
phers and software firms have been looking 
for a way to protect their copyrights online. 
The film business will soon be forced todo so 
as well. Already, there are digitally encoded 
movies circulating on campus networks. 
MP3 may or may not be a poison; butit is cer- 
tainly a catalyst. 
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TAIPEI 


NTEL'S Andy Grove has a bestseller. Mi- 

crosoft’s Bill Gates has two. Hardly aday 
goes by without Larry Ellison’s mug ap- 
pearing on Tv or Scott McNealy saying 
something spicy to the newspapers. The 
public appetite for wisdom, or at least pro- 
vocative opinion, from these high-tech 
company bosses seems insatiable; and the 
willingness of chief executives to satisfy 
this appetite seems infinite. Even when, 
like Cisco's John Chambers, they are not 
particularly good atit. 

Recently Mr Chambers was in Taiwan 
and South Korea fora week. Other days itis 
America or Europe. Mr Chambers says he 
now spends half of his life on the road, giv- 
ing speeches and interviews, along with 
talking to customers and his own staff. He 
has clocked up 1.8m frequent-flier miles, 
and on one day on the Taiwan trip was up 
from 2.30am to 11.30pm, most of it in the 
public eye. In the past year or so he has met 
the leader of every big Asian country, from 
China to Malaysia, and preached the In- 
ternet gospel. 

The substance of what Mr Chambers 
says is familiar. The Internet Economy is 
the New Economy. Get with it or get left 
behind. He is evidently a genial man, and 
by repute a good manager, but he has no 
particular technological vision (he is, he 
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Cisco’s reluctant evangelist 


says, “no techie”, and leaves most of that to 
his legions of gifted engineers). Nor does he 
particularly enjoy addressing seas of blue- 
suited Asian businessmen: he is quite can- 
did about how much he would rather be 
spending the time with his family and his 
piano. 

Evangelism is not natu- 
ral to Cisco either. The com- 
pany has thrived for most of 
its 14 years on a high profile 
among Internet engineers 
and low profile elsewhere. 
Its founders developed the 
first commercial “routers” — 
specialised computers that 
are the heart of the Internet, 
sorting data packets and 
sending them on their way. 
Cisco now holds 70-80% of 


the world market for such Chambers on tour up and shoved on stage to 


machines. Its share price has 

done well, despite its determination to play 
down hype and give warnings of uncer- 
tainty ahead: the company is now worth 
$177 billion. 

So why push Mr Chambers into the 
spotlight? Because Cisco has outgrown its 
core market. It is starting to expand into 
voice telecoms and even the home, with 
technology that will let all sorts of house- 





hold appliances connect to each other. It 
suddenly finds itself trying to sell its gear to 
a new, less Internet-savvy customer. The 
punters may not know what network 
equipment does, but there is no reason 
they cannot be coaxed into demanding 
that whatever it is, they want the Cisco va- 
riety in their telephones and microwave 
ovens. The choice was between a $1 billion, 
Intel-like “Cisco inside” advertising cam- 
paign, and putting its chief 
executive on stage to get 
the same exposure for free. 
“They didn’t have to ask 
twice,” says Mr Chambers. 

Mr Chambers’s parsi- 
mony is commendable, 
but Cisco's shareholders 
might be better served if he 
stayed athome and ran the 
company instead. That is 
what he is good at, after all. 
So too for most other chief 
executives who are tarted 


booming rock chords. Put- 
ting a human face on a company worth as 
much as a small country is tempting, but a 
face alone is not enough. It has to talk, too; 
and these days of visionary glut, it grows 
harder all the time to stand out in the mar- 
ketplace of ideas. Better shell out on the ad- 
vertising and leave the products to speak 
for themselves. Audiences everywhere 
will be grateful. 








AT&T and MediaOne 


The carve-up 


NEW YORK 


j Ta RY ago it would have been per- 
formed by a small group of besuited 
men over a bottle of port in a smoke-filled 
room. This time it was presumably done by 
e-mail, and toasted with decaffeinated 
lattes. It is a long time since one deal has so 
comprehensively carved up an emerging in- 
dustry. ATaT’s $62.5 billion takeover of 
MediaOne, together with its new alliances 
with Comcast and Microsoft, is something 
of a masterstroke for the companies in- 
volved. Whether consumers will be so hap- 
py with the fait accompli remains to be seen. 

The goal of arart’s boss, Michael Arm- 
strong, is a simple one: to use cable-rv lines 
as a way past the grasping Baby Bells into 
American homes to sell a package of televi- 
sion, telephone and high-speed Internet ac- 
cess. He began by splashing out $48 billion 
for Tele-Communications Inc last year. The 
$62.5 billion he is now paying for MediaOne 
looks even more expensive. As with TCi, 
many billions of dollars will have to be spent 
upgrading MediaOne’s system so that it can 
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deliver telephone services. 

Yet Mr Armstrong has now managed to 
soothe worried investors with three impor- 
tant reassurances. First, he has immediately 
retrieved up to $9.2 billion by selling on 
some parts of the network to Comcast. Sec- 
ond, by adding his Comcast and MediaOne 
homes to those served by rcr, he now has a 
more or less national network through 
which to sell Arar services 
(and one that will be still 
more comprehensive if the 
cable division of Time War- 
ner, in which MediaOne 
has a 25% stake, comes on 
board). And, finally, he has 
persuaded Microsoft, 
which already has an 11% 
stake in Comcast, to pay $5 
billion for a 3% stake in 
AT&T. The presence of Bill 
Gates, quite apart from his 
cash, will be a boost to 
AT&T's stock. 

For this show of sup- 
port, Mr Gates will be amp- 
ly rewarded. The details of 
the deal are still unclear; but 
AT&T seems to have agreed 





dows ce the main (though not exclusive) op- 
erating system for the set-top boxes that ca- 
ble subscribers will need to make their 
homes into multimedia centres, and to use 
other Microsoft software to offer customers 
email and Internet access through their tele- 
visions. Windows CE is somewhat clunky; 
but the alliance would give Microsoft a first- 
mover advantage of the sort that Mr Gates is 





to make Microsofts Win- | Armstrong and Gates have a plan 
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good at exploiting. 

Microsoft will also get MediaOne’s 
29.9% stake in Telewest, strengthening its in- 
terest in the British cable industry. Earlier 
this year, Microsoft bought a 5% stake in NTL, 
another British cable-and-communications 
group. 

Mr Armstrong's deals are bound to raise 
protests from rivals and politicians. But 
Mark Bruneau, a consultant at Renaissance 
Worldwide in Boston, argues that what he 
calls “the oligopolisation” of cable-rv will be 
good for competition for two reasons. First, 
the cable-television business is one where 
scale can help cut costs (and hopefully pric- 
es). And second, the Baby Bells will have to 
deploy high-speed links of their own. Arat 
hopes that around 25% of America’s tele- 


phoneconsumers will switch tocable within 
five years. 

Finding regulators sympathetic to the 
Baby Bells may be as difficult as finding con- 
sumers who like their cable-rv company. 
But another wounded party is America On- 
line, which has already protested about the 
way cable firms promote their own high- 
speed broadband services, such as @Home, 
and insist on charging consumers extra to 
use AOL. Its pleas for open access to these 
networks may carry rather more weight 
with federal regulators. 

Even with his competitors reeling, Mr 
Armstrong still has a lot to achieve. It will be 
a hard slog, digging wires and teaching truc- 
ulent cable-rv staff how to answer tele- 
phones nicely. 





Philips 


The shrinking company 


AMSTERDAM 


Cor Boonstra, the president of Philips, has sold or closed huge swathes of the 


company. But that isn’t enough 


wir Philips bought visi Technology, 
an American semiconductor firm, on 


May 3rd, the financial analysts nodded ap- 
provingly. The $1.04 billion deal builds on 
one of the firm’s core businesses, semicon- 
ductors, broadening its abilities in the chips 
that run wireless communications and in- 
creasing its presence in America. It fits neatly 
into Cor Boonstra’s scheme to remodel the 
unwieldly Dutch electrical and electronics 
conglomerate. Step one, he says, was to 
“close, fix or sell” all underperforming divi- 
sions. Step two, of which the visi purchase 





PP. 


The beauty of basic 


\ 


research 


76 





is item one, is to invest spare cash in building 
up the strongest parts of the firm. 

Philips has come a long way. Despite its 
powerful record in innovation and its strong 
position in several businesses—it is still 
number one in lighting, number two in tele- 
vision tubes and number eight in semicon- 
ductors—it nearly went bankrupt in the 
early 1990s, losing 4.2 billion guilders ($2.3 
billion) in 1990. It did too many unconnect- 
ed things. Its large commodity businesses in 
light bulbs and television tubes were under 
continuous pressure from manufacturers in 
South Korea and Taiwan. It was hopelessly 
bureaucratic, with too many layers of man- 
agement between factory and customer. 

Mr Boonstra arrived in October 1996. He 
was the first-ever outsider to get the job, and 
the engineering hard core was horrified that 
he came from Sara Lee, an American con- 
sumer-goods firm. He swiftly set to work to 
straighten out the tangle and give the firm’s 
best bits some breathing room. First to go 
were what he called the “bleeders”, such asa 
chain of video stores and Grundig televi- 
sions. Other targets were non-core business- 
es, such as Philips’s 75% stake in Polygram, a 
music business, which was sold to Seagram a 
year ago. Last year also saw the end of a di- 
sastrous joint venture to make mobile tele- 
phones with Lucent, an American telecoms 


equipment manufacturer, which was 
wound up after a year and a billion guilders. 
Sell, sell 


Mr Boonstra has sold off 40 businesses in the 
past two years, shrinking the workforce by 
26,800 and bringing in 16.7 billion guilders. 
More streamlining is planned: in November 





last year Philips announced that it would 
close 50 of its 220 factories around the world 
in the next four years. He also moved the 
firm’s headquarters from Eindhoven, Phi- 
lips’s birthplace and the home of its main re- 
search laboratory, to Amsterdam, as a signal 
that the firm’s sights were set on the market 
place and not the oscilloscope. And, true to 
his roots, he has invested substantially in 
marketing to rebuild the appeal of Philips as 
a brand, with a global advertising campaign 
built around the slogan “let's make things 
better”. 

The results have been encouraging: effi- 
ciency crept up in 1998 and margins grew in 
several divisions, although income from 
continuing sales was down to 1.19 billion 
guilders from 2.71 guilders in 1997. The first 
quarter of 1999 showed more of an improve- 
ment, with the net income on continuing op- 
erations, at 469m guilders, up 46% on the 
previous year. Though several of its bigger 
markets—such as semiconductors and tele- 
vision monitors—shrank from 1997 to 1998, 
Philips managed to increase its share of 
them. Philips’s share price has been bouncy, 
too, since Mr Boonstra took over. Yet inves- 
tors are evidently still sceptical. Philips’s 
market value is €30 billion—a 25% discount 
to the value of its assets. 

This is the price Philips pays for being a 
conglomerate. Although down from 11 divi- 
sions and more than 120 businesses at the 
end of 1996, the firm still has eight divisions 


Electrified 


Share prices, Jan 1996=100 
€ terms 





and 80 businesses. Some of those businesses 
make sense together. Its consumer electron- 
ics and business electronics divisions, and its 
business making components such as 
screens and semiconductors, are strong and 
share enough features to gain from each oth- 
er’s presence. These businesses look like the 
core of the firm. Lighting and medical de- 
vices do not. Yet those two divisions are 
among the company’s most profitable, and 
Mr Boonstra evidently cannot quite bring 
himself to part with them. In the longer 
term, however, their presence will be a dis- 
traction. 

A harder problem is what to do about 
basic research, for that is where the compa- 
ny’s soul lives. Clearly it can yield tremen- 
dous benefits in the long term. The recent 
launch by ım in America of its new G6 
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mainframe computer depends on the use of 


silicon chips with copper connections that 
draw on solid-state physics research done in 
the firm’s laboratory in the 1980s. But when 
firms do basic research, they run the risk that 
they will fail to capture the benefits for 
themselves. 

The research policy adopted by nec in 
Japan in the late 1970s, for example, looks vi- 
sionary today—it was called “cac” to reflect 
the chief executive’s belief that the future lay 
in the convergence of computing and com- 
munications—yet Nec isan Internet pygmy. 
To avoid this fate, Philips is trying to tie its 
r&p more closely to the needs of the market 
through the way it is financed. In the past, 
money for r&n came directly from the bot- 
tom line. Since 1988 three-quarters of the 
R&D budget comes to the research depart- 
ment asa “contract” from one of the compa- 


ny’s other divisions. The rest remains free of 


strings. 
The other problem with basic research is 
that its benefits are almost impossible to 


measure. As Europe begins to talk more of 


shareholder value, everything has to be 
measurable; and as markets become ever 


more competitive, everything has to add to 
profits. 

In America, the heyday of arat’s Bell 
Labs and Xerox’s parc ended when those 
companies lost their monopolies. Under 
pressure from shareholders, managers 
abandoned much of the basic research to the 
universities. As Europe follows the same 
path, the same will probably have to hap- 
pen at Philips. 


European graduates 


When | grow up 


O LONGER do most of Europe’s un- 

dergraduates want to dirty their hands 
producing things or providing services to 
customers. Instead, they clearly think it 
more fun to tell their elders how to run their 
businesses. A hefty annual study of students 
at universities specialising in business, edu- 
cation and science in 13 European countries 
found that McKinsey, Andersen Consulting 
and the Boston Consulting Group are 





MOSCOW 


NE of the earliest and most educative 

experiences western managers have 
in Moscow comes when their possessions 
pass through Russian customs. Unlike al- 
most any other country, Russia levies im- 
port duties—sometimes to the tune of sev- 
eral thousand dollars—on ordinary 
household removals. 

But the latest move by the Russian 
customs service is making even hardened 
expatriates blench. In the past, foreign 
business offices were allowed to import 
cars, computers and so forth duty-free, on 
the understanding that they would even- 
tually re-export them. As from April 1st, 
this has been cancelled-—in a way which 
leaves foreign companies with potential 
costs of tens of millions of dollars. 

Nor does the customs regime make 
any allowance for depreciation. In other 
words, a foreign representative office 
which has already imported a 1995 Land 
Rover will now have to pay duty on it— 
and at its original price ($29,000), rather 
than its current value (about $12,000). 
The tariffon new carsisacool 100%. Inad- 
dition, if any item on a customs declara- 
tion is missing, then the whole document 
becomes invalid. Woe betide the compa- 
ny which has imported, say, an old fax 
machine and subsequently thrown it 
away—it risks having to pay additional 
| penalty duties on every other piece of of- 
fice equipment imported with it. Those 
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Old Russian customs | 


eT] 


who clear their goods late pay double or 
treble the usual duties (plus interest, at 
sky-high Russian rates, from the moment 
the shipment entered Russia). Even the 
slightest past infringement leads to the 
highest category of penalty. Fines of 
$100,000 and more are—~in principle— 
quite possible on just one car. 

Rather than pay the duties, you de- 
cide to destroy your imported car? You 
still pay duty. You arrange to have it sto- 
len? Same result. Even re-exporting them | 
may not be possible. Simply removing | 
temporary imports physically from Rus- | 
sia is not enough; the paperwork must be | 
done too. 

But for those who know the ropes, | 
theory and practice in Russia are of course | 
different. One western bank has used the | 
services of a security agency run by a well- 
connected ex-kGs general. “They took the 
cars off our hands with minimum fuss,” | 
recalls the bank’s boss. For the unfastid- | 
ious, a corrupt customs officer will charge | 
a few thousand dollars for setting—you 





hope—everything straight. F 


Despite squawks of protest, the Rus- 
sian government—which claims to like 
foreign investors—has refused to bend. | 
The best offer so far is that, maybe, west- 
ern companies will be allowed to avoid 
duties if they donate the goods in question 
to charities (including those favoured by 
the government, of course). 





BUSINESS 
among the top five ideal employers named. 
by almost 40% of the young people surveyed 
(see table). Among youngsters on business 
courses, one in five put McKinsey in their 
top-of-the-pops. 

All told, the 20 most popular employers 
in Europe include half a dozen consultan- — 
cies. By contrast, when the survey, conduct- `> 
ed annually by Universum, a Swedish con- 
sultancy, began in 1995, even business 
students included only three consultancies 
in their top 20 employers (although even 
then, McKinsey and sce were in pole posi- 
tion). KPMG, now at 17th place, was then at 
35th. In those days, the list included more in- 
vestment banks, such as Merrill Lynch and 
Morgan Stanley. 

Equally striking is the passion for Amer- 
ican firms. In this year’s list they take five of 
the half-dozen top slots. In 1995, Nestlé and 
Unilever came fourth and fifth respectively. 
Now, even in the top 50 firms and counting 
generously, only 24 are European. 

Why do Europe’s young appear to spurn 
Europe’s big employers? Ansgar Kinkel, 
who runs the division of Kienbaum, Germa- 
ny’s biggest compensation and recruitment 
consultancy, which specialises in recruiting 
young high-fliers, thinks that graduates are. 
looking for “an international firm with an | 
open culture”. They are swayed, too, by a big 
brand name. In Germany, DaimlerChrysler 
has the benefit of both, and more than 20% 
of the German students quizzed by Univer- 
sum put it in theirtop five. 

In future, one of the big returns to a 
strong brand may be its effects on graduate 
recruitment. After all, as Europe’s birth 
dearth takes full effect, the pool of young 
graduates will shrink and the fight to recruit 
them will grow tougher. 
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The quiet man 


Jack Smith, chairman of General Motors, is a bureaucratic type. That may be why he is 
beginning to get things right at GM 


T HAS not been a good year for Jack Smith. 

After the disastrous United Auto Workers 
strike last summer, which cost the company 
$2 billion in profits, the politer half of the 
business press hoped that he might have an 
honourable, but early, retirement. The rest 
just said that he should be sacked. It may be, 
though, that the commentators wrote his 
professional obituary too soon. 

Running Go is one of the biggest chal- 
lenges there is in corporate America. For a 
decade, it has been seen as adoomed empire. 
Compared toa sprightly Chrysler and a reju- 
venated Ford, as well as its nimbler Japanese 
competitors, GM has been leaden-footed and 
inward-looking. Many publications, this one 
included, have argued that it should be dis- 
mantled. 

Yet other seemingly hopeless monoliths 
have been turned around. Only a few years 
ago both ar&r and 18m were reckoned to be 
finished. Now both are the market's darlings, their chief executives 
fawned on by business glossies, their strategies examined with 
wonder by business schools. 

This looks like an odd moment to suggest thatGm may at last be 
turning into a half-decent company. Disappointing April sales fig- 
ures in a booming market sent its share price down 5%. And the 
company is six weeks away from crucial wage negotiations with 
the dreaded uAw. Gm isstill woefully short of capacity to make the 
light trucks and utility vehicles which now account for half the 
American market. That alone is probably why it has not won back 
the one-third share of the domestic American market most observ- 
ers think it needs for a sustainable recovery. 

Yet visit any of the spanking new factories that GM has been 
opening in Poland, China, and Brazil, or the refurbished sites in 
Germany and England, and the green shoots of a revived company 
are evident. The markets are beginning to believe it (see chart). 
First-quarter profits hit record levels, and the share price has 
bounced back from last year’s desperate lows. 


The man and the machine 
Failing companies seem to call for dramatic solutions. That was 





used to “fix it, flog it or shut it” management, 
Mr Smith’s New England twang reeked of a 
genteel, ineffectual era. Unlike other hard- 
driving Detroit bosses such as Ford’s Jac (“the 
knife”) Nasser, Mr Smith does not grab the 
headlines with swashbuckling cost-cutting. 
Instead he has been picking away slowly at 
GM's problems. 

The row over the strike obscured some 
changes that are beginning to push GM into 
the modern age. All the other big car compa- 
nies long ago spun off their parts-making 
subsidiaries. Until this year Go relied on its 
Delphi Automotive for two-thirds of its 
parts—so if it squeezed its supplier base, it 
throttled its own profits. 

cM has offloaded Delphi faster and more 
easily than anyone imagined. After a suc- 
cessful float of 20% of the company last 
month, the rest is being spun off as an inde- 
pendent entity with Ga shareholders getting 
Delphi shares. This rids Gm of its biggest burden—and also of 
30,000-40,000 UAW members. Now it can buy more cheap parts 
from Mexico. 

Mr Smith has done more to dismantle Gm’s bureaucracy than 
his louder predecessor Roger ever did. The company’s sacred divi- 
sional structure, created by Alfred Sloan in the 1920s, is being 
eroded. Divisions have gone in all but name; only the brands and 
the car badges (such as Buick, Oldsmobile and Chevrolet) remain, 
saving some $300m a year. He has also copied Ford, integrating 
Gm's international and North American operations, and has put 
an end to damaging office-politicking that was hurting its Euro- 
pean operations. And without any grand programme, Mr Smith 
is also cutting the number of basic car platforms (the chassis and 
drive-train mechanical bits that make the wheels go round) from 
16 to eight, in line with best practice at firms such as Ford, Volks- 
wagen and Toyota. 

Gm’s huge remaining problem is labour. There, America’s 
other carmakers are in far better shape. Chrysler’s two near-death 
experiences (in 1980 and 1990) at least produced efficient labour 
practices. Ford trimmed its workforce heavily before it offered the 
UAW all sorts of job guarantees a few years ago. GM was forced to 





how Jack Welch dealt with General Electric 
when he assumed control 30 years ago. 
That was the approach of a previous GM 
boss, Roger Smith, in the 1980s, when he 
tried to split the company in two. 

Neither of those hold useful lessons for 
GM. GE was a sprawling conglomerate that 
could easily be sliced up. Roger Smith, with 
all his visions of robotic factories, failed 
completely, leaving behind a worse mess 
than he inherited. Gm is a great big bureau- 
cratic machine. Jack Smith’s way is to work 
the machine, not just throw a spanner in it. 

The current Mr Smith was the solid, 
soft-spoken Bostonian finance boss drafted 
in as chief executive after his predecessor 


Catching up 


General Motors’: 





offer the uaw similar job guarantees, even 
though it had 55,000 surplus workers still in 
its factories. Mr Smith has taken the fatalis- 
tic view that GM will have to wait until age 
slims the workforce. Butovermanning costs 
GM $4 billion a year. It has to cut that if it is 
to get its costs in line with its competitors. 

If Mr Smith has turned the company 
around, he is unlikely to get the credit for it. 
There will, most probably, be a colourful 
successor: an Iacocca figure, full of smart 
soundbites and passion for the product. 
And if that happens, it will not be entirely 
unfair. Getting the company machine run- 
ning properly is necessary to getting GM 
back on the road, but it is not enough. What 








was fired by the board. But in a country 


GM needs now is some good cars. 
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Inflation Targeting 
Lessons from the International Experience 


Ben S. Bernanke, Thomas Laubach, 
Frederic S. Mishkin, and Adam S. Posen 
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This book is the first in-depth 
study of inflation targeting: 
publicly announcing and 
pursuing specific targets for 
the rate of inflation, It exam- 
ines how well variants of this 
| approach have worked in nine 
countries around the world. 
“A clear and | Clear, balanced, and authorita- 
~ authoritative tive, it is a groundbreaking 
account of infla- study and essential reading for 
tion targeting.” | anyone interested in how 


Mervyn King, : oe 
Deputy: Governor, | economic policy is made. 


Bank of England 


“Here is everything 
you always wanted 
to know about 
inflation targeting 
—but didn’t know 
enough to ask.” 


Alan Blinder, 
economist 
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10th edition 


How to find the best MBA 
course for you 











“A final word’--students and graduates ` 
express their views 





The Economist Intelligence Units annual critical guide to the 
world’s best MBA courses is now in its tenth edition. Based on 

extensive research and personal interviews with business schools 
‘and students Which MBA? gives you incomparable independent 
assessment of an MBA qualification, worldwide, 












The introductory chapters are complemented by an easy-to-use 
directory with over 100 schools worldwide, Each entry contains a 
detailed description of the school’s MBA programmes, with 

comment and analysis of the structure and content of courses. 






Which MBA? is an essential time- and labour-saving directory 
which will enable you to pinpoint your needs quickly and easily. 






ONLY £29.95/US$48.00 PER COPY 






Co-published by the Reonomist intelligence Unit and Pitman Publishing, Available from good bookshops. 
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EIU office, quoting reference 2AEESA. 
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PHB Hagler Bailly : 


IS PLEASED TO ANNOUNCE THAT THE 


Washington 
International Energy 
Group Ltd. 


JOINED THE FIRM 
ON APRIL 30, 1999. 


ince its founding in 1988, 

Washington International Energy 

Group has built a solid reputation 
for assisting international and domestic 
clients with strategy and policy development 
on energy and climate change issues. 
Washington International Energy Group's 
practice compliments the wide range of 
consulting services provided by PHB 
Hagler Bailly and enhances the firm's 


international presence. 


PHB Hagler Bailly welcomes the Washington 
International Energy Group to the firm 
and looks forward to building a successful 
partnership with one of the most respected 


consulting businesses in the energy industry. © 


Hagler Bailly | 
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Denise Watson 
Global Sales, Los Angeles 


Pedro Suarez 
Union Secretary, Lima 





Gunther Leinberger 
Customer Service Mgr, Prankjurt 


Naresh Kumar 
Prospect, Mumbai 








Hiroshu Tagawa 
Financial Analyst, Tokyo 


Sophia Rici 
Customer, Siena 


They're called stakeholders — customers, employees, 
shareholders and other constituents worldwide — and 
their relationships with your company impact your 
bottom line more than you may realize.To profitably 
manage these key stakeholder groups, you need to 
measure their perceptions using one global resource 
with local sensitivity. 

Walker Information Global Network delivers local 
flexibility and global consistency in 75 countries 


Boh Rainer 
Shift Foreman, Toledo 


Lorenzo Gonzales 
Mayor, DeCosia, Brazil 


Bartholomew Jacobson 
Presidem, Charitable 
Organization, San Jose 


There arẹ thousands of important figures 
that never show up onyour Monthly indicators. 


http://www.walkerinfo.com/globalnerwork telephone: +1317 843 8824 fax: +1 317 843 8887 


Shelly O’ Daugherty 
Adedia Representative, Belfast 


Inga Svenson 
Customer, Bern 





‘ Liew Chin 
Manager, Bank of Bangkok 


Stelios Anastopoulos 
Systems Engineer, Athens 

















Mark Taylor Maria Sosa 


Shipping Manager, Sydney 


throughout the world to provide you with 
world-class management information. We can help you 
confidently: measure and manage stakeholder 
relationships everywhere you do business. 
Walker Information Global Network can show you 
figures you may never have seen. Call today for a 
free international study on corporate trends in 
stakeholder measurement and management. 


~ Walkerlnformation 4 
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The real virtual business 


NEW YORK 


Internet broking and trading have come of age. But who will profit from mak- 


ing them possible? 


c6 OCOMPANY anywhere does more 
business than us over the Internet,” 
says Charles Schwab, of the brokerage firm 
that bears his name. No surprise, then, that 
as e-mania has gripped the American stock- 
market, Schwab’s share price has soared, 
along with those of other firms that allow in- 
vestors to buy and sell shares online. Indeed, 
the market now values Schwab (which of- 
fers trading both on- and off-line) at more 
than $40 billion, at Jeast a third more than 
Merrill Lynch, the leading traditional full- 
service brokerage—and a top global invest- 
ment bank, to boot (see chart overleaf). 

This ‘may look like another excess of the 
bull marketin American shares, which this 
week saw the Dow Jones Industrial Average 
top 11,000 for the first time—up nearly 20% 
already this year. Brokerage shares often do 
well in a bull market, when share-trading is 
popular. But although online-brokerage 
shares are almost certainly over-valued (tell- 
ingly, Schwab. recently made it easier for 
members of its employee share-ownership 
plan to reduce their holdings of the firm’s 
shares), the Internet is producing deep, last- 
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ing changes to retail financial services. In- 
deed, it seems likely to complete the revolu- 
tionary shift in power from suppliers to 
customers that began with the deregulation 
of share-trading commissions 24 years ago. 
As Mr Schwab says, “the consumer is having 
afield day.” But at whose expense? Or, to put 
it another way, are Schwab and the others 
really going to do better from this revolution 
than the likes of Merrill Lynch? 

Certainly, online trading in America has 
shown astounding growth. There are now 
more than 5m online brokerage accounts. In 
1994 there were none. In April alone, the 
volume of online share-dealing was two- 
thirds higher than in March, according to 
Credit Suisse First Boston (csrB), an invest- 
ment bank. One in every six share trades 
now takes place over the Internet—over 
500,000 trades a day, compared with fewer 
than 100,000 in the first quarter of 1997. 

The emergence of e-broking has had a 
huge impacton the cost of trading. The aver- 
age commission for each online trade is 
around $15 (though Schwab, the market 
leader, charges $30), compared with $100- 





300 at full-service brokerages, which, aswell: 
as executing trades, offer research, advice’ 
and a personal broker. These traditional 
firms have been slow to respond to the on- 
line challenge, According to Forrester, a re- 
séarch firm, not one full-service firm offered 
Internet trading at the start of 1999 (though 
some have since introduced it in a highly re- 
stricted form). Indeed, the traditional firms 
have appeared positively complacent, argu- 
ing that the cut-price online brokerage is not 
asustainable business model. 


Offline resilience 

They are partly right. The explosion of on- 
line trading so far has done little to keep Mer- 
rill's bosses awake at night. After all, dis- 
count brokerages, including Schwab, have 
been around offline for years, but have not 
stopped Merrill and other full-service firms 


from earning a good living. E-broking is 


fiercely competitive. Although average pric- 
es have stopped falling, the more expensive 
firms such as Schwab and Fidelity are under 
huge pressure to offer their more active on- 
line traders a better deal, 

_ Moreover, much of the growth in online 
trading seems to result from investors doing 
more trades and keeping less of their money 
in the bank, rather than from e-brokers 
gaining clients at the expense of full-service 
firms. And defections work both ways. Suc- 
cessful online investors may well switch toa 
full-service firm for some personal atten- 
tion. Indeed, thanks to the bull market, the 
proportion of investors’ assets managed by 
full-service brokers has been growing. 

It is what the e-brokers do next —and 
how the traditional firms respond —that will 
decide their fates. Most of the online firms 
are now rapidly transforming themselves 
from low-cost trade-executors into electron- 
ic financial-service companies offering a full 
range of retail products, from share-trading 
to insurance. Schwab not only says it is “re~ 
inventing full-service brokerage”; it also 
claims to be turning itself into a “virtual 
bank”. Its strategy is based on combining 
electronic access with human contact for 
consumers—all, unlike at traditional full- 
service firms, available 24 hours aday, seven 
days a week. e*trave, the number three e- 
broker, is doing all it can to mimic online 
what human contact would provide, while 
minimising actual contact. Waterhouse, the 
industry number two, owned by Toronto- 
Dominion bank, is ahead in offering bank 
accounts that carry federal deposit insur- 
ance. Most e-brokers now offer online com- 
pany-research, and some opportunity to 
buy shares in initial public offerings—al- 
though, in this, they are not yet close to 
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matching full-service firms. 

This next stage of online evolution is like- 
ly to pose plenty of problems for traditional 
retail banks. Though many have websites— 
some of which even allow cheap share trad- 
ing—they compare poorly with what the e- 
brokers offer. But banks do have strong 
brands and plenty of capital: they may end 
up buying some of the online brokers, 
though not at their current high share-prices 
and low profitability. They will probably 
wait for the next stockmarket tumble. 

So far, traditional full-service brokers 
have resisted using the Internet in any way 
that would cannibalise their existing offline 
brokerage business. The damage to staff mo- 
rale would simply be too great. Instead, they 
have used the Internet only to increase the 
productivity of their existing brokers, and to 
win new customers through distinct busi- 
ness units, such as Morgan Stanley Dean 


LORRY driver rescues a man ina suit, 

who asks condescendingly if he in- 
vests. It turns out that the lorry driver has 
traded online so profitably that he now 
owns a tropical island—“well, technical- 
ly, it's a country”~and helps stranded 
suits only out of the goodness of his heart. 
On May sth, this advertisement won the 
“best of show” prize at Wall Street’s Fi- 
nancial Communications Society annual 
awards. 

Arthur Levitt, chairman of the Securi- 
ties and Exchange Commission, almost 
certainly had the same ad in mind a day 
earlier. In a tough speech on the risks of 
online trading, he said that “some online 
| firms’ advertisements more closely re- 
| semble commercials for the lottery than 
anything else.” He said he was worried 
| that they may “step over the line and bor- 
| deron irresponsibility.” 

Strikingly, the excesses cannot be 
blamedon upstarte-brokerages desperate 
to lure gullible day-traders. (On the con- 
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The online persuaders 





Witter’s. “Discover”. online brokerage (see 
box below). 

This strategy looks increasingly risky. 
Bill Burnham, an analyst at csrs, says that, 
within two years, the technology of the on- 
line brokers will enable them to deliver cus- 
tomers just as much—-and perhaps more— 
than an average broker at a traditional full- 
service firm. So as many as half the full-ser- 
vice firms’ brokers will effectively be 
marginalised. Getting rid of them will cut 
some costs—-but it will also mean that the 
cost of the infrastructure to support a bro- 
kerage business will be borne increasingly 
by its star performers, who will not like their 
shrinking pay-packets. 

These internal problems will not be 
solved easily. Fundamental change that the 
full-service firms thought would take ten to 
15 years now seems likely within three to five 
years, If they do not act soon, there is a dan- 
ger that their brands will not resonate on the 
Internet the way they now doon Wall Street. 
It still seems unlikely that they will allow 
themselves to fall victim to a technological 
revolution. Certainly, Jeffrey Citron, the 
founder of Datek Online, the fastest-grow- 
ing e-brokerage, is sceptical. “Merrill Lynch 
ten years from now will be a major winner 
from this transformation, because they have 
the assets and capital to implement any plan 
they want. But the change will be very pain- 
ful for them. I’m just fortunate that their 
hands are tied for now.” But time is short for 
the traditional firms. In the race to gain mar- 
ket share in retail financial services, the 
pace-setters are in cyberspace. 
tn diem im ete cae oa lilt 





trary: E*TRADE, for one, has just launched 
an ad featuring a day-trader who has quit 
his job, only to see his shares tank, beg- 
ging, “don’t get carried away.”) No, itis be- 
ing run by one of Wall Street’s most re- 
vered investment banks and full-service 
brokerages, Morgan Stanley Dean Witter, 
to promote its Discover online brokerage. 
Morgan Stanley Dean Witter’s choice 
of message may well be a symptom of the 
problems traditional brokers face in ex- 
ploiting the opportunities offered by the 
Internet. After all, its thousands of bro- 
kers would be furious ifit copied the series 
of ads run by, say, E*rRADE—which por- 
tray full-service brokers as self-serving, 
incompetent sleaze-balls. Still less would 
it want to copy e-brokers—mydiscount- 
broker.com, say~—in emphasising how 
cheap it is to trade online compared with 
full-service broking. With. those two 
themes ruled out, what else is there left to 
say about trading on the Internet except 








Online trading in Asia 


Boom or bust? 


HONG KONG 


MERICANS have taken to day-trading 
with relish. But they are still mere dab- 
blers beside the housewives of Hong Kong 
and Taipei, whocrowd their cities’ brokerag- 
es in a day-long frenzy of market gossip and 
gambling, In a good year the ratio of average 
daily turnover on the Taiwan stockmarket to 
market capitalisation can be five times high- 
er than on the New York Stock Exchange. 
Hong Kong is well ahead, too, and has the 
additional advantage of pc and Internet 
penetration at levels close to those seen in 
America. Among those who thought all this 
sounds like a Internet-broker’s dream was 
Mark Duff, a former manager with Dow 
Jones. In 1997 he started Boom.com, Asia’s 
first e-broker, in Hong Kong. Last week itcel- 
ebrated its first year of licensed trading, but 
not in a haze of Internet euphoria. Rather, 
the main emotion was relief at having sur- 
vived. The e-broking business has turned 
out far tougher than anyone expected. 

To be sure, launching just as the Asian 
crisis hit did not help; but the difficulties on- 
ly started there. Securing regulatory approv- 
al took months. To avoid making enemies 
among the brokerages who run Hong Kong’s 
exchange, Boom chose to work through 
them rather than buy its own seat. That 
meant putting a terminal on`each of their 
trading desks. The traders have had tore-key 
manually each Boom trade into the Ex- 
change’s own computer system. Because 
Boom does not have its own seat, it is not 
covered by Hong Kong's compensation 
fund, which protects investors if a brokerage 
collapses. Hong Kong sets a minimum trad- 
ing commission of 0.25%. Because few exist- 
ing brokers charge more than this, Boom 
could not offer the usual enticement of on- 
line trading—cheaper transaction costs. 

To make matters worse, competition ar- 
rived with a vengeance. By the end of the 
year, two other local brokers were offering 
online trading, and the giant of the business, 
Charles Schwab, had launched its own e- 
trading in Hong Kong (only in American se- 
curities so far). Then the Stock Exchange, un- 
der pressure from its members—mostly. 
small brokers—announced plans to set upits 
own e-broker service by the middle of next 
year. This would allow even the tiniest Hong 
Kong broker to offer its clients online trading 
on the Exchange’s site, which will simply 
check with the brokers toconfirm theclient’s 
account balance and credit-standing before 
executing the order. 

Although Boom will not reveal its finan- 
cial results, analysts reckon it has attracted 
only about 15,000 clients so. far, out of 
840,000 Hong Kong retail investors. Telling- 
ly, that still makes it by farthe industry lead- 
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f Test case 


ISLAMABAD 


Noar thought it would be easy for 
Pakistan to restructure its interna- 
tional sovereign bonds. But there will be 
some disappointment at quite how little 
progress the country has to report when of- 
ficials from its finance ministry travel to 
Paris later this month. There they will meet 
members of the “Paris 
Club” of official creditors, 
who in February agreed to 
reschedule $3.3 billion of 
Pakistan’s debts, on condi- 
tion that commercial cred- 
itors, including bondhold- 
ers, did likewise. Out of the 
trillions of dollars of inter- 
national bonds that have 
been issued, Pakistan’s 
four issues—totalling only 
$750m—are small change. 
But Pakistan is seen as set- 
ting an important precedent for other bor- 
rowers: that, in future, private lenders and 
investors should be “bailed in” to sover- 
eign-debt restructurings. As one Pakistani 
official laments, “we are just the guinea- 
pigs in a global game.” 

The one concession given by Pakistan 
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Sharif’s default option 


on the bond issue has been to reject the 
“buyback” option. It had been rumoured 
that Pakistan was trying to buy its bonds 
back, using its liquid foreign-exchange re- 
serves of about $1.7 billion. But, apparent- 
ly after the Paris Club made its disapproval 
known, Ishaq Dar, the finance minister, 
said Pakistan will not do 
this. Nor is Pakistan likely to 
default unilaterally, espe- 
cially after a statement last 
month from the G10 group 
of rich countries which said 
that sovereign borrowers 
should honour existing 
bond contracts. 
Nevertheless Pakistan 
has resisted full-scale rene- 
gotiation of its bonds. It has 
argued that this would 
jeopardise future efforts to 
borrow in the global capital markets, and 
that it is logistically complicated because it 
could involve negotiating with hundreds 
of investors. Mr Dar insists that, even 
without a new agreement with the Paris 
Club, Pakistan can make a $15m interest 
payment, due on May 28th, on a $300m 
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bond. But bankers say that, with so many 
eyes on Pakistan, it is unlikely to be let off 
the hook for long. One day it will have to 
reschedule the bonds. 

The government's critics say that argu- 
ments about the impact of a rescheduling 
on Pakistan’s credit-rating are academic: 
confidence has already been battered by a 
weak economy and controversial invest- 
ment policies. In particular, businessmen 
lament the decision to carry out anti-cor- 
ruption investigations into 19 private pow- 
er-generation companies established un- 
der the rule of Benazir Bhutto, the former 
prime minister. More than two years into 
the probe, the government has presented 
no proof. But it is now trying to renegotiate 
contracts with those companies to seek 
lower tariffs, fuelling suspicions that the 
investigations were meant only to stave off 
the financial collapse of the state-owned 
Water And Power Development Author- 
ity, which is notorious for inefficiency and 
corruption. 

Against a background of falling export 
earnings and tax revenues, some critics say 
that a forced bond-restructuring could ac- 
tually be a blessing in disguise for Pakistan. 
It would close one tempting avenue for the 
government of Nawaz Sharif, the prime 
minister: borrowing abroad to finance ex- 
travagant populist projects. 











er, even though it has a staff of just 15 and has 
to make what money it can from the float on 
clients’ cash holdings (which puts it at a fur- 
ther disadvantage compared with tradition- 
al brokers, who pay interest on cash). Only 
now, as Asian markets recover, are Boom’s 
fortunes looking up. It is about to offer dis- 
count trading in American securities, fol- 
lowed soon by other Asian securities, which 
may make it the first global e-trading service. 
But how long will it be before all its compet- 
itors who are eyeing the Hong Kong market 
do the same? 





European settlement systems 


Clearer now? 


il ade new currency for Europe was meant 
to bring with it a single capital market, 
but the reality is proving more complicated. 
This week, after months of talks, the London 
Stock Exchange and Deutsche Börse, Frank- 
furt’s stockmarket, finally signed a vague 
agreement with six other exchanges to co-op- 
erate in forming a pan-European trading 
platform. Progress in the back office is even 
slower. Europe’s banks may have to deal 
with up to 31 different national and cross- 
border clearing and settlement systems 
when trading in European shares and bonds. 
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Euroclear, one of Europe’s two international 
clearers, thinks it is time to change. On May 
4th it proposed that Europe's clearing be op- 
erated on a “hub and spoke” system akin to 
America’s airlines. Not surprisingly, Euro- 
clear (preferably having merged with the 
other, smaller, international clearer, Cedel), 
sees itself as the hub, and national settlement 
systems, such as France's sicovAM and Bri- 
tain’s CREST, as the spokes. 

The idea is not new. Nor is it by any 
means certain to happen, despite the advan- 
tages of a rationalised system—greater effi- 
ciency and lower requirements for collateral 
from its users. True, the euro will lead toa big 
growth in cross-border business, as currency 
risk disappears and investors begin to assess 
companies according to their industrial sec- 
tor, not their domicile. Over the next five 
years or so, the volume of European corpo- 
rate bonds is expected to double, and that of 
equities to triple as governments cut public- 
pension provisions, and investors seek high- 
er returns. So efficient trading and settlement 
will become even more important. 

Sir Andrew Large, the chairman of Euro- 
clear, claims that the proposed system would 
save “hundreds of millions of dollars”—by 
cutting investment in information technolo- 
gy by the national clearing-systems and 
eliminating duplication of systems within 
the offices of users such as custodians, bro- 
ker-dealers and fund managers. 


Regulators are also becoming stickier 
about how much capital banks put up to 
back their risk-taking. So the banks, too, will 
be keener to deal with a single settlement sys- 
tem which allows them to post one, smaller, 
amountof capital as collateral against a bun- 
dle of risks. Some would like European clear- 
ing to model itself on America’s streamlined 
system: in practice, national differences in 
taxes, laws and regulations almost certainly 
rule that out in the short term. 

One of the biggest advantages of the hub- 
and-spoke system is that it could be up and 
running in months, at least in theory. 
However in practice the plan has many ob- 
stacles to clear. Cedel, Euroclear’s arch-rival 
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and now putative partner, at first refused to 
comment on the idea. Nor was there a rush 
among the national clearers to back the plan. 
Some, such as Britain’s CREST, are known to 
favour expanding bilateral links among na- 
tional clearers—more spaghetti junction 
than hub-and-spoke. As for the users, the 
banks have long resented J.P. Morgan’s con- 
tract as Euroclear’s exclusive operator and 
the tidy profit it makes from that and from 
ancillary services. Morgan insists it would be 
prepared to “re-examine its role” rather 
than stand in the way of progress. It is easy to 
see why. In Euroclear’s plan'the hub would 
still have a monopoly over high-value 
wholesale transactions, which often require 
credit. For Morgan, even a reduced role in 
sucha scheme would be preferable to no role 
at all in.a network of national clearers. 





Bank of Italy 


Sic transit gloria 


ROME 


PRING isalmostas fine as autumn for ex- 

ploring the vineyards in the hills south of 
Rome. Reason enough, inducements aside, 
to envy those 1,000-odd of the employees of 
the Banca d’Italia, Italy's central bank, who 
after Easter moved toa large new complex at 
Vermicino, near Frascati. Critics, of whom 
there are a growing number, grumble that 
these palatial offices show how the Banca 
d'Italia suffers from delusions of grandeur 
and has failed to plan for its real needs. A de- 
cision in late April by the central bank to 
block a bid by Sanpaolo ımı, a large Turin- 
based bank, for Banca di Roma; gave still 


more grist to their mill. “It is behaving terri- 
bly,” says one banker involved in the deal. 
And heis not alone. Once one of the most in- 
fluential and respected of Italy’s public insti- 
tutions, the Banca d'Italia has lost a lot of its 
influence and risks losing respect too. 

Ostensibly, the reason for the Banca 
d’ltalia’s refusal was that Banca di Roma 
considered Sanpaolo mrs bid hostile and 
the central bank frowns on such practices. 
There is more to it. Banca di Roma is the re- 
sult of a series of takeovers of weak banks— 
encouraged by the authorities—- at the end of 
the 1980s and beginning of the 1990s. Cynics 
think that if Sanpaolo rm1’s bid had gone 
ahead, the Turin bank would have cleaned 
the Rome bank’s balance sheet of its many 
bad debts, embarrassing the supervisors 
with revelations of their size. 

The Banca d'Italia has been uncommon- 





JOHANNESBURG 


UTHAMA’S Corner Bar in Bahati, 

an eastern suburb of Nairobi, does 
not cater for vegetarians. Pub grub consists 
of half a cow, raw and covered in flies. Pa- 
trons hack off a plate-sized chunk and ask 
the staff to roast it. This is why The Econo- 
mist’s Big Mac index—which measures 
the purchasing power of the world’s cur- 
rencies—is so hard to compile in Africa. 
Africans think burgers puny. McDonald’s 
has branches in only one sub-Saharan 
country: South Africa. It is easier to com- 
pare beer prices. 

Investec, a South African merchant 
bank, has done just that. In an attempt to 
“replicate the authority and accuracy of 
The Economist’s Big Mac Index”, Inves- 
tec’s beer index compares the cost of a 
375ml bottle of clear lager in various Afri- 
can countries. The bank’s pinstriped re- 
searchers shun pricey hotel cocktail 
lounges and venture into the sort of bars, 
such as Muthama’s, where ordinary Afri- 
cans carouse. Like the Big Mac in the rest of 
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the world, barley beer (not to be confused 
with thicker, soupier maize or sorghum 
beers) is a staple and relatively homogene- 
ous product throughout Africa. Also like 
the Big Mac, the price of a bar beer includes 
elements of manufacturing, distribution 
and service, and so should give a reasona- 
ble, if crude, measure of a currency’s pur- 
chasing power. 

So, what does beerology say about 
African money? The chart below, com- 
piled in March, suggests that the Kenyan 
shilling is overvalued. Though Investec’s 
fact-gatherers bought their bottles of Tusk- 
er at a bar that chose not to levy sales tax, 
Kenyan beer is still the most expensive in 
the sample. The markets seem to agree. The 
shilling has fallen more than 10% in the 
past year, and continues to slide. 

Zambian beer is also costly: Zambia 
Breweries recently established a dominant 
position and put up its prices. Uncertainty 
over the sale of the state-owned copper 
mines could cause the kwacha to devalue, 





























Calm in the currency markets 


however, bringing the cost of a booze-upin 
Lusaka more in line with the African aver- 
age. The Ghanaian cedi, too, looks overval- 
ued. But beer prices in Ghana are so vola- 
tile, as three firms—Heineken, Guinness 
and South African Breweries—battle for 
market share, that the next beer index may 
tell a different story. 

A refreshing draught is cheapest in 
Zimbabwe. This suggests that the Zim dol- 
lar is undervalued, but the country’s 
dreadful politics will probably drive it 
even lower. Zimbabwe has only tiny re- 
serves of foreign exchange left, but the mr 
is increasingly unwilling to bail out a gov- 
ernment that keeps murky accounts, 
threatens to confiscate white-owned 
farms, and spends an undisclosed fortune 
on a pointless war in distant Congo. Zim- 
babwe’s tobacco auctions, currently under 
way, may bolster the currency temporari- 
ly. But this year’s crop is poor, How long 
President Robert Mugabe can stave off an- 
other crash, similar to last year’s, is any- 
one’s guess. Cheap beer is one of the few 
comforts left Zimbabweans. 
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ly powerful by the standards of other central 
banks. Partly that is because its control of 
banking is, to put it politely, discretionary— 
unencumbered by too much interference. 
But, despite this, the central bank earned its 
laurels in recent years with rare but refresh- 
ing virtues such as honesty. So when a tech- 
nocratic government was formed in 1993, in 
the aftermath of “tangentopoli” (“bribes- 
ville”) scandals, the man chosen to head it 
was the central bank’s governor, Carlo 
Ciampi. ‘The central bank’s integrity and 
competence set itapart. 

After a break, Mr Ciampi returned to 
government and has been treasury minister 
for the past three years. He is only the latest 
in a long line of Italian central bankers to go 
on to wield influence elsewhere. Guido Car- 
li, one of Mr Ciampi’s predecessors as gover- 
nor, tried—unsuccessfully—to keep the pol- 
iticians’ excesses in check when he was 
treasury minister between 1989 and 1992. 
The present foreign minister, Lamberto Dini 
(a former prime minister and treasury min- 
ister) was, previously, the central bank’s di- 
rector-general. 

In a poll of staff at the treasury ministry 
in the early 1990s, most would have pre- 
ferred working at the Banca d'Italia. No 
longer. What used to be a prestigious career 
now looks dull: bright young Italians now 
set their sights on jobs in the big internation- 
al investment banks. In recent years, the 
treasury ministry has started to reclaim 
functions the central bank had taken on in 
the 1970s. The relative decline of the central 
bank has accelerated of late. European mon- 
etary union meant the loss of responsibility 
for monetary and exchange-rate policies. 
Banking supervision might also one day be- 
come a pan-European responsibility. One of 
this idea’s boosters is Tommaso Padoa 
Schioppa, whose lengthy career at the Banca 
d'Italia ended in 1997, after he had fallen out 
with Antonio Fazio, the central bank’s pre- 
sent governor. Mr Padoa Schioppa headed 
Consob, Italy’s securities’ watchdog, briefly, 
before being appointed to the executive 
committee of the European Central Bank 
last year. 

None of this has dented the pretensions 
of the Banca d'Italia, or its 9,000 staff (a 
number unchanged from ten years ago). The 
bank’s 100-or-so provincial offices have full 
complements of bored and underworked 
employees. Completed only four years ago, 
the Banca d’Italia’s provincial head-offices 
on Rome’s Via XX Settembre have, besides 
lots of marble, a huge echo around its 29 tills 
as well. Once state employees and pension- 
ers used. provincial offices to cash cheques; 
now they are barely used. While custom and 
technology have moved on, Italy’s central 
bank has stood still. Mr Fazio, say insiders, 
has not resigned himself to the bank’s di- 
minished status. He can console himself 
with his salary which, according to The 
Economist's researches, is the highest of any 
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rich-country central banker, and more than 
four times that paid to Alan Greenspan, 
chairman of America’s Federal Reserve. 

Still, Mr Fazio has at least kept some old- 
style virtues at his institution. Shame about 
the old-style vices: an aversion to market 
forces and a lack of transparency. 


Corporate finance 


How high a> 
hurdle? 


T DID raise some eyebrows at first. Two 

months ago, when Aegon, a Dutch life in- 
surer known for taking care of its sharehol- 
ders, bought Transamerica, a San Francisco- 
based insurer, Aegon said it was expecting a 
return of only 9% from the deal, well below 
the 1% “hurdle rate” it once proclaimed as 
its benchmark. Had this darling of the stock- 
market betrayed its devoted investors for the 
sake of an eye-catching deal? 

Not at all. Years of falling interest rates 
and rising equity valuations have shrunk 
the cost of capital for firms such as Aegon. So 
companies that regularly adjust the hurdle 
rates they use to evaluate potential invest- 
ment projects and acquisitions are not 
cheating their shareholders. Far from it: they 
are doing their investors a service. Unfortu- 
nately, such firms are rare in Europé. “I 
don’t know many companies at all who low- 
ered their hurdle rates in line with interest 
rates, so they’re all underinvesting,” says 
Greg Milano, a partner at Stern Stewart, a 
consultancy that helps companies estimate 
their cost of capital. 

This has a huge impact on corporate 
strategy. Companies generally make their 
investment decisions by discounting the net 
cash-flows a project is estimated to generate 
to their present value. If that net present val- 
ue is positive, the project should, in theory, 
make shareholders better off. But the entire 
decision rests on the accuracy of both the 
cash-flow forecasts and the discount rate. 
Set the rate even a sliver too high, and good 








projects appear bad; set it too low and bad 
investments look appealing. 

This makes it all the more surprising that 
some companies pay little attention to the 
impact on the discount rate of changes in 
their cost of capital. Steve Hodge, treasurer 
of Shell, an Anglo-Dutch oil giant, says thata 
difference of only one: percentage point in 
the discount rate can change the value of, 
say, anoilrefinery with a15-year life by hun- 
dreds of millions of dollars. Nonetheless, 
Shell left its hurdle rates unchanged for two 
decades until it “nudged them down” in 
1997, and now intends to keep them at pre- 
sent levels for years to come. 

Generally speaking, says Paul Gibbs, an 
analyst at J.P. Morgan, an American bank, 
finance directors in America often review 
their hurdle rates; in continental Europe 
they do so sometimes, and in Britain, rarely. 
As a result, the Confederation of British In- 
dustry, a big-business lobby, worries about 
underinvestment, and officials at the Bank 
of England grumble about firms’ reluctance 
to lower hurdles. 

This reluctance seems surprising, since 
companies with high hurdle-rates will tend 
to lose out in bidding for business assets or 
firms—as, according to Mr Hodge, Shell has 
often done. In a deal-crazy environment 
such as America’s, reckons Rick Escherich of 
J.P.Morgan, the fear of missing out on a spec- 
tacular merger wave has encouraged man- 
agers to keep their hurdle rates as low as pos- 
sible. On average they are now down to 
about 10% from 12% a few years ago. 

But many managers remain deeply 
sceptical about the theory behind discount 
rates. Even though it spits out percentages to 
several decimal points, the capital-asset 
pricing model, as the conceptual framework 
for calculating the rates is called, is contro- 
versial in itself. “The whole basis of setting 
hurdle rates is flawed,” says Mr Hodge. “If 
you change the hurdle rate you’re hiding 
away a management decision in a piece of 
spurious arithmetic.” 

Spurious or not, that arithmetic should 
reflect not only interest rates but also the 
riskiness of each individual project. For in- 
stance, Siemens, a German industrial giant, 
last year started assigning a different 
hurdle rate to each of its 16 businesses, 
ranging from household appliances to 
medical equipment and semiconduc- 
tors. The hurdle rates—from 8% to1%— 
are based on the volatility of shares in ri- 
val companies in the relevant industry, 
and are under constant review. 

As scientific as it sounds, however, 
this approach is not foolproof. “You find 
two companies in the same industry, 
who should be using similar rates, but 
one uses 10%, the other 30%. One or both 
must be wrong,” says Mr Milano. That is 
what brings the managers’ decision out 
of hiding. 
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News from the lab 





What makes economics less than a proper science, sceptics often argue, is 
that you cannot do controlled experiments. Many economists disagree 


XPERIMENTAL economics, as it is 

called, is a growth industry. The idea of 
quizzing people in controlled settings 
about actual or hypothetical decisions, 
then coming to conclusions about the way 
they make them, goes back a long way. But 
its heyday in modern economics began in 
the 1950s, when Maurice Allais, one of 
France’s greatest economists (and winner 
of the Nobel Prize in 1988), asked people to 
choose among certain gambles, and then 
examined their decisions. He discovered 
that people acted in ways that were incon- 
sistent with the standard theory of utili- 
ty—a basic building block of economics, 
which predicts how people make choices 
subject to their limited resources. Later, 
more careful experiments found, by and 
large, the same thing: people do not behave 
as economics says they are supposed to. 

Spurred by these findings, the experi- 
mental tendency in economics has ex- 
panded prodigiously. All kinds of further 
puzzles and anomalies have come to light. 
And the experimentalist literature has 
moved beyond utility theory to bargain- 
ing, public goods, industrial organisation, 
auctions, asset markets and more. Is this a 
sensible path to take? Can lab work make 
economics a better science? Or is it all, as 
many mainstream economists appear to 
think, a waste of time? A symposium in a 
recent issue of the Economic Journal takes 
up these questions. 

Experimental economics has raised in- 
teresting issues and stimulated thought 
and work, It has added to the sum of eco- 
nomic knowledge. But that is not to say 
that it has made economics a better sci- 
ence, or more like the proper science it 
would like to be. Consider one example. 

Experimental economists have paid a 
lot of attention to so-called preference re- 
versals. Typically, in a variation of the Al- 
lais experiment, subjects are asked to con- 
sider two different lotteries—one with a big 
probability of winning a small prize and 
another with a smaller probability of win- 
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ning a big one. Then two questions are put 
to the subjects. The first asks which lottery 
ticket they would prefer toown; the second 
asks how much they would be willing to 
pay for each kind of ticket. The result is cu- 
rious. Suppose, depending on the prizes 
and the odds, that half of the subjects say 
they prefer the first kind of ticket. Then it 
usually turns out that, with the same prizes 
and odds, far more than half go on to at- 
tach higher prices to the second kind of 
ticket. This is irrational. It appears that 
people draw on different information in 
deciding which ticket to choose as opposed 
to how much they are willing to pay. 

This is a serious embarrassment to eco- 
nomic theorists. Many different and in- 
creasingly complicated versions of this ex- 
periment have now been carried out. Some 
used actual money, some didn’t. (When 
real rather than hypothetical cash is used, 
the number of reversals tends to go up.) 
Ever more ingenuity has been spent on 
making sure that the subjects were proper- 
ly motivated and conscientious. Some 
ways of setting the experiment up do re- 
duce the number of preference reversals, 
but the basic finding seems to hold. One set 
of authors concluded that the reversal ef- 
fect was inconsistent not only with utility 
theory but also with every existing theory 
of economic decision-making. In the light 
of this, a variety of new theories (some de- 
vised by psychologists rather than econo- 
mists) have been proposed. 

Which all seems quite scientific: theo- 
ries falsified, new ones offered up for falsi- 
fication. The trouble is, mainstream eco- 
nomics has not abandoned utility theory: 
it does not regard it as falsified, after all. 
Most economists, it is probably fair to say, 
would simply rather not contemplate the 
failure of such cherished assumptions. 
Many would defend utility theory (as well 
as other aspects of their standard model of 


behaviour) as a useful approximation, 
pointing out that exceptions to approxima- 
tions can always be found. Pressed, 
however, they might take the battle to the 
experimenters and argue that experiments 
do not provide an accurate representation 
of how people behave in the “real world”. 

That is a fair point. The very idea of an 
experiment is artificial. Subjects know 
they are being watched: they will think 
about what the experimenters expect them 
todo, about what they “should” do, as well 
as about what they themselves want todo. 
The incentives may be smaller than in real- 
world decisions: so rational choices may be 
inadequately rewarded and irrational 
ones inadequately punished. 

Most important, it is hard for experi- 
ments to create realistic opportunities for 
learning and adapting. Pick any of these 
experiments and one’s reaction on reading 
the subjects’ instructions is usually confu- 
sion. Outright mistakes must be common. 
When experiments allow for this by letting 
subjects learn, they doit through sheer rep- 
etition. Repeated trials are likely to be bet- 
ter than one-off experiments in this re- 
spect: people make fewer straightforward 
mistakes at the end of 20 reps than at the 
beginning. But these trials are still far re- 
moved from normal experience. For most 
people, as one critic points out, “Ground- 
hog Day” is a surreal nightmare rather 
than a plausible depiction of real life. 

Experiments are very often interesting 
and idea-provoking and probably require 
no further justification. Mainstream econ- 
omists should no doubt pay closer atten- 
tion. But whether experiments improve 
the scientific credentials of the discipline 
must be very much in doubt. In the end, 
the main problem is not that designing 
good experiments is hard. It is simply that, 
unlike physics, economics yields no natu- 
ral laws or universal constants. That is 
what makes decisive falsification in eco- 
nomics so difficult. And that is why, with 
or without experiments, economics is not 


February 1999. The indispensable reference on the sub- 
ject, with essays surveying the entire field, is "The Hand- 
book of Experimental Economics” edited by John Hagel 
and Alvin Roth, published by Princeton University 
Press in 1995. 
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What's the matter? 


PALO ALTO. 


Two machines opening for business in the next few days may help to explain 


why the universe has anything in it 


OME things are so commonplace that it is 

easy to take them for granted. One such 
commonplace is that space is full of stuff: 
galaxies, stars, planets, people and soon. The 
stuff is made of atoms, and the atoms are 
made of protons, neutrons and electrons. In 
other words, matter. 

But matter is not the only possible stuff 
that things can be made of. There is also anti- 
matter. Protons, neutrons and electrons-- 
and all the other exotic sub-atomic particles 
that physicists have managed to produce in 
theirgigantic accelerators—each have an an- 
timatter equivalent. These antiparticles are 
equal in mass to their matter counterparts, 
but appear to be opposite in all the other 
things (electric charge and spin-direction, 
for example) that define exactly which parti- 
cle in the cosmic zoo is which. That is why 
matterand antimatter annihilate one anoth- 
erif they ever come into contact. 

But if matter and antimatter were truly 
equal and opposite, it is difficult to see why 
only matter emerged from the Big Bang that 
marked the beginning of the universe. It is 
certainly the case that newly formed parti- 
cles made in physicists’ machines are always 
accompanied by their antimatter counter- 
parts. On the other hand, if matter and anti- 
matter had existed in equal quantities at the 
beginning, they would have annihilated 


me 


THE ECONOMIST MAY ŠTH 1999. 


each other so completely by now that the 
universe would be filled with nothing more 
than a glow of electromagnetic radiation. 

The only explanation for this paradox 
that physicists have been able to come up 
with is that matter and antimatter are not, in 
fact, truly equal and opposite. In the begin- 
ning, they probably did exist in equal 
amounts. But a tiny asymmetry between 
them caused a small quantity of matter toes- 
cape the otherwise mutual destruction that 
inevitably followed. That surviving matter 
is what went on to become what can cur- 
rently be touched and seen. 

Until now, only one example of such an 
asymmetry has been found. That tells theo- 
rists they are on the right track. But it reveals 
little else. To understand better what is hap- 
pening, they need more data. And to provide 
those data, American and Japanese particle 
physicists have been engaged in a race to 
build what is known in the jargon as a B-fac- 
tory. This month, those racing physicists are 
breasting the tape. 


Sons of Bs 

The winners, by a scant two weeks, are the 
Americans. The s-factory at the Stanford 
Linear Accelerator Centre (sLAc), in Palo Al- 
to, California, should open for business on 
May gth. Its rival at kex, the High Energy 






























Accelerator Research Organisation, in Tsu- 
kuba, near Tokyo, will golive on May 24th. 

The “p’’s that the factories will make (ata 
rate of about ım a month) are a type of sub- 
atomic particle known as a meson, A meson 
is made of two quarks (or, more precisely, of 
a quark and an antiquark). 

Quarks are among the dozen subatomic 
particles that physicists recognise, at least at 
the moment, as being truly fundamental. 
There are six of them. Protons and neutrons, 
which make up most observable matter, 
contain two types of quark, called “wp” and 
“down”. These quarks are stable. The other 
quarks—“strange”, “charm”, “bottom” and 
“top”--are unstable. A B-meson, as the ab- 
breviation suggests, is any meson that con- 
tains a bottom (or an antibottom) quark. 

The reason why physicists are so eager to 
mass-produce these particles is that their 
theories predict that n-mesons and antie- o) 
mesons will sometimes decay in non-com= - 
plementary ways. If true, that would pro- 
vide a second example of an asymmetry be- 
tween matter and antimatter, 

The first example was a type of meson 
called a kaon. Even by the generous stan- 
dards of quantum physics, kaons are weird 
creatures. When a meson and an anti-meson 
of any description are created in a particle. 
accelerator, they normally fly offin opposite 
directions, But in the case of kaons, the two. 
become mixed up. So, instead of being a pure 
kaon and a pure anti-kaon, the two particles 
that go flying off are actually blends of each; 

These two blended particles, however, = 
have different properties from each other. 
One, known asa k-short, will decay into two 
further mesons, called pions. It does so 
quickly—within a ten-billionth of a second 
of its creation. The other blended particle is 
called a x-long, It decays into three pions, a 
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complex process that takes more time to 
happen. So k-longs, as befits their name, live 
to the ripe old age of a hundred-millionth of 
asecond. 

That all fits nicely with the way that the- 
ory once predicted the world should be. 
What did not fit was the discovery, in 1964, 
that a few x-longs (around a tenth of a per- 
cent of them) were decaying into a mere two 
pions. Since the predicted decay patterns of 
the two mesons were a result of the ways that 
matter and antimatter blended in them, that 
suggested that those substances are not quite 
equal and opposite after all. 

After eight years of struggle, the so-called 
Standard Model of particle physics was re- 
vised (by Makoto Kobayashi and Toshihide 
Maskawa, of Nagoya University), to accom- 
modate the asymmetry. One of the predic- 
tions of their revised Standard Theory was 
the existence of two previously unsuspected 
quarks—the bottom and the top. Another 
prediction was yet more asymmetry, this 
time associated with the disintegration of a 
particular sort of p-meson, known as a Bo. 

Such By mesons, and their antiparticles, 
can break down into many different sorts of 
particle—but the one that particularly inter- 
ests the asymmetry physicists is known as a 
j/psi. (The double name is because the j/psi 
was found simultaneously by two inde- 
pendent research groups, and neither would 
back down from the name it had given to its 
discovery. So the particle has, as it were, a 
name and an antiname.) 

A J/psi, together with an accompanying 
«-short, can be the result of the breakdown 
of either a By or an anti-Bg. In the unrevised 
model of the universe these two breakdown 
pathways ought to occur equally often. But 
the revised Kobayashi-Maskawa version 
predicts that fewer of the By-mesons will de- 
cay this way than the anti-By-mesons. It is to 
measure this difference, and to see whether 
it accords with the revised theory, that the 
sac and kex machines have been con- 
structed (see the following article). 

If the difference does accord with theo- 
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ry, however, there will be a few long faces 
around. For the truth is that physicists are 
both bored and frustrated by the Standard 
Model. They are bored because it is so good, 
and frustrated because it is not quite good 
enough. Its equations describe the existing 
particle zoo and predict new members (such 
as J/psi) with monotonous accuracy, but the 
parameters of those equations are complete- 
ly arbitrary. 

Theorists do not like arbitrary terms in 
their equations, and they have lots of “next 
generation” models, which would take some 
of the arbitrariness out of the process, on the 
starting line. But without data that deviate 
from the Standard Model’s predictions, they 
cannot decide which of these models look 
correct. They are therefore waiting for the 
chaps with dirty hands who actually run the 
accelerators to provide them with some- 
thing surprising. A departure from the Stan- 
dard Model would be a most welcome sur- 
prise. And there is a reasonable hope that 
such a surprise will emerge because, good 
though the model is, it underestimates the 
amount of matter in the universe by the triv- 
ial factor of 100 billion times. 


In the B-ginning 

When the universe was young, it contained 
lots of particles, and also antiparticles. Prob- 
ably, it was born with an equal number of 
each. But even if it was not, that would not 
have been significant, because at this early 
time matter could change promiscuously in- 
to antimatter, and vice versa, at a rate de- 
pendent on how much of the other sort was 
around. This change was mediated by parti- 
cles known as x-bosons. The result would 
have been that the numbers of particles and 
antiparticles rapidly equalised. 

The reason, according to the mathemat- 
ics, that particles were able to behave this 
way was that none of them, including the x- 
bosons, had any mass. The Standard Model 
says that particles have mass because of their 
interactions with what is known as the Higgs 
field (named after Peter Higgs, the theorist 





who dreamed up this part of the model). At 
the beginning of the universe there was no 
Higgs field and therefore no mass. Nor. was 
there any asymmetry between matter and 
antimatter, because. that. asymmetry is 
caused by a slight difference in their interac- 
tion with the Higgs field. 

Then, shortly after the beginning, the 
Higgs field appeared from nowhere. It start- 
ed as a tiny region, but expanded rapidly, 
like a balloon, to occupy the whole volume 
of the universe. As its mass-giving effects 
swept outwards, though, its asymmetric in- 
teraction with the particles at the surface of 
the balloon let matter through faster than 
antimatter. The Higgs field also stopped the 
process that allowed matter and antimatter 
toexchange identities, because it made the x- 
bosons so massive that it was almost impos- 
sible for them to form outof the available en- 
ergy (E=mc?, and all that). 

The result was that more particles of 
matter than antimatter found themselves in 
the Higgs field's tender embrace. So, even 
when all the antimatter had annihilated 
particles of matter, there was some matter 
left over. But at the moment the sums do not 
add up. The surplus of matter that the Stan- 
dard Model predicts would have been let in 
by the Higgs field is not nearly enough to ac- 
count for today’s modern universe. 

The Standard Model must therefore be 
wrong. And whoever shows why it is wrong 
is a dead cert for a trip to Stockholm to pick 
up a Nobel Prize. That, perhaps more than 
anything, explains the race between stac 
and KEK. The results will not come instantly 
but, if all goes well, enough s-mesons will be 
generated over the next year or so for one or 
both organisations to find out whether the J/ 
psi-k-short decay behaves as the Standard 
Model predicts. If it does, they will grit their 
teeth, crank their machines up to higher en- 
ergies, and have a look at other processes 
which should be asymmetric. If it does not, 
the question of why we are here may just 
have received its answer. 
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How to build a B-factory 


PALO ALTO 


ARTICLE-PHYSICS machines have two 

parts: an accelerator and a detector. The 
accelerator's job is to whisk commonplace 
subatomic particles—protons, electrons and 
their antimatter counterparts—up to speeds 
close to that of light. The energy required to 
produce this acceleration makes these parti- 
cles much heavier than normal, since it is 
converted into mass at the prevailing ex- 
change rate (E=mc2). When such abnormal- 
ly massive particles are slammed either into 
a stationary target, or into each other, the ex- 
tra mass is converted into exotic, short-lived 
particles, such as mesons, 

In the case ofa B-factory, the raw materi- 
als are electrons and anti-electrons (or posi- 
trons). These are brought up to speed using 
the electrical “push” of microwave radiation 
in a so-called linear accelerator (sLAc’s is 
3km, or 2 miles, long). They are then injected 
into two parallel ring-shaped accelerators 
(one for the electrons and one for the pos- 
itrons), where microwave pulses keep them 
circulating in opposite directions more or 
less indefinitely. 

Up to this point, both the physics and 
the engineering are well known (indeed, 
much of the equipment at both sites has 
been recycled out of existing accelerators in 
order to keep costs down). But, having 
boosted the electrons and positrons to near- 
light speeds, the next stage is to make them 
collide with each other. Doing so at an ap- 
propriate energy means the collision will fre- 
quently yield a B-meson, together with its 
antiparticle. That is where things become 
more speculative-—and where the American 
and Japanese designs differ. 

The designers at stac have engineered a 
head-on collision between the beams of 
electrons and positrons by bending those 
beams out of, and then back into, their stor- 





age rings using powerful permanent mag- 
nets. The engineers at kek, by contrast, have 
simply designed the storage rings so that 
they interlink at one point, and the beams 
thus cross each other at an angle. The Amer- 
ican design should produce collisions more 
reliably than the Japanese one, but the proc- 
ess of bending the beams creates intense x- 
rays, which may confuse the signal that the 
second part of the machine—the detector— 
is there to pick up. 

The detector allows the machine’s oper- 
ators to work out which particles have been 
created by the electron-positron collisions, 
and to follow their patterns of decay. When 
those particles are a Bọ/anti-Bo pair, it will 
also allow the operators to work out which is 
the particle and which the antiparticle. That 
means, in the case of the J/psi-k-short decay, 
that it will be possible to work out if anti-By- 
mesons do indeed break up more easily than 
their matter counterparts. 

Unlike the accelerators, the detectors 
have been built from scratch. sLac’s is 
known as BaBar (a punon the symbol for an 
anti-B-meson, which is a s with a short bar 
over it); KEK’s is known as Belle. As the ex- 
periments will stand or fall by the success of 
these detectors, their engineers are under- 
standably nervous about this month’s trials. 

Both BaBar and Belle are like Russian 
dolls of concentric sub-detectors, each de- 
signed to measure a different thing about the 
scatter of particles from the breakdown of a 
Bo (or anti-By-) meson. The innermost layer 
is composed of silicon. As the particles pass 
through it, they knock the silicon’s electrons 
around in ways that can be used to track 
those particles’ point of origin (or “vertex”). 
That tells the physicists how far the original 
B-meson travelled before it broke 
down, and thus how longit lasted. 
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The next layer is called a drift chamber. 
This is filled with gas and fine wires, and is 
permeated by an intense magnetic field. The 
field bends the flight-paths of electrically 
charged particles. Once again, the way the 
particles knock electrons off the stuff they 
are travelling through (this time the gas) pro- 
vides a useful signal (detected by the wires). 
In this case, the signal is a particle’s momen- 
tum—that is its mass times its velocity. 

The third layer is called a Cherenkov-ra- 
diation detector. Cherenkov radiation is 
produced by something travelling faster 
than light. Though that is impossible in a 
vacuum, when light passes through matter 
its speed is reduced, so particles traversing 
this layer (made of quartz in BaBar, and a 
foamy glass “aerogel” in Belle) can, indeed, 
travel faster than light. The angle of the radi- 
ation a particle gives off reveals its velocity. 
Divide that into the momentum and you 
have its mass. 

The fourth layer, where most particles 
end their lives, is made of caesium iodide 
crystals. As the particles are absorbed by the 
crystals, they give up their remaining energy 
as light—providing further information 
about their identity. And for those particles 
that make it past the caesium iodide, a huge 
electromagnet tracks their passage out of the 
detector. All that is then required is to run the 
squillions of bits of data the detector pro- 
duces through your computers to look for 
the events of interest—and presto! You are 
on your way to Stockholm. 
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Three of the best 


Forget the rule-changes and scandals that so upset traditionalists. Cricket still 
sports some of the best players of all time 


HE organisers of cricket's eighth World 

Cup, which begins at Lords in London 
on May 14th with a game between England 
and the cup holders Sri Lanka, say it will bea 
Carnival of Cricket. In England, this seems 
like an oxymoron. Unlike the clamour of 
West Indian crowds, the passion of Indians 
and Pakistanis, the commitment of the 
South Africans and the sybaritic quality of 
cricket in Australia—oysters and white wine 
in Adelaide, fresh joints in Sydney, and beer 
everywhere—English spectators are expect- 
ed to keep their feelings to themselves. The 
grounds where Test matches are played ban 
flags, musical instruments, and chanting. To 
support their team noisily, the English have 
to go abroad. The “Barmy Army”, a motley 
crew of English fans which is tolerated in 
Australia, South Africa and the West Indies, 
has been disarmed in Edgbaston, Trent 
Bridge and Old Trafford. The rhythmic clat- 
ter of beer cans—the basis of the theme mu- 
sic for the Bsc’s cricket coverage—has been 
outlawed for a decade, which may be one 
reason why West Indian immigrants no 
longer attend cricket matches, even those 
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against the West Indies. But, for the Cup, 
there has been a deliberate mood-change. 
Richard Peel, the English Cricket Board's di- 
rector of corporate affairs, says: “There has 
been a bending of rules across the board.” 
(The Home Office has been asked to bend 
some too by looking tol- 
erantly on visa appli- 
cations from the Indi- 
an sub-continent; there s 
will be plenty of Indians 
watching India, but apparently the 
high commissions in Islamabad and 
Dhaka are sticking to the rules.) 

The English Cricket Board has be- 
come aware that a stiff-upper-lip atti- 
tude to a spectator sport is alienating the 
future audience, and it wants this tourna- 
ment of one-day matches to arrest the de- 
cline of interest among the young. Interna- 
tionally, the marketing men are hoping that 
the World Cup may turn a game played sole- 
ly by Commonwealth countries into a sport 
more like rugby union, which is familiar to _ 
a television audience in parts of the globe + 
that cricket can’t reach. What they'd like 


best is the conversion of the United States. 

At least the old-English behavioural 
style, which gave the language the phrase “It 
isn’t cricket”, resisted charges of open cor- 
ruption and political interference. No mat- 
ter how much of a carnival the World Cup 
becomes, it is hard to forget that five of the 
Pakistan players (including the captain, Wa- 
sim Akram) stand accused of throwing one- 
day internationals, and that two Australians 
(Shane Warne and Mark Waugh) have con- 
fessed to selling information to an Indian 
bookmaker by the name of John. In the new 
South Africa, the government influences se- 
lection by stating that no national team 
should be all-white. (How fortunate that 
South Africa has two black players, Her- 
schelle Gibbs and Paul Adams, who would 
be strong candidates for a place in most 
teams, certainly England's.) 

But for five weeks in May and June on 22 
different grounds (including Dublin and 
Amsterdam), many them already sold out, 
the emphasis will be on the weather, the 
state of the wickets, and whether England 
can qualify for the final six in the second 
stage of the cup. Even officials of the rcs ad- 
mit that no amount of rule-bending and 
marketing can obscure the biggest single 
problem in English cricket, which is the 
England team. In the world rankings pro- 
duced by Wisden Cricket Monthly, England 
hovers just above the bottom two teams, 
Zimbabwe and New Zealand. 

The state of the England team reflects a 
shift in power away from the Marylebone 
Cricket Club, which ran world cricket for 
more than 100 years, and believed that inter- 
nationals should last five days. Dominance 
has passed to two competing power blocks: 
one in the sub-continent, where a one-day 
game can draw a crowd of over 
100,000 to Eden Gardens in Cal- 
cutta; the second, in the southern 
hemisphere, brings together 

Australia and South Africa, 
where crowds flock to one-day 
cricket beginning in the after- 
noon and, unlike many five-day 
© Tests, producing a result at the fin- 
ish under the floodlights. 
i The promise of the 1999 
¿| World Cup is that it will be 
. | graced by three of the very best 
< players in the history of cricket 
= (shown here clockwise from 
top left). India’s top bats- 
man, Sachin Tendulkar, is 
considered by no less a judge than 
the greatest of all batsmen, Sir Don 
Bradman, to be in the same class as 
himself. The second of the all-time greats 
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is Shane Warne, the Australian leg-spin 


< bowler.: Warne, who has still not fully reco- 


vered from.an operation on his shoulder a 
year ago, has found one-day cricket easier to 
play well than five-day Tests. The third is 
Brian Lara, who holds records for the high- 
est-ever ‘score in first-class cricket (501 not 
out), and in Test matches (375), and who re- 
turned to his best form in the recent series 
against Australia with two match-winning 
innings. These players can win a one-day 
game single-handed, either by a command- 
ing innings or by taking three or four quick 
wickets. Other players, who might not 
achieve such heights in the history books, 
are also capable of transforming a one-day 
game. The Sri Lankans transformed one-day 
cricket when they won the 1996 World Cup 
in the sub-continent by exploiting the vivid 
batting of Sanath Jayasuriya and Aravinda 
de Silva early in the innings, rather than go- 
ing for quick runs in the last few overs. (Each 
side bats for 50 overs.) 

Pakistan, the winner in Australia in 
1992, has in its captain the finest all-round 
batsman and bowler in the game. And it has 
two promising young bowlers, Saqlain 
Mushtaq and Shoaib Akhtar (Shoaib is the 
only cricketer to have bowled Tendulkar first 
ball in a Test). But Pakistan has lacked the 
will to win which is relentlessly exhibited by 
Australia, winner of the fourth World Cup 
in 1987. Besides Warne, Glenn McGrath is a 
mature fast bowler (his one drawback being 
a foul mouth) and the Waugh twins, Steve 
and Mark, can each put in match-winning 
performances. Yet the pre-tournament fa- 
vourites are South Africa, a team with no 
great players apart from Allan Donald, a fast 
bowler with a suspect ankle. Nine of its bats- 
men, though, are able to score a century; the 
team’s fielding, which matters even more in 
one-day cricket, is without equal; and the 
young all-rounders, Shaun Pollock and Jac- 
ques Kallis, could become two of the most 
significant players in the tournament. 

There will be last hurrahs from two great 
West Indian fast bowlers, Curtly Ambrose 
and Courtney Walsh, though neither they 
nor Lara seem likely to do enough to propel 
the West Indies into the final. The same is 
probably true of India’s 36-year-old cap- 
tain, Mohammad Azharuddin, though Ten- 
dulkar could prove the forecasters wrong. Of 
the outsiders, New Zealand is likeliest to 
cause an upset. As for England, its great ally 
could be weather. May and June can be chil- 
ly, and if the air is damp and there is mois- 
ture in the wickets, the experience of 
England’s players could give them an edge 
which might balance the absence of any sin- 
gle great player in an ageing team. It would 
be foolish to bet on it, but England could 
make the semi-final. The winner? Pakistan 
have the strongest players; Australians are 
the most professional; but no team wants it 
as badly as South Africa. Who knows? 
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Meet the minnows 
f HE World Cup is only 24 years old 
| but it already. has its legends; among 
the most potent are deeds of derring-do 
| by minnows who have fought their way 
to the final stages through qualifying tour- 
naments. The best example was Kenya’s 
shocking victory over the West Indies, by 
73 runs, in the last World Cupin 1996. Be- 
fore that, Zimbabwe beat Australia by 13 
runsin 1983; and, before it was recognised 
as a test-playing team, Sri Lanka beat In- 
dia in 1979, This year’s minnows are Ke- 
| nya, Scotland and Bangladesh, and, al- 
though each is capable of creating the 
| World Cup surprise, it would give the 
| greatest pleasure in Bangladesh. . 
| Excited by television coverage of great 
| players in India, Pakistan and Sri Lanka, 
Bangladeshis have grown daft about 
cricket: 55,000 people turn out for one- 
day. international games at the floodlit 
National Stadium in Dhaka, and two-day 
league games attract 20,000 paying cus- 
tomers. The Bangladeshi team captain, 
Aminul Islam, is instantly recognised in 
the streets of the capital. The manager of 
the World Cup team, a businessman 
named Tanveer Muzhar Islam, says the 
reason for the popularity of cricket is that, 
like the rest of the sub-continent, Bangla- 
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desh is no good at football. Cricket gives 
them the opportunity to watch world- 
class sportsmen, and the game is now well 
enough entrenched to have become the 
subject of bitter wrangles over team selec- 
tion, and the skills of the coach, the former 
West Indian. batsman, Gordon Greenidge 
(who was granted Bangladeshi citizen- 
ship after the national team qualified for 
the World Cup). 

Big crowds and deep passions mean 
that, for an associate member of the Inter- 
national Cricket Council, Bangladesh has 
money to spend on the game. Fearful of | 
the effect of a chilly English spring on in- | 
experienced players, the management ar- 
ranged for the team to arrive for practice 
in England before any of the other 1 
squads in the tournament. Their best 
hope of a win is against Scotland, which 
they play in Edinburgh on May 24th, 
though they are already nervous about 
the gusts of icy wind. If they don’t win, 
one disappointed Bangladeshi will be the 
prime minister, Sheikh Husina. Before the 
players left for England, she called them 
in for a pep-talk and asked them to put on 
a brave show. It is hard to imagine Daniel 
Arap Moi, or Donald Dewar, for that mat- 
ter, taking such trouble. 
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Computer games 


Gently does it 


Many video games, such as the two new “Star Wars” spin-offs, are becoming 
more like films. A few of the most popular are also becoming a lot brainier 


OMETHING strange is going on in the vi- 
olent world of computer games. “Shoot 
first, ask questions later” is the usual order of 
the day. But lately a few bestselling games 
have challenged tradition by encouraging 
players to engage brain before trigger-finger. 
What makes these “stealth” games special is 
that they reward silence and concealment 
rather than a disgustingly high kill-rate, 
“Tenchu: Stealth Assassins”, which runs 
on Sony’s PlayStation, was one of the first 
such games. It is set in a three-dimensional 
world in which the player assumes the role 
of a ninja assassin who is assigned a series of 
tasks by his master. These typically involve 
entering the estate of a rival warlord with the 
aid of a grappling hook, tiptoeing past the 
guards and stealing an object, or assassinat- 
ing a particular victim. What is so unusual 
about “Tenchu”, compared. with most 
games, is that players actually lose points for 
over-the-top violence; the highest rating is 
awarded for completing a mission as dis- 
creetly and unobtrusively as possible. 








‘re not there 





Pretend you 


Another example is “Thief: The Dark 
Project”, a Pc game set in a medieval city in 
which the central character is a cat-burglar 
called Garrett. Once again, the game consists 
of a series of missions, with the emphasis on 
stealth rather than combat. As he stalks 
around, Garrett can press himself up against 
walls and disappear into shadows to hide 
from guards; a helpful jewel graphic at the 
bottom of the screen changes colour to show 
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how well illuminated (and hence how visi- 
ble) he is. A key element of the gameplay is 
sophisticated sound effects: Garrett can 
walk across carpets silently, but will give 
himself away by walking too quickly, open- 
ing a door with a creaky hinge, or stepping 
on a loose grating. Although he does have 
some weapons at his disposal, they are puny 
compared to those of his enemies, so the best 
tactic is to avoid combat as much as possible. 

The grand-daddy of the genre is un- 
doubtedly “Metal Gear Solid”, another 
PlayStation game in which a commando 
called Solid Snake has to infiltrate the base of 
a terrorist who has stolen a nuclear weapon. 
Solid Snake starts off equipped with nothing 
more than a pair of binoculars and a packet 
of cigarettes. Only by crawling around, 
avoiding guards, and keeping a low profile is 
it possible to enter the base and complete the 
mission. Blowing cigarette smoke deter- 
mines the positions of otherwise invisible 
alarm-triggering laser beams, and a handy 
radar shows the positions of nearby guards, 
and the direction they are looking in. There- 
sult is a game of nail-biting suspense, with 
the emphasis on patience and caution rather 
than violence and action. 

Despite (or perhaps because of) this 
more cerebral approach, stealth games have 
proved popular. “Metal Gear Solid” has sold 
almost 4m copies worldwide, “Tenchu” has 
sold over 500,000 copies, and “Thief” more 
than 250,000. Josh Randal of Looking Glass 
Studios, one of the creators of “Thief”, sug- 
gests that these games appeal to players who 
are looking for something more than mind- 
less killing. “Stealth adds an extra layer of 
tension and drama,” he says. When the 
game was tested late at night, he adds, the of- 
fice rang with the shrieks of terrified testers. 

Suspense is actually just one of the many 
ways in which computer games are becom- 
ing more film-like. Increasingly, games 
adopta “third-person” perspective in which 
the action is viewed from the point of view 
of a flying camera—a technique that allows 
game designers occasional cinematographic 
flourishes. Increased computer power gives 
the latest games an almost photographic re- 
alism. Film-like musical soundtracks, which 
play occasional bursts of mood music (rath- 
er than the continuous techno-din that tra- 
ditionally accompanies arcade games) are 
also becoming more common. Most games 
now have elaborate title sequences and 
credits. And, of course, there are direct mo- 
vie spin-offs, such as the pair of games about 
to be released alongside “Star Wars: Episode 
1”, both of which directly correspond to se- 
quences in the film. 

In other words, game designers have 
been stealing film makers’ clothes for years. 
The fact that they have now latched on tothe 
exploitation of suspense—long a staple in- 
gredient of movies—should not be so, well, 
shocking after all. 

= = 
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Theatre at Stratford 


Not to miss 


66 THELLO” is a notoriously risky 

play. “So much ado, so much stress, 
so much passion and repetition about a 
handkerchief,” wrote Thomas Rymer in 
1693, and his opinion that the tragedy is a 
“bloody farce” has been echoed from time 
to time ever since. Everything that Emilia 
says about Othello is so nearly the whole 
truth—“O gull! O dolt!/ As ignorant as 
dirt”—that the play usually becomes a vehi- 
cle for Iago. With the tickle of Iago's sala- 
ciousness on the one hand and the outrage 





With the words, not in spite of them 


of Desdemona’s treatment on the other, it 
takes extraordinary powers in the actor of 
Othello to swing the audience round to a 
sense of the terror and the sheer “pity of it, 
lago! O lago, the pity of it”. 

Ray Fearon, currently playing Othello 
in Michael Attenborough’s wing-collared, 
pith-helmeted Edwardian production at 
Stratford, touches the tender-terrible nerve 
more precisely than any this reviewer can 
remember. The text cuts the line about hav- 
ing fallen “into the vale of years”, but he has 
a quiet, easy authority that makes up for 
that. His greatest strength is that his acting 
happens within the language, not, as so of- 
ten at Stratford, in spite of it. Mr Fearon’s 
feeling for the verse, for the histrionics of 
“Arise black vengeance” as well as for the 
aching pathos of “O thou weed, who art so 
lovely fair” constitutes in itself a sort of ex- 
planation for the character's credulousness: 
a combustible imagination, for which 
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words—lyrical, martial, or lubricious—are 
like lighted matches. 

As for who wins, lago or Othello—the 
question doesn’t arise. Mr Fearon and Ri- 
chard McCabe's brilliantly realised ensign 
feed off each other: so much so, that in their 
great poison-dropping scenes together it is 
difficult to tell which is the madder. At the 
horrible climax, with Othello hanging 
round Iago's neck imploring him to give “a 
living reason she’s disloyal”, the two of 
them are beside themselves. Mr Fearon de- 
livers the Pontic sea speech with such huge 
energy that the slash lago gives his own 
hand, for the blood oath, seems prompted 
by frenzy as much as by cunning. 

You realize then why Mr McCabe keeps 
his Iago on such a tight rein, why, even at 
riotous moments—during the drinking 
song, for example, a piece of regimental 
choreography which degenerates into 
homosexual horseplay—his tunic stays but- 
toned to the neck. Mr McCabe makes use of 
the text’s insights into lago’s motivation— 
sexually ambivalent envy as well as profes- 
sional disappointment—but he leaves him- 
self something over, a sort of black energy 
which issues in a ramrod walk, sharp heels 
and a biting, pedantic delivery (“the Moor” 
is always “the Moo-er”) that is scarcely ever 
relaxed even in his soliloquies. 

Against these two, Zoe Waites’s Desde- 
mona holds her own with a strong and 
moving performance that makes the closing 
scenes of the play almost unbearable. This is 
a stage production not to miss if you are in 
England this summer. 

At the Other Place, meanwhile, another 
noble African suffers tortures of a simpler 
kind in “Oroonoko”, an adaptation by Biyi 
Bandele of a novella by a 17th-century poet 
and playwright Aphra Behn. Affianced to 
the lovely Imoinda, the warrior prince 
Oroonoko, heir to a west African throne, is 
obliged to suffer the king his grandfather's 
insistence on his droit de seigneur. Imoin- 
da, however, prefers execution to submis- 
sion, but is sold to a white slave-trader in- 
stead by a character not in the original, the 
king’s wicked minister, Orumba. When the 
king dies, Orumba satisfies his ambition for 
the crown by selling Oroonoko too, and the 
lovers end up in the British colony of Suri- 
nam, where Oroonoko leads a slave rebel- 
lion, is betrayed, imprisoned and finally 
killed. 

Behn’s high-nosed, thin-lipped and 
French-educated Oroonoko is essentially an 
idealised European prince in blackface, 
while the sighs and tremblings of the lovers 
and the wanton dalliance of the king have 
an air of cupids and harpsichords and 
peeping breasts. Bandele’s adaptation, un- 
der Gregory Doran’s direction, is thorough- 
ly African— the voices, the drumming and 
dancing, and the humour. The first long half 
of the evening shows off the exuberant tal- 
ents of the cast—who almost murder the 
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audience in a war dance, and then wow it in 
the hip-waggling betrothal party. Bandele’s 
language is a tongue-in-cheek mixture of 
high and low--myth-making hyperbole 
and anachronism (“I tend to take a no and 
yes it up,” says the old king to the reluctant 
Imoinda)—which, with the scabrous com- 
edy of the old king’s guards, keeps the Afri- 
can scenes always on the edge of laughter. 
Grim laughter sometimes, for Orumbo is a 
nasty piece of work (Mr Bandele resists po- 
litical correctness), but witty with it. 

The play darkens, naturally, for the Suri- 
nam act, but equally naturally it becomes 
predictable: the chain gangs, the brutal pun- 
ishments, the odious English slave owners, 
though Mr Bandele keeps Behn’s one good 
white, the Governor’s agent Mr Trefry, to 
balance Orumba. Though you leave the the- 
atre in a properly chastened frame of mind, 
the sheer vitality and wit of the first half 
creep back, especially of the two women, 
Imoinda, played by Nadine Marshall and 
Lady Onola, one of the old king's former 
mistresses, played by Jo Martin. 


American poets 


Everyman 
at work 


WALT WHITMAN: THE SONG OF HIMSELF. 
By Jerome Loving. University of Cali- 
fornia Press; 595 pages; $35. John Wiley; 
£24.95 


HAT founding father of American verse, 

Walt Whitman, has meant so many dif- 
ferent things to so many different people at 
various times that it is easy to forget that he 
lived only once, and during some of Amer- 
ica’s most formative decades—from the 
1820s to the 1890s. To Bohemians and Beat- 
niks he seemed, in his free-spirited, vaga- 
bondish, slouch-hatted sort of way, a heroic 
prototype. To gay-rights campaigners he is a 
literary champion, the writer of the “Cala- 
mus” poems that dared to speak the name of 
homosexual love in repressive times. To 
technicians of verse, he invented a kind of 
baggy, rangy vers libre, both lyrical and de- 
motic, that has been the hallmark of much 
American writing ever since. To students of 
the American polity, he embodied in his 
writing and rough-edged ways of thinking 
and “argufying”, a kind of primal striving of 
the democratic spirit, a raising up of the 
common man now regarded. as distinctively 
American: here, you think, is not one person 
at work but Everyman. 

Given the complexities of his character, 
it is not surprising that there has been no 
good life of Whitman for many years—in 
fact, the last excellent biographical study, 
Paul Zweig’s “The Making of a Poet”, ap- 
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He heard America singing 


peared 15 years ago, and the last fully com- 
prehensive biography all of 40 years ago. Je- 
rome Loving, a life-long Whitman scholar 
who has published a critical edition of 
“Leaves of Grass”, has the necessary knowl- 
edge to undertake the task, and that alone 
makes this a welcome book. But does he 
have the narrative verve to carry this great 
story through from beginning to end, and 
the psychological insight to marry the writ- 
er’s inner and outer worlds? The answer, 
with only a few reservations, is yes. 

Though it suffers from the occasional 
lapse of style, this biography is hugely 
learned, and very acute in its readings of the 
life in relation to the work. Whitman’s be- 
ginnings were humble enough: the son of a 
joiner, he was one of eight children. He was 
schooled in Brooklyn, and raised there and 
on Long Island, the beloved “Paumanok” of 
his writings. He joined a print shop, and 
learned the skills of visual presentation. He 
became a reporter. He edited newspapers. 
He was an agitator throughout his life for the 
causes in which he believed, political, social 
and poetical. He wanted an end to the bar- 
barity of capital punishment, for example. 
Though opposed to slavery, he was not an 
out-and-out abolitionist. What would hap- 
pen to all the poor whites, he demanded to 
know, if all those black people came flood- 
ing on to the labour market? He became fa- 
mous for tending the sick and the dying in 
the hospitals of the capital during the terrible 
Civil War years, acts of self-sacrifice which 





strengthened and deepened 
his poetry. 

By 1850 he was already 
hard at work on “Leaves of 
Grass”, the cycle of poems 
which would become his last- 
ing literary monument. The 
book went through edition 
after edition in his lifetime, 
many carefully overseen, 
some even part-printed, by 
the poet himself—he was a 
hands-on kind of a poet-edi- 
tor. The work grew and grew. 
New poems were added, oth- 
ers rejected. Some editions al- 
so contained favourable re- 
views of the book, often 
written by Whitman himself. 
Throughout his life, he was a 
tireless self-publicist, plant- 
ing stories about himself in fa- 
vourable newspapers, and 
even claiming on one famous 
occasion that he had been 
seated right next to Abe Lin- 
coln in Ford’s Theatre when 
the death bullet hit him. 

A few literary notables— 
Emerson, for example, the 
sage of New England tran- 
scendentalism—recognised 
his genius, though with quali- 
fications that Whitman prefered to ignore. 
Others attacked him for indecency or for his 
cataloguing of the limitless particulars of 
modern life—its diversity of people, its trol- 
ley cars, its technology: literature, after all, 
was about higher things and ought to be 
properly expressed. No, thought Whitman: 
soul and body are equals, and people should 
write as they think and speak. 

Though Whitman loved reading, he was 
not a bookish man, and he did not possess a 
large library. He had a habit of ripping pages 
outonce he had read them and stuffing them 
into his pocket or of letting them drift to the 
ground so as to lessen the freight. He pre- 
ferred to read—and to write—in the open air, 
and to speak his poems out loud so that he 
could hear America’s voice in its raw, excit- 
able and inimitable accents. It was a song of 
the divine average and a voice of the future, 
surprisingly modern even today. In a re- 
markable biography, Mr Loving has cap- 
tured much of the quality of this teeming, 
improvisatory life. 
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Sir Alfred Ramsey 


HENEVER football fans 

are bemoaning the state of 
the English national team, the 
talk is likely to turn eventually to 
the glory days of Alf Ramsey. In 
1966 England won football's 
World Cup for the first, and so far 
the only, time. Its inspirational 
manager was Alf Ramsey, soon 
to be made Sir Alfred by an en- 
thusiastic, and rather amazed, 
government. Not since Francis 
Drake, the smiter of the Spa- 
niards, was knighted by the first 
Queen Elizabeth had the honour 
been more applauded. Not only 
was he toasted: pubs were named 
after him. 

This time the smitten were 
another old foe, the Germans. It 
was a near thing. After 90 min- 
utes, England and West Germa- 
ny had each scored two goals, 
and had to play on in extra time 
for a result. “You've beaten them 
once,” Alf Ramsey told his near- 
exhausted team in his best Eliza- 
bethan manner. “Now go out 
and beat them again.” So they 
did, winning by four goals totwo. 

Was Sir Alfred, though, 
England's “greatest football per- 
sonality ofall time”, as one writer 
claimed in the obsequies this 
week? Perhaps that is overdoing 
things, but such affection can be 
excused. English sports writers 
exaggerate a bit. It is their charm. 
They like to remind the world 
that football was invented in 
England, along with most other sports, and this gives them the li- 
cence to pick the “greatest”, and to crucify the useless. “Swedes 2, 
Turnips 1”, a headline in the Sun, a British tabloid newspaper, re- 
mains the cruellest verdict on an English manager who, among oth- 
er sins, lost a crucial game in 1992. 

Thecruel words could surface again if England, at present an in- 
consistent side, fails under its current manager to do well in the next 
World Cup in 2002; perhaps even failing to qualify, as has hap- 
pened on three occasions. England did not deign to compete for the 
cup until 1950, 20 years after the competition was founded. It has 
since been soundly beaten by many “lesser” nations. Sir Alfred has 
allowed it to hang on to its pride. 





The warlike spirit 

Sir Alfred's philosophy of the football field was perhaps most suc- 
cinctly expressed by Bill Shankly, also a manager: “Football isn’t a 
matter of life and death: it’s much more important than that.” In- 
“ternational games echo former warlike rivalries, Holland against 
Germany, Poland against Russia, England against France. Sir Alf- 
red’s teams were noted for their stoic defence. A successful defence 
could be claimed as a victory, a strategy successfully practised by 
the British army, notably at Dunkirk. Having protected your forces, 








Alfred Ernest Ramsey, pride of English 
football, died on April 28th, aged 79 


you could attack in strength, 
down the middle. Sir Alfred was 
criticised for abolishing wing for- 
wards, which had been a feature 
of English football for 100 years. 
But what mattered was he was 
winning, or at least not losing. 
During his 12 years as England 
manager Sir Alfred lost only 17 of 
his 113 games. 

He was not consciously a mil- 
itary planner: during the second 
world war he was a sergeant in 
charge of an anti-aircraft battery 
in Southampton. Western mo- 
vies, though, were part of his life. 
His responses to reporters’ ques- 
tions could be as terse as Gary 
Cooper confronting the baddies. 
When his team was winning and 
the fans were going daft, “Old 
Stoneface” would seemingly re- 
main unmoved. 

You could only survive the 
many downs in football, he be- 
lieved, by cultivating calm. 
England, he accepted, naturally 
had a sentimental attachment to 
its footballing history, which dat- 
ed back to medieval times, but the 
reality was that players in the 
modern game were getting ever 
more accomplished. In 1980 
England had an easy 4-0 win over 
Norway; in 1993 Norway won. 
Football has become a world en- 
tertainment industry with its 
most gifted players pampered like 
princes. 

Alf Ramsey saw the shape of 
the future as far back as 1950 when a football team from the 
United States beat England, to English fans’ disgust and Amer- 
ican astonishment. Three years later England was punished by 
Hungary 6-3. Ramsey played in both games and in 30 other in- 
ternational matches, on three occasions as England's captain. 

In 1955 he became manager of Ipswich, a failing team in east- 
ern England. Ipswich gave him a chance to try out his super- 
strong defence. By 1962 he had taken the team to the champion- 
ship of the first division. The following year he got the England 
job and announced that the national team would win the World 
Cup in 1966. It sounded like an empty boast. In the first game un- 
der his management England lost against France, and the team’s 
showing in the early rounds of the cup did not inspire much con- 
fidence. Right to the final game in 1966, there was merely hope 
among the English fans, rather than optimism. 

The German team was strong. The English team was seen as 
competent, rather than brilliant. Ithad no star of, say, the sparkle 
of Brazil’s Pele. The England star was its manager, with his tactics 
and the sheer strength of his will-to-win. So English pluck won 
through again. Or so it was said. Luck was on England’s side that 
day. The crucial third goal could have been disallowed. But no 
one cares to spoil a great story. 
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WARWICK 


The Politics & International Studies Department is now inviting applications 
for the October 1999 entry to the 


MA in international Political Economy 
and MA in International Relations 


The University of Warwick is one of the UK’s top five research institutions, 
and the Department of Politics and International Studies is the site of the 
new UK Research Council funded Centre for the Study of Globalisation and 
Regionalisation, under the Directorship of Professor Richard Higgott. This 
provides a premier location for teaching and research on International 
Political Economy and International Relations. The Department of Politics 
and International Studies has around 30 academics and its graduate 
programmes attracts around [00 students and professionals from over 30 
countries around the world. 


Doctoral Scholarships 
The department is also offering two RESEARCH SCHOLARSHIPS in the 
field of International Political Economy and International Relations Theory. 
Applications will only be considered from those accepted for a doctoral 
programme in the department. Candidates should apply by 31st May 1999. 


Please request a copy of our detailed brochure for more information: 


The Graduate Secretary (Ref: Econ/1) Email: resab@esv.warwick.ac.uk 
Telephone: +44 (0)1203 523486 Fax: +44(0)1203 524221 


Department of Politics & International Studies, University of Warwick, 
Coventry CV4 7AL, England. 


LSE 


The LSE Summer School 1999 
28 June — 6 August 


Accounting & Finance 





Session One Courses: 28 June ~ 16 July 
E Strategic Accounting and Marketing Decisions 
m Business Policy & Financial Management 

E- information Economics & Management 

@ Financial Analysis 

@ Finance 


Session Two Courses: 19 July - 6 August 
Principles of Accounting 
Financial Markets 
Options, Futures & Other Financial Derivatives 
Empirical Methods in Finance & Risk Analysis 
Securities Market Microstructure: Institution Theory 
& Empirical Evidence 





For details on these and our other courses in Economics, 
International Relations and Management contact: 

The Summer School Office, Room N1, Houghton St., London WC2A 2AE 
Tel: +44 (0)171 955 7554 Fax: +44 (0)171 955 7674/5 

E-mail: Summer.School@Ise.ac.uk  http://www.|se.ac.uk/summer-schools 


The Londan School of Economics is a School of the University of London, It is a charity and is incor 


Web Site: Http: /Awww.warwick.ac.uk/PAIS/ porated in England as a company limited by guarantee under the Companies Acts (Reg. No 70527) 





MASTER IN INTERNATIONAL FINANCE 








PART-TIME & FULL-TIME PROGRAM E Taught by our internationally renowned If you are interested in excellent training 
faculty and regular visiting professors and a career in International Finance, we 

W A mixture of rigorous scholarship and shall be pleased to send you our 
practical applications. Innovative St ced ian package T'héapplicati 
program combines professional and TECH SHOU package: ncappiicatrion 
academic excellence, granting deadline is June 1st, 1999. 
participants direct access to financial 
skills not easily acquired elsewhere. 

@ Highly international participant group 
representing all major spheres. 
Participants have clear ambition and 
potential to work in the finance field. 

@ Full-time (ten month) or part-time 
(eighteen month) program 

W Situated in one of the world’s leading 
international financial centers 

W Limited number of (partial) fellowships 
available for the fulltime program 






“a strong knowledge base of sharply 
focused skills and a truly international 
teamwork experience...” 


















INFORMATION 

Master Program in International Finance 
Attn: Mr, Wichard Bieze 

Roetersstraat 11 

1018 WB Amsterdam 

The Netherlands 

Tel: +31-20-525.4764 

Fax: +31-20-525.4333 

Email: mif@fee.uva.nl 
bttp://wwwfee.uvanl/mif 


UvA [EJ br UNIVERSITEIT VAN AMSTERDAM. 


The Master Program in International 

Finance provides: 

m A thorough understanding of the 
complexities of international finance for 
aspiring finance professionals whose 
careers require an in-depth 
understanding of the issues involved 

E A specialised (optional) track in 
Mathematical Finance allows students to 
acquire advanced skills in financial 
engineering, 
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A NIMBAS-Bradford 
MBA degree is a powerful 
boost for your business career 


NIMBAS, the Associate Institute of the University of Bradford, 
UK, enables University graduates to earn the prestigious University 
of Bradford MBA degree in the Netherlands or in Germany 


> ONE-YEAR FULL-TIME MBA 


In Utrecht, the Netherlands 


> TWO-YEAR PART-TIME MBA «< 


In Utrecht, ‘Phe Netherlands and in Bonn, Mainz and Berlin, Germany 


TWO-YEAR EXECUTIVE MBA 


Seven 9-day sessions (Saturday/Sunday/one working 
week/Saturd: unday) two sessions in the Netherlands, 
two inthe UR, two in Germany and one in France 









Prepared for the global 
business game? 


The game takes skill. Fordham’s Transnational MBA (TMBA)~ an 








z 






executive-style program — prepares you for success in any global 






business environment. Classes are held one weekend per month in 
New York. The Fordham TMBA will help you run around your 
competition. To learn more, call (212) 636-6167. 

















NIMBAS is AMBA (London) accredited 


ere | FO RDHAM 


GRADUATE SCHOOL OF BUSINESS 








www.bnet.fordham.edu — tmba@embanet.com 


Graduate School 






Earn your MBA online, without putting your career on hold. 
Introducing the 2-year MBA from UMUC. 


UMUC ~- ranked by Forbes as one of the “Top 20 Cyber Universities” in the world — introduces its new 
24-month, 42-credit MBA online program. It is designed to be interdisciplinary, integrated and applied, 
exploring organizational and management processes in the context of a global business environment. 
Developed to accommodate working professionals with diverse academic credentials and organizational 
backgrounds, there is no GRE, GMAT or residency required, 


Phone: 800-581-UMUC or 301-985-4617 (U.S.A.) EZA 


E-mail: mbaonline2@info.umuc.edu 


Web site: www.umuc.edu/mba UM UC 


* State approval for this Master of Business Administration program is expected May 1999. 









NIVERSITY of TARYLAND UNIVERSIT OLLEG 
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FHOD of HARVARD UNIVE RSIT Y RA aF COLLEGE DEGREES 
af i i | DISTANCE EDUCATION ON YOUR SCHEDULE 
Distance Learni B.S. M:S Ph.D. Many fields. No‘classes: 
P RIVATIZATION, REGULATORY REFORM Bachelors not a4: s required. "dd. ` NO COST evaluation! Send ee 
& CORPORATE GOVERNANCE Khana! internationa aca j nodded. $400 UPTOWN BLVD NE SUITE 398W 
or ie mes a a 
June 28 - July 17, 1999, Cambridge, Massachusetts, USA Sb $7049 US, Phone: Las oka, ease e ie S IE ATIT 
* The Record on Performance and * Methods of Privatization: Auctions, Fax: 605-232-6011 ec@distancemba.com R 
Reform of State-Owned Enterprises Share Flotation, Concessions’, www.distancemba.com 


+ The Rationale for and Problems. of and Strategic Investors Sek 
+ Mass Privatization in Transition 

























Public. Ownership Economies 

+ Privatization of Natural Monopolies: . Recent Privatizations: Data and 
Theory and Evidence Conclusions 

+ Regulation: Structure and Methods * Post Privatization Corporate 

* Deregulation and Competition Policy Governance 


+ Sector Case Studies 


é auai a 
Labor and Privatization {(Telecommunications, Transportation, Utilities) 





dm 
Lecturers include: Lawrence Summers (U.S. Treasury), Joseph Stiglitz (Chief Economist, Worki Bank), Tel. (91 3} gól: pe Z» Fax (913) 661-94 1d « * info@monticello.edu: # www. monlice 
Director, Eytan Sheshinski, William Baumol, Eduardo Engel, Paul Krugman, Jeffrey Sachs and fean Tirole 


HARVARD INSTITUTE FOR INTERNATIONAL DEVELOPMENT 
14 Story Street, Cambridge, MA 02138, USA, Attn: Mike Hricz 


+ (647) 495-8786 Tel: (617} 495-3482. Email: pep@hiid-harvard.edu Amsterdam 
WWW.HIID.HARVARD.EDU/TRAINING Institute of Finance 


























offers in cooperation with the faculty of 


INSEAD 
Upcoming Courses 1999 


Portfolio Management 


Teaching French to adults for 29 years 


INSTITUT DE FRANCAIS 


Overlooking the Riviera’s most beautiful bay 
A UNIQUE TOTAL IMMERSION PROGRAM 
8 ‘/: hrs a day with 2 meals. 8 levels : Beg. I to Adv. II 


ACCOMMODATION IN PRIVATE APARTMENTS Gl j 
- Global Asset Allocation May 19-21 

Next 2-4 week course starts 31 May, 28 June and all year Fi | x : 5 a 

06230 Villefranche/MerEE8, France. Tel.: (33) 493 01 88 44 Fax: (33) 493 76 92 17 - Fixed Income Investment (May 25 - 28) 

www.institutdefrancais.com - Real-Estate Investment (June 7-8) 





Banking and Risk Management 










UNIVERSITY DEGREE sieaa aes 
Ay z saab Project Finance une 14-18 
For Life, Academic & Work Experience i r: d ) 
Degrees for people who want to be more effective Valuation Principles (June 21 -22) 
ana Secura IN MSJ SS-OrRrOIESSaNS. Asset Securitization (June 23-25) 
Fam your PACHECOR MASTER'S ki DOCTORATE degree by 
utilizing your life and work experience. College equivalent credits are wat>Ri a 
ae A abe a given for your. Job, mitay onary training, industrial Value-at-Risk Gune 30 July 2) 
courses, seminars and business experience, ; A : ‘ 
legal degree | We accept college credits no matter when taken. Financial Restructuring - Going Public (July 5 - 9) 
and Our graduates are recognized for their achievements in business and į i - 
transcripts industry. We will assist you i in completing your degree requirements Foundations of Finance (uly 8 30) 







at your own pace through home study. 


"Ay you know Send/tax detailed resume for a NO COST evaluation. Measuring and Implementing 









eye Pacific Western University Economic Value Added (Aug. 30 - Sept. 1) 
st h tne Ser 4210 Auahi Street, Dept 137, Honolulu, HI 96814-4922 

teachers. But 1-(B08) 597-1909 
degrees open CALL: (800) 423-3244 ext. 137 UK: 0800-960-413 For information, please visit our Web site, or contact us directly. 












doors." Fax: (310) 471-6456 E-Mail: admissions@pwu.com i 
http: [[INWW. pwu- -hi.edu AIF - Herengracht 205, 1016 BE Amsterdam, The Netherlands 
telephone: +31-20-5200164/160 - fax: +31-20-5200161 


e-mail: info@aif.nl - internet: www.aif.nt 


in SPAIN 









in FRANCE, in BELGIUM 





in ENGLAND, in JAPAN, in BELGIUM 
GERMAN DUTCH ele 


COURSES FOR 66 HOURS PER WEEK 
MOTIVATED PEOPLE IN THE TARGET LANGUAGE CERAN LINGUA 
International information 


* ADULTS from 19 years Study: and reservations: 
'* RETIRED PEOPLE OF 55 AND ABOVE up to 45 private and/or group lessons ‘ad « 3 
(Special conditions available) ee weak ae Tel: + 32-87-79 11 22 
per A and pedagogical activities Fax: + 32- 87-79 [1 88 

+ JUNIORS from 11 to 18 years & Since 1975 E-mail: 


- FRENCH in. BELGIUM Goh 3 Customer@ceran.be 
-ENGLISH in ENGLAND, Putting into practice with our teachers: 


in BELGIUM at breaks, meals and evening socio-cultural activities 










in BELGIUM 












































in USA: Languagency 
Tel: | 413) 584-0334 
Fax: | (413) 584-3046 









Internet: 
http:/Awww.ceran.com | 
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ised 


Hadi, 15. 28009 Madrid (Spain) 


f www.aliseda.com 
_ WWW. atiseda com 


Waecurlraa: effective courses 


*e¢DOCTORAL AND 
MASTER'S DEGREES +o« 


Accredited, | to 2 years; 
1 month Residency. 
Business, Education, Gov't, Psych. 
Imernotionol Relations, Religion, 
Social Work, Health Services 


Write: BERNE UNIVERSITY, International 
Graduate School, PO Box 1089, 
Wolfeboro Falls, NH 03896, 

TEL: (603) 569-8648 FAX: (603) 569-4052 
E-MAIL: berne@berne.edy 





RAISE YOUR SIGHTS, BROADEN 
YOUR HORIZONS, DEEPEN 


YOUR UNDERSTANDING 





WITH § YEAR REFUND GUARANTEE 
A Dip. TEFL, MBA or PhD by distance Jearningfife experience 
f honorary award from 3400. impossible? Learn about 1600+ 
notiraditionss universities workiwid uding many widely 
] Atleast one offers a § year unvorditional refund 


Save tine & money. Bel 
essential information, 
Email @@kimba.net 
Fax +662 634 7566 Quote Dept 2. Give street address 
1733 Surawong Rd (Block 121}, Bangkok, 10500 


CREDIT FOR WORK EXPERIENCE. | 
NO CLASSROOM ATTENDANCE, | 
SEND/FAX YOUR RESUME FOR | 


| A PREE LUATION, 

f 500 Ala Moana Blvd, 7-400 

| Honolulity HI 96813 

| Tel: (808) 599-5537 Fax: (808) $99-2869 

| E-mail registrar®nnw.edu 

| Web: https//wwwilinw.edu 
University of Norturan WASHINGTON 


Learn how easy it is to become a 
Certified Professional Consultant 
(CPC) in your own field. Write for 
free catalogue. 


The Consultants Institute 
Dept ED, 30466 
Prince William Street, 
Princess Anne, MD21853 USA 
Fax: (410)651 4885 
www, consultantsinstitute.com 


For further 
information and an 
application pack, 
contact: 


Innovative Masters programmes from the 
School of Humanities, Languages & Law. 
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1332) 622 
01332) 622736 





CU = OBUSINESS.- ENGINEERING - ARTS 


BACHELORS MASTERS è PH.D. 


«No classroom attendance + Distance learning, 
» Distinguished faculty - Accelerated degree programs. 
* Credit. for work experience + Students fram 96 
countries and 30 states in the USA. 


‘Washington International University) | 
P.O. Box 1138, Bryn Mawr, PA 19010-USA 
Fax:610-527-1008 - E-mail: washuniv@op. net. 


Preferred 
Distance 
Learning 

Uni ity 





UNIQUE EDUCATION. 
Unrove ATTENTION. Unrgue LOCATION. 


Doing your MBA at U.S.E. offers you the chance 
to study in a dynamic and international atmosphere 
which will give you the skills, confidence and 
motivation necessary to re-integrate the job market 
with the competitive edge you’ ve been looking for! 








Contact Grisel Danygaard 

Tel: 377 97 986 987 ~ Pax: + 377 97 986 999 

email; info@univmonacoedu 

2, ave, Prince Hérdditaire Albert - MC. 98000 Monaco 
‘Visit our website af http://www univmonaco tdu 


UNIVERSITY 


OF 


APPOINTMENTS 


ane 
National University of Ireland, Galway 
Ollscoil na hEireann, Gaillimh 


JUNIOR LECTURESHIP 
IN ECONOMICS 


Applications are invited for the above full-time permanent 
post. Although applications are invited from all areas of the 
discipline, the Department would like to attract candidates 
with good quantitative skills and a research interest in 
Environment or Natural Resource Economics, 


Applicants should have a postgraduate degree in Economics 
a Ph.D..1s considered desirable), have good communication 
skills and demonstrated research capacity. 


For informal discussion, contact Professor Michael Cuddy. 
Tel: 353-91-750324, Fax: 353-91-524130 
E-mail: michael.cuddy@nuigalway.ie or consult the 
Department of Economics Web Page at www.nuigalway.ie Jeen 


Further information may be obtained from: 
The Personnel Office, National University of Ireland, Galway, Ireland 
Tel: 353-91-512069, Fax: 353-91-750523 
E-mail: Personnel @mis.nuigalway.ie 
Closing date for receipt of 
applications is Friday, 
28th May, 1999. 


National University of Ireland, 
Galway is an equal 
opportunities employer. 
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Department for 
International 
Development 


DFIDI’s (DFID India) goal is to assist the Government of India to 
halve the numbers of people who exist in poverty, in a 
sustainable manner, by the year 2015. The India aid programme 
is DFID’s largest, with a current annual budget in the region of 
£100 million a year. This policy is pursued with development 
assistance linked at all stages of the project and programme 
cycle to policy and strategy influence with Gol, state 
governments, other donor agencies and stakeholders, and seeks 
to help make their poverty elimination programmes more 
effective. 

The main functions of DFIDI’s Rural Development Group (RDG) 
are to assist the organisation in achieving its poverty reduction 
goals through implementation of rural development. projects 
aimed at the promotion of sustainable rural livelihoods. In 
addition to this, the RDG aims to influence other donors and 
stakeholders to work towards parallel goals and objectives. 
Each project will have a Project Adviser who will work in close 
collaboration with administrators and others to form a small 
project management team. This team will also co-ordinate 
inputs from a broad multidisciplinary group of advisers, who will 
be sourced either from in-house or externally. 


SUSTAINABLE RURAL LiveLIHOODS (SRL) ADVISER 

As Project Adviser, you will provide professional SRL advice on 
projects, among which may be the Rainfed Farming Projects, 
nd newly designed Rural 
ivëlihood Projects in Andhra 


The Department for International Development (DFID) is the 
British government department responsible for promoting 
development and the reduction of poverty. DFID is committed 


to the internationally agreed target of halving the proportion of 


people living in extreme poverty by 2015. 


DFID works in partnership with governments, international 
and national non-governmental organisations, and institutions 


RURAL DEVELOPMENT 


GROUP 
INDIA 


governmental organisations and other stakeholders and the 
need for change within centre and state policies with regard to 
adoption of sustainable forest management principles and 
processes, This will involve negotiating possible support for 
MOEF‘%s.national forestry programme and pursing the dialogue 
with the’ World Bank and other agencies regarding strategic 
alliances in the forestry sector. 
QUALIFICATIONS AND EXPERIENCE 
SRL Adviser ~ You will have a combination of basic and higher 
degrees in natural resources or rural development. A broad 
knowledge of social science and participatory approaches to 
development will need to be evident, and you will need to be 
able to demonstrate that you have, in your work experience, 
applied this knowledge successfully. In particular, you'll need 
good technical knowledge of natural resources, farming systems, 
and research, all in their broadest context. 
Forestry Adviser ~ You will have a combination of basic and 
higher degrees in forestry or the environment. A broad 
knowledge of social science and participatory approaches to 
development will need to be evident, and you will need to be 
able to demonstrate that you have, in your work experience, 
applied this knowledge successfully. You'll need good technical 
knowledge relating to participatory forest management, forestry 
research, and a broad understanding of the SRL approach. 
For both roles ~ you will be expected to develop a detailed 
forward workplan for the tour within 3 months of taking up post 
in Delhi. This should be drawn up in consultation with 
églleagues, and should focus on main outputs with supporting 
il regarding more specific activities. 
ould have least 7 years practical experience of project 
including direct exposure of working with a range of 


‘candidate is available. 
idates should either be nationals of Member States of the 


ng ref: AH304/3C/MS2/TE clearly on your envelope, 
4304, Abercrombie House, Eaglesham Road, East Kilbride, 
3243 (answerphone) or e-mail: m-smith3@dfid.gov.ak 


such as the World Bank, UN agencies and the European 
Commission. Most of our assistance is concentrated on the 
poorest countries in Asia and sub-Saharan Africa, but we also 
work in middle income countries, and in Central and Eastern 
Europe. 


DFID adheres to the Civil Service’s Equal Opportunities Policy. 
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The Foundation Chair in Management, 
Technology and Learning 


OH OHOHHHHHHSHHEHHETEHHEHEEHHHOHEOCHEO HREOC OHO HOSEHRESEHROBHOO ORO EEEE 


Be ondon Business School seeks applications 
for its new chair in Management, Technology 
and Learning, sponsored by the Gatsby 
Charitable Trust. 


The chairholder will research the application 
of new interactive technologies to management 
education, executive development and lifelong 
learning and will also develop and test inno- 
vative pedagogical approaches that exploit 
new technologies. 


Candidates should have a PhD, an outstanding 
track record of research and innovative thinking 
in academia or industry, a general management 


about the application of new technologies to 
supplement traditional class-room learning. 


London Business School awards post-graduate 
degrees in management and finance to over 500 
students from more than 70 countries every 
year. It also serves more than 4000 executives 
each year on open enrolment and company 
specific executive education programmes. In 
January 1999, The Financial Times’ survey of 
business schools ranked London Business 
School number 8 overall in the world and 
number 3 in research. The School offers excel- 
lent corporate connections, world class facilities 


London 


wee ene ome aeonnone 


Business 


we vesvospsocsotowsoso 


London Business School: transforming futures 


AARAA EEEEEEESEEFEZZEESESEEEEEZESEEEEEALEEEEEEEAEEEEETET) 


orientation and a familiarity and curiosity and a competitive remuneration package. 


SIDNEY C. BANKS p.l.c. 
\” AGRICULTURAL ANALYST AND STRATEGIST 


We are looking to recruit an exceptional person for this senior role 
based at our Sandy Head Office, 


The position will be to: 


a) gather and analyse relevant agricultural information from a range of 
sources and to promptly interpret and redistribute it to our agricultural 
staff in a timely and informative way; 
prepare market surveys to assess relevant factors and their effect on 
customer demand: 

¢) give informed views on market prospects and direction; 

d) interpret the effect of agri-political decisions; 

e) write market reports for our staff and customers; 

f} prepare presentations for our staff 

The person appointed will have excellent skills in the following areas: 

+ LT. and Statistics 

* Arable Crop Husbandry 

+ Communications and report writing 

* Economies and CAP 


Department of Agricultural and 
Food Economics 


Postgraduate Research Studentships 
The Department announces three awards for UK/EU students to 
undertake postgraduate research leading to MPhil/PhD in the 
subjects listed below: 

1. Tropospheric ozone and farm profits in the UK 
(Econometric analysis. Welfare/policy/ economic 
implications) 

Supervisor: Bhavani Shankar 

. Determinants of the international organisation of the 
agro-food biotechnology industry 
(Economic and Business Strategy Analysis. Scenarios and 
policy implications) 
Supervisor: Bruce Traill 


. Biotechnology and agricultural trade and development 
(Trade and technology modelling, R&D policy implications) 
Supervisor: Colin Thirtle 


For informal enquiries and further information, interested 
candidates should contact Professor Bruce Traill (telephone 
number 0118 931 8389, e-mail w.b.traill @ reading.ac.uk). 


Application forms and a University Prospectus are available from 
Vanessa Leivers, Administrative Assistant, Faculty of Agriculture and 
Food, The University of Reading, 2 Earley Gate, Reading RG6 6AU, 
telephone 0118 931.8373; e-mail: agrpg @reading.ac.uk 
The closing date is 28 May 1999. 


This is a graduate appointment for a team player who probably has at least 2 
years experience in a relevant area of business. 


Sidney C. Banks p.le. is a large U.K. agricultural merchant serving arable 
farmers in England and consumers of combinable crops in the U.K. and Europe. 


‘If you feel that you have the skills and drive to fulfil this challenging post, please 
phone or write to Mrs. Val Rutt at the address. below for-an application form, and 
retum this with your c.v. and a hand written covering letter why you should be 
considered for this. post: 
Mrs. V. Rutt 
Sidney C. Banks p.le. 
29 St. Neots Road, Sandy, Bedfordshire SG19 ILD 
Tel: 01767 680351 
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PREPARATORY COMMISSION FOR THE COMPREHENSIVE 
NUCLEAR-TEST-BAN TREATY ORGANIZATION (CTBTO) 
PROVISIONAL TECHNICAL SECRETARIAT 


G 


The Preparatory Commission for the Comprehensive Nuclear-Test- 
Ban Treaty Organization with its Headquarters in Vienna is the 
international organization setting up the global verification system 
foreseen under the Comprehensive Nuclear-Test-Ban Treaty (CTBT), 
which is the Treaty banning any nuclear weapon test explosion or any 
other nuclear explosion. The Treaty provides for a global verification 
regime, including a network of 321 stations worldwide, a 
communications system, an international data centre and on-site 
inspections to monitor compliance. 





We seek to recruit a highly qualified candidate for the following 


position: 
POST: Personnel Officer 
GRADE: p-4* 
VACANCY ANNOUNCEMENT NO: VA160-23-1999 
DATE OF ISSUANCE: 22 April 1999 
DEADLINE: 11 June 1999 
REPORTING DATE: As soon as possible 


DUTIES AND RESPONSIBILITIES: 

Under the supervision of the Chief, Personnel Section, Division of 
Administration, to: Be responsible for the recruitment of staff in all 
categories in liaison with the relevant Division. This includes 
preparing advertisements, evaluating applications, arranging and 
participating in interviews and assessing the candidates. Prepare 
offers of appointment and coordinate the administrative and logistical 
procedures to bring the selected candidates on board. Be responsible 
for the recruitment of all non-staff members such as consultants, cost- 
free experts and interns. Be responsible for the job-evaluation 
system, which includes preparing and classifying new job descriptions 
and revising existing job descriptions. Prepare policy papers on 
recruitment matters. 


QUALIFICATIONS: 
Advanced university degree or equivalent in business or’ public 


administration or a related field. At least seven years of experience in, 


the field of personnel management preferably including three. years in 
an international organization. Fluency in English and a good knowledge 
of at least one other of the official languages of the CTBTO Preparatory 
Commission, Excellent communication skills in English essential. 


REMUNERATION/CONTRACT: 

Depending on professional background and experience, indicative 
taxfree annual net base salary (inclusive of a variable element for post 
adjustment) from US$ 65,845.- (without dependants) and US$. 70,707.- 
(with dependants), subject to deductions of contributions to the CTBTO 
Provident Fund and Health Insurance Scheme. Additional benefits 
include, when applicable, dependency allowance, education grant for 
children, rental subsidy, six weeks vacation per year, home leave travel 
every two years. Initial contract for a fixed-term of three years. 


* The Executive Secretary may decide to recruit a candidate against 
this post at a level different from the advertized level. 





For more information, see the CTBTO Preparatory Commission’s 
home page: http://www.ctbto.org. When applying, please quote the 
number of the vacancy announcement and complete the CTBTO 
Preparatory Commission’s Personal History Form, which is obtainable 
from the home page. If the form is not available, send a detailed 
curriculum vitae, including information on date of birth, nationality, 
employment history and references. Please note that it is in your 
interest to supply a complete and updated set of personal data. 
CTBTO Preparatory Commission, Personnel Section, Vienna 
International Centre, Room D1135, P.O. Box 1200, A-1400 Vienna. Tel: 
(43.1) 26030 6210. Fax: (43.1) 26030 5897. 

E-mail: ctbto_personnel@ctbto.org. Please only e-mail ASCII text- 
formatted messages and attachments as we are unable to read other 
formats at this time. 


THE PREPARATORY COMMISSION FOR THE COMPREHENSIVE 
NUCLEAR-TEST-BAN TREATY ORGANIZATION IS COMMITTED 
TO A POLICY OF EQUAL EMPLOYMENT OPPORTUNITY. 
APPLICATIONS FROM QUALIFIED FEMALE CANDIDATES ARE 
PARTICULARLY ENCOURAGED. 
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School of Development Studies 


cee 


OPPORTUNITIES IN 
DEVELOPMENT STUDIES - 
LECTURERS AND/OR 
SENIOR LECTURERS 


The School of Development Studies at the University of East 
Anglia is o leading international centre of interdisciplinary 
research and teaching in Development Studies. The School is 
making two new appointments to strengthen its research and 
teaching in Economics and Social Development. 


Applications are invited from well qualified candidates with a 
record of research publications. Applicants should have, or 
expect to complete in the very near future, a Ph.D. 


The School. of Development Studies obtained a 4A in the 
1996 RAE and aims to improve its performance in the 
forthcoming RAE. 


Research is organised around four main themes: 


* Natural Resource Development and 
Environmental Change 


* Livelihoods and Well-being 
* Gender and Development 
* Globalization and Transition 


The posts will be full-time and permanent, and are available 
from 1st September 1999 or as soon as possible after that 
date. Where suitably qualified applicants are identified, 

the posts may be appointed at the Senior Lecturer level. 


LECTURESHIP/SENIOR LECTURESHIP IN 
SOCIAL DEVELOPMENT (AC249) 


Applications are welcome from candidates with research 
interests in Social Development, especially in the areas of 
social inclusion/exclusion, social capital, globalization and 
social development, welfare and safety nets, and sectoral 
social policy issues. The successful candidate will be expected 
to teach Social Development at the Masters level, as well as 
contributing to undergraduate teaching in sociology, 
anthropology or politics. 


LECTURESHIP/SENIOR LECTURESHIP IN 


ECONOMICS (AC250) 


Applications are welcome from candidates in any area of 
economics with relevance to developing countries. 

The successful candidate will be expected to contribute to 
economics teaching at the undergraduate and Masters level 
and have an interest in teaching in an interdisciplinary context. 


Postholders will become members of the Overseas Development 
Group which will involve the appointee in working for up to 
one third of their time on externally funded research, training 
and consultancy, often overseas. 


Salary will be commensurate with experience and will fall 
within the following ranges: Lecturer A scale, £16,655 to 
£21,815 per annum, Lecturer B scale, £22,726 to £29,048 
per annum and Senior Lecturer scale, £30,496 to £34,464 
per annum. 


We anticipate that interviews will take place during the week 
beginning 5th July 1999. 


An application form should be obtained from the 
Personnel Office, University of East Anglia, Norwich 
NR4 7TJ (answerphone: 01603 593493), e-mail: 
Personnel@uea.ac.uk, to be returned by 28th May 
1999. Please quote appropriate reference number. 


UEA is committed to excellence in education and research. 
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Overseas 
Development 


Institute Charity Number: 228248 












Britain's leading independent think-tank on. international development 
and humanitarian issues 


Are you committed to both research AND policy change? 


ODI is growing. We want to appoint up to FOUR Research Fellows, 
selected from the following areas: 


* — International Economie Policy: including international institutions or 
debt. 


¢ Poverty and Public Policy: including gender or rights approaches 
* Humanitarian Policy: evaluation specialist. 


* Forest Policy and Environment: forest ecologist or environmental 
scientist. 
















* Rural Policy and Environment: accountability or conflict or 
agricultural trade. 


Read our website (herp / Avww.oneworkd org /odi/) to learn about ODE If 
our mission statement excites you, and vou feel vou can work as a Research 
Fellow across our spectrum of research, policy advice and public affairs, then 
contact us, specifving for which post you wish to apply (closing dare: 19 
Tune 1999); 


Chemaine Hettiaratchy, ODL, Portland House, Stag Place, London, 
SWIE 5DP 
Tel; 0171 393 1620 Fax: 0171 393 1699 E-mail: ¢.hettiaratchy@odi.org.uk 


ODI is an equal opportunities employer 
































International Institute for Strategic Studies 


Research Fellow for the Middle East 


The International Institute for Strategic Studies (IISS) |) 
seeks to appoint a Research Fellow for the Middle East. The: 
applicant should have demonstrable expertise in Middle 
East strategic affairs and politics, and good working 
knowledge of Arabic. A proven track record in networking || 
with specialists, government officials and Non-” 
Governmental Organisations in the region and in Western 
countries is highly desirable. The post will involve 
management of workshops in the region, and of an 
interactive website and collaborative projects with Arabic 
public media. The holder will also conduct public policy 
research and writing. 



















The post will be for two years with prospects for renewal, 
Salary will be commensurate with the experience of the 
candidate but will be higher than that of a Research 
Associate. 










Letters of Application with full curriculum vitae and the 
names and addresses of two referees should be submitted to: 
Gerald Segal, Director of Studies, HSS, 23 Tavistock Street, 
London WC2E 7NQ, UK. 








Department for 
international 
Development 


DFID 





The East European and Central Asia Dept (EECAD) of DFID is 
seeking to recruit an Adviser on a part-time basis (up to 100 days) 
to support an expanding private sector development programme 
in Ukraine. Providing advice, monitoring current projects and 
developing the next generation of Private: Sector Development 
(PSD) projects is the main. focus of the programme. 

This is a major role‘in strengthening and expanding DFID 
support for private sector development, as part of the British aid 
programme, which aims to achieve significant targets in poverty 
reduction in the region. Working alongside the Senior Adviser, 
Enterprise Development. Dept, your work will involve 
developing new strategies and’ identifying; “designing and 
appraising and. monitoring aid interventions in. Ukraine. The 
current portfolio of projects embraces a wide range of initiatives 
e.g. SME development, -de-regulation, re-employment, 
enterprise education, tourism, and company registration. 
QUALIFICATIONS AND EXPERIENCE: 

Educated ‘to degree: level in economics and/or business 


management, you will ‘have experience of work within the 
formal aid sector and have: significant experience: of working in 





to: 
Kilbride, Glasgow, G75 8EA, or telephone 01355.843472. 
The Department for International Development (DFID) is the 
British government department responsible for promoting 
development and the reduction of poverty. DFID is committed to 
the internationally agreed target of halving the proportion of 
people living in extreme poverty by 2015. 





Fulfilling Britain’s.commitment to eee re 





DFID works in partnership with governments, international and 
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FIELD MANAGER - PRIVATE SECTOR 


For further details and application form, please write quoting CNTR 99 7772A/AH360/TE clearly on your envelope, 
Appointments Officer, Department for International Development, Abercrombie House, Eaglesham Road, East 















DEVELOPMENT UKRAINE 
LONDON 


the emerging. economies of Central and Eastern Europe. 
Extensive professional experiences in the different aspects of 
private sector development, in both informal and formal sectors, 
are key aspects of the role. 














Previous experience of working in government and/or non- 
governmental organisations as a consultant, and in the 
commercial sector, is essential. 


An excellent communicator, both oral and written, you must be 
able to get your perspective across effectively in multi- 
disciplinary groups, and be prepared to handle a wide range of 
work and issues, often under pressure. 


TERMS OF APPOINTMENT 


The appointment will be one year on a non-renewable basis. 
There will be a necessity to travel frequently to Ukraine, for up 
to 60 days in total, broken into short visits. 


Applicants should be either nationals of the United Kingdom or 
the Ukraine. 






Closing date for applications is 1 June 1999. 














national non-governmental organisations, and institutions such as 
the World Bank, UN agencies and the European Commission. 
Most of our assistance is concentrated on the poorest countries in 
Asia and sub-Saharan Africa, but we also work in middle income 
countries, and in Central and Eastern Europe. 


DFID adheres to the Civil Service’s Equal Opportunities Policy. 
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international Criminal Tribunal for Rwanda 
Aribunal Pénal International pour te Rwanda 


Senior Trial Attorney (P-3), Office of the Prosecutor 
international Criminal Tribunal for Rwanda 
Duty Station: Araha, Tanzania 
Unternal/External Vacancy Announcement) 


The International. Criminal Tribunal for Rwanda js seeking to recruit a qualified candidate for the above 

mentioned position: 

Functions: Condu 
Tibunat ac 


cutor before the Chambers of thé 
rial Atlorneys, assists Trial Attorneys 
nefore thé Tribunal; undertakes 

legal memoranda. 
udies in Criminal or International Law 
onal experience in Criminal Litigation. 


rafts and prepares motion! 
degree in Law: Postgradua 
erial experience. At least 15 i 
Previous experience in leading trial or legal terms. 
Fluency ity English and/or French. Good working knowledge of the other necessary, 


Preference will be given to equally qualified women candidates 
Remuneration: Depending on prolessional background and experience, minimum starting salary 
US$ 88 $ per annum-plu umber of additional benefits, when applicabl as rental subsidy 
depence a vi i rant for children, repatriation grant home leave ete 
of applic Two weeks from the date of publications of this vacancy 





Applica’ th fall curriculum. vitae, including salary history, birth date and nationality, should be sent 
withndication of the vacancy dumber 99-VATR-106-AR to: Chief, Personnel Section, UN: ICTR: PO Box 
6016, Arusha, Tanzania. 
Fant 1.21.2 963-2848 01255, 57 4000-4373, 

> Due to the volume of applications, all internal candidates and only those external candidates under 
serious consideration will be acknowledged, 


University 
MBA Leaders 


Two New Posts 
As Directors Of Programmes 


The full-time MBA Programme and the Evening (part-time) 
MBA Programme at City University Business School are both 
AMBA accredited and consistently rated among the top 
programmes in the country. As the School plans its expansion into 
a new purpose built £35m Business School at Bunhill Row for 

~: 2002, these two major programmes are expected. to play a central 
role. We plan to appoint two new Academic Leaders to oversee the 
development and expansion of our flagship MBA programmes (for 
which currently 375 students are registered). The successful 
candidates, in addition to an international research reputation, will 
require experience of quality MBA teaching, familiarity with 
business needs and the ability to lead a diverse and growing 
professional team of academic, support staff and adjunct lecturers 
from the world of business. The successful candidates will be 
offered a continuing academic appointment (which for Professors 
would be a minimum of £37,804) from a date to be mutually 
agreed between June 1999 and September 2000. The 
appointment as Director of Programme will be for 3 years initially 
(renewable) and a supplementary responsibility allowance will be 
paid which will be negotiable and subject to upward review based 
on performance. 


Potential candidates who wish to discuss the position informally 
before applying should telephone the Dean, Professor Leslie 
Hannah, on 0171-477 8601. 


A LAS OTT I ETE 
Further particulars of the post are available from: 


* Academic Registrar's Office, City University, Northampton 
Square, London EC1V 0HB 

« Telephone: 0171 477 8039 

* Fax: 0171 477 8886, or 

» Email; M.J.Akalay- Warkin@city.ac.uk, . 

quoting reference 314 for the Full time MBA Course Director 

and 315 for the Director of the Evening MBA. 


Closing date for applications is Tuesday 1 June 1999. 
We are committed to equal opportunities. 


% 
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REPUBLIC OF UGANDA 


NON PERFORMING ASSETS RECOVERY MANAGEMENT 


The Government of the Republic of Uganda is negotiating a credit from the 
Internatiorial Development Agency (IDA) of the World Bank to support a 
Financial. Markets Assistance Project. It is intended that part of the proceeds 
of this credit will be applied to eligible payments for further assistance 
towards: the cost of managing the recovery or liquation of various 
compromised bank assets transferred to an established Non Performing Assets 
Recovery Trust. : 


Applications are therefore invited from individuals with extensive successful 
senior management experience in the field of loan recovery and asset 
liquidation at least three years of which should have been in Africa. 


The duration of this resident assignment is expected to be about two years or 
more for which an internationally competitive remuneration package would 
be provided. 


Please write in confidence with a concise CV identifying specific 
achievements in this specialised field, and indicating two referees of 
substance to: FMAP Implementation Secretariat, Bank of Uganda, P 0 
Box 7120, Kampala, Uganda, fax 256 41 345307. Closing date for 
applications.is 21st May 1999. 


<2 
NEU 


BUSINESS SCHOOL Mekong Project Development Fatty 
ENTERPRISE DEVELOPMENT ADVISER 


Small and Medium Sized Enterprise Unit 
National Economics University Business School, Hanoi. 


We seek an adviser to support the development of our Small and Medium 
Enterprise (SME) unit. This initiative is supported by the Mekong Project 
Development Facility of the International Finance Corporation. The objective 
of the SME unit is to assist the development of SMEs throughout Vietnam 
through the provision of training, consultancy and other services. 


Responsibilities. 

The successful candidate will work alongside and mentor the Head of the 
Business School’s SME unit. The main areas of activity, in co-operation with 
the Head of the Unit, will be: 


e The development of a strategic plan and assistance with its 
implementation; 

* The development and provision of market-led products and services; 

+ Business School staff development in the area of SME support; 

* The development of a network of affiliate organisations across Vietnam. 


Qualifications. 

The position requires a dynamic and innovative self-starter with the 

following.experience and qualifications: 

e A successful track record in establishing commercially viable SME training, 
consulting. and other support programmes, preferably within a university 
context; 3 

* High levels of cross-cultural mentoring and management skills; 


* Extensive: knowledge of and experience with the problems of SMEs in 
developing and reforming economies, preferably in Asia; 


e Strong training, consulting and business development skills; 
+ A Master's degree in a related field and excellent English language skills. 


Terms and Conditions. 

The appointment is for an initial period of two years, commencing in 
September 1999. Attractive remuneration and international allowances will 
be provided. 


Application Procedure. 
Please submit. a letter of interest, a CV and three references no later than 
30th May 1999 to: 
Ms. Nguyen Quynh Chi, Head, SME Unit, 
NEU Business School, National Economics University, 
Giai Phong Road, Hanoi, Vietnam. 
Fax: (84) 4 869 1682 or email: bsneu@fpt.vn 


Only:shortlisted candidates will-be contacted. 
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JOB HUNTING INTERNATIONALLY? 
Executive earning $50K-S00K+. Career seate 
Asia/Europe/U.S.? A new position is closer than you think! Free info. 
www.CareerPath.co.uk E-mail: cpasia@bkk loxinfo.co.th 
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Products Liability Attorney Wanted 


International Law Firm seeks. products liability attorney to be located in 
Germany for exciting opportunity in world-wide products liability defence 
work for major European manufacturing clients. 


All applicants should have 6 years experience within the field of products 
liability defence, bar admission to a US jurisdiction, and must have German 
(fluent) and/or French language capabilities (additional language 
capabilities a plus). 


Candidates should be willing to-learn procedural and substantive laws of 
multiple international jurisdictions. 


Offer includes attractive compensation package, work for very highly 
regarded and internationally recognised clients, frequent international 
travel, and challenging but friendly work environment. 


If interested, please forward C.V, to 
Dr. Dillon, 
Anna-Peters-Str. 45, D-70597 Stuttgart, 
Fax: +49-711-479-2235 e-mail: 113761.223@compuserve.com 


Cranfield 





PROFESSORS/SENIOR LECTURERS 
IN FINANCE AND ACCOUNTING 


CRANFIELD SCHOOL 
OF MANAGEMENT 


The Finance & Accounting Group is keen to develop its 
research effort, culture and output and we are therefore 
seeking applications for any of the above posts, particularly 
in the fields of Management Accounting and Corporate 
Finance, but expertise in other areas could. also be attractive. 
The successful candidates will have an established academic 
reputation and a strong research track record. 











Cranfield School of Management, one of Europe's leading 
business schools, has an excellent teaching rating, high quality 
research output through internationally recognised research 
centres and is one of the largest providers of management 
education and development for senior executives in Europe. 












The School can offer an attractive reward package, which is 
beyond normal university salary scales. These posts are for an 
initial period of five years which is reviewed annually with 
the intention of rolling the contract on. 


Informal enquiries, which will be treated in strict confidence, 
can be addressed to Professor Leo Murray, Director of 
School or Professor D.R. Myddelton, Head of the Finance & 
Accounting Group (Tel: 01234-754403 and 754404 respectively). 


Application forms and further details may be obtained 
from: Director of Personnel, Vice-Chancellor’s Office, 
Cranfield University, Cranfield, Bedfordshire MK43 OAL. 
Telephone (01234) 754029 or 754050, quoting reference 
VC0/07/99/EC e-mail: vepers@cranfield.ac.uk 
http://www.cranfield.ac.uk/admin/personnel 


Closing date for receipt of applications: Friday 28 May 1999. 
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UNIVERSITY 




























The University of Reading 








Department of Agricultural and 
Food Economics 


Lectureship 


The person appointed will have an innovative research agerida 
and will be expected to contribute to undergraduate and 
postgraduate teaching. A strong quantitative background would 
be an advantage. 


It is intended that the appointment will further enhance the 
Department's existing research strengths in food economics, but 
well-qualified applicants from other aspects of the agricultural 
economics discipline are encouraged. 


The appointment is for the fixed period of three years, salary 
£16,655-£21,815 (Lecturer Grade A). USS benefits apply. 


Contact Professor Alan Swinbank (telephone +44 (0)118 931 8967, 
email: a.swinbank @ reading.ac.uk) for an informal consultation. 
Also see Web site http://www.rdg.ac.uk/AcaDepts/ae/ 


Apply for further particulars and application form to the Personnel 
Office, The University of Reading, Whiteknights, PO Box 217, 
Reading RG6 GAH. Telephone (0118) 931 6771 (answerphone). 
E-mail: Personnel @reading.ac.uk giving name and full address. 
Closing date for applications 28 May 1999. Interviews.on 16 June 
1999. Please quote Reference AC9914, 























THE UNIVERSITY OF THE 
WEST INDIES 


MONA, KINGSTON, JAMAICA 


PROFESSOR/ 

SENIOR LECTURER OF 
APPLIED ECONOMICS 
Department of Economics 


Applications are invited from suitably qualified 
persons for the post of Professor/Senior Lecturer of 
Applied Economics in the Department of Economics. 
Applicants should be qualified in Economic Theory 
and Econometrics. The person appointed will be 
expected to undertake both undergraduate and 
postgraduate teaching. 



























The Department is willing to consider a visiting 
appointment. 


Detailed applications giving full particulars of 
qualifications, experience, date of birth, and names and 
addresses of three referees should be sent to the 
Assistant Registrar (Centre), Office of Administration, 
University of the West Indies, Mona, Kingston 7, 
Jamaica, (fax: (1 876).977 1422), from whom application 
forms and further particulars of the post, including 
salary, are available. Further particulars are also 
available from the Association of Commonwealth 
Universities (47366), 36 Gordon Square, London WC1H 
OPF (tel: 0171 387 8572 Ext. 206; fax: 0171 383 0368; 
email: adverts@acu.ac.uk). In order to expedite the 
appointment procedure, applicants are advised to ask 
their referees to send confidential reports directly to the 
University without waiting to be contacted. 


The final date for receipt of applications is: 31 May 1999. 
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Merck 
Company 
Foundation 

REQUEST FOR PROPOSALS 


: The Merck Company Foundation is funding a new grants program for academic 
“centers of excellence” to conduct independent research into pharmaceutical 
policy issues. 


|. The’program will support initiatives dedicated to advancing rigorous academic 
‘research in the following areas: 


1. The economics of the pharmaceutical industry 

2. Evolving market characteristics and changing market dynamics for 
pharmaceuticals 

3. The impact of health care financing strategies and reimbursement policies on 
pharmaceuticals 

4. Patient intervention.and health promotion strategies 

5. Evaluation of new health care therapies and technological innovation 

6. Historical analyses. of factors contributing to sustained pharmaceutical 
> industry innovation 

7. (ndustry regulatory and industrial policy issues in the U.S. and in other 

countries/regions 
8. Ethical issues related to the pharmaceutical industry 


Three three-year grants, of up to USS250,000 annually each, will be made to 
selected centers of excellence. Grant selections will be made by the Policy 
Advisory Committee of The Merck Company Foundation based upon the 
récommendations of an independent Academic Advisory Board. The’grants will 
support outstanding faculty and scholars capable of providing education and 
training, conducting rigorous, independent, policy-related research, and 
disseminating information related to pharmaceuticals and health. 


For a copy of the request for proposals log on to URL: 
www. k.com/philanth: i, call +1 908 423 2042, or send a request to 
The Merck Company Foundation, One Merck Drive, P.0. Box 100, 
Whitehouse Station, NJ, 08889-0100, USA. 
DEADLINE FOR I 


The Marck Company Foundation is a US-based, private, charitable foundation. 

Established in 1957 by Merck & Co, Inc., the Foundation is funded entirely by the Company and is Merck's 
chief source af funding support to qualified non-profit, charitable organizations, The mission of the 
Foundation is to advance the Company's philanthropic goals to support biomedical science training 

and education and to improve health care worldwide 
Merck & Co., Inc, is the parent company of Merck Sharp & Dohme. 


-CONFERENCE 








September 8-10, 1999 ¢ Accra - Ghana 

Ren the issues facing privatisation in Africa with: Leading inter- 

national experts who will bring hands on practical experience to this 
topical issue. 
» Join top ranking speakers, heads of government and VIP delegates to: 
Hear the Record on Performance and Retorm of State-Owned Enterprises 
Identify the Rationale for and Problems of Public Ownership 
Discover how to Privatise Natural Monopolies: Theory and Evidence 
Discuss regulation: Structure and Methods 
Examine deregulation and Competition Policy 
Debate labour and Privatisation 
Acquire Methods of Privatisation: Auctions, Share Flotation, Concessions 

and Strategic Investors 
Learn the lessons of Mass Privatisation in Transition Economics 
Understand recent Privatisations: Data and Corporate Governance 
Benefit from sector Case Studies (Telecommunications, Transportation, 
and Utilities) 

Network with senior decision-makers from over 29 African countries. 
For more information complete and fax coupon to: 
Lisa Bergh ~ Business in Africa Conferences 
PO: Box 1357 Rivonia 2128, Johannesburg South Africa +2711 807 0919. 
e-mail.: Conference @goldcity.co.za 
ra mai kita, i om aa ame an am ae me m mae me oa me ae in me e at a a oa an ae me eo 
i Please send me further details and booking information for PRIVATISATION SUMMIT. 
{FIRST NAME 2. or 
| SURNAME: . heels m = 
1 JOB TITLE: À i . m i ; : 
r. COMPANY: : as iis 
| TYPE OF BUSINESS: iein Tne riecen 
t FULL POSTAL ADDRESS. ; 
$ ahi a aiaa ` 
1 TELEPHONE: PN FAX: =“ 
1 EMAIL: 


















































Gomm iar ma aw mn dp am mtn me ma me ois, pet ot S i la a A jam ai an rw st a_i ae ai ae a ai, maa a 


Aig 
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b) experioricë working in similar conditions: 


e) rélevant’skilly and experience of staff; 










the address given below. 


Ministry of Education and N 
LESOTHO 
Second Education Sector Development Project (ESDP E) 


Consultancy for the Upgrading of the 
Education Management Information System 
Expressions of Interest 

L The Government of Lesotho (GOL) is initiating a new sector development program which 
y childhood development: primary and secondary 
educations technical and’ vocational education and training and non-formal education. The Workd 
Bank. will provide support to the program through Phase 1 of the second Education Sector 
Development Project (ESDP I). Under the primary and secondary component. the project aims 
to upgrade the Education Management Information. System (EMIS). 


2. The Ministry òf Education (MOE) will establis! 
the MOE.to develop and implement the upgraded 
this consultancy will be divided into two phases, The GOL intends to apply part of the proceeds 
af the PPF to finance Phase | of the consultancy. Upon completion, Phase 1 will be evaluated and 
Phase H will be-implemented under the main. Project. The factors used for the selection of the 
consultant will take the likelihood of continuation into account. 


3, The objective of this consultancy is to establish a comprehensive. imegrated, multi-level 
EMIS that will enable the MOE, at various geographic levels, to monitor progress made at the 
primary and secondary school level, The w ork carried out will dramatically modernize the 
ng information infrastructure and provide linked training for at least four levels of 
personnel. Using proven software and approaches will ensure that the consultancy provides 
baseline infomation by December. 1999. In addition, the consultancy will advise the MOE on 
needed computer and network infrastructure in support of this sub-componen 
existing Geographic Information System (GIS) platform within the MOE 
firm, and any of its affiliates, hired to provide consulting services for this 
disqualified from subsequently providing goods or works or serv 
(other than a continuation of the firm's or consultant's earlier consulting services) 

4. The MOE invites eligible consultants or firms to indivate their interest in providing these 


services. Interested Consultants or firms must provide information demonstrating: 
4) capacity to provide the services requested in similar assignments. 


c) demonstration of a working model of a proposed EMIS system: 
d) evidence of subject specific training experience, 


f) availability of statl'to accomplish the work by December, 1999. 


3, Consultants will be selected in accordance with the procedures set out in the World Bank's 
Guidelines: Selection and Employment of Consultants by World Bank's Borrowers. January 
1997 (Revised September, 1997 and January 1999). 


6. Interested consultants may obtain further information from project background documents at 


7. Expressions of interest must be delivered to the address below no later than May 28th, 1999. 
Mrs. M. Makakule, Director, Planning Unit Ministry of Education, 
P. O: Box 47, Maseru 100, Kingdom of Lesotho. TEL: 266-311-248 FAX: 266-311-274 
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a consultancy which will work jointly with 
EMIS. The work program and financing of 
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APPOINTMENTS APPOINTMENTS 


Market analysts 
and technical authors 
wanted 


We are a Jeading business to business 
publisher. with an established 
programme of reports serving several 
key global industries. This freelance 
work involves report writing for 
corporations at senior board level. You 
will need to analyse and gather data for a 
key market, ora single product, and 
provide forecasts. We publish in English 
for Europe, North America, Latin 
America and the Asia-Pacific region. 
Language. and writing skills are 
important, but a key resource is the 
ability to gather, manipulate and 
interpret raw data. 


Please send tis your curriculum vitae and 
a covering letter outlining your areas of 
experience ait interest. We offer a highly 
competitive fee and editorial support 
throughout the process. 


PO. Box 4092" 
The Economist Newspapers Ltd 
25 St James Street 
London 
SWIA THG. 


WANTED 


PROJECT MANAGER 


Having just completed a long term 
restructuring and privatisation project 
for the leading European investment 
bank, I am looking for a new challenging 
opportunity. Experienced in managing 
projects for international organisations 
like the World Bank, European Union 
PHARE and TACIS, various 
governments and for private companies 
in various sectors (chemical industry, 
aerospace, paper industry, food 
processing, mining) around the world. 
Ready to undertake an interesting 
assignment/ managerial position. 

I speak fluent English, Russian and 
Polish and I have some knowledge of 
Spanish, Bulgarian, Slovak and. Afrikaans. 


Fax: +64-9-479-8130 
e-mail: interin@world-netcone | 
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IND PASSPORTS, DRIVER'S 
LICENCES, DEGREES, BANK 


GMC 
Fax 43120-5241407 
Email 1004 13.324 
heap, global-money. com 








A/Cs, CAMOUFLAGE PASSPORTS, 


OMPUSErY ECON 


TRAVELLING TO NEW YORK? 
Bed & Breakiast Service offers 200+ 


$90,300 pire, 
Corporate Specialists 
Bed ef Roses Va Inc. 
S00 Sth Ave. NYC 10021 


apartments, all in fashionable aregs, Rates 


Tek (212) 421-7604, Fax: (212) 935-0617, 


IMMIGRATE TO BEAUTIFUL CANADA 
FLEXIBLE IMMIGRATION LAWS 


ATTORNEYS RUSSELL AND SAVAGE 
Suite 2000, 393 University Avenue 
Toronto, Canada MSG 1E6 
Fax: (416) 397-2267 Ph, (416) 585-2088 


Email: hsavage@inforamp.net 
vkrusselliiaal com 











ADA IMMIGRAT 


























Millennium / Christmas Let 
West of ireland 
Six miles from Clifden 
Georgian House, private pier on the sea 
Five double bedrooms en suite 
Gil fired: central heating & all mod cons 
Rent includes daily housekeeper, electricity, 
gas, water and turf, Available on other dates. 
Nearby Golf, Horse riding, 
Fishing and Guided out door activities 
Fet +353 1 6682800 
E-mail patrickwilliams@) 


IMMIGRATION TO CANADA. 
Experienced Canadian immigration 
Lawyer will prepare Visa application 
and conduct job search for prospective 
immigrants. Vary reasonable. fees. 


between 


GEN CARD without needing a fob: 

an expencaced businessman of 

f ial, fex yow CV, manm, a7 lis of 

qualifications Tor review to. ‘ 

we Offices of 
DOBKIN, & SHERMAN, PC. 
32901 Muddiebelt Roa 
Panmingion Hills, MP asa) A, 
CLAS) RSS RN) Fax (MH RA banal sgeencantaisol con 





a great design 


www.techmankanata.com 
and a great 
product 


Leonard Simcoe, Ref, E, 1255 Laird 
Bivd., #208, Mt, Royal, Quebec, 
Canada H3P 271, Fax ($14) 739 0795, 
Email: LSimcoe@csi.com 
http://users. yes nat:85/simcoe 













Tel. 
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APARTMENT 
LONDON & EUROP 


BY CPA IN LONDON 
US/UK tax retum service and US/UK tax 
advice for US citizens and US “green- 
card” holders living/working abroad, 


Immigration & Investment 
in USA, Canada, 
Australia & Spain 



















FINANCIAL PROFESSIONALS 


HARD TO BORROW? 


Use COLLATERALIZED LOANS 

Training Program Available 

‘We Locate Funders 

for Business & Real Estate 
Tony Abraham, Esq. - Real Estate 
Erie A. Klein, Esq.-Atty/Fiduciary 
International Developing 
Enterprises. Agency (IDEA) 
Tel +1-212-751-0800 
Fax 4+1°212-688-4442 


E-mail: panglob @aol.com 
Website: panglobal.net 







71 436 3201) 
X 44 171 436 3203, 


Servicing individuals and corporations, 


Are you looking for 
permanent residency in the 
independent category or as 
an investor? 
Documentation including 
investment opportunities 


Mokhtar Edwards & Co 
65 London Wall, London ECIM STU 
Tek: 0171 588.8200 
















2nd PASSPORTS s HBU 


= R 
OFFSHORE COMPANIES Shee 


Serviced Apartments offering Hest yet tor s Monay, 
Maritime International Ltd. 


le location in South Ke: 
2 person apartment trom E70 per per ‘nigh 
Bay View Place, Crosbies 
St John's, Antigua, West Indies 


4 person apartment from. iS per nig! 
Tel: +1(268)461-2024 Fax: +1(268)462-2718 
Email: maritime@candw.ag 


http://www.milontine.com 
“A decade of confidential service” 
























LONDON APARTMENTS wiki 
IN BLOOMSBURY U.S. Tax-Free Company? 
YES, YOU CAN! 


It's easy. 
It's fast. 
It's 100% private 
It's 100% legal 
Por FREE consultation 
and brochure filled with 
surprising information, contact: 
GLOBAL BUSINESS SOLUTIONS, INC. 
Phone: USA+(619) 578-7541 
Fax: USA+ (619) 578-0238 
E-mail: ghs@millennionet.com 


Endsleigh Court 


24 Upper Woburn Place 
Landon 
WCIH OHA 


IMMIGRATION TO CANADA 
For LESS Than $ 45,000* USD 


MCAP Securities Ine. together with Mutual Life of Canada, offer you our lmmigrant Investor 
Program. For over 123 years, Mutua) Life has been one of North America’s top financial 
institutions. With over $25 billion USD in assets currently under management you can be 
assured of the secarity and integrity af our program. Representatives of MCAP Securities Inc. 
along with a prominent Canadian bnmigration Attornvy will visit the following cities during the 


month of May: a 
DUBAI - KARACHI- KUALA LUMPUR 


For an appartment, please call: In Karachi: (9221) $8440676, (9221) 585.2948 
In Dubai: (971-4) 257-500 
in Kuala Lumpur: (035 717-3950 


MCAP Immigrant Investor Program, 1550 Metcalfe Street. 
y f > 





Tek ++ 44 (0) 171 878 0050 
Fax: +» 44 (0) 172 380 0280 
Website: www highdorn.com/endsleigh 





ALL MAJOR CREDIT CARDS ACCEPTED 


The 
Economist 


TO ADVERTISE WITHIN 
THE CLASSIFIED SECTION, 
CONTACT: 


Evanna Kearns Suzanne Hopkins 
London New York 
(44-171) 830 7000 (1-242) 541 5730 












Pax: (514) 938-9244 


LEGAL 2ND PASSPORTS 
AGENTS NEEDED 

. $15K 

$25K 


100% GUARANTEED & RENEWABLE 
PAYMENT TO SWISS TRUSTEE 


CALL FOR FREE CONSULTATION 
Tel: (36-1) 319-2684 
Fax: (36-1) 319-2689 
info@second-passport.com 
www.second-passport.com 





Tire Eeoneonut 2 
The vas 


Annual Report Section 





The Economist will publish its annual report 
section on june 12th 1999. Companies who 
wish to promote their latest results to investors 
around the world should contact: 


BUSINESS 
OPPORTUNITY 


Financing Worldwide from $10 mill. 
To $5 bill, & up. 7% 
Acquisitions Mortgage Corporation 


Kate Walters 
on 44 171 830 7000 or fax 44 171 830 4111 
or email katewalters@economist.com 


215-343-9180, Fox 215-343-5969 
3146 Bristol Rd. Warrington, 
PA, USA 18976 


INTERNATIONAL LAWYERS 
DIPLOMATIC SERVICE S.A. 
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Sav ile Minas 
r london 


FINANCIAL PRIVACY 


Offshore Incorporation-International 
Mail Drop Services. 
Anonymous Banking, Offshore 
Credit Card Processing and MUCH 

MORE. 
Email: info@reputablefirm.com 
Http: //www.reputablefirm.com 











A selection of excellent executive apartments in 
the very heart of London. 
Exceptional aort and long term rates. 











Fer more information :- 
18 Berkeley Streat London WIX JAE 
6417) 404 0414 Fak: 444171 499 9746 
www. berkeley-lettings.com 
berkeleylettings(@dial_pipex.com 


Tet: 













































W CANADA IMMIGRATION $ 


Let our exclusive group of former Visa Officers, with over 35 years 
experience, provide expert assistance and guidance to your immigration 
process. Applications professionally and ‘confidentially prepared. Our 
money-back guarantee is your assurance of success. Fast internet and email 
service, Specialists for skilled workers, businessmen and investors, 


OIC CONFRATERNITY CANADA LTD, 

823-409 GRANVILLE ST. VANCOUVER, BC, CANADA, V6C 1T2 
TEL: (604) 669 0389 FAX: (604) 669 3905 

INTERNET:- www.our-website.com E-MAIL-passport@infoserve net 


OFFSHORE COMPANIES 


Trusts and Foundations 
Fiscal Migration / 2nd Citizenship 


Since 1977 the ICSL organisation has specialised in the establishment and 
administration of offshore companies and other structures with emphasis 
on tax mitigation, asset protection and privacy. 
« Incorporation in ALL 
offshore jurisdictions 
« Post incorporation services 
* Bank accounts opened 
+ Trust and Foundation services 
¢ Banks & insurance 
companies formed 
« Migration consultancy 


y INTERNATIONAL COMPANY 
SERVICES LIMITED 


The Offshore Professionals since 1977 
www.ICSL.com 


Paul Brennock FCIS, Sovereign House, St Johns, Isle of Man, IM4 3AJ 
Tel: +44 1624801801 Fax: +44 1624 801800 E-mail:iom@ICSL.com 


LONDON, UK CZECH REPUBLIC SWITZERLAND 


TYPICAL INCORPORATION FEES 


isle of Man 
St.Vincent 


Bahamas ae 
Credit Cards Accepted 

















OFFSHORE 
TAX-FREE 


companies world-wide 


formation and administration 
of companies opening of bank accounts 
tel/fax/mail forwarding s service 


“LAVECO-GROUP Head Office 
Clos de Saignie, Sark, 
United Kingdom GY9 OSF 
Raymond Teny Gibson Fax: 444-148-832 116 


33/a Raday sr., Budapest, Hungary 1092 
Contact languages: English, French, 
Russian, nares 





BLV, KOGALNICGEANU NR 60 
ET HAPY, Bucharest Romania 
Contact} anaes German, English, rae 
: 326 329-Fax: 40-92-518-252 


port ank Corp. 
Contact languages: English, Russian 
Tek +742:3-41 47 666 Fax: +742-3-41 47 444 


e-mail: laveco?mail matay.hu 
Website: www.laveco.hu 





DELAWARE (USA) 
Co eager 


Ba pean Ch aor PEF AIN , 


Re Corry 


3511 Siverside NETER 
A I Seat 
Ermak: copOdcheg com » Internet: 


U.S. CORPORATIONS AND 
LIMITED LIABILITY COMPANIES 
(LLCs) SET UP INSTANTLY IN 
DELAWARE, OR OTHER STATE, BY 
PHONE, FAX or INTERNET 


Your headquarters may be anywhere in the 
USA or other country, No minimum capital 
requirements. No lawyers necessary. Most 
major corporations are incorporated in 
Delaware. FREE Delaware Incorporation 
Handbook (7th Edition). Registered agent, 
shelf corporations, legal office address in 
Delaware and mail forwarding, U.S. bank 
account opening service. VISA/MC/AMEX 
CALL ANYTIME Tel: 1.800.423.2993 
{toll free) or +302.996.5819 
Fax: 1,800.423,04523 (USA/Canada only) 
or Fax: +302.996,5818 
E-mait: ine_info@delbusinc.com 
Internet: http://www.delbusinc.com 
Delaware Business Incorporators,fine. 
3422 Old Capitol Trail, Dept, TE 
Wilmington, DE 19808-6192 


Pr re ee eee 
Ba es i sw ea ue mr ee Se Se en 


Peyman Zia Charles Zidek Astrid Fuenzalida 
Tel: +44 171 493 4244 Tet: +420 2 573 20706 Tel: +41 22 3M 3080 
Fax: +44 171 491 0605 Fax: +420 2 536 928 Fax: +41 22 310 4878 
Email: uk@iCSL.com Email: firstcom@travelter.cz Email: ICSL@cortex.ch 








USA 
Jerry Bakerjian 
Tel: +1 954 943 1498 
Fax: +1 954 943 1499 
Email: usa@ICSL.com 


CARIBBEAN 
Mark Shadwick 
Tel: +1 649 946 2828 
Fax: +1 649 946 2825 
Email: tei@iCSL.com 


UKRAINE 
Mark Rayner 
Tel: +380 44 235 8566 
Fax: +380 44 235 8560 
Email: ICSL@gu.kiev.ua 


Call: 201.287.8400 Fax: 201.2 
; 1 riel 


1402 TEANECK ROAD + SUITE 114 + TEANECK, NEW JERSEY « 07666 + USA 





O ioe Companies: Offshore [rus ts 


International, 


x OffshoréTax Planning 











USA: 

Te: +1 757 363 9669 
Fax: +1 757 363 9668 
usa@soveraigngraup.com 


UNITED KINGROM: 
Tel: +44 (0) 7000 59 60 61 
Fax: +44 (0)7000 89 99 00 
uk@sovereigngroup com 


SOVEREIGN TRUST INTERNATIONAL 
QUALITY SERVICE ~ REASONABLE COST 
www. sovereigngroup.com 


HONG KONG: 

Tel #8522542 1177 
Fax, +852.2545 0550 
hk@soversigngroup.com 
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CUT THE COST OF YOUR 
STAYIN LONDON 


NEW AUTHORS 
Publish Your Work 


Fiction, Non-fiction, Biography, 
Religious, Pestry, Children’s 





Knightsbridge Service Apartments 
45 Ennismore Gardens, 
London SW7 1AQ. 


write, or send your maruacipt to: 
MINERVA Press &B 
S1S-417 REGENT STREET, LONDON WIR FYB, ENGLAND 
wwe. minerva- presa Co uk 


info@ksflate.demon.co.uk 
www. kafiats,demon.co.uk 






















kallback `~ 


New Lower Rates! 


Call to the U.S. fi No Set Up Fees 


i ie «Instant Activation 
Hong Kong...29¢ * Itemized 6-Second 
Germany... Billing 


singapore....33¢ 
Australia....... 14¢ 


-e ideal for Home, 
Office, Hotels and 
Mobile Phones 


Agents call 
1.206.479.2816 





e-mail: info@ms.kallback.com 
www.kallback.com 





‘Traveling Well in a Nutshell 


We make Traveler's Briefcases with Flexible Unwreckable™ 
frames to double as laptop bags, 
and make Insiders™ dividers to 
custom organize your bag. We 
consult with each customer to 
help analyze your requirements. 
We sell direct to you. 








But what if the bag you carry 
to beat the two-bag limit is 
larger than the bag you need in town? 
Pack an Insiders™ 





bee 







portfolio in your 
Glaser Traveler's Briefcase, leave 
the big bag at your hotel, and take 
your portfolio to meetings. 


Please call for our free catalog, 





Traveler's Briefcases’ Walnut or black leather Various sizes $750. to $1,050. 
Insiders Portfolios Legal or Ad size Walnut or black leather $375. to $475, 


ASS DE 
Seg, GLASER DESIGNS 
LA zj Traver Goops MAKERS 
T LI 32 OTIS ST. SAN FRANCISCO, CA 94103 
a PHONE 415-552-3188 FAX 415-431-3999 
TOLL FREE 800-234-1075 ECON@GLASERDESIGNS.COM 
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Comfortable ‘self-contained serviced studio flats 
in’ Knightsbridge. near Harrods, fully equipped 
kitshendinetie, bathroom, phone, satellite T.V., 
central heating, elevator maid service, resident 
manager. Suit 1-2 persons, Brochure by Air-Mail: 


TEL: 0171-584 4123. Fax: 0171 584 9058. 














Tel: 1.206.376.1954% Fax: 1.206.376.1955 




















OFFSHORE 
COMPANIES 


FROM THE 
WORLDS No. 1 
PROVIDER 


Since 1976 our world wide statt 

of over 300 multi-disciplined 
professionals including lawyers, 
chartered accountants, chartered 
secretaries, economists and bankers ` 
have been providing our clients with 
innovative solutions in the field of 
international tax and asset protection 
using all of the major low tax areas, 


Throughout our network of 
international offices we 
arrange 






OFFSHORE 
COMPANIES 


BY LAWYERS 


semen mnsesaemsaesneineniinntitE 
SCF is one of the world’s largest tax 
planning practices. Fully owned and 
operated by lawyers and accountants. 
Ail our consultants are professionally 
trained and will ensure your affairs wilt 
be dealt within an atmosphere of the 
utmost privacy and confidentiality. 


WORLDWIDE OFFICES 

SZ CAN PROVIDE: ©: 

© BANK INTRODUCTIONS 

© FULL NOMINEE FACILITIES 

© FOUNDATION REGISTRATION 

© TAXPLANNING ADVICE FROM GUAUIRED 
LAWYERS & ACCOUNTANTS 

© COPYRIGHT & PATENT REGISTRATION 

@ ASSET PROTECTION TRUSTS 

© VESSEL/YACHT REGISTRATION 

@ FISCAL MIGRATION/2ND CITIZENSHIP 

















































a Asset protection trusts 














m Arrangements of nominee services 











4 a Management & admin services 






Visit our award 
winning website: 
www.scferoup.com 






dit services 









a Accountancy and au 






LONDON 
90-100 Sydney St 
Chelsea, London 

SW3 6NJ, UK 
Tel:+44 171 352 2274 
Fax: +44 171 795 0016 

E-mail offshore@scfgroup.com 


COMPANIES AVAILABLE 
FROM us$350 


LUXEMBOURG MADEIRA 

Eveline Karls D Fiske De Gouveia 

Tel: +352 224 266 BSc, MBA, MSI, MM CIA LDA 
Fax: +382 224 287 Tet; +381 91 201700 
FINLAND Fax +381 91 287144, 


i SINGAPORE 
Jenny Kompulainen i 
Ter +358 989892569 Miana Bean 
















aw 4738 Tel: +65 535 3382 
Fax: +358 9 6989 2565 Fax: 485 $35 390) DUBLIN 
eae ie Bse ticon) PONG KONG 
szlo Kiss B3c (Econ) Raymond 
Tel: +36 1351 9950 Ma A MLA On 27-29 Lower Pembroke St. 










Fax: +36 1 351 9958 
CYPRUS 

Chris Vassiliades 
Attorney-at-Law 
Tek +357 2673 214 
Fax: +357 2 673 463 


Tek +852 26220172 
Fax: +882 28211190 
USA - AICS Ltd 
Kevin Mirecki 

Tel 44 714 979 8444 
Fax: +1 714 979.3300 


Dublin 2, Ireland 
Tel:+ 353 1 662 1388 
Fax:+ 353 1 662 1554 

E-mail: offshore@scfintliolie 


SCF INT. TRUST & MGT CO. 


For a free colour 
brochure or without 
obligation appointment 
please telephone: 


FREEPHONE 
0800 262856 


or complete the coupon below 







































NAE f 
OVERSEAS COMPANY 
REGISTRATION AGENTS LTD 
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OUTPUT, DEMAND AND JOBS America’s Gpp grew at an annual rate of 4.5% in the first 
quarter, leaving it 4% higher than a year earlier. Germany’s cpr growthin the year to the fourth 
quarter was revised down from 2.5% to 2%. Austria’s GDP wasup 2.1% over the same period. Ja- 
pan’s jobless rate hit a new high of 4.8% in March; France’s was unchanged at 11.5%. 






















































































COMMODITY PRICE INDEX 
In yet another sign of the crisis 
in the wool industry, Nissho Iwai, a firm 
of Japanese wool traders, has abandoned 


2 hen 
Economist 





































































































weighted average of countries listed above 
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w FORECASTS Every month The Econo- 
mist polls a group of economic forecasters 
and calculates the average of their predic- 











tions of growth, inflation and current-ac- 





count balances for 15 countries, and for the 





11 euroeconomies as a whole. The table also 
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shows the range of forecasts for growth. 
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The previous month’s forecast, where dif- 





ferent, is shown in brackets. Our forecasters 





expect America to be the fastest-growing 





economy this year, at 3.6%—more than 





double their average forecast of 1.7% made 








in November. Partly as a result, America’s 
current-account deficit is expected to wid- 








en to 3.3% of Gop in 1999. Our seers are also 





a bit cheerier about Britain, which is now 





expected to see 0.7% growth this year. But 





that still means it will have the second- 




















worst economic performance after Japan. 
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FINANCIAL INDICATORS 





MONEY AND INTEREST RATES Bond markets are betting that Britain's economic pros- 

pectsare rosier than the euroarea’s: the spread between the yield on 10-year British government 

bonds and their German equivalents has widened sharply since its low on April 6th. 
Money supply* interest rates % p.a. (May Sth 1999) 

% rise on year ago over. Smith money market banks Zyear 

ime gov't bonds late: 


| @ TRADE IN SERVICES Nearly 20% of 

| world trade is now in services, rather than 

| goods. Global exports of commercial ser- 

| vices totalled $1.29 trillion in 1998, accord- 

| ing to the World Trade Organisation. But 

| they fell 2% in dollar terms as the slowdown 

| in the world economy took its toll. America 

| is by far the world’s biggest exporter of ser- 

| Vices. Its exports were worth $233.6 billion 

| last year, 18.1% of the world total. Britain 

| ranks second, with $99.5 billion in exports, 

| a77% share. Itranksonly fifth in the league 
a | table of goods exporters, with a 5.1% share. 
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| 

| 

| 

| 

| 

| 

| 
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| 
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gov't corporate | 
year ago bonds 
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Both America and Britain run hefty ser- 
vice-trade surpluses, but even larger goods- 
| trade deficits. 










1 except Britain MO, broad: M2 or M3 except Britain MA Sources: Commerzbank, D 
Handelsbanken, Warburg Giion Read, WEFA Group, Westie, DatastidanviC V Bates cannot he cor 









STOCKMARKETS Only five weeks after itcleared 10,000, America’s Dow Jones Industrial Av- 
erage closed above 11,000 on May 3rd. Paris also hit a new all-time high: the bullish mood was 
partly driven by the prospect of the French government selling its stake in Bull,acomputer firm. | 
Market indices 





ö 
in local 
__ Survancy 











May 5th high low” week 





Australia (All Ordinaries) 3,041.7 _ 








Belgium (Bel 20) 

















s Cellar terms 






“in puro terms, “Morgan: Stanley C aptal international mdex includes divid 
tsalomon Brothers World Government Bond index, total returna, in dollar terms. $ 





TRADE, EXCHANGE RATES AND BUDGETS The euro area’s current-account surplus shrank to $75.0 billion in the year to the fourth 
quarter. The yen’s trade-weighted value fell by 1.8% in the week to May sth; the dollar was almost unchanged, down by less than 0.1% on the 
week. Sterling was up by 0.6%, the Swiss franc by 0.4%. 


vn trade balance", $bn_ P e | Fe: Exchange rate 0 Rufreney units. Budget 
latest latest 12 Sbn The Economist poli trade-weighted’ per per per per balance 


month months latest 12 mths May Sth year ago $ £ DM eure 









% of GDP, forecast 
1989 
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~ EMERGING-MARKET INDICATORS 











E GLOBAL GIANTS Once differences in | ECONOMY Indonesia’s cpp shrank by 10.3% in the year to the first quarter. South Korean in- 
the local purchasing power of currencies _ dustrial production grew by 18.4% in the year to March, its fastest annual rise since February 
are taken into account, China’s economy | 1995;in the same period Singapore's output rose by 6.2% and Thailand's by 5.8%. In April Thai 
looks much bigger. In 1997 China's Gop, __ inflation fell to 0.4%, its lowest for 14 years. 

measured at purchasing-power parity 





te ; ______% change on year earlier Latest 12 months, $bn 
(Ppp), was $3.8 trillion, according to the i GDP industrial Consumer Trade Current 
World Bank’s latest World Development production prices balance account 
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Indicators—the most comprehensive set of | ) 
8.0 Mar 


international economic and social statis- 
tics. This makes it the second-biggest econo- 
my in the world, ahead of Japan's $3.1 tril- 


look relatively larger when measured on a 
ppp basis, because their exchange rates tend 
to be undervalued relative to the dollar. In- 
deed, seven of the world’s 15 biggest econo- 
mies are in the emerging world. 





Argentina 


Brazil 


oe 
315 feb 


138 Mar 





| 

| 

| l 
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| | 
| lion, but roughly half America’s Gor of $7.8 | 
| trillion. Most emerging-market economies | 
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| | 
| | 
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FINANCIAL MARKETS Russia’s stockmarket leapt 26% in the week to May 5th, toits highest 
since its default last August. Rising oil prices and promises of fresh money from the IMF 
spurred Moscow's rise. Bangkok and Jakarta also made huge gains: they rose by 19.5% and 
17.1% respectively. Seoul bucked the trend: it fell by 2.4%. 




















Annual average E ___ Currency units _ Stockmarkets | % change on 
| Psi a o 
one in tocal 
week currency 








| W REGIONAL DIVISIONS On a pep basis 
| almost one quarter of global output came | Malaysia 
| from North America in1997. Thecountries | pnifi 

| that have joined the euro zone contributed 
16%, while the European Union asa whole | 
made up about one fifth of world output. | 
Africa and the Middle East together con- | 
tributed only 6%. | 














307 





13.70 15,403.2 











1027 





*inflation-adjusted. ttn dollar terms. 





Sources: National statisties offices, central banks and. stock exchanges, Datost 
Monetary Authority, Centre for Monitoring Indian Economy: FEL EFG-Herm 
Deutsche Bank; Russian Economic Trends. 


reanviCV; EIU: Reuters; Warburg Dilan Read: J.P. Morgan; Hong Kang 
; Bank heum Le-israeh Standard Bank Group, Akbank; Bank Ekspres; 
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LETTERS 


Checks and balances 


Str—I beg to point out a couple of 
basic fallacies in your article on 
the merits (or not) of the election 
method for a reformed upper 
chamber of Parliament. (Bagehot, 
May 8th). It is true that the elec- 
tive system for America’s. upper 
chamber is to blame for the char- 
acteristic gridlock of its govern- 
ment. It is not true, however, that 
“this arrangement conforms to 
the founding fathers’ prejudice 
against strong government.” 

It is often forgotten, more so 
by Americans, that in the first 
and second constitutions the up- 
per chamber was not elected by 
popular vote but nominated by 
the states. This demonstrates the 
higher wisdom of the. founding 
fathers in their resistance to total 
government by the masses. As 
Jefferson said: “A choice by the 
people themselves is not generally 
distinguished for its wisdom.” 

To subscribe to the notion that 
“it is possible to conceive of a ful- 
ly elected upper house...with 
carefully circumscribed powers”, 
is to forget that the possible is sel- 
dom the probable. Also, it denies 
hundreds of years of democratic 
experience in the mountain of 
“carefully circumscribed” inter- 
ventions by committee that have 
gone wrong.” 

lam extremely wary of the tin- 
kering that Tony Blair is attempt- 
ing with a system of government 
that has been shown, with the 
proof of time, to be second to 
none. Proportional representa- 
tion has been the reason and 
cause of the chaos that reigns in 
continental governments. In these 
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particulars of the upper chamber, 
I know well who shows “unchar- 
acteristic want of pragmatism”. 
Atlanta, 


Georgia E. DESEVILLA-PIERCE 





Fuelling the argument 


Sin—If hydrogen. is- to be used as 
fuel for clean-exhaust: cars (“Fuel 
cells hit the road”, April 24th) it 
must be produced artificially as it 
does not occur in nature. To pro- 
duce hydrogen takes substantial- 
ly more energy than one can get 
back by burning it. The energy re- 
quired, if production is to be ata 
significant level; can core only 
from the fossil fuels needed for 
electric-power generation’ (clean 
sources of electric energy arein- 
significant) or from: reformating 
hydrogen from hydrocarbons: 
In either case the process re- 
sults in as much if not more car- 
bon dioxide than would be pro- 
duced by using internal- 
combustion engines in the first 
place. If the idea is to avoid pro- 
duction of carbon dioxide and the 
supposedly attendant global 
warming, it is hard to see where 
the gain is from using hydrogen 
or other artificially made fuels. 
San Ramon, 
California VLADO BEVC 
ae | 





Developing trade 


Sir—Your article on the Lomé 
convention (“Stealing from the 
poor”, April 24th) gives an in- 
complete and misleading impres- 
sion of the Eu’s- proposed new 
trade regime with African, Carib- 
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` yet 


bean and Pacific: (Ace) countries. 
All parties recognise that the sta- 
tus quo is not an option. The con- 
vention: is a highly uncertain 
trade regime as it requires a wto 
waiver that has to be renewed an- 
nually. The eu proposes to re- 
place it. with. wro-sanctioned 
free-trade areas that will be grad- 
ually introduced. from 2005. 

Free access to the European 
market will continue for 99% of 
acp-exports. Access for the many 
agricultural products that are not 
liberalised. will be im- 
proved—~a big plus for acr expor- 
ters. In return, these countries are 
expected: gradually to liberalise 
access for EU imports. Since the 
Union isa dominant trading 
partner for many Acr countries, 
significant efficiency gains can be 
expected, The transition period 
would last at least 12 years and 
sensitive products, and those 
where ‘there is little potential for 
productivity gains, can be exclud- 
ed (around: 20% ‘of the total, ac- 
cording to a recent assessment). 
The proposals do not preclude 
further multilateral liberalisation. 
In fact, the £u supports several 
initiatives to lower tariffs. 

These proposals also aim to 
support sustainable development 


-and foster regional economic in- 


tegration, which facilitates in- 
tegration into the world economy. 
Liberalisation among acr coun- 
tries should move faster than lib- 
eralisation with the Eu and the 
rest of the world. The gu also rec- 
ognises the transitional costs of 
liberalisation and is ready to help 
ease the transition, particularly 
for least developed countries. 
PHiLip LOWE 
Director General 
for Development 
Brussels European Commission 
anil ts rs “m 





Cable competition 


Sir—Your leader asserts that ca- 
ble in America is a “natural mo- 
nopoly” (“Beware the gatekeep- 
er”, May ist). In truth, local 
governments have put much ef- 
fort into maintaining this natural 
monopoly. In: many communi- 
ties, what makes installing a com- 
petitive cable system uneconom- 
ical is not:the cost-of laying the 
cable but complying with myriad 
government regulations on every- 
thing from insulation to minority 


investment. Other- communities 


prefer the. more direct route and 
explicitly mandate monopolies. 
In my city, a would-be cable 
competitor recently called city 
hall’s bluff and proposed wiring 
the city for a second system. The 
city council scrambled for excuses 
to maintain the monopoly. Com- 
petition has worked in those few 
communities that permit it. 


Alexandria, DAVID 
Virginia EDMONDSON 
ONNIE EN EEP EEE EE EE A EE ati it 


Independent opinion 


Sir—I agree with you that devo- 
lution is “more likely to invigorate 
Britain than enfeeble it’ (May 
ist); government decentralisation 
is healthy for democracy. The 
press has made a lot of fuss about 
independence, particularly in 
Scotland. However, there is prob- 
ably:a greater feeling of difference 
between a Prussian and a Bavar- 
ian, than between either a Scots- 
man, an Englishman or a Welsh- 
man. Federal Germany has done 
wonders. binding together under 
one democracy all the various 
principalities and kingdoms that 
once existed there. 

It should soon be time for a 
Highland parliament, so that the 
mostly rural minority who occu- 
py the Highlands and Islands— 
which comprises over two-thirds 
of Scotlands land area—can 
avoid domination by the “trou- 
ser-wearing” industrial majority 
from the Lowlands. 

Lejre, 
Denmark Joun MUNRO 
POEET en | 


Service charge 


Sır—In his search for a compari- 
son on which to base his new pri 
(prostitution price index) Gra- 
ham Heddle (Letters, May 1st) is 
obviously unaware that such an 
index already exists—at least in 
Asia. The “ten times the price of a 
haircut” index has long been ap- 
plied by old Asia hands. Clearly 
this index has some inbuilt flaws 
with its basis of hearsay rather 
than first-hand comparisons. 
There are also those markets— 
South Korea and Taiwan for ex- 
ample—where the two services 
inconveniently overlap. But the 
field work sounds interesting. 


Bury St Edmunds, ANTHONY 
Suffolk AXON 
a 
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trategic Development 





Shape the future of a world leader. 


An £8 billion global business, British Airways commands a prominent position 
at the forefront of the airline sector, carrying over 34 million passengers.a year. 
To stay ahead in a fiercely competitive market we have embarked on a series of 
major strategic initiatives encompassing: all areas of the business, including 
asset utilisation, customer segmentation and brand development opportunities, 
We are seeking an outstanding individual to work, for the Director of 
Strategy to both develop strategy and then drive its successful implementation 
across British Airways. You will need to identify key strategic priorities for the 
business and work in partnership to secure effective solutions that add. value. 
A self-motivated graduate, you must have atleast five years’ senior business 
strategy experience gained in a major strategy consultancy and/or bhie chip 
multinational with a track record of driving change in a Complex. international 
environment, An MBA from a first. class business school is highly desirable. 
Your excellent analytical and communication skills will be combined 
with truly outstanding influencing ability to impact at all levels. A strong 


att Moy, 


E 
IWE www. britishairways.com 
Saye 


TRANSFORM ONE MARKET oF | 






Heathrow, UK - Package to attract the best 


commercial flair and relentless passion to make strategy a reality will be 
essential for this extremely demanding and high profile role. 

This is a very exciting opportunity to contribute at the highest level 
to the. continued success Of a world leader and your career development 
opportunities will reflect this, 

Please send a full (CV in confidence to GKR, Queensberry House, 
3 Old Burlington Street; London WIX ILA (telephone: 0171 905 0275, 
fax: 0171 534 0001, e-mail snalletamby@gkrgroup.com) quoting reference 
number 99035) on both Jetter and envelope, and including details of 
current remuneration. 






- BRITISH AIRWAYS 


“The world's favourite airline 


INTO A MILLION MARKETS OF | 


Financial Services Solutions Professionals 


Europe: Holland, Belgium, Germany, UK, France, Italy, Austria, Switzerland, Sweden, Norway, Czech Republic 
Americas: East Coast, Central US, West Coast and Latin America 


Regionally Competitive Packages 


An early pioneer and current market leader in data managerient, NCR knows How-to help customers exploit information for business advantage, A track record spanning more than a 


century, NCR curreritly has over 33,000 employees in over LO0O.lacations around the world. 


The Customer Management Solutions (CMS) business. unit provides financial institutions with a uniaue capability to turn business strategies into customer level actions. Leading CRM 





solutions exploit technology to analyse complex data that enables rapid business decisi 


based on a deep un 





anding of customer wants, needs and interests. 


The core of CMS is the solutions teary which works together to provide the sales, consulting, and project management expertise ta Implement world-class projects for our blue-chip financial 


services chent base. 
The launch of new solutions necessitates the expansio of the CMS team internationally by: 


Senior Business Consultants with expertise in the areas. of CRM, customer value, strategy or 
business redesign and have a thorough knowledge of the retail financial services environment, 
Ref: IS4615ECON 


Senior Project: Managers with a track record of managing large scale implementations 
preferably within a financial services environment, Ref IS4616ECON 


Analytical Modelers with the expertise to develop sophisticated statistical or mathematical 
models of the financial services business Ref: IS4617ECON 


Data Warehouse Consultants with: an excellent understanding of a merchant database product 
{for example Teradata, Oracle, Informix} database design arid data modeling, Ref: IS461GECON 





Harvey Nash 


InteraaniGnal Search anal Selection 
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Solution Sales Specialists with proven ability te establish and close complex integrated 
solutions sales within major business accounts. Ref: IS4619ECON 

Successful candidates will have excellent communication and presentation skills, the ability to 
integrate into the most senior levels within an organisation, a high degree of commercial 
acumen and a willingness to travel. 








To apply please email executivedoharveynash.cam or visit http:/Aaps.comy Harvey Nash or 
write to Harvey Nash plc, 13 Bruton St, London WIX 7AH. Please quote the relevant 
reference number and preferred base location. 
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> | The National. 
Museum of 
Science & Industry 








London 


The National Museum of Science & Industry is the world’s 


pre-eminent Museum in its field, holding the national 
collections of science, technology, medicine and transport. 
The Museum comprises the Science Museum, London, The 
Science Museum Library, the National Railway Museum, 
York and the National Museum of Photography, Film & 
Television in Bradford. It has a staff of 600, and an 
operating budget of £25 million, with a major programme 


of development and capital projects in excess of £65 


million currently nearing completion. The: Museum is 
governed by a Board of Trustees appointed by the Prime 
Minister and funded by grant-in-aid from the Secretary of 
State for Culture, Media and Sport, by corporate 
contributions and by its own commercial activities. 


The Director, as Chief Executive, is responsible to the Trustees 
for the formulation and recommendation of policy, the 
implementation of that policy, the direction and management 
of the Museum and the promotion and representation of its 
















_ Director of the 
~ Science Museum 





Up to £100,000 according to experience. 
interests, as well as acting as Accounting Officer... i 


Candidates should have a successful record of leadership 
combined with the intellect, energy and integrity needed to 
head a large developing museum at a time of both challenge 
and opportunity. An understanding of the educational and 
cultural issues surrounding science, technology and medicine 
is important, together with the. ability to assess strategic 
options and: advise on policy across a wide range of areas. 
Experience of working with both public and private sector 
bodies: should be combined with the capacity to lead and 
direct at a time when greater reliance will be placed on non- 
public’ sector sources of funding and improvements in 
operational effectiveness. 


Please send a full CV in confidence to GKR at the address 
below, quoting reference number 99037] on both letter and 
envelope, and including details of current remuneration. 
Closing date: 31st May 1999. 


Queensberry House, 3 Old Burlington Street, 
London WIX 1LA. 

Tel: 0171 534 0096. Fax: 0171 534 0001. 
E-mail: dbruce@gkrgroup.com 


Commonwealth Development Corporation 


CHIEF EXECUTIVE 


Not less than £150k 


CDC is entering a new chapter. Its 50 year heritage is as a UK 
Statutory Corporation, an internationally respected lender and 
active manager of businesses in the developing world — with £1.2bn 
net directly invested in 55 emerging market 
economies. Its future is to be a world pre-eminent 
private equity investor in low and middle income 


countries — pre-eminent in: 
* scale of investment and financial returns achieved; 


* quality and relevance of on-the-ground knowledge and active 
business management skills; 


* sustainable and ethical practice. 


Subject to the passage of legislation currently before the UK 
Parliament, CDC itself will move to majority private sector 
ownership — as a Public Private Partnership. 


To achieve this, building on the strengths of its 550 aa 


{ARC 


dedicated staff based in 30 countries, will require 
genuinely imaginative leadership — embracing business 





London 


and financial strategy, organisational culture and skills and relations 

with private sector investors, partners and governments worldwide. 

Candidates will be among the best internationally experienced chief 
executives and board-level managers in their fields, 
with a track record which demonstrates clear profit 
performance and exceptional leadership of people. 
Relevant experience in financial services will be 
very helpful but not essential. 


CDC’s annual report and accounts and other information is 
available on its website at http:/Avww.cdc.co.uk. To express your 
interest, please send in strict confidence a full CV (including date 
of -birth, education and career history, details of relevant 
achievements, budgets and staff managed, and latest remuneration) 
to Douglas Board at Saxton Bampfylde Hever ple (ref: DFAB), 

PO Box 198, Guildford, Surrey GU1 4FH, UK or by fax to 

. 44.1483 30 30 29 or by email to DFAB@saxbam.co.uk 
to arrive not later than 1 June. We will contact 
you by 26 June. 


ADVERTISED RECRUITMENT AND CONSULTANCY 
A PRACTICE WITHIN SAXTON BAMPFYLDE HEVER SLG 
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| Cambridge Management Consulting | 


‘ahaicinttebntvictsndeiapanomewsitosst bitin bette Rebate ta oon aaa Sas naaa 


Automotive Sector 


Global competition, increasing pace of change and continued new challenges in industry are creating substantial 
pressures on major organisations, To establish long-term competitive advantage they need critical support in the 
design and implementation of operational: strategies that will transform their performance and culture by 
realising the full potential of their people. 


Unlike traditional consulting. firms, Cambridge Management Consulting delivers measurable results. Our 
consultants work with employees at all levels of the client organisation across the value chain, to create a 
quantifiable business case, then using our proven implementation process, deliver these results. To ensure. lasting 
improvement, we focus on helping change attitudes and behaviours across the client organisation through 
on-the-job coaching and formal training. To help support the new ways our clients do: business, systems 


integration expertise is available for deployment. 


To build:on our continuing growth, we are seeking a number of Senior Managers to take leadership roles within 

our business. A willingness to travel and a working knowledge of two or more European languages are required. 

Managing teams across the consulting business, you will be capable of: 

* Developing and delivering major consulting projects within the automotive sector 

* Developing and maintaining long term client relationships that are based on a commitment to deliver value 
through implementation 

* Engaging clients around strategic implications for their business by understanding financial and operational 
analysis and relating this to. performance. 

Successful candidates: must be able. to demonstrate outstanding achievements within the consulting or 

automotive industry, specifically within an automotive OEM or a major first-tier supplier. You will have the 

breadth to work across the entire consulting value chain, although your skills will be focused more on project 

delivery than demand generation. 

With salary packages aimed at attracting the best, the right individuals will have the opportunity to take leading 

roles within a Global Management Consultancy. 


For further information, please forward your CV and salary details, quoting the appropriate 
reference, to Nick Bunkum, Cambridge Management Consulting, 71-75 Uxbridge Road, 
Ealing W5 5SL, UK. Email: nbunku@ctp.com 
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Chief Executive 
Financial Institution 


A major financial institution will shortly appoint a Chief 
Executive to one of its highly successful subsidiaries. Candidates 
will have a working knowledge of IT and an understanding of 
the commercial application of Internet technology. A knowledge 
of the international financial markets would almost certainly be 
essential. This may well have been acquired by working within 
a North American institution. Candidates will have proven 
entrepreneurial and managerial skills. A highly competitive 
salary plus an attractive profit related package will be negotiated 
with the successful candidate. 


Applications should be sent to Jock Coutts or Edward Amies 
at Career Plan Limited, 33 John’s Mews, London WC1N 2NS. 
Tel: 0171-242 5775. Fax: 0171-831 7623. 

E-mail: careerplan@btinternet.com 


LIMITED 


Personnel Consultants, 





Aay United Nations Environment Programme 
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UNEP 








~ GLOBAL ENVIRONMENT FACILITY 
COORDINATION OFFICE 


The United Nations Environment Programme (UNEP) is seeking to 
recruit one professional staff for its global Environment Facility 
Coordinating Office, located in Nairobi, Kenya. The GEF is a financial 
mechanism that provides funds to developing countries and countries 
with economies in transition for projects and activities in the fields of 
Climate Change, Biological Diversity, International Waters and 
Protection of the Ozone Layer. UNEP’s primary role lies in catalysing 
the development of scientific and technical analyses, advancing 
environmental management and providing guidance in global 
international environment agreements. UNEP’s GEF Coordinating 
Office provides overall managerial, administrative, technical and 
communications support for UNEP’s GEF work programme. 


GEF Senior Programme Officer (Climate Change), P-5: 
VACANCY: NO. NA-99-32 


The successful applicant will provide scientific, managerial and 
technical expertise related to the GEF in the focal area of climate 
change and will be responsible for development and management of 
UNEP/GEF portfolio in the Climate Change focal area, 


Salary range $59,963 - $64,545 according to qualifications and 
experience. 


Applications for the position should be received by 16 June 1999. 
Copies ofthe vacancy announcements with descriptions of job 
qualifications may be obtained from, and applications for the post 
should be sent to: Chief Recruitment Section, HRMS, United Nations 
Office at Nairobi, P.O, Box 67578, Nairobi, Kenya. Facsimile (254-2) 62 
42 12/62 41 34/62 26 15/62 26 24. 


IN ALL CORRESPONDENCE OR INQUIRIES PLEASE QUOTE VACANCY 
ANNOUNCEMENT NO. NA-99-32 


Latin America Recruitment = June 1999 


Our recruitment team will be visiting Argentina, Brazil, Venezuela, Mexico and Guatemala in mid-late June 1999. 

The World Bank Group offers challenging opportunities at its headquarters in Washington, DC, USA, in a multi-cultural and 
multi-national commercial environment. 
Relocation and frequent international travel is required. Salary and benefits are internationally competitive. Applications 


from women are encouraged. 


INVESTMENT OFFICERS 


The International Finance Corporation (IFC), a member of the World 
Bank. Group, promotes productive private investments in developing 
countries through project financing and other financial services to 
enterprises. 


The IFC is looking for experienced Investment Officers, for current 
and anticipated openings, with the following qualifications: 


+ An MBA or equivalent 

* A minimum of 5 years relevant experience in investment or merchant 
banking, corporate finance, Industrial project development or 
management consulting. Experience in privatization, corporate 
restructurings, mergers and acquisitions is particularly desired 

¢ Ability to evaluate and structure complex investment projects in 
their technical, commercial and financial aspects 

* Relevant a ei work experichice with applicable language skills in 
Spanish and Portuguese, Ny desirable. Fluency in English (both 
written and oral) is essentia 


Interested candidates in Latin America should send a detailed curriculum 
vitae py. Ma to: IFC Recruitment, IOECON599, 

2121 Pennsylvania Avenue, NW, Room 11K-138, Washington, DC, 
20433, USA, Fax: (202) 974-4465. E-mail: recruitment@ifc.org 

Ne phone calls, please. All applications will be treated in the strictest 
confidence. 


i FC International Finance 
| Corporation 


TECHNICAL SPECIALISTS 


(Infrastructure) 


The Finance, Private Sector Development, and infrastructure Network 
(FPSI) of the World Bank Group is currently seeking experienced 
technical professionals in the fields of Transport, Water, and Urban 
Development: Economists, engineers, and sector specialists are needed, 
as well as finance professionals with experience in infrastructure 
(public, private, fiscal, and project finance). 

Requirements include an advanced degree, a minimum of 5 years 
experience in international development, and/or hands-on experience 
managing cities, utilities, or transport enterprises. Fluency in English 
(both written and.oral) is also a must: 

interested candidates for the Technical Specialists positions should send 
a detailed curriculum vitae by M 9, to: FPSI/World Bank, 
2121 Pennsylvania Avenue, NW, Room 4K-234, Washington, DC, 
20433, USA, Fax:(202) 522-0198. E-mail: FPSIJOBS@worldbank.org 
No phone calls; please. All applications will be treated in the strictest 
confidence. 


The World Bank 
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Policy Adviser 


BBC Policy & Planning 


Digital technology will revolutionise broadcasting making possible 
a multiplicity of channels, interactive television, subscription TV, ‘on 


demand’ services and online/convergent services, with significant 
implications for the development of public policy in the UK. 


BBC Policy and Planning plays a key role in setting the overall 
strategic direction of the BBC and advises senior management 
across the organisation. 


If you have proven research and analytical skills this role offers an 
excellent opportunity to work with a team of experienced policy 
advisers responsible for shaping BBC policy at a time of 
considerable change. 

You wauld have specific responsibility for the provision of 
economic, political and media industry research, analysing and 
evaluating policy options, and preparing policy briefings and 
responses to reports from regulators and Parliament. 

To be a candidate for this role you will need: 


W atleast two years’ experience of work in a similar or related 
field possibly within industry, the government sector, or a 
professional consultancy 
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to be educated to degree level (or similar) 


to be able to communicate information and analysis clearly 
and confidently; ability to use MS Word, Excel, PowerPoint 
and the Internet creatively would be an advantage 


to demonstrate a strong interest in social, economic and 
competition policy issues affecting the media and 
communications sector 


For further details and an application form, contact BBC 
Recruitment Services by May 25th (quote ref. 40539/EC 
and give your name and address) Tel: 0181-740 0005. 
Textphone: 0181-225 9878. Postcard: PO Box 7000, 
London WI2 8G]. E-mail: recserv@bbe.co.uk Online: 
www.bbe.co.uk/jobs/e40539.shtml Closes: May 28th, 


BIBIC 


Working for equality of opportunity 
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(an affiliate of the IMF institute in 
tes applications for the position of 
int Economist. 


nture of the IMF and the Government of 

a, Gadicated to providing training-via courses, seminars 
shops-in macroeconomics and related subjects to mid- 
to.Sénior-level officials from 28 participating Asia-Pacific countries. 


The successful applicant should have a strong background in 
macroeconomics, ideally with a special interest in financial.sector 
economics (e.g., financial sector reform, development of financial 
markets, the role of new financial instruments)-an area to which 
STI is giving special attention. The selected candidate will be 
expected to play a major role in the development of course 
material, with particular reference to Asian countries’ experiences, 
and to lecture on a regular basis at STI events. The incumbent 
may also have the opportunity to pursue individual research 
interests. A national from the Asia-Pacific region would be 
desirable but is not essential. 

The consultant position is normally for a period of one year to 
commence around the fall of 1999. A competitive market salary 
will be offered and, in the case of non-residents of Singapore, 
relocation and living allowances will be provided. 

Please send your curriculum by June 18, 1999 to the address 
below, Please send only one copy and make explicit reference to 
vacancy RD0002B, with a clear indication of a telephone/fax 
number or E-mail address where you can be contacted. 

Donai Donovan, Director 

IMF-Singapore Re ional Training Institute 

10 Shore fay, #14-03/05 

MAS Building 

Singapore 079117 

Further details about the role and function of the IMF are provided on its website: http/www.imtorg 








The Yankee Group, rated No.1 for the credibility of its IT and 
telecommunications market studies and forecasts, provides 
subscription services and custom consulting, and is now looking 
for people to sell and support our strategic services to selected 
areas in Europe. 


Country Manager - Germany 


An accomplished professional with expertise in selling IT or 
telecoms products or services to a senior level, you are self- 
motivated and excellent communicator, with strong interpersonal 
and organisational skills. Experience in the sales of IT consultancy 
or information services is a plus. After initial training at our UK 
office, you will be based in Frankfurt. Fluent German and English is 
essential. 
























Account Managers 


With a similar profile to the Country Manager, we are also seeking 
UK-based Account Managers. European languages are required. 












If you are self motivated, creative and interested in making a real 
contribution to a growing team, please send your CV and covering| 
letter to: 








Personnel, The Yankee Group Europe 
The Old Free School, George Street, Watford, Herts, WD18BX 
Fax: +44 1923 242456 Email: ksavage@yankeegroup.com 
www. yankeegroup.com 






International Consultant l 













Economist/Country Risk Analysts 


The Country Creditworthiness and Risk Department of the World 
Bank is currently seeking a Senior Economist/Country Risk Analyst 
and an Economist/Country Risk Analyst to join our team.at our 
headquarters in Washington, DC, USA. 


The Positions 

The Risk Department responsibilities include assessing and managing the 
country credit risk in the Bank's portfolio. Each team member is responsible 
for monitoring a group of 6-10 client countries. This involves assessing their 
creditworthiness and risk profiles, maintaining a macroeconomic and debt 
database, and working with staff in the operational units of the Bank to 
ensure that creditworthiness and risk issues are appropriately addressed in 
i the Bank's country strategies and lending operations. Team members are 
also expected to work on broader financial policy and strategic issues, 
including assessing the risk implications of different lending strategies and 
the overall credit risk capacity of the institution. 


The Requirements 
In addition to strong interpersonal skills, the successful candidate will have 
aPh.D/M.A. in Economics and related work experience; strong macroeconomic 
skills and experience in analyzing country credit risk; experience in analyzing 
portfolio risk and in developing/using risk-based capital allocation models; 

experience in developing and implementing financial policy; and excellent 
presentation, quantitative and computer skills. 


The World Bank offers challenging opportunities and internationally 
competitive salaries and benefits. Qualified applicants should send or 
fax resumes, in English, and salary requirements, 

within 2 weeks of this advertisement, to: World 

Bank Recruitment, Attn: Room MC6123, 1818 H 

Street, NW, Washington, DC 20433, USA. FAX: 

{202} 477-1238. 


‘Women and developing country nationals are 
particularly encouraged to apply. 


e 
Flease note that due to the high volume of World 


applications we receive, the World Bank will contact B k 
only shortlisted candidates. an. 









DIRECTOR OF CONFERENCES 


LONDON S$W1 / EXCELLENT SALARY & BENEFITS 


An outstanding individual is sought to lead and develop the annual 
programme of events produced by the European divisions of The Economist 
Conferences. Reporting to the managing director of the Economist 
Intelligence Unit, you will lead teams of conference and marketing staff 
in London and Vienna and be responsible for high quality country, 
industry and management events, and a membership group, aimed at 
the top levels of management. In addition to strategic and operational 
management, you will help to identify and secure speakers and sponsors, 
working at’the top level in government and business. 

An‘ excellent track record in conference management is essential, toge- 
ther with a deep interest in cross-border business and industry issues. 
You will be an inspiring leader, with the creativity, drive. and business skills 
to achieve even greater success with your professional conference teams. 
Regular travel will be required in Europe, Africa and the Middle. East. 

Please apply in writing with full CV, including current salary details to 
the recruitment office at the address below. Please quote ref: EIUOI9E 
Closing date: 28th May 1999. 


































THE ECONOMIST INTELLIGENCE UNIT 


SER AOINE RECRUITMENT OFFICE 
Conferences POROX. 25137. 
LONDON SWIY 4WA 
EMAIL? recr uitment@economist.com 
www.eiu.com 
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‘United Nations 
Office for Project Services 


DIRECTOR-GENERAL OF THE 
SIERRA LEONE BROADCASTING. SERVICE 












Vacancy Nos Project SH/97/014 - Support to Awareness-Raising 





Closing Date: 24 May: 1999 
Duty Station: Freetown, Sierra Leone 
Duration: 1 year 








The Sierra Leone Broadcasting Service (SLBS). is a national radio and television 
organization which is currently undergoing transformation to’ prepare for its incorporation. 
A number of regional radio stations are being established as part of the SLBS. A seasoned, 
mature person with strong managerial skills is therefore being sought for the position of 
Director-General to provide visionary leadership of a large institution during a period of 
transition, 








Duties and Responsibilities 






Under the supervision of the Ministry of Information until incorporation, and under the 
Board of Directors thereafter, the Director-Cieneral will, among other duties: 





* Supervise the day-to-day administration:af the organisation; 

. Co-ordinate and supervise the operations of the national radio and television service, 
plus four regional radio stations: 

* Co-ordinate the commercial, programme, production, engineering and accounting 
divisions of the entire organisation. 









Qualifications 







* Postgraduate qualification in Business Administration, Mass Communication or 
Engineering, with at least fifteen. years of experience: inthe field, seven of which in a 
management capacity 

* Experience in a radio and/or television station, will. be an advantage, although 
emphasis will be placed on managerial experience 

* Demonstrated managerial skills 

* Preference will be given to candidates with experience in Sierra Leone 









Submission of Applications 






Applications, including a detailed curriculum, must be received no later than 24 May 
1999 and should be addressed to Mr Mohamed Béavogui, Chief, UNOPS Abidjan Office, 
JOT BR 1784, Abidjan OF, Cate d'ivoire, facsimile 235-219798 of by e-mail to 
TheodoreR @anops.org. Only short-listed candidates will receive an acknowledgement. 
More information on UNOPS is available on the internet at btipy/www.unops.org, 







The United Nations Office for Project Services (UNOPS), Executing Agency for the 
United Nations Development Programme (UNDP) Programme for Coordination and 
Assistance for Security and Development (PCASED), invites qualified persons for the 
post of Legal Expert (LE). 


Duties and Responsibilities: Under the. general supervision of the Director of the UN 
Regional Center for Peace-and Disarmament in Africa and under the direct supervision of 
the Programme Manager, the legal expert supervises assistance to the member states in 
developing national legislation as. well as a regional legal convention that would prevent 
the spread of light arms in the programme area. liv this context, the legal expert will: 


* Prepare guidelines and legal frameworks for the establishment and effective 
: operation of National Commissions. 

Convene regional workshops of National Commissions on the requirements of 
the moratorium, 
Undertake needs assessments of the National Commissions. 
Advocate for and facilitate the adoption of the necessary framework for the 
establishment of national commissions. 
Undertake training workshops and implement short-term targeted fellowship 
training on legal aspects related to the moratorium: based on identified needs of 
national commissions, 

A ic & fess r: i 

» Advanced University degree in law with emphasis on public international law and 
issues of disarmament. Familiarity. with the jurisprudence of ECOWAS member state 
countries. Knowledge of development, peacekeeping or humanitarian assistance 
work in Sub-Sahara Africa, particularly in activities related to peace, development 
and non-proliferation of small arms. Knowledge of French and English are essential 
as well as excellent drafting skills m both languages including the ability to translate 
and revise complex legal texts in both languages, 


Duration: 12 months with possibilities of renewal. 
Duty Station: Barnako, Mali with extensive travel in ECOWAS member states. 
Closing date: Two Weeks after the publication of this ad. 


Candidates should submit a detailed res to: The Chief Division for Africa, UNOPS, 
220 East 42nd St. 15 FL. New York, NY, 10017, USA, Reference RAF/93/006. 


Only shortlisted candidates will be contacted 
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CYBERCRIME PREVENTION 


ICC Commercial Crime Services (ICC-CCS), a specialized 
division of the International Chamber of Commerce, is 
establishing a Cybercrime Unit to provide advice and assistance to 
business companies to limit their exposure to crimes involving 
electronic networks and computer systems. 


ICC-CCS is seeking to recruit immediately an experienced. 
executive to lead the unit through its launch phase and to build it: 
up to become a valuable new service to world business. 

The position will be based in London. 


The successful candidate will possess: 


- adynamic, entrepreneurial personality; 
a sound knowledge of information technology; 
an ability to acquire a rapid understanding of business needs in 
the new field of cybercrime prevention, 
an ability to establish and maintain close and trusted working 
relations with both company executives and senior law 
enforcement officers; 
good communication and public speaking skills; and 
fluency in English, with a knowledge of one or more other 
languages an advantage. 


Applications, together with cv and salary expectations, should be sent 
to: 


Director of Personnel, 

International Chamber of Commerce, 
38 Cours Albert ler, 

75008 Paris, France. 


Fax: +33 1 49 53 28.96 
E-mail: adm@iccwbo.org 
Web site: www.iccwbo.org 





The United Nations Office for Project Services (UNOPS), Executing Agency for the 
United Nations Development Programme (UNDP) - Programme for Coordination and 
Assistance for Security and Development (PCASED), invites qualified persons for the 
post of Information Expert (IE). 


Duties and Responsibilities; Under the general supervision of the Director of the UN 
Regional Center for Peace and Disarmament in Africa and the direct supervision of the 
Programme Manager, the IE will: 


* Supervise the development and launch of national filing intranet/internet systems, a 
database and a central register of light weapons within the framework of the ECOWAS 
moratorium onthe importation, exportation and manufacture of light weapons. 
Undertake needs assessments and evaluations of the data and information 
requirements for the effective monitoring of the flows, stockpiles and legal and elicit 
light weapons at sub-regional and national levels. 

Based on data and information requirements for the moratorium, develop a framework 
for equipment and software needs as well as oversee the installation of the hardware 
and software for the information system of the national commissions and the PCASED 
area network 

Undertake training of PCASED national commissions information and data 
management officers on the collection, analysis and control of weapons 
registration data. 

Organize regional refresher training for PCASED and national commission personnel. 
Assist in developing and implementing communication. strategies for the promotion of 
the moratorium regime. 


Academic & Professional requirements: 

* Advanced degree in information and data management. Experience in development, 
maintenance and training on large computerized data base systems. Experience in 
development work in Sub-Sahara Africa, Excellent knowledge of French and English 
is essential. 





Duration: 12 months with possibilities of extension. 


Duty Station: Lome, Togo with extensive travel in ECOWAS member states countries. 
Closing date: Two weeks after the publication of this ad. 


Interested and qualified candidates should submit a detailed resume to: 
The Chief Division for Africa-UNOPS, 220 East 42nd St. 15 FL. New York, NY, 10017. 
USA. Reference RAF/98/006. 


Only shortlisted candidates will be contacted 
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Will your brand be able to adapt to the world of new media? 


In the beginning, you had three networks and a short rack of national magazines. Then came 500 easy-to-flick 
channels, and a newsstand bulging with 40,000 magazines. Today, it’s welcome to the .com world~a place that 
challenges every assumption about brand communications you've ever held. Will cyberconsumers be brand 
fickle instead of brand loyal? Can brands that grew in the reactive world of mass distribution survive in an 
interactive landscape of mass customization? We created the BrandAsset” Valuator to help you explore questions 
like these. It’s the largest database about brands in any world, virtual or real. We went to 32 countries and 
interviewed over 95,000 consumers about 13,000 brands. What we learned can offer real guidance as your brand 
travels from the old world to the new. To get more details than the interface you're holding right now can carry, call 
Ian Ferguson-Brown at +44 171 611 6554. Or try us at www.yr.com. And see how well your brand can plug and play. 


Young & Rubicam Inc. 


Brand Dialogue, Brand Futures Group, Bravo Group, Burson-Marsteller, Cohn & Wolfe, Kang & Lee Advertising, 
Landor Associates, The Media Edge, Sudler & Hennessey, Wunderman Cato Johnson, YSR Advertising 


The 






t Economist 


Anger in China 


Ominous noises came this week from the world’s two would-be superpowers. China, understandably angry at 
the mistaken bombing of its embassy in Belgrade, exhibited the power of the mob and the strength of its suspi- 
cion of the West. Russia suddenly sowed confusion when President Boris Yeltsin sacked his government, putting 
the country’s international stance in doubt. The consequences of either event—or both—could prove dangerous 


ORE than a building was blown apart 
by NATO's blunder in bombing the Chi- 
nese embassy in Belgrade last. Friday. This 
careless folly has set back the efforts to end the 
war in Yugoslavia, knocked NATO's credibility 
and further damaged America’s already diffi- 
cult relations with China. Meanwhile China’s 
violent reaction to what it still refuses to ac- 
cept as an error could yet put much more at 
risk: the drive for economic reform at home, 
China’s wealth-creating opening to the out- 
side world and its aspirations to be taken as a 
responsible power by its neighbours. Among 
the rubble can also be counted a much-cher- 
ished Chinese myth: that the world’s most 
populous country could remain its least engaged power. 
NATO’s military planners have some rethinking to do. But 
so does China. Before the three bombs struck, the Chinese 
public had been told nothing of the plight of the 1m or more 
Kosovars driven from their homes by their Serb tormentors— 
and cared even less. NATO’s bombing campaign in Yugosla- 
via, in an attempt to end the Serb atrocities there, had been 
portrayed by China as simply the mad maraudings of the 
neo-imperialist West. Little wonder, then, that many Chinese 
saw the attack on their embassy as a deliberate attempt to 
humiliate their country (see page 29). China’s first reaction— 
to demand a full apology and explanation from Nato and 
from the United States, whose faulty intelligence was behind 
the bombing mistake—was justified. Its second, a refusal to 
co-operate in finding a diplomatic way to bring peace to Ko- 
sovo unless NATO stopped its bombing, was not, 
` NATO is right to carry on its military campaign (however 
inadequate a bombing-only strategy may be) until the Serb 
leader, Slobodan Milosevic, accepts the demands set out by 
the West and Russia last week: a halt to the violence in Koso- 
vo, a withdrawal of Serb forces, the deployment ofan interna- 
tional military force, the return of all refugees, and negotia- 
tions on a political settlement that should lead to substantial 
autonomy for Kosovo. As a veto-wielding member of the UN 
Security Council, China’s acquiesence will be needed if these 
conditions are to be translated into enforceable Security 
Council resolutions. Russia is equally unhappy at NATO's 
bombing of Serb military targets, but acknowledges that the 
atrocities in Kosovo must end too. The quickest way to halt 
both is to tighten the screws on Mr Milosevic: not, as China 
was doing this week, to encourage his defiance. 
Now that events have drawn China, willy-nilly, into the 
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Kosovo problem, how will it react? It usually 
takes little part in Security Council delibera- 
tions, except where its narrow interests are at 
stake. Recently, as the other four veto-wielding 
powers—America, Russia, Britain and 
France—were struggling to find a diplomatic 
deal that would have avoided military action 
against Yugoslavia, China cast a bloody- 
minded veto against further money for a 
small, much-needed UN peacekeeping force 
in next-door Macedonia. The reason was that 
country’s ties with Taiwan, which China re- ° 
gards as a renegade province. None of the Se- 
curity Council's top five is guiltless of veto- 
abuse, but were China to do this again, its 
standing with the West could only suffer. 

Nor does breaking off its dialogue with America over hu- 
man rights and the proliferation of weapons serve China: 
well. Observing the treaties China has signed is an obligation, 
not a concession to be withdrawn at will. Many Chinese who: 
are proud of their country despite its flaws, and perhaps who. 
were even among the stone-throwers outside foreign embas- 
sies this week, also recognise that if it is to become a richer, 
more stable place it needs to respect human rights, uphold 
the rule of law, and develop checks and balances that prevent 
the abuse of power. Similarly, it is not just the West but also 
China’s neighbours that are threatened by its failure to stem 
the sale of dangerous weapons technologies. Tweaking Amer-. 
ica’s nose by turning a blinder eye to this trade would under- 
cut China’s pretensions to leadership in East Asia. 


Make the best, not the worst, of events 


Until now China has justified its reluctance to shoulder 
broader responsibilities around the world by the need to. 
work on reform at home. But its economy cannot thrive in 
isolation. Though it will now try to wring more concessions 
out of America in its quest to join the World Trade Organisa- 
tion, this should be resisted. The barriers to China’s early 
membership in the wro—prejudice against foreign inves- 
tors, protectionist rules and tariffs, import quotas, compe- 
tition-stifling subsidies and poor contract enforcement—are 
restrictions that hurt China’s economy as well as others’. And 
China needs America to take its exports if it is to grow fast 
enough to avoid social unrest at home. 

Though the mobs have now left the streets—taking their. >: 
party-issued slogans with them—the repercussions of China’s - 
display of ugly nationalism and anti-westernism may be 
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LEADERS 


harder to dismiss. Next month marks the tenth anniversary of 


the Tiananmen Square massacre when Chinese troops killed 


unarmed civilians demonstrating in favour of democracy. 
This week’s “patriotic” violence may have been an effort to let 
off steam in advance. But it will have encouraged China’s 
= grievance-cherishers, who see its future through the prism of 
its past humiliation at the hands of foreigners and who resent 
the foreign influences that economic reform brings. 

Yet there are also more progressive forces at work. Many of 





_ the young people bused in to hurl abuse at NATO embassies — 
“in Beijing this week are just as likely to be back soon queuing 


for visas. Within the leadership there are more open-minded 
folk who recognise that the narrow role China has chosen to 
play often works against its better interests. What happened 
in Belgrade was a tragedy. China may compound it by turn- 
ing inward and growing more hostile. Or it could take the 
bombing as a reason for deeper engagement with a world 
that neither'starts nor ends at China’s borders. 





Confusion in Russia 


Boris Yeltsin has struck again. The outside world can do little more 


than watch—and pray 


T 1S hard to put a smile on the rash, foolish and pointlessly 
vindictive decision of President Boris Yeltsin to dismiss his 
prime minister, Yevgeny Primakov, this week. For sure, Mr 
Primakov was neither a miracle-worker nor a bold reformer. 
He was adept at making mischief for the West, even as Rus- 
sia’s own powers, economic and military, continued to wane. 
But he commanded some respect at home, and at least of- 
fered a respite of stability that was good for his country and 
so, on the whole, good for the world. In diplomatic affairs, he 
was experienced, sober and sometimes sensible. In economic 
matters, he was less confident, yet during his eight-month ten- 
ure Russia’s economy did not sink altogether out of sight, as 
some had predicted. 

Now confusion—and the possibility even of bloodshed 

and the demise of Russia’s frail democracy~are back with a 
vengeance. It is unclear who will end up on top. Constitu- 
tional procedure is blurry. Consensus is nowhere. Mr Yeltsin 
will probably fend off an impending attempt by the Duma, 
- Russia’s lower house of parliament, to impeach him, but his 
efforts to do so (with the expected help of friendly judges on 
the Constitutional and Supreme Courts) will make it even 
harder for him to persuade a furious Duma to accept a new 
prime minister. The constitutional turmoil, likely to last 
weeks if not months, could well end with the Duma’s dissolu- 
tion, an early general election, and a new parliament even 
nastier and less inclined to co-operate with the president 
than is the present one. 

Mr Yeltsin should himself have long ago resigned: fitful 
and distempered, he is manifestly not up to the task of run- 
ning Russia. Barring his early exit, the least bad hope was that 
he would totter along, letting his government and prime min- 
ister stave offa total collapse of the state, while political atten- 
tion shifted first to the general election due by December and 
then to the presidential poll next summer. Until then, Mr Pri- 
makov seemed as well suited as anyone to keeping the show 
more or less on the road. Certainly, Mr Yeltsin’s choice for an 
interim prime minister, Sergei Stepashin, inspires no more 
confidence: he is imbued with the morals and methods of the 
interior ministry (and helped run the war in Chechnya), 
whereas Mr Primakov was nurtured by the KGB. 

Why, in any event, did Mr Yeltsin do it? Magnificent as he 
was in the days when he did so much to destroy the Soviet 
Union from within, he seems motivated nowadays less by a 
wish todo good to Russia than to keep power for himself. The 


16 





only half-rational explanation for his dismissal of Mr Prima- 
kov is irritation at the prime minister’s relative popularity, at 
his modest success in bringing down some of Mr Yeltsin’s 
more venal cronies, and at the prospect that Mr Primakov 
might himself be elected president in a year’s time. 

Russia is probably now unhelpable, best left to stew in its 
own juice. The sacking of its prime ministers is becoming a 
routine event: Mr Stepashin is the fourth nominee for the job 
in barely a year (see page 57). Russia’s financial collapse last 
August set offa train of events that caused damage as far away 
as Latin America, but most of the delicate economies of Cen- 
tral Europe and the former Soviet empire have managed to 
stay upright against the baleful Russian wind. It is hard to 
imagine Russia now doing much more economic harm. 


The course of self-marginalisation 


Even if that were to prove false, there may be little that outsid- 
ers can do to make matters better. Certainly, the West should 
resist the argument that it, through the 1m, should bail out 
Russia in return for co-operation over Kosovo. In the face of a 
hostile Duma, Mr Primakov made little progress towards 
meeting the Fund’s minimal requirements for new loans, no- 
tably the revamping of the tax and banking systems. Mr Step- 
ashin is unlikely to do any better. 

Nonetheless, Russia should neither be ignored nor re- 
jected. It should be a welcome partner for the West and, in 
particular, it could play a part in a Kosovo settlement that 
would be useful both to itself and to the outside world. With 
its rusting but still frightening stack of nuclear warheads, its 
geographical reach across ten time zones, its capacity for bul- 
lying small neighbours, and its ability to stir the emotions of 
Slavdom against the seeming arrogance of NATO and the 
West, even.a decrepit Russia has to be taken seriously. 

And so it will be—if it has a government to represent it 
effectively. But as long as Mr Yeltsin remains president that 
seems unlikely. The chances are still that he will give way, at 
least by the middle of 2000, either to Moscow’s canny, crony- 
capitalist mayor, Yuri Luzhkov, or, possibly, to Mr Primakov 
or, less likely, toa cantankerous but probably more honest ex- 
general, Alexander Lebed. It is just conceivable that a more 
frighteningly nationalist figure will emerge. The confusion 
that Mr Yeltsin has stirred this week is much more likely to 
breed that sort of extremist. 


ane -w 
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: In praise of day traders 


The geeks who spend their days dealing in shares online are not all bad 


EAVE your job, log on, click and—hey, presto!—you too can 
turn into the newest pariah of America’s stockmarkets, an 
electronic day trader. In the 1980s, it was Wall Street’s take- 
over barbarians. Today it is the amateurs in jeans and sneak- 
ers who sit in front of a computer and trade 40-50 times ina 
day. Just as they did with the Gordon Gekko types in the 
1980s, Wall Street's great and good are demonising day trad- 
ers, accusing them of distorting the stockmarket and causing 
volatility in share prices. Arthur Levitt, chairman of the Se- 
curities and Exchange Commission, does not even dignify 
day traders as speculators, let alone investors: he says they are 
gamblers. And that, as Keynes once said, is not what the stock- 
market should be about, is it? 

Yet the great and good are wrong. Electronic day traders 
are merely the most fanatical of a new breed of investors, 
born of regulatory changes and the Internet. In general, Amer- 
ica’s §m-odd people who buy and sell shares on the Internet 
are a good thing. The stockmarket has been democratised; 
granny can do what was once reserved for boys in red braces. 
Nor has freedom bred recklessness. Most online investors 
trade only a little more than they did offline, and extra trades 
have meant a more liquid market. They have also driven 
down trading commissions, to the benefit of all investors. 

Hard-core day traders, of whom there are fewer than 
100,000, also help the market. A favourite strategy is to scruti- 
nise quotes offered by market-makers (professionals who 
publish prices at which they will buy or sell shares). If this 
uncovers a market-maker who is slow to react when rivals 
change prices, the day traders attack. But this encourages mar- 
ket-makers to be alert, resulting in more efficient pricing. 
Moreover, as day traders must complete their trades quickly, 
they often offer keener prices than market-makers. This nar- 
rows the difference between best buy and sell prices, giving all 


Israel’s choice 





Binyamin Netanyahu has had his chance, and blown it. Now it should be 
Ehud Barak’s turn to try to secure peace with the Palestinians 


EADLINES missed, settlements expanded, the peace 

process stalled: a glance at the past three years suggests it 
would be reckless to entrust Binyamin Netanyahu with par- 
ish-pump negotiations, let alone the future of the Middle 
East. That, of course, is the view of the Palestinians and his 
Israeli opponents. But listen also to Mr Netanyahu’s erstwhile 
colleagues, who worked with him closely until, in despair, 
they gave up: the prime minister lacks probity, integrity, de- 
cency, they grumble; he makes a promise in the morning and 
breaks it in the afternoon. Is such a fellow, as depicted by one- 
time friends, the right person to have at the helm as Israel 
approaches historic decisions that could define its long-term 
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investors a better deal at the expense of intermediaries. 

Against these benefits stands one big accusation: that day 
traders who rush in and out of a company’s shares make 
prices more volatile. Actually, academic studies have found 
little evidence that this is true, even for Internet shares, in 
which online investors account for an unusually large slice of 
trading. Rather than causing high volatility, day traders, who 
live or die by exploiting short-term price movements, may be 
attracted to shares that are volatile for other reasons. On Inter- 
net shares, such volatility mainly reflects massive disagree- 
ment among investors about what, if anything, the shares are 
really worth. 


The truth about gambling 

As for gambling, some day traders are doubtless in over their 
heads. That is regrettable, but it is not a good reason to attack 
day trading. Alas, for people with a gambling addiction, if it 
were not shares, it would be something else. And at least in the 
stockmarket, unlike a lottery or a casino, the average punter is 
not mathematically certain to lose money. Most day traders 
would probably be better off putting their money in a fund 
that tracked the stockmarket index. But that applies equally to- 
most professional equity-fund managers, who also fail on av- 
erage to beat the market index. 

Day traders may be mauled if today’s high share prices 
prove to be a stockmarket bubble (see page 87). But they 
would not be the only investors left looking foolish. Indeed, . 
with their expertise at trading fast and often, when the con-. 
flagration comes, they may prove fleeter of foot than the big, 
staid institutional investors who have been bad-mouthing’ 
them. Wall Street’s great and good would do better to remind 
all investors that being in the stockmarket at all is, at today’s _ 
prices, something of a gamble. 


relations with its neighbours in the Arab world? 

The decisions themselves cannot be avoided. Although 
the Oslo peace process is often pronounced dead, Israeli vot- 
ers are probably right in assuming that it will return to some 
sort of life whichever prime minister they elect. Mr Netan- 
yahu dislikes the Oslo arrangements, but he is bound into 
them. Moreover, except for a few diehards, right-wing Israelis 
now base their objections to handing back land to the Pal- 
estinians on security (a debatable subject), rather than on Isra- 
el’s sacred rights (non-debatable). Similarly, although Mr Net- 
anyahu never got around to talking to the Syrians, the sharp 
rise in Israeli casualties in Syrian-controlled Lebanon makes 
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The doubt is whether a Netanyahu-led government could 
or would beable to bring talks with the Palestinians to a con- 
clusion that they were at all able to accept. Before he was 
elected Israel's prime minister in 1996, Mr Netanyahu in- 
sisted that the Palestinians, facing a new “strong” leader, 
would have to lower their expectations. He has been repeat- 


ing that mantra in this campaign. Yet expectations, of Pal- 


estinians or anyone else, cannot go on being lowered for ever 
without some consequence. The very real danger is that Mr 

. Netanyahu might try to push the Palestinians so far below 
their minimum demands that their own government could 
no longer keep its citizens under control. 

Mr Netanyahu correctly says that fewer Israelis have been 
killed by Palestinian terrorism on his watch than in the previ- 
ous period. It does not follow that the next three years will be 
equally secure. Yasser Arafat and his men, deeply unpopular 
among their own people for being unable to deliver either a 
political agreement or prosperity or good government, con- 
tinue to call for patience and restraint. But Palestinians see 
Jewish settlements burgeoning on the land they want to make 
their state, while their own security forces co-operate with Is- 
rael’s to keep violence in check. There are multiple signs of a 
conflict-in-waiting. The suggestion that time is on the side ofa 
second Netanyahu experiment is wholly improbable. 

The alternative is that the Israelis elect Ehud Barak, the 
Labour leader, to be their next prime minister on May 17th (or 
June st if there is no outright winner next Monday). Mr Barak 
is at present (see pages 23-25) comfortably ahead of Mr Netan- 


it imperative that a deal of some sort is worked out soon. 





-yahu in the opinion polls—but Labour traditionally does bet- 
“ter in pre-election polls than in the elections themselves. 


Mr Barak’ was’ an intelligent choice to succeed Shimon 
Peres aftér Labour lost the 1996 vote. An intellectual former 
chief of staff, festooned with military decorations, nobody 
can accuse him of Mr Peres’s alleged indulgence towards the 
Palestinians (Mr Peres was once a hawkish defence minister, 
but that is forgotten). His main known failing is a wooden 
manner. His political skills are neither proven nor disproven. 


The Labour promise 


Mr Barak’s freedom for initiative, like Mr Netanyahu’s, would 
be circumscribed by the coalition he would lead. Many Israe- 
lis look towards a national-unity government, encompassing 
the Likud as well as Labour. In theory, this should be the per- 
fect answer for polarised, indecisive Israel; in practice, the 
record of Israel’s previous national-unity governments has 
been poor, with little achieved on the Arab front. 

But if Mr Barak were able to pull together a reasonably 
like-minded coalition, the advance towards a Palestinian set- 
tlement could be swift. Although May 4th—the deadline that 
Oslo had decreed for a permanent Israeli-Palestinian agree- 
ment—has slipped by, much of the donkey-work has been 
done, either before the change of government in 1996 or, un- 
officially, since. The various outlines at present stuffed into 
drawers are based on degrees of compromise by both sides 
and suggest that few of the “insuperable” questions are really 
insuperable. The essential first step, however, is up to Israel’s 
voters next Monday. It is the step of choosing Mr Barak. 





France cleans up 


The current rash of scandals shows the work of a more active judiciary. That is 


welcome, but not quite enough 


HAT appeared at first to be a comedy of errors has 

turned into the biggest political test to confront Lionel 
Jospin, the French prime minister, since he was elected in 
1997. The bungled burning-down last month of a beachfront 
restaurant in Corsica, by members of a special police squad 
claiming to have acted on orders from.above, has already led 
to the sacking and detention of the prefect in charge of Cor- 
sica, Bernard Bonnet, the government's top representative on 
the island, along with six gendarmes. The right-wing opposi- 
tion has called for Mr Jospin’s resignation. President Jacques 
Chirac has declared that the “authority of the state and prin- 
ciples of the republic have been held up to ridicule”. Follow- 
ing hard on the heels of a series of scandals, the Corsican af- 
fair contributes to an uneasy sense that corruption and the 
abuse of power are once again on the rise in France. 

So indeed it would seem. In March, two former ministers 
and one former prime minister, Laurent Fabius, went on trial 
in connection with a scandal over HIv-contaminated blood; 
Mr Fabius and one ex-minister were acquitted, the other was 
convicted of criminal neglect. In March too, public disgrace 
fell on Edith Cresson, a former prime minister who had be- 
come one of France’s two members of the European Commis- 
sion, It was her insouciant behaviour in particular that made 
Euro-mps decide to censure the commission, leading to its 
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mass resignation, amid allegations of cronyism and misman- 
agement. A week later, Roland Dumas, head of France’s Con- 
stitutional Court and a former foreign minister, belatedly 
took temporary leave from his job, having been placed under 
formal investigation one year earlier in connection with fi- 
nancial scandals at Elf, the former state oil giant. And all the 
while a host of other civil servants and elected officials re- 
main under formal investigation for corruption, among 
them Alain Juppé, another former prime minister. 


The scales tip 


This is a long trail of mud. Its appearance before the public 
gaze, however, probably has less to do with the spread of cor- 
ruption than with the stiffening of determination to root it 
out. Since the early 1990s, there has been a gradual but 
marked shift in France in the balance of power between the 
judiciary and politicians. In recent years in particular, an em- 
boldened class of investigating magistrates has made unprec- 
edented progress in investigating public officials suspected 
of abusing their position and, though more slowly, getting 
them tried and convicted. Many of these cases date from- the 
years when François Mitterrand was president, a period that 
with retrospect looks murkier than even some of his critics 
then suspected. It is partly the fall-out from that time that is 
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beginning to drip through the Mel syster. ; 
There are nonetheless two sources of concern exposed by 
the Corsican affair. The first is about judicial powers. Al- 
though the behaviour of the magistrates has in general been 
admirable, the inquisitorial system under which they operate 
has drawbacks. On its side is the fact that it has enabled mag- 
= istrates to bring in an impressive group of suspects, and to 
expose much dirty dealing, But the powers that enable magis- 
trates.to detain suspects without charges are open to abuse, 
and are inconsistently applied. Two-fifths of France’s prison 
- population is made up of suspects who have not been tried, 
most of these not even formally charged. A bill now going 
~ through parliament could help to strengthen the presump- 
tion of innocence. But the guidelines on preventive detention 
need to be tightened, and to be applied more strictly. 
The second worry is public accountability. During his 





. election campaign, Mr Jospin PE to bring high : stan- 


dards of integrity to public life, vowing to “say what I do and 
do what I say.” So far, he has acted firmly over the Corsican 
affair, sacking the prefect and ordering an official investiga- 
tion. But questions remain. Prefects in France are not elected; 
na are appointed by the central government, to be its offi- 
cials in the regions. Ultimately, their behaviour is the respon- 
sibility of the prime minister and of the president. 

Nobody at the top of any organisation knows all the time 
about everything that happens below. But France is. pecu- 
liarly stubborn in resisting the idea of public accountability 
reaching to the top. A resignation need not be an admission 
of guilt. It is, rather, a recognition that top dogs are ultimately 
responsible for bottom dogs. In promising to bring about 
honest and open government, Mr Jospin has raised the stan- 
dards against which his own government must be judged. 





-` Down with the death penalty 


Scores of countries have now abandoned capital punishment. Others 


should follow their lead 


HE warrior and the executioner do similar jobs. Both kill 

the enemies of the state. But there the similarity ends. 
From time immemorial the warrior has been féted and hon- 
oured. The public executioner, by contrast, has always had to 
lurk in the shadows, working anonymously or for a pittance. 
There is no glory in what he does. 

That sense of discomfort and shame is why a growing 

number of countries have washed their hands of judicial exe- 
“cution (see pages 97-99). Today nearly all western democra- 
cies, as well as dozens of other countries, have abandoned 
capital punishment. Most of the countries which still use it 
with much frequency, such as China or Iran, are authoritar- 
ian states without independent legal systems. 

The single most defiant—and most notable—exception to 
this trend is the United States. To the irritation of many of its 
allies, the American government regularly defends the death 
penalty in international forums, reflecting widespread sup- 
port for capital punishment at home. Too often, death-pen- 
alty opponents have reacted to America’s stubborn 
exceptionalism on this issue with knee-jerk condemnation, 
or despair. Instead they should relish the chance to convert 
the world’s most vigorous democracy to a saner policy. For 

“they have'the better case. 


Deterrence, incapacitation, retribution 
Three basic arguments are made for the death penalty: that it 
deters others, saves innocent lives by ensuring that murderers 
can never kill again, and inflicts on them the punishment 
they deserve. The first two, utilitarian arguments, do not 
stand up to scrutiny, while the moral claim for retribution, 
although naturally more difficult to refute, can be answered. 
Despite voluminous academic studies of American execu- 
tions and crime rates, there is no solid evidence that the death 
penalty is any more effective at deterring murder than long 
terms of imprisonment. This seems counter-intuitive. Surely 
death must deter someone. But the kinds of people who kill 
are rarely equipped, or in a proper emotional state, to make 
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fine calculations about the consequences. Moreover, even for 
those who are, decades of imprisonment may be as great a 
deterrent as the remote prospect of execution. Although Euro- 
pean countries have abolished the death penalty, their rates 
of violent crime have risen more slowly than crime overall. 
Indeed, their murder rates remain far below America’s. 

It is indisputable that executing a murderer guarantees 
that he cannot kill again, and this argument once carried con- 
siderable weight in societies that could not afford to im- 
prison offenders for long periods. But today most countries, 
and especially America, can afford this. Opinion polls show 
that support for the death penalty among Americans drops 
sharply when life imprisonment without parole is the alter- 
native, Executions are not needed to protect the public. 

Against the dubious benefits of capital punishment must 
be weighed its undoubted drawbacks. It is a dangerous power 
to give any government, and has been grossly abused by 
many tokill political opponents and other inconvenient peo- 
ple under the colour of law. Even America, with all its legal 
guarantees and complex system of appeals, has not been able 
to apply it fairly or consistently. Worst of all, it is irrevocable. 
Mistakes can never be rectified. America, likeall countries 
which use the death penalty, has executed innocents. This is 
too high a price to pay for an unnecessary punishment. 

Where does this leave retribution? Some crimes are so hei- 
nous that a societal cost-benefit analysis hardly appears rele- 
vant. Death alone seems sufficient. And yet, as many relatives 
of murder victims have discovered, real retribution can never 
be achieved. For example, the only way to repay fully those 
who have committed multiple murder, or killed in a ghastly 
way, would be to torture them physically in turn, or to strive 
to make them endure repeatedly the torments of death. Mod- 
ern societies have rightly turned away from such practices as 
barbaric, tempering their demands for retribution in recogni- 
tion that tit-for-tat vengeance is beyond the reach of human 
justice. That is where the death penalty, too, belongs. 

E 
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9TH ROUNDTABLE WITH THE 
GOVERNMENT OF VENEZUELA. 


May 19th-2ist 1999 e Caracas Hilton Hotel e Caracas, Venezuela 





President Hugo Chavez took office on a wave of popular support and amid high expectations. 
Though his political reforms promise to be far reaching, he has inherited a severe fiscal crisis 
from the previous government which limits his room for manoeuvre. Oil prices, the key 

economic variable in Venezuela, are at historic lows and could fall further in the short term. 
The fiscal deficit is large, debt payments are onerous, and high interest rates are hurting both 


banks and consumers. 



































Programme highlights: 


è What are the main objectives of President Chavez and his administration? 

e What is the government doing to confront the current economic crisis? 

‘e What is the outlook for the economy in 1999-2000, and beyond? 

ə» Will the bolívar be devalued? Will Venezuela eventually move to a fixed exchange-rate regime? 

è How and when will the economy recover from low oil prices? 

* What are the incentives for foreign companies and what is being done to bolster investor confidence? 
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ISRAEL GOES TO THE POLLS 


Peace or war may follow, 
but politics starts local 


TEL AVIV 


Although most Israelis will be voting on Monday on the basis of tribal 
affinity, they will also be deciding what happens next in the Middle 
East’s search for a permanent settlement 


j es elections on Monday in Israel—for 
a new Knesset (parliament) and, sepa- 
rately, for the prime ministership—will de- 
termine the chances for peace or war in the 
Middle East. Or so many non-Israelis as- 
sume. The outlook, these outsiders con- 
clude, will be reasonably fair if Ehud Barak 
takes over at the head of a Labour-led coali- 
tion; stormy if Binyamin Netanyahu is re- 
elected to lead a right-wing coalition. The 
latest opinion polls, for what they are 
worth, show Mr Barak handsomely ahead. 
But the Israelis who are about to make this 
important choice do not necessarily share 
the assumption of non-voters that Palestin- 
ian policy is at the heart of the affair. Their 
votes will be cast, they suggest, for quite 
other reasons. 

Peace, say Israelis, is by no means the 
prime issue in this election. After all, claim 
many, with something between a shrug 
and a yawn, an agreement with the Pal- 
estinians will come about sooner or later, 
whoever is in charge. Most are disinclined 
to accept Mr Netanyahu's attempts to con- 
vince voters that a Barak-led government 
would give away half Jerusalem to the Pal- 
estinians. When the prime minister tried to 
bolster this implausible theory by quoting 
the Russian-language version of Mr Barak’s 
campaign biography, the relevant passage 
was revealed to be a forgery. And his crude 
last-minute manoeuvre to raise a furore 
over a Palestinian building in Jerusalem 
was frustrated by the courts. 

Nor, despite Mr Netanyahu’s further ef- 
forts to frighten the voters—with film clips 
of terrorist bombs in Israeli cities when La- 
bour was last in charge—are most Israelis 
much troubled, for the moment, by fears 
for their personal security. Admittedly, this 
self-confidence, never robust, could be dis- 
pelled by one blast from a terrorist bomb: 
the bus-bombings before the 1996 election 
helped Mr Netanyahu squeak ahead of his 
Labour rival of the day, Shimon Peres. 

What, then, are the issues? The normal 
economic concerns which, in most democ- 
racies, persuade people to vote one way or 
the other? It seems not: despite Mr Barak’s 
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harping on rising unemploy- 
ment, the declining growth rate 
of Gpr and the misspending of 
public money, the economic pol- 
icy differences between the two 
main parties—Labour and the 
Likud—are not all that wide. 
Personalities? Yes, many voters 
are indeed concerned with the 
character of the contenders. It is a 
dirty campaign, with mud slosh- 
ing around; many people will be 
voting against a candidate or 
party rather than for one. But 
what matters even more to most 
voters, it seems, is the furthering 
of their particular ethnic or reli- 
gious interests. 

There is nothing new in this. 
Most Israelis will vote much as they have 
always voted, remaining loyal to their tribe 
or affiliation or interest or religious group. 
Israelis whose parents or grandparents 
voted for secular right-of-centre parties will 
mostly continue to do so; ditto, the left-of- 
centre lot. Ultra-Orthodox Jews will vote for 
the religious party that best fits with their 
overriding concerns. Sephardic Jews (those 
who came originally from the Middle East 
or North Africa) will tend to support the 
party that does not patronise them, hands 
them the most money or tries hardest to 
end Israel’s half-hidden discrimination. 
Newcomers from the former Soviet Union 
will vote for one of their own two parties. 
Arabs will mostly vote for one of the Arab 
parties, A scattering of free spirits will vote 








Hopefuls and no-hopers 

Prime-ministerial vote 

Maariv opinion poll, May 7th 2nd round 
1st round (if held) 

% May 17th June 1st 

Ehud Barak 43 50 

Binyamin Netanyahu 35 38 

Yitzhak Mordechai T 

Benny Begin 3 

Azmi Bishara 3 

Undecided 9 12 














Netanyahu’s appeal to the humble 


for one or other of the marginal oddities. 

The names of the parties change and 
the parties themselves come together or fall 
apart: Labour, for instance, having at- 
tracted right-wing and religious defectors 
from the Likud coalition, now calls itself 
One Israel. But the way in which election 
results add up means that votes tend to fall 
into roughly matched right and left camps. 
Mr Netanyahu won on a wafer-thin major- 
ity in 1996, and the late Yitzhak Rabin won 
even more narrowly under the electoral sys- 
tem that prevailed in 1992. The seriously 
floating vote is minuscule. 

The separate vote for prime minister, a 
change brought in before the last election, 
makes it easier for people to go their own 
idiosyncratic way in the Knesset vote while 
at the same time taking a more considered, 
nationally-minded decision about the 
prime minister. The prime-ministerial vote 
is all-important: it gives Israel’s leader a di- 
rect mandate from the people. The main 
significance of the Knesset vote is that it de- 
cides what colour of coalition he will even- 
tually be able to cobble together. 

But, unless there are last-minute devel- 
opments, this election will be crucially dif- 
ferent from the 1996 vote. With five candi- 
dates, rather than two, competing for 
prime minister, none may get over 50% of 
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ISRAEL GOES TO THE POLLS 
© the voteon May17th. Ifso, the two at the top 
of the poll—without doubt, Mr Netanyahu 
‘and Mr Barak—will compete against one 

another on June ist. The outcome then will 
turn. on the relative readiness of Russian or 
Arab or religious or free-spirited voters to 
turn out for a second time, to support a can- 
didate who may not have done all that 
much to stir their enthusiasm. 

The last-minute development that 
could turn everything topsy-turvy would be 
the withdrawal of the number-three candi- 
date, Yitzhak Mordechai, the leader of the 

newly created Centre Party. Given his dis- 
mal showing in the polls, he may be per- 
suaded by other members of his party to 
quit, throwing his support behind Mr Ba- 
rak. This, though Mr Mordechai still stur- 
dily denies it, is a distinct possibility. 

The overriding aim of the Centre Party’s 
leaders, several of them Mr Netanyahu’s 
erstwhile colleagues, is to prevent the re- 















and the leader of a new ultra-right coali- 
tion, is standing solely because he believes, 
with total and honest conviction, that there 
is no chance of making peace with Yasser 
Arafat’s Palestine Liberation Organisation. 
Thus every inch of Israeli territory that is 
ceded to the Palestinians becomes, he ar- 
gues, sanctuary for Palestinian terrorists. In 
the opposite corner, Azmi Bishara, an Is- 
raeli-Arab philosopher and politician, has 
thrown hishat into the ring in order to keep 
peace, and a better deal for the 20% of Israe- 
lis who are Arab, on the election agenda. 
Some of his fellow-Arabs accuse Mr Bishara 
of being on an ego trip, deflecting votes 
from Mr Barak. But Mr Bishara, having 
raised Arab concerns, may give up; he will 
certainly do so if Mr Mordechai does. So 
will Mr Begin, who surely sees Mr Netan- 
yahu as less dangerous than Mr Barak. 

The prime-ministerial election would 
then be a one-round, affair between two 


























election of a prime minister they disap- 
prove of with a quite unusual passion. They 
formed the party because they believed that 
Mr Netanyahu’s disillusioned supporters 
could be more easily persuaded to take a 
smallish step to the centre than to stride out 
all the way to Labour. Not unnaturally, Mr 
Mordechai’s ambition to be prime minis- 
ter, and lead a new coalition, took fire. 

A Centre Party, in an Israel polarised as 
never before yet longing for unity, should 
in theory have been supremely attractive to 
the voters: most Israelis, fearful of extrem- 
ism since their prime minister Yitzhak Ra- 
bin was killed by an ideologue, think of 
themselves as centrist. The party, which in- 
cludes prominent figures from right, left 
and outside politics altogether, has argued 
that it alone could achieve the secure peace 
that the right will not, and the left cannot, 
provide. Its leader, Mr Mordechai, is a 
warm, well-liked man, with the added ad- 
vantage of Sephardic lineage. But the party 
has turned out to be little more than a col- 
lection of respected figures. It is not, people 
seem to have concluded, a sound founda- 
tion for a newly unified Israel. 

If Mr Mordechai should decide on an 
uth-hour pull-out, the other two no-hopers 
will almost certainly follow his example. 
Benny Begin, the son of Menachem Begin 
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candidates, to be decided on May 17th. But, 
whether it takes one or two rounds, who on 
election eve seems to have the better chance 
of winning—and why? 

On the face of it, Mr Netanyahu should 
be a lost cause. Few other heads of govern- 
ment are so vigorously and openly disliked 
and despised by so many of their closest 
colleagues. Listen to them, and the wonder 
is that the man is still leader of a major 
party. He lacks honesty, they claim: he says 
one thing and then contradicts it flatly. He 
believes it is enough to promise something, 
feeling no need to fulfil the promise. He 
gives way in negotiations, then goes back 
on what he has conceded. He isa hot bal- 
loon, a man of straw, image not substance. 
And so they go on, and on. 

Several of his former ministers have de- 
serted him. Mr Mordechai was his defence 
minister. Dan Meridor, a respected right- 
winger who was his finance minister, also 
left in disgust to help form the Centre Party. 
David Levy, his former foreign minister, 
went all the way over to Labour. Even some 
of the top people who are still running his 
campaign feel surprisingly free to deni- 
grate their leader. 

Yet this year Mr Netanyahu was con- 
vincingly re-elected head of the Likud. 
Whatever his senior colleagues said, rank- 





< and-file members still believed he had the 


charisma, the articulate deftness and the 
political savvy to win another election for 
his tribe. He is certainly not without charm. 
At least at the beginning of the campaign, 
he was exuding the kind of friendly self- 
confidence, the ability to deal with what- 
ever comes next, that defines.a winner. 

But this has changed. In recent weeks, 
his sel&confidence has begun oozing away 
as his ratings have fallen, and his tone has 
grown both more strident (towards Labour) 
and supplicatory (to the Russians and the 
ultra-Orthodox whom he needs to keep in 
his fold). Things are not going well for 
him—though it would be foolish to con- 
clude that all was over, bar the voting. 

The opposition, too, is beset with prob- 
lems. Chief among them is the image of the 
Labour Party as an elite group, anti-reli- 
gious, surrounded by leftists and depen- 
dent on the Arab vote. It calls for a stretch of 
the imagination to describe Mr Barak, a for- 
mer chief of staff and Israel's most deco- 
rated soldier, as a wild left-winger, let alone 
an Arab-lover. He and the leaders of the 
radical left-wing Meretz movement have 
been at pains to keep a distance between 
their parties, believing that their closeness 
in 1996 contributed to Labour's defeat. But 
the charges of Labour’s unrepentant snob- 
bery and fierce secularism are harder to dis- 
miss: it did the party no good when an ac- 
tress, in Mr Barak’s presence, referred to the 
Likud’s supporters as “riff-raff”. 

Labour, which ran Israel for its first 30 
years, came to see itself as the country’s nat- 
ural ruler. Largely secular, Ashkenazi (of 
western origin), controlling the powerful 
trade-union federation and with roots in 
the Kibbutz movement, its members ex- 
pressed easy superiority—or so it seemed to 
those who were ultra-religious, Sephardic, 
had failed to get good jobs or had worked as 
hired labour at a Kibbutz. It is, in truth, ab- 
surd that Mr Netanyahu, a well-born, well- 
educated Ashkenazi Jew with no real 
grudges against society (except that his fa- 
ther, allegedly because his politics were to 
the right, did not get the academic prefer- 
ment he wanted), can claim to represent 
the disadvantaged and alienated, and to 
be, as he says, supported by a “coalition of 
the non-elite”. But claim it he does and, at 
least until now, he has got away with it. 


The resentful ones 

Large sections of Israel's 6m people feel dis- 
criminated against or alienated from the 
mainstream. With the rise in both their 
numbers and their expectations, more and 
more of them are starting to claim their 
rights and their share of the spoils. This, in 
the long run, is a thoroughly healthy devel- 
opment, pointing to a much fairer Israel 
than in the bad old days. But, at this inter- 
mediate stage, the great cleavages in Israeli 
society present both dangers and opportu- 
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nities for vote-gathering politicians. 

Sephardic Jews make up just under half 
Israel's Jewish population, but 80% of its 
prisoners. The ultra-Orthodox community 
(which is both Ashkenazi and Sephardic) 
has ballooned. There are no precise figures, 
but Orthodox parties won 23 seats in the 
120-seat Knesset at the last election. Some 
800,000 immigrants have poured into Is- 
rael from the ex-Soviet Union in the past 
ten years, most of them still speaking and 
thinking in Russian, in no rush to blend 
themselves into the Israeli mould. And at 
the bottom of the pecking order are the 1m 
Israeli Arabs, the largest and most disad- 
vantaged of the minority groups. 

But the Arabs, of course, are not part of 
Mr Netanyahu’s strictly Jewish coalition of 
the non-elite. It is taken for granted that the 
Arabs will vote for Mr Barak, not because 
Labour has done much for them over the 
years (it has not) but largely out of concern 
for their cousins in the West Bank and 
Gaza. Yet, even with this Arab support , Mr 
Barak cannot win without attracting either 
religious or Russian votes. 


Russians v ultra-Orthodox 

Mr Netanyahu had both groups tucked 
into his government and banked on keep- 
ing their support for this election. The Rus- 
sians, approving of a “strong” leader, tend 
to be against “giving away” any more of 
what they see as a very small country in the 
first place. The ultra-Orthodox shy away 
from Labour's secularism. But the prime 
minister's big problem is that his coalition 





Almost there, or so Barak hopes 
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of the non-elite is turning out to be a coali- 
tion of incompatibles. The ultra-Orthodox 
and the Russian newcomers are at opposite 
poles, fearing and resenting each other,and 
Mr Netanyahu finds that he cannot please 
one without angering the other. 

The main difficulty is that at least 
200,000 of the recent Russian immigrants 
came as “dependants of Jews” rather than 
as Jews themselves. They were allowed in 
under the Law of Return, but they find 
themselves harassed in the Jewish state, 
their lives constricted. They cannot, for in- 
stance, marry a Jew in Israel unless they are 
converted, itself not a simple process. They 
hold the ultra-Orthodox responsible for 
their miseries. The ultra-Orthodox, for their 
part, fume at the Russians’ allegedly im- 
moral, pork-eating, church-going habits. 

Both groups want the Interior Minis- 
try—the Russians because they see it as a 
way of easing their problems of citizenship, 
the ultra-Orthodox as a way of funnelling 
money to their institutions. Mr Netanyahu 
would dearly like to be able to split the 
ministry in two. At present it is in the gift of 
Shas, a Sephardic ultra-Orthodox party that 
has grown swiftly over the past 15 years, 
gathering in people who are only mildly re- 
ligious but are grateful for the things the 
party does for them. 

While Mr Netanyahu is struggling to 
keep both groups, Mr Barak has plumped 
for the Russians. Most of Israel’s ultra-Or- 
thodox parties (unlike the nationalist wing 
of the religious movement) are not particu- 
larly concerned about the West Bank. But 
Mr Barak forfeited a large chunk 
of the vote when he expressed his 
opposition to certain cherished 
Orthodox privileges, such as the 
exemption of religious students 
from military service. He could 
still have swung a bargain with 
Shas, which is as happy to serve 
in Labour governments as in 
Likud ones, but he has ruled out 
any deal so long as Aryeh Deri, 
who was convicted in March of 
taking bribes, remains leader of 
the party. 

With the Russians, however, 
Mr Barak is doing splendidly, 
happily offering the Interior 
Ministry to Natan Sharansky, the 
leader of the main Russian party. 
The formation of a new right- 
wing Russian group, led by one of 
the prime minister's chief hench- 
men, could turn out to have been 
a mistake. In any event, the plun- 
dering of the prime minister's 
Russian province is an exercise in 
strategic warfare that is swinging 
the election Mr Barak’s way. 

None of these forays into Isra- 
el’s tribal regions follow sign- 
posts pointing to peace or war. 


ISRAEL GOES TO THE POLLS 


Despite Mr Netanyahu’s scaremongering 
tactics, few Israelis suggest that their votes 
will turn on Palestinian policy. Yet, this 
sub-agenda is there, just below the surface. 


And Palestine? 


To win the finely balanced race that an Is- 
raeli election has become, the politicians 
have to dance to ethnic and religious tunes. 
But once the voting has been disposed of, 
the leaders are likely to turn to something 
else: Israeli-Palestinian negotiations are 
reaching a crucial point. Who is to take the 
historic decisions on borders, settlements, 
Jerusalem, refugees and so forth? 

Mr Netanyahu says, and believes, that 
the situation calls for strong men of his cali- 
bre to win a defensible peace. Absolute se- 
curity, he says, is the foundation of peace: 
Labour is deeply mistaken in believing that 
a peace treaty and trade agreements and 
cultural exchanges and the like will some- 
how make everything peaceful and nice. In 
dealing with non-democratic regimes, he 
insists, a democratic country should take 
nothing on trust. 

Moshe Arens, his current defence min- 
ister, puts it a little differently, but comes 
roughly to the same conclusion. The essen- 
tial thing, he says, is to put into office the 
people who will be toughest, and most cre- 
ative, in getting a good agreement. Creativ- 
ity, Mr Arens believes, lies in offering the 
Palestinians a better economic deal, more 
commercial intermingling with Israel, not 
a state of their own. 

The peaceniks on the other side of the 
fence have their eyes set less on creative so- 
lutions than on a permanent settlement 
that can be signed and sealed within 
months. Yossi Beilin, a Labour politician 
who helped to initiate the secret Oslo track 
and pushed it to a conclusion, has contin- 
ued, in and out of office, to negotiate a per- 
manent settlement with the Palestinians. 
Secret talks in Stockholm, supervised by Mr 
Beilin and the Palestinians’ chief negoti- 
ator, Mahmud Abbas (also known as Abu 
Mazen), produced in 1995 the draft of a fi- 
nal agreement that is packed tight with mu- 
tual compromises and could, in theory, be 
signed by the Israeli government and the 
Palestinian Authority without much ado. 

In practice, there is bound to be much 
ado. Uri Savir, who promoted the peace 
process alongside Mr Beilin, joined the 
Centre Party because he believed that only 
a government commanding left-right sup- 
port would be able to implement painful 
decisions. The Centre Party has fizzled. But 
Mr Savir's thesis remains sound. Although 
the choice of Israel’s next prime minister 
may turn on what concession he has given 
to this or that Jewish group, once there, the 
wheeling and dealing will be transformed 
into a coalition for peace—or, if things go 
wrong, a coalition for war. 

e 
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Russian spasms 


Boris Yeltsin threw Russian 
politics into turmoil by sack- 
ing his prime minister, Yev- 
geny Primakov, and the rest of 
the government, as the coun- 
try’s lower house of parlia- 
ment, the Duma, prepared to 
vote on whether to impeach 
the president. Sergei Stepash- 
in, the interior minister, was 
named successor but will 
probably fail to win the Du- 
ma’s approval. An early gen- 
eral election could ensue. 





Tentative moves towards a 
peace settlement in Kosovo 
„that would have involved the 
UN Security Council were 
dashed when a Nato missile 
hit the Chinese embassy in 
Belgrade, killing at least three 
Chinese journalists. President 
Clinton apologised; feelings 
ran high in China. Diplomacy, 
in the meantime, was thrown 
into disarray. 


Germany’s chancellor, Ger- 
hard Schroder, flew to Beijing 
to mollify Chinese leaders. His 
partners in government, the 
Greens, were due to meet to 
discuss Kosovo—and whether 
they should withdraw sup- 
port. That would mean the re- 
signation of Joschka Fischer, 
the Greens’ leader, who is 
Germany’s foreign minister. 


The government of Lionel Jos- 
pin, the French prime minis- 
ter, faced more damaging fall- 
out from a scandal in Corsi- 
ca. The island’s top gendarme 
claimed he had acted under 
orders from the island’s now- 
sacked former prefect when 








he instructed gendarmes to 
burn down an illegally. built 
restaurant. 


Carlo Azeglio Ciampi, a 
former prime minister of Italy 
and currently its treasury 
minister, will be his country’s 
next president. 


Elections to the new Scottish 
and Welsh assemblies had 
similar results. Labour was left 
as the largest party in both 
countries, but without an 
overall majority. Nationalist 
parties put in strong showings 
to come second, with the To- 
ries third. 


A French court ruled that the 
right to use the name Na- 
tional Front belonged to 
Jean-Marie Le Pen, previous 
head of the now-split party, 
and not to his former deputy 
and now rival, Bruno Mégret. 


Iceland’s ruling centre-right 
coalition, led by David Odds- 
son, looked set to stay in pow- 
er after a general election. 


Turkey’s relations with its 
eastern neighbour, Iran, wors- 
ened after Bulent Ecevit, Tur- 
key’s caretaker prime minister, 
accused the Iranians of seek- 
ing to export Islamic funda- 
mentalism and of backing 
Turkey’s rebel Kurds. 


Bugged 


China is far behind in prepar- 
ing its computers for 2000, 
according to experts in Hong 
Kong. Public utilities, banking 
and transport are expected to 
be disrupted. 


In an apparent slip of the 
tongue, John Howard, the 
Australian prime minister, 
said that a referendum on 
whether the country should 
become a republic will be held 
on November 6th. Opinion 
polls suggest that over half of 
Australians want a republic. 


India’s Supreme Court con- 
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firmed death sentences on 
four people involved in the 
assassination of Rajiv Gand- 
hi, a former prime minister, 
in May 1991. 


The banker quits 





Robert Rubin resigned after 
four years as America’s trea- 
sury secretary. The White 
House nominated his deputy, 
Lawrence Summers, to replace 
Mr Rubin, a banker held in 
high regard by Wall Street. 


Johnny Chung, a Demo- 
cratic fund-raiser already con- 
victed of campaign-related tax 
fraud, told a congressional 
panel that he had been prom- 
ised money by high-ranking 
Chinese intelligence officials 
for use in the 1996 presiden- 
tial election. 


Peter Lee, a scientist working 
for the Pentagon, was found 
to have leaked secrets of ad- 
vanced American radar tech- 
nology to China in 1997. 


Brazil’s scandal over its de- 
valuation in January faded, 
and economic. news boosted 
the government. As April fig- 
ures doused inflation fears, 
the bank ‘cut interest rates yet 
again, and forecasts of this 
year’s Gpp fall shrank from 
-4% tO ~2%. 


Another blow for President 
Carlos Menem. In a Justi- 
cialist Party primary for the 
governorship of Buenos Aires 
province, his favourite was 
thrashed by the man backed 
by Eduardo Duhalde, the cur- 
rent governor. A poll showed 
Mr Duhalde, the party’s likely 
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presidential candidate in Oc- 
tober, neck and neck with his 
(once far ahead) Alliance rival. 


In Chile, the ruling Concerta- 
cion’s likely presidential can- 
didate, Ricardo Lagos, of the 
Socialist Party, saw his lead 
over the likely right-wing op- 
position rival cut to only 3%. 


Colombia’s government and 
FARC rebels agreed on an 
agenda for substantive peace 
negotiations. 


A dissident Cuban press agen- 
cy reported that three journal- 
ists had been jailed for disre- 
spect to Fidel Castro 


Electioneering 


Binyamin Netanyahu, who 
will be competing with Ehud 
Barak on Monday for Israel's 
prime ministership, ordered 
offices to be closed in Orient 
House, a building Palesti- 
nians use as their unofficial 
headquarters in East Jerusa- 
lem. Israel’s high court, sus- 
pecting an election ploy, told 
him he had to wait. 


Rebels in eastern Congo said 
that the government had 
bombed two towns and killed 
46 people. The rebels claimed 
to have captured two more 
small towns. 























The World Health Organisa- 
tion, using a new measure, re- 
ported that AIDS rose to be- 
come the fourth leading cause 
of death in the world-as rs 
slipped to eighth position; in 
Africa, Arps is the biggest 
cause of death. 
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Net fever 














America continues to scramble 
for electronics. In a three-way 
deal to take advantage of sky- 
high Internet shares, NBC, 
the media group owned by 
GE, is to spin off some of its 
Internet holdings into a new 
company called Nac Internet 
(NBci for short), This firm will 
take control of NBc’s Web ac- 
tivities, plus two other onlin- 
ers, Xoom.com, a shopping- 
and-chat site, and Snap.com, 
a portal. Other entertainment 
empires with Internet interests 
are watching closely. 


Microsoft continues to de- 
plete its cash pile. After its $5 
billion purchase of a chunk of 
AT&T, the software giant 
hopes to bag a 30% stake in 
the cable-rv subsidiary of Bri- 
tain’s Cable & Wireless, a deal 
that could cost more than $4 
billion. Both deals are aimed 
at getting Microsoft software 
into set-top boxes. Microsoft 
has also invested $600m in 
Nextel, a wireless operator. In 
return, Nextel will use Micro- 
soft Network for its online 
phone service: it had previ- 
ously planned to use AoL’s 
Netscape Netcenter. 


Despite the proposed Micro- 
soft deal, Cable & Wireless 
shares fell sharply as the 
group gave warning of lower- 
than-expected profits. 


Two more cable-TV oper- 
ators plan to merge. Atlanta- 
based Cox is to buy tca Ca- 
ble rv, based in Texas, for $4 
billion, to create America’s 
fourth-largest cable company. 
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One proposed Internet merger, 
though, seems to have bitten , 
the dust. USA Networks, 
Lycos and Ticketmaster 
called off their $18 billion 
shopping, ticketing and portal 
merger. Lycos shares, which 
had plunged after the merger 
was announced in February, 
régained some of their lost 
value. It is said to be looking 
for some richer partners. 


Using Microsoft technology, 
Sony Music will this sum- 
mer start selling hit “virtual 
singles” on the Internet, as 
soon as they are available in 
record shops. The price is like- 
ly to be similar—$3.49--and 
they will take around five 
minutes to download. 


Strength to strength 


In another sign of the strength 
of the American economy, 
workers’ productivity soared 
by 4% in the first quarter, at 
an annualised rate, compared 
with the previous quarter, 
when growth had also been 
higher than expected. 





After bananas, now comes 
beef. Starting the latest trans- 
atlantic trade war, the Euro- 
pean Union confirmed that it 
would not lift its ban on im- 
ports of hormone-treated 
beef by the deadline of May 
13th set by the World Trade 
Organisation. America is ex- 
pected to retaliate by imposing 
trade sanctions. 


Taking over 


HSBC, a London-based in- 
ternational banking group, 
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ment with the purchase of 
Republic New York and its 
European affiliate, Safra Re- 
public, for $10.3 billion. The 
deal gives HsBC’s asset-man- 
agement and private-banking 
ambitions a big boost. 


The German government 
nominated Ernst Welteke to 
succeed Hans Tietmeyer as 
president of the Bundes- 
bank. Mr Welteke joined the 
central bank’s council four 
years ago. 


Up to 64 brokers on the floor 
of the New York Stock Ex- 
change are being investigated 
by federal prosecutors and 
regulators, who suspect them 
of illegally sharing profits with 
their customers. 


Axa, a French insurer, has 
pulled out of the bidding for 
Korea Life, South Korea’s 
third-biggest life insurer. This 
is a blow to hopes that foreign 
investors might rescue South 
Korea’s troubled insurance 
firms. 


Merger talks to create Eu- 
rope’s biggest steel maker 
ended in failure after Germa- 
ny’s Salzgitter broke off talks 
with Luxembourg’s Arbed. 
Arbed, it seemed, wanted con- 
trol of the merged group; Salz- 
gitter, which is mostly in the 
state sector, was reluctant to 
go beyond an alliance. 


AstraZeneca, an Anglo- 
Swedish drugs and agrochem- 
icals group, agreed to sell its 

| specialty chemicals business to 
a buy-out team of Britain’s 
Cinven and Investcorp, regis- 
ted in Bahrain, for $2.1 billion. 


The ructions at Marks and 
Spencer continue. The trou- 
bled British retailer is to cut 
15% of its 1,900 managers in 
hopes of making annual sav- 
ings of £10m ($16.2m). War- 

| burg Dillon Read, an invest- 
ment bank, reduced its profit 
forecast for mas by 10% for 
the year to next March. 














Georgia-Pacific, which makes 
timber products, made an un- |. 
solicited cash offer of $840m 
for Unisource, an American 
paper distributor, which had 
already agreed to be bought 
by uci, makers of propane. 


Slick moves 
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The oil price slid after figures 
showed that, although opec 
countries had sharply cut pro- 
duction in April, those cuts 
were not as big as members 
had promised in March. 


The board of YPF, Argenti- 
na’s oil giant, unanimously 
approved a $13.4 billion unso- 
licited cash offer from Repsol 
of Spain, putting an end to 
speculation that it would try 
to find another buyer, or 
squeeze out a higher price. 


Consolidated Natural Gas 
spurned a $6.9 billion hostile 
bid from Columbia Energy 
Group and instead accepted a 
lower offer of $6.3 billion 
from Dominion Resources. 


Chevron is rumoured to be 
in talks to buy Texaco, an- 
other big American oil firm. 
One spanner in the works is 
Texaco’s extensive refining and 
marketing ventures in Amer- 
ica with Royal Dutch/Shell 
and Saudi Aramco. 





Norsk Hydro made a sur- 
prise NKr17.5 billion ($2.3 bil- 
lion) bid for loss-making Saga 
Petroleum, Norway’s third- 
largest oil company, strength- 
ening Norsk’s position as the 
largest oil firm in Norway af- 
ter Statoil. 
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Bombs in Belgrade, 
bricks in Beijing 


BEING 


The calm that followed China’s protests over the bombing of its embassy in 
Belgrade is far from the end of an ugly affair 


N MAY ith, just four days after Amer- 

ican bombs had slammed into China’s 
embassy in Belgrade, the hoarsest cries in 
Beijing’s diplomatic district came no longer 
from angry mobs outside the American and 
British embassies, but from a lively game of 
volleyball in the Vietnamese compound. 
The sudden end to the most violent expres- 
sions of anti-Americanism in China since 
the cultural revolution—and the biggest 
street demonstrations since the Tiananmen 
protests a decade ago—-was perhaps not sur- 
prising. Though anger was deep and genuine 
across China, it was nurtured, channelled 
and ultimately reined in by a Communist 
Party that displayed its still awesome power 
for social mobilisation. 

Anger was first whipped up by state 
media that refused to countenance any in- 
terpretation of NATO’s attack other than that 
of a deliberate act of aggression—a violent 
assault upon China’s sovereignty designed 
to taunt and humiliate. Soon, students at 
Beijing University were given government 
permission to demonstrate; buses swiftly 
appeared, and extra transport was laid on 
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when student numbers proved too large. In 
the embassy district the principal attractions 
were the coconut shy of the British embassy 
and the American pillory round the corner, 
where the trapped ambassador, James Sass- 
er, was reduced to eating military rations. 
Riot police were clearly under orders not to 
stop paving stones being ripped up and hur- 
led at the windows. In the south-western 
city of Chengdu, the American consul’s 
house was burned. 

The government did not want emotions 
torun too high for too long. On May uth, Bill 
Clinton’s apologies were broadcast on state 
television, two days after they were first 
made, suggesting a tacit acceptance of them. 
Beijing University put up notices reproving 
students for some rowdy behaviour and or- 
dering calm. By May 12th, when the ashes of 
the three journalist “martyrs” killed in the 
Belgrade bombing arrived home, the embas- 
sy area was entirely sealed off to ordinary 
Chinese. On television, workers have been 
parroting that the best way they can show 
their indignation is to increase production. 
Foreign investors, especially American ones, 





got calm reassurances that China is still open 
for business. 

Is that the end of the matter, at least as far | 
as demonstrations of high emotion go? Stu- 
dents are hacking away at American and 
NATO computers, and earlier this week 
caused the White House website to be 
closed. Boycotts of American products are. . 
urged, “apart”, says one placard, “from 
high-technology ones”. It may prove to be. 
fairly harmless stuff. It is, after all, still the. 
dream of many an undergraduate to study 
further in America. Moderate members of 
the government think that calm is certainly 
needed to reassure foreign investors that 
China’s economic development will conti- 
nue apace. The crisis comes as foreign invest- 
ment looks like slowing anyway. 

So the indignation had better be at least 
orderly if the government is to press for its 
several pounds of diplomatic flesh abroad: 
China is now likely to demand various con- 
cessions of America. It had already with- 
drawn a set of market-opening measures 
that Zhu Rongji, the prime minister, laid 
confidentially before American trade nego- 
tiators during his trip to Washington last 
month (and which the Americans rashly 
publicised, to China’s anger). The Chinese 
may now try to insist that they should join 
the World Trade Organisation this year with 
few significant concessions. They will also 
seek to get American promises that Taiwan 
will not be part of a proposed defence um- 
brella for East Asia, consisting of early- 
warning systems against incoming missiles. 
And, most vociferously of all, China’s lead- 
ers have been insisting that if they are to help 
with a political solution to Kosovo—and 
Viktor Chernomyrdin, Russia’s envoy, and 
Gerhard Schroder, the German chancellor, 
both said in Beijing this week that Chinese 
help was necessary--then the bombing 
would have to stop straight away. 

Since the United States seems unlikely to 
meet these demands, how will China react? 
If the Belgrade bombing is a severe embar- 
rassment for NATO, particularly America, it 
is also the biggest crisis for China’s leaders 
since Tiananmen. 

Some onlookers detected cracks in the 
leadership before the bombing. But on the 
question of NATO’s war in Yugoslavia the 
government has been speaking with one 
voice: if America intervenes over Kosovo to- 
day, why not Taiwan or Tibet tomorrow? 
The media have fed the Chinese a diet of op- 
pressed Serbs, with barely a mention of the 
Kosovars’ plight. Yet some policymakers had 
been looking more carefully for lessons from 
the war. In particular, new, more flexible, 
political structures might be needed to head 
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voff ethnic unrest in China’s own corners of 
empire, notably Tibet and Xinjiang. Propo- 
nents of such a line, presumably, are now 
ripe targets for hardliners in the government. 

`: Before the bombing, though, the cracks 
~-were widest over economic policy. Details 
are hard to come by. But the reported resig- 
nations tendered by two, possibly three, 
ministers last week looked like more than 
carelessness. Certainly, those pushing for 
more economic ties abroad and faster, pain- 
ful reforms at home, have made plenty of 
enemies. Mr Zhu, in particular, appears to 
have staked his political reputation on forg- 
ingcloser ties to America. His less cosmopol- 
itan rivals will consider the bombing a 
chance to get their own back on a man who 
himself. admits he is brusque, short-tem- 
pered and lacking a factional base. 

Perhaps not too much should be made of 
the nagging feeling that the rabid state media 
may be getting beyond the control of their 
political masters. Nor, perhaps, that the 
schoolboy of the Politburo’s standing com- 
mittee, Hu Jintao, has been the front-man 
during this affair, leaving senior leaders no- 
tably less visible. It was, after all, Mr Hu who 
had been chosen a week earlier to deliver the 
anniversary speech commemorating the 
students of the May 4th movementin 1919, a 
protest against imperial powers trying to 
carve up China among themselves, and a 
turning-point in national consciousness. 

The students marching past the Ameri- 
can embassy last weekend were, they said, 
fired by May 4th patriotism. They are, any- 
way, of a different generation from the Tian- 
anmen protesters. So how they will react to 
the tenth anniversary of the June 4th killings 
is hard to tell. For now, their indignation at 
America’s bombing is also their govern- 
ment’s. But the students are visibly elated 
that popular protests have become a prac- 
tised form of political theatre. The question 
is whether this generation, now blooded, 
will get a taste for expressing wider demands 
should it feel let down by the government’s 
eventual response to the bombing, or should 
factional fights among the leadership be- 
come apparent. In calmer times, China’s se- 
nior men know they sink or swim together. 
Not so now. The Belgrade bombing may yet 
claim some individual victims. 
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Pakistan 


A silenced voice 


ISLAMABAD 


ARLY in the morning of May 8th, a group 

of policemen entered the house in Lahore 
of Najam Sethi, a newspaper publisher and 
editor. They beat him, locked his wife in a 
room and took him away. When his wife 
asked to see a warrant for his arrest, one of 
them said, “You want a warrant? We'll give 


30 






Sethi; removed by government thugs 


you his corpse.” Mr Sethi is held without 
charge. No information: has been given 
about his whereabouts. He has not been al- 
lowed to talk to his family or his lawyers. Ac- 
cording to. a government spokesman, he has 
given offence by projecting a “dismal picture 
of Pakistan” in a recent lecture in Delhi, and 
is suspected of having links with Indian in- 
telligence. 

On May 12th, Lahore’s High Court re- 
jected a petition of habeas corpus—bringing 
Mr Sethi before a judge— by lawyers acting 
for the Sethi family, on the ground that he is 
being held by the Inter-Services Intelligence, 
a military body outside the court’s jurisdic- 
tion. The matter will now go to the Supreme 
Court, which does have jurisdiction over the 
armed forces. The United States and the 
European Union have both protested about 
Mr Sethi’s arrest. 

Mr Sethi founded the Friday Times, a 
weekly newspaper, with his wife, and 
through it introduced investigative journal- 
ism to Pakistan. He was The Economist's 
correspondent in Pakistan until he joined 
the caretaker government formed in 1996 af- 
ter the overthrow of Benazir Bhutto, with a 
brief to investigate the corruption of former 
governments. He has often criticised the 
prime minister, Nawaz Sharif; but, accord- 
ing to the foreign minister, Sartaj Aziz, “He 
cannot have been picked up because he was 
criticising the government. Najam is.always 
criticising the government. He must have 
done something else.” 

Ostensibly, that was for being critical of 
his country in his lecture in Delhi. “He has 
been taken in custody for speaking against 
his own country on Indian soil and for in- 
dulging in anti-Pakistani activities,” said a 
government spokesman, who added that 
Mr Sethi was also suspected of having links 
with Indian military intelligence. Mr Sethi’s 
wife points out that he gave the same speech 
to Pakistan’s National Defence College last 


November: It was well received and a letter 
of thanks from the college wished Pakistan 
had more patriots like Mr Sethi. 

His real offence may be an interview he 
gave to a BBC team making a documentary 
about corruption in Pakistan. It is due to be 
shown in Britain in June. Another journalist 
who spoke to the team was interrogated for 
two days and then released. An opposition 
politician and writer, Hussein Haqqani, has 
been arrested and, like Mr Sethi, is being 
held incommunicado. Rehmat Shah Afridi, 
a Peshawar-based publisher whose newspa- 
pers have been reporting on government 
corruption, also sits in a Lahore jail, cut off 
from the outside world. He is accused of pos- 
sessing drugs. 

Mr Sharif says he is trying to restore or- 
der toa lawless country. The government re- 
cently successfully prosecuted Miss Bhutto 
and her husband on charges of corruption. 
But his targets are often people, like Mr Sethi, 
whoare seeking to make Pakistan a modern, 
liberal country. A day after Mr Sethi’s arrest, 
the government of Punjab, the biggest prov- 
ince, said it had shut down more than 1,900 
non-governmental organisations and or- 
dered them to be investigated for corruption. 
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Australia 


Back on the up 


CANBERRA 


YEAR ago, Australians were being told 

to batten down the hatches. The eco- 
nomic turmoil sweeping Asia was expected 
to turn south and engulf a country whose 
economy has been notoriously. prone to 
boom-bust cycles. Australia sells about 60% 
of its exports to Asia, many of them com- 
modities that are always vulnerable to reces- 
sion in the region. 

But Australia’s day of reckoning has 
never arrived. Instead, with a growth rate of 
more than 4% over the past year, its econo- 
my has outperformed not only its East Asian 
neighbours, but most other rich countries, as 
well. When Peter Costello, the treasurer (fi- 
nance minister), presented his fourth budget 
to Parliamenton May uth, he announced an 
almost unheard-of surplus of A$5.4 billion 
($3.6 billion) and talked of Australia enter- 
ing the next century “a world leader in living 
standards”. 

No one is talking of an Australian mira- 
cle yet, as they used to talk of an Asian mira- 
cle. But Australia’s turnaround has taken 
many by surprise. The Australia and New 
Zealand Banking Group, one of the coun- 
try’s four biggest banks, forecast. recently 
that Australia would “remain a bastion of 
stability in an extremely volatile world eco- 
nomic environment”. Even Singapore, once 
fond of slapping down Australia’s claims to 
regional leadership, has changed its tune; 
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Australia’s culture clash 


MELBOURNE 


Hi: MAY not be as well-known as Barry 
Humphries or Germaine Greer, two 
of Melbourne’s more famous cultural ex- 
ports, but Gerard Vaughan received a big- 
ger fanfare than either could expect when 
he returned home recently. Mr Vaughan, 
an art historian, is taking over as director of 
the National Gallery of Victoria, after 
spending the past 16 years abroad, mostre- 
cently as director of the development trust 
at the British Museum. 

Mr Vaughan is Melbourne's latest 
weapon in its fight to recapture from Syd- 
ney the title of Australia’s cultural capital, 
something the twocities have been fighting 
over for more than a hundred years. Now 
Melbourne seems to be getting back on top. 
Built on the wealth of the 19th-century 
gold rush in the state of Victoria, Mel- 
bourne, as the state capital, was for long 
Australia’s pre-eminent city. But when 
Sydney’s famous opera house opened in 
1973, the capital of New South Wales be- 
came established in international eyes as 
Australia’s creative heartland. It was fol- 
lowed by an exodus of writers, artists and 
film-makers from Melbourne to Sydney. 
By the early 1990s, after a series of financial 
scandals and disasters had leftit bankrupt, 


Victoria seemed in a state of terminal de- 
cline. The final insult came when Sydney 
won the right to hold the 2000 Olympic 
Games, after Melbourne had lost its bid for 
the 1996 games. 

Then along came Jeff Kennett, who 
was elected premier of Victoria at the head 
of a conservative coalition government in 
1992. Mr Kennettisa blunt talker whoonce 
ran an advertising agency. He restored Vic- 
toria’s finances, infuriating many Austra- 
lians as he did so by slashing public spend- 
ing on schools and hospitals and opening a 
gigantic casino, which now provides a 
good proportion of the state’s revenue. But 
just to show he was not an insensitive yob, 
Mr Kennett then embarked on the biggest 
expansion of cultural life any Australian 
city has seen. 

Whereas Sydney’s authorities allowed 
three crude apartment buildings to ob- 
scure the view of the opera house, Mr Ken- 
nett ordered the demolition of two ugly 
1960s towers facing the Yarra River in the 
heart of Melbourne. An open public space 
called Federation Square will open there in 
2001, the centenary of Australia’s federa- 
tion. The square will contain a new mu- 
seum of Australian art, the first of its kind. 


On the other side of the Yarra, Victoria’s 
national gallery is to get a A$136m ($92m) 
sprucing up which Mr Vaughan will over- 
see. A new Museum of Victoria, costing 
A$250m, is also being built next to the 
Great Exhibition Building, a Victorian 
landmark. All this will give Melbourne a 
cultural heart that Sydney lacks. 

Sydney, meanwhile, pushes on with its 
millennial projects, building roads, rail- 
ways and tunnels for the Olympics. Mr 
Kennett scornfully claims no thoughtis be- 
ing given to what happens to Sydney after 
the games. In his own town, he turns his at- 
tention to individual buildings, or at least 
to the rundown Markillie’s Hotel, one of 
Melbourne’s greatest eyesores, which he 
has ordered to be repainted. “I don’t like 
dirty buildings. It will be fixed,” he says. 

Since Mr Kennett’s government re- 
laxed Victoria’s drinking laws, Mel- 
bourne’s bars and restaurants have be- 
come the liveliest in Australia. Sydney is 
still lumbered with antiquated restrictions 
on drinking. It is a far cry from the days 
when Melbourne was run by the “Mel- 
bourne establishment”, a group of rich 
men fromold families who determined the 
city’s conservative ways over drinks at the 
Melbourne Club: Melbourne is rich again, 
but Mr Kennett has also made it racy and 
brash, qualities, in fact, that Melburnians 
once sniffily attributed to smug Sydney. 








smn 


during a recent visit, Goh Chok Tong, Singa- 
pore’s prime minister, praised Australia’s 
policies and contrasted them with many 
Asian countries’: “We were concentratingon 
fast growth, quick infrastructure, but forget- 
ting the fundamentals.” 

Hong Kong’s isc bank reckons Austra- 
lia has entered a prolonged period of growth 
that will continue well into the next decade, 
and could even surpass the golden age of the 
1950s. In those days, Australia still “rode on 
the sheep's back”, with agriculture, especial- 
ly wool, accounting for much of its prosper- 
ity. Last year farm products made up only 
one-fifth of its exports, and wool just 3%. The 
biggest change in the 1990s has been a surge 
in manufactured goods and services which 
together now contribute twice as much to 
exports as farming does. 

Australia is seeing the benefits of struc- 
tural changes over the past 15 years that have 
made its economy more resilient. The chang- 
es started with the former Labor govern- 
ment, which took the crucial decision in 
1983 to float the Australian dollar. Itdisman- 
tled many of the tariffs that had for decades 
protected inefficient Australian industries 
from foreign competition, deregulated the 
financial system and started to privatise 
transport, communications and utilities. 
The conservative government that came to 
power in 1996, headed by John Howard, has 


can no longer rely on Australia’s small do- 
mestic market of 18m people, as they could 
in the bad old days of protection, companies 
have learned to switch to new products and 
new markets. Clothing factories, once heavi- 
ly protected, have gone out of business, 
whereas industries with higher added value, 
such as medical equipment and car parts, 
have prospered. When the Asian turmoil be- 
gan in 1997, many Australian producers 
looked elsewhere to sell. Last year, Austra- 
lia’s exports to Europe and America rose 
considerably as those to Asia fell. 

Yet much of Australia’s new prosperity 
is being led by a consumer boom, which has 
been supported by a rising stockmarket, in 
which a record number of Australians are 
now investors. Buoyed further by rising 
property prices, people have felt richer, 
spent more and saved less. Demand for im- 
ports, together with weak prices for Austra- 
lia’s commodity exports, has also contribut- 
ed to one of the economy’s black spots: its 
current-account deficit, running at 5.5% of 
GDP. Unemployment, the other black spot, 
is stuck at 7.5% and shows no signs of im- 
proving. Nevertheless, Australia is entering 
its second century as a nation in strikingly 
better shape than it entered its first, when 
depression and drought in the 1890s almost 
strangled the new country at birth. 





The bush telegraph forecast 





taken these reforms further, especially by re- 
ducing union power. It has sold one-third of 
Telstra, the state-owned telecoms giant, and 
now wants to sell the rest and use the pro- 
ceeds to pay off debt. Mr Howard’s coalition 
was re-elected last October with a mandate 
to overhaul the tax system. But it faces a hos- 
tile Senate, where it relies on two independ- 
ents to pass its reforms. 

Evidence that changes seem to be work- 
ing should help Mr Howard. Now that they 
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The Philippines 


And a president 
was born 


MANILA 


ft es reason President Joseph Estrada of 
the Philippines is against birth control is 
compellingly simple. “I was the eighth child 
in our family,” he says. “If my parents had 
practised birth control, then I would not 
have been born.” Mr Estrada has at least ten 
children. His wife is the mother of three of 
them. The president's rate of procreation is 
something he has in common with the Fil- 
ipino masses, whose champion he purports 
to be. The government estimates that the 
country’s population will reach nearly 75m 
this year. It is growing at the rate of 2.3% a 
year, whichis rapid when compared with its 
South-East Asian neighbours. In Indonesia, 
the population is increasing by 1.5% a year 
and in Thailand by 0.9%. If Mr Estrada is to 
fulfil his promise to lift the masses out of 
poverty, he will have to think again about 
his country’s population policy. 

The Philippines is feeling quite smug 
about escaping relatively lightly from the 
Asian slump. Even though it had less far to 
fall than its glittery fast-growth neighbours, 
the country did begin to tackle some of its 
problems early on. As a result, its recession 
has been mild, and an early return to modest 
growth is expected. 

Some of the smugness might be erased, 
however, by a reading of a recent report by 
the Asian Development Bank (ans), which 
says that all those babies have meant that the 
growth in Filipinos’ incomes over the past 
two decades has been extremely low when 
compared with other countries. The rapid 
increase in population has had “negative 
consequences” for savings and investment, 
education, health care, income distribution, 
the environment, agricultural productivity 
and the management of the country’s natu- 
ral resources. A “sustained government 
commitment”, says the bank, is needed to 
control the growth of population. 

The main reason that is usually offered 
for the present lack of commitment—apart 
from President Estrada’s personal prefer- 
nces—is that over four-fifths of Filipinos are 
Roman Catholics and are assumed to accept 
their church’s injunction against the use of 
artificial contraception. Mr Estrada has said 
he will work with the church on the popula- 
tion problem, although his strategy has so 
far been limited to vague pronouncements 
about doubling efforts to boost agricultural 
production, and promoting “responsible 
parenthood”. 

But thechurch’s influence over ordinary 
Filipinos is exaggerated. Even Catholic dis- 
approval of Mr Estrada’s past love-life did 
not deter voters from giving him a hand- 
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Me 


Controversial advice 


some majority in last year’s presidential 
election. Moreover, the previous president, 
Fidel Ramos (a Protestant), showed that the 


government could at times politely ignore 


the church. Mr Ramos weathered a storm of 


TOKYO 


RY MOUR mills in Japan have been 
working overtime, claiming that the 
most powerful man in Japanese politics is 
dead or dying. Noboru Takeshita, a for- 
mer prime minister and the ageing don of 
the ruling Liberal Democratic Party (LDP), 
has not been seen for six weeks. Aides re- 
fuse to divulge which hospital he was ad- 
mitted to in early April, ostensibly for a 
spinal complaint, saying only that he re- 
fuses to see visitors because of the trouble 
itwould cause. Even Ryutaro Hashimoto, 
another ex-prime minister and a close as- 
sociate, has been turned away. 

The popular press has jumped to the 
conclusion that, like several senior con- 
temporaries in the Lpr who spent their fi- 
nalmonthsin hospital while being treated 
for “minor” complaints, Mr Takeshita is 
probably dying. Even if his illness is not so 
serious, his long absence from the political 
scene and the increasing likelihood that 
he will never fully regain his powers are 
sending shivers through the office of the 
prime minister, Keizo Obuchi. He was 
banking on Mr Takeshita’s support to get 
the ruling party to appoint him to another 
term as prime minister when his present 
one expires in September. The questions 
now being asked are who among the pp’s 
gerontocracy will step into Mr Takeshita’s 
shoes, and what therefore are Mr Obu- 
chi’s chances for a second term. 

The Lpr has always had a shadowy 
figure who wields real power from behind 
the scenes—giving the nod to appoint- 
ments, buying off the opposition, dealing 
with the underworld and pulling the 
strings of the prime minister. The job is 









Kingmaking in Japan 


church-led protests 
against the Philippines’ 
participation in a United 
Nations conference on 
population and develop- 
mentin Cairo in 1994. His 
government quietly pro- 
moted artificial contra- 
ception, although per- 
haps too quietly. 

A growing number of 
women, in defiance of 
both the church and Mr 
Estrada, are using birth 
control—including its 
most extreme form, abortion. Abortion is 
punishable by long prison terms under Phi- 
lippine law. Yet a 1998 survey cited in the 
ADB report indicated that one-third of all 
pregnancies in the Philippines that year 
were terminated by illegal abortions. 

—_s 








] 


usually claimed by a senior member of 
the party’s largest faction. When the late 
Kakuei Tanaka—the most effective “Sho- 
gun in the dark” in recent times—began to 
lose his grip in 1987, the scary Shin Kane- 
maru assumed the role, anointing his pro- 
tégé, Mr Takeshita, as prime minister and 
arranging for him to take over the Tanaka 
faction. In turn, when Kanemaru fell 
from grace in 1992, Mr Takeshita became 
the party’s kingmaker, handing the largest 
faction over to one of his own disciples, 
Mr Obuchi, and ensuring that he subse- 
quently became prime minister. 

Mr Obuchi has been at pains to point 
out that his 75-year-old mentor still has all 
his wits about him and will be up and 
about again shortly. The prime minister 
told reporters recently that, before he left 
for his summit with Bill Clinton on May 
3rd, Mr Takeshita called him from his 
hospital bed to dispense advice. 

Yet Mr Takeshita has already missed 
several crucial events that his aides were 
confident he would attend. If he fails to 
turn up for the emperor's garden party on 
May 19th, where he is supposed to be one 
of the guests of honour, then the prime 
minister really could find himself in trou- 
ble. He already has a number of rivals in 
the Lpr who think it is their turn to be 
prime minister. Meanwhile, it has not es- 
caped the notice of some that the follow- 
ers of Takeda Shingen, a wily 16th-centu- 
ry warlord of what is now Yamanashi 
prefecture who was also Japan’s greatest 
strategist, managed to keep their master’s 
death a secret for three years while they 
consolidated power. 
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Out of the dark, Republican 


glimmers 


WASHINGTON, DC 


The Grand Old Party is not in as much disarray as it looks. Admittedly, that 


would be hard 


T IS sometimes said that America has two 

parties—a Sun party, which illuminates 
the landscape, and a Moon party, which re- 
flects the beams. In 1995-96, it was the Re- 
publicans who cast a blinding light. Then 
they seemed to plunge into the darkness. 

At the start of this year many people 
thought that, having failed to bring Bill Clin- 
ton down by impeachment, the Republi- 
cans would face retribution in the presiden- 
tial election of 2000. There was talk that the 
political initiative had shifted decisively to 
Mr Clinton; the Democrats, it seemed, had a 
chance to. become the Sun party. Yet, just a 
few months later, Vice-President Gore is 
trailing behind the Republicans’ leading 
(but undeclared) presidential candidate and 
the Republicans are beginning to rebuild 
faster than anyone had expected. 

Not that you would know it from the 
Republicans of Congress. They are a sham- 
bles. Atthe end of April, the House of Repre- 
sentatives (where. the Republicans have a 
six-seat majority) voted not to declare war 
on Yugoslavia, not to withdraw American 
forces from the conflict.and not (on a tied 
vote) toendorse the bombing campaign. The 
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White House mocked this as a majority 
against moving forward, a majority against 
moving back and a tie about standing still. 
You would hardly have thought the Repub- 
licans could do worse. But, on May 6th, the 
House voted to give the president twice as 
much money as he had originally asked for 
toconduct a war that the House had refused 
to approve of just a week earlier. 

Thespeaker, Dennis Hastert, tried tojus- 
tify these peculiar decisions. He claimed that 
the first votes were matters of conscience on 
which varieties of opinion should be tolerat- 
ed, and praised Republicans for backing the 
second, on which American military oper- 
ations and lives depended. But several of 
those campaigning for president cut short 
this sophistry. They criticised Mr Hastert 
and the Republican Congress for sending 
muddled messages to Americans, NATO and 
Serbia. The upshot is a striking—indeed 
amazing—fact: the majority party in the 
largest military power in the world has no 
policy regarding the first full-scale war in 
Europe for 50 years. 

Yet there are two reasons for thinking the 
muddle might not matter much to the Re- 





publicans’ future. The first is that American 
politics is passing through a highly unusual 
phase. Ina country where local issues usual- 
ly dominate voting patterns, foreign policy 
has surprisingly emerged as the defining is- 
sue of the current political debate. 

Relations with China and Boris Yeltsin’s 
latest upheavals in Russia loom large in this 
week’s national news. Before that, a Harris 
poll put Kosovo at the top of voters’ con- 
cerns. Despite the resignation of Robert Ru- 
bin on May 12th (see Lexington), at the mo- 
ment it's no longer just “the economy, © 
stupid.” Individual Republicans have bene- 
fited from this, notably Senator John 
McCain of Arizona, who has urged Mr Clin- 
ton to be more decisive about his war aims 
and to use ground troops against Serbia if 
necessary. 

For the party as a whole, of course, Koso- 
vo is no aid to electoral advantage. At a time 
of war, there is a natural tendency to rally 
round the president. And the bombing cam- 
paign is awkward for Republicans, not least 
because it opens up old divisions within 
their ranks. This was hardly necessary. The 
party is a fractious coalition of groups that 
coalesce every few years to fight elections: 
they include foreign-policy hawks, isola- 
tionists, social conservatives (such as anti- 
abortion groups and gun lobbies) and fiscal 
disciplinarians. The war in Kosovo is a re- 
minder of the split between interventionists, = 
such as Mr McCain, and isolationists, such 
as Pat Buchanan, a fire-breathing presiden- 
tial aspirant who says that the United States 
should never have got involved in the Bal- 
kans in the first place. 

That helps to explain why the Republi- 
cans have been unable to use confusion in 
the conduct of the Yugoslav war to their elec- 
toral advantage. But this particular moment 
of weakness is unlikely to last long. Although 
Americans say rather vaguely that Kosovo 
matters to them, only 30% of respondents to 
opinion polls consider it “the most impor- 
tant problem facing the country”; for com- 
parison, 90% of voters in 1992 said they wor- 
ried about the economy. In a while, voters 
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will return to their traditional domestic con- 
cerns. 

The second big reason why the Republi- 
cans may be in better shape than they ap- 
pear to be is that they have—or think they 
have—someone to lead them out of their 
Balkan disarray. Presidents give shape to 
parties. They cajole or bully the party coali- 
tions to act in concert. The Republicans are 
gathering themselves around someone— 
George W. Bush, the governor of Texas— 
who they think can do that for them. In the 
process, they are transforming themselves 
by adopting the practices and attitudes he 
represents. 

It is often said that there are two Repub- 
lican parties: the congressional one in Wash- 








Spilling Chinese beans 


WASHINGTON, DC 


ILL the Democratic Party, or more 

particularly President Clinton's 
designated heir, Al Gore, be tripped up at 
next year’s ballot box by a 44-year-old 
immigrant from Taiwan called Johnny 
Chung? On May uth Mr Chung, already 
sentenced to a suspended jail term and 
3,000 hours of community service for his 
role in illicit contributions to the 1996 
campaign, spent five hours telling a 
House committee what it already knew: 
that he had visited the White House about 
50 times; acted as a middleman for Chi- 
nese political and business interests; and 
given more than $400,000 to Democratic 
causes. But Mr Chung did more than con- 
fess. He also delivered a well-aimed barb: 
“Please keep in mind that I didn’t create 
this system, you did.” 

Mr Chung is right. Politicians of both 
parties have too much to lose if they close 
the loopholes in the campaign-finance 
system; hence the halting progress over 
the past year of any reforms proposed. 
But the danger for Mr Gore and the Dem- 
ocrats asa whole is not so much the details 
of Mr Chung’s testimony—most of the 
$300,000 he was given by one Chinese 
general to help re-elect Mr Clinton ap- 
pears to have been siphoned off into his 
own business ventures—as their timing. 
The American public may well be bored 
by the campaign-finance scandal, but 
what if the voters connect it in some way 
with other “China scandals” grabbing 
current and recent headlines—such as the 
hamfisted attempt to ease China’s entry 
into the World Trade Organisation, or the 
continuing revelations of the transfer of 
nuclear and missile expertise to the Peo- 
ple’s Republic? 

The answer is to hit back. Tom Lantos, 
a Democratic congressman from Califor- 
nia, dismissed Mr Chung as “a very mi- 








ington, which is ideological, hard-edged and 
divisive, and the state Republicans (espe- 
cially the governors), who are pragmatic, 
non-ideological, focused on social issues and 
willing to work with anyone to get things 
done. The division is real. What is sometimes 
less noticed is that the congressional Repub- 
licans are falling over themselves to make the 
state governors the dominant force in the 
party as a whole. The ascendancy of state 
Republicans is most noticeable in the num- 
ber of congressmen who have put their faith 
in Mr Bush as the party’s presidential candi- 
date. The governor of Texas now has the sup- 
port of more than a third of the Senate Re- 
publicans and 94 members of the House of 
Representatives (including all the leaders 





Heeeere’s Johnny! 


nor, insignificant puppet of the Commu- 
nist regime.” On last weekend’s tv 
talk-shows the energy secretary, Bill Ri- 
chardson, pointed out that China’s theft 
of America’s nuclear and other secrets, 
notably from the Los Alamos National 
Laboratory in New Mexico and the Law- 
rence Livermore National Laboratory in 
California, occurred during Republican 
as well as Democratic administrations. 

And this week, while repeatedly apol- 
ogising for the bombing of China’s Bel- 
grade embassy by NaTo (see page 89), the 
administration pointedly refused to kow- 
tow. Indeed, Madeleine Albright, the sec- 
retary of state, rather brutally asserted 
this week that “the human tragedy” in 
Kosovo was a “larger issue” than the acci- 
dental killing of three Chinese journalists. 
All of which makes for good political 
spinning—but “spin” is needed only 
when candour will not work. 
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and half of the committee chairmen). House 
Republicans are meeting privately with the 
governor to thrash out a joint electoral plan, 
which is unprecedented for someone who 
has not yet formally declared himself a can- 
didate. Mr Bush is like a magnet beneath a 
piece of paper: as he moves, the iron filings 
silently form into new patterns. 

This is not without risks. Mr Bush is 
largely untried nationally. He has spent this 
spring in the governor's mansion in Austin, 
busy with state legislation and counting his 
campaign contributions. His rare pronoun- 
cements on the two main national issues of 
the past few weeks show him failing to use 
opportunities for straight talking: he was late 
in criticising Congress's Kosovo votes, and 
did little to lead public debate about gun 
laws and youth violence in the wake of the 
high-school killings in Littleton, Colorado. 
Most Republicans fervently hope the nomi- 
nation will be handed to President George 
Bush’s son on a platter, but he actually faces 
a tough fight for the nomination. Significant- 
ly, Mr Bush (like Elizabeth Dole, another ri- 
val) has refused to endorse harsh measures 
against abortion or to abominate all gun con- 
trol, articles of faith for many Republican 
activists. 

All the same, if he wins the nomina- 
tion—and that still seems the best bet—he 
will find that his brand of Republicanism 
has already begun to change the party to his 
advantage. Strident conservatism is out; 
“compassionate conservatism” is in. Anti- 
government rhetoric is being toned down. 
And controversial legislation is being 
shelved. The Senate majority leader, Trent 
Lott, for example, has scotched plans for re- 
form of Social Security, this year at least. 

In short, the Republicans are reinvent- 
ing themselves by responding to Clintonian 
criticism and learning from their mistakes. 
They are becoming (if you want to put it this 
way) the Moon party—and seeking to make 
a virtue of it. 

. 





Free speech 
Can media kill? 


CHICAGO 


jail pis Jenny Jones Show” thrives on 
conflict and controversy, but last 
week’s public attention was not what the 
producers of the show had in mind. A Mi- 
chigan jury ordered Warner Brothers, which 
owns, produces and distributes “Jenny 
Jones”, to pay $25m to the family of Scott 
Amedure, a man who was shot to death in 
an incident precipitated by his appearance 
on theshow. 

Mr Amedure appeared in a 1995 seg- 
ment in which he described his secret fanta- 
sies about another man, Jonathan Schmitz. 
Meanwhile, Mr Schmitz had been invited 
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on to the show to meet his secret admirer. Mr 
Amedure’s family (represented by Geoffrey 
Fieger, Jack Kevorkian’s former lawyer) ar- 
gued successfully that Mr Schmitz was ex- 
pecting to meet a woman. His subsequent 
humiliation prompted him to kill Mr Ame- 
dure three days later. (Mr Schmitz’s convic- 
tion for second-degree murder in 1996 was 
overturned because of a procedural matter; 
anew criminal trial is scheduled for August.) 

The tabloid television murder is one of a 
series of cases probing the degree to which a 
party can be found culpable when someone 
else pulls the trigger. At the end of this 
month, a federal judge will examine a law- 
suit arising from the case of James Perry, a 
contract killer who murdered three people 
in Maryland in 1993. Perry is already on 
death row, and the man who paid for the 
killings is serving life without parole. But the 
court will seek to determine the culpability 
of the publisher of a book Perry purchased 
before the murders: “Hit Man: A Technical 
Manual for Independent Contractors”. 

The book is published by Paladin Press, 
a Boulder, Colorado company founded by 
two former Green Berets, Peder Lund and 
Robert Brown (who later split off to found 
Soldier of Fortune magazine). Other Paladin 
titles are devoted to subjects ranging from 
disposing of a human body to making explo- 
sives from household objects. (Timothy 
McVeigh reportedly bought a copy of Pala- 
din’s “Homemade C-4: A Recipe for Surviv- 
al”, a handbook for making a powerful ex- 
plosive, before the Oklahoma City 
bombing, though he later chose a different 
kind of bomb.) Lawyers representing the 
family of Perry’s victims, who are suing for 
civil damages, argue that the 27 steps out- 
lined in “Hit Man” aided and abetted the 
murders. 

The publisher's defence will be that the 
book could not have been much help: many 
of its tips are wrong and others are common 
sense (eg, don’t leave fingerprints behind). 
The author, Rex Feral, described in the Pala- 
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Not what he expected 
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din catalogue as “a professional killer” who 
“feels no twinge of guilt at doing his job”, is 
really a divorced mother of two who has 
never fired a gun. Besides, the company will 
point out, Mr Perry didn’t need the book 
anyway. He was already an experienced 
criminal who had been convicted of shoot- 
ing a Michigan state trooper during an 
armed robbery attempt. 

The American legal system has tradi- 
tionally been far more concerned with crim- 
inal acts than with the factors that make 
such acts more or less likely. Common law 
suggests that there is a “breach in the causal 
chain” when another human will inter- 
venes. For example, the owner of a badly-lit 
car park should not be held liable for a rape 
that occurred there, even if he could reason- 
ably have foreseen such an incident. 

But there is a trend towards “multiple 
causal doctrine”, or using the law to divide 
up blame among several parties, according 
to Saul Levmore, a law professor at the Uni- 
versity of Chicago. It can be argued that 
there are social benefits to be derived from 
giving property owners an incentive to light 
and patrol their car parks, without necessar- 
ily excusing the rapists and murderers who 
may be lurking there. 

Assigning blame is not the only compli- 
cation in these cases: there is the “majestic 
wild card” of the First Amendment, says 
Marshall Shapo, a professor of law at North- 
western University. The New York Times, 
the Washington Post, the American Civil 
Liberties Union, America Online and many 
others have lined up behind the publisher of 
“Hit Man”. But their case is not overwhelm- 
ing. The suit against Paladin was originally 
thrown out by a federal judge on First 
Amendment grounds; but it was reinstated 
by an appeals court, which ruled that the 
book does not enjoy First Amendment pro- 
tection because it has no legitimate purpose 
beyond the promotion and teaching of mur- 
der. The Supreme Court let that decision 
stand, as well as a similar Louisiana appeals 
court ruling that the mak- 
ers of the film “Natural 
Born Killers” do not enjoy 
First Amendment protec- 
tion because the film in- 
cites “imminent unlawful 
action”. The makers of the 
film have been sued by 
the family of a conve- 
nience store assistant who 
was shot by a couple on a 
violent robbery spree, 
said to be in imitation of 
the film. 

It would be ironic if a 
tawdry show like “Jenny 
Jones” has a lasting im- 
pact on American law. 
But it would not be alto- 
gether surprising. 

— ne a 





UNITED STATES 
Dispensing justice 


A tree grows in 
Brooklyn 


NEW YORK 


ED HOOK, in Brooklyn (population 
11,000), isnotoneof the mostsalubrious 

spots in New York. Bounded on three sides 
by New York harbour and on the other by 
the six-lane Gowanus Expressway, this 
mostly black and Latino district is an en- 
clave of high unemployment, urban decay 
and crime. In the mid-1980s, Life magazine 
described Red Hook as the “crack capital of 
the world”. The nadir came, however, in 
1992, when Patrick Daley, a popular princi- 
pal of the local elementary school, was shot 
dead by a drug dealer outside his school 
gates. Daley was not the intended victim; he 
was caughtin the crossfire. But it was enough 
to galvanise the community into action. 

Later this year the Red Hook Communi- 
ty Justice Centre, financed by a range of 
public and private bodies including New 
York city and the federal government, will 
open its doors to residents. According to 
Adam Mansky, the centre’s co-ordinator, 
“the goal is to improve public confidence in 
the justice system by returning the court to 
the community it serves.” 

Housed in a long-empty school in the 
shadow of the notorious Red Hook Houses 
estate, the Justice Centre will be used as a 
court for minor criminal cases and juvenile 
delinquency, domestic violence and land- 
lord-tenant proceedings. It will also be a 
much-needed forum where residents can 
express concerns about local issues. Its staff 
will offer a range of services, such as counsel- 
ling for people affected by alcoholism and 
domestic violence. All services will be avail- 
able to everybody in the community, not 
just criminal defendants. 

One judge will be in charge, in the hope 
that he or she will acquire in-depth knowl- 
edge of the local community and the people 
in it. “If you rotate judges, it can feel like con- 
veyor-belt justice. This is what we are trying 
to get away from,” says John Feinblatt, the 
director of the Centre for Court Innovation 
which oversees the Justice Centre. “We want 
the judge to understand the community and 
the problems which it faces.” 

The judge will be able to hand down a 
range of traditional and not-so-traditional 
punishments, ranging from appropriate 
community service (for convicted vandals, 
cleaning up the local park) to drug counsel- 
ling. Justice will be swift: no waiting around 
for months before the court can schedule a 
hearing. More serious crimes requiring a 
more severe sentence will still be tried in the 
borough’s central criminal court. 

In the Justice Centre’s mock courtroom, 
children taking part in the Red Hook Youth 


35 





UNITED STATES 


Court (which has been running for a year) 
hear proceedings involving wayward 
youngsters. The teenage jury “sentences” 
young offenders to community service and 
letters of apology, or refers them to social 
workers or mentors. The 
hope is that young trouble- 
makers will decide to skip 
the real-life experience lat- 
er. With over 75 hearings 
under its belt, the Youth 
Court has a 94% sentence- 
compliance rate, a figure 
unheard of in real courts. 
The fact that the centre 
is rightin Red Hook should 
cut down the number of 
residents who lose cases by 
failing to turn up at the 
hearing. It is not only lack 
of interest in their fate that 
keeps people away. Rela- 
tively few residents have 
cars, and Red Hook’s pub- 
lic transport is woeful. The 
nearest subway station is 
not even in the district— 
and, when its lifts are out of action, which is 
more often than not, the platform can be 
reached only by climbing 80 feet of stairs. 
Although many locals welcome the new 
project, some still look askance at its implica- 
tions. The Justice Centre will bring more po- 
lice officers into the neighbourhood, not 
least because they will be accompanying 
prisoners to court. Many residents have 
complained of police harassment or brutal- 
ity in the past. Others feel that they have 








Mr Mansky’s Centre 


been deliberately neglected. 

The co-ordinators of the project, who 
cut their teeth on the successful Midtown 
Community Court which opened in 1993, 
realise that they have deep-rooted prejudic- 
es to overcome. Fortu- 
nately, these co-ordina- 
tors are a prescient bunch. 
Four years ago they ap- 
plied to join President 
Clinton’s AmeriCorps 
programme, a national 
project modelled on the 
Peace Corps that seeks, in 
its own words, to “streng- 
then America’s commu- 
nities through service”. 

With state money, the 
Centre for Court Innova- 
tion, in partnership with 
the Brooklyn district at- 
torney and Victim Servic- 
es, has set up the Red 
Hook Public Safety Corps. 
Each year, 50 residents of 
Red Hook and the sur- 
rounding area perform 
community-based public service, including 
repairing broken locks on people’s homes 
and cleaning up graffiti. 

In exchange, members of the corps re- 
ceive living expenses during their term of 
service and an education grant at the end of 
it. Running the corps is fairly expensive— 
$250,000 a year, even without the living ex- 
penses and the grants—but it is already 
proving a useful resource for the Justice Cen- 
tre. Members have been hard at work build- 


Another miracle: productivity 


NEW YORK 


THERE seems to be noend 
to the good news about 
America’s economy. Any 
fears that the Federal Re- 
serve is thinking of raising 
interest rates have been 
calmed by figures showing another unex- 
pectedly large rise in productivity. 

In the first quarter of this year, non- 
farm output per hour rose by a seasonally- 
adjusted 4%—way above the 3% increase 
expected by Wall Street economists. This 
comes hoton the heels of a 4.3% increase in 
productivity in the final quarter of 1998, 
which also took forecasters by surprise. 
For productivity to increase so fast this far 
into an economic cycle, and with such low 
unemployment, is astonishing. 

A debate has been raging within the 
Fed about the extent to which new tech- 
nology has transformed the economy, 
making possible much faster growth with- 
out inflation than had previously seemed 





likely. The latest data strengthen the “new 
economy” lobby on the Fed’s monetary 
policy committee against hawkish tradi- 
tionalists such as Laurence Meyer. Perhaps 
workers are not spending all their days 
trading shares on the Internet and e-mail- 
ing their friends after all, and are doing 
something productive online instead. 

With the labour market still incredibly 
tight, however, Alan Greenspan, the Fed 
chairman, might quickly shift his weight 
behind the traditionalists if the combina- 
tion of fast productivity growth and low 
wage inflation ever shows the slightest sign 
of changing for the worse. Indeed, in recent 
speeches, Mr Greenspan has made it clear 
that although there may have been a 
“structural” increase in productivity, there 
will always be a rate of wage inflation that 
will cause unit labour costs to rise, whatev- 
er the level of productivity—and he re- 
mains alert. 

For now, though, things look good. In- 





ing bridges between residents and law-en- 
forcement officers, and some of them will be 
helping the social workers and lawyers 
when the centre opens its doors. 

The centre’s operational budget is still 
being worked out; it will probably be about 
$1.4m a year. Mr Mansky is not yet sure 
whether it will produce savings in the ad- 
ministration of justice. A cost-benefit analy- 
sis of the Midtown Community Court has 
still not been finished after four years. But he 
expects the Red Hook Centre to help the area 
by providing free labour from offenders per- 
forming community service (the Midtown 
court generates more than $175,000-worth a 
year); by providing drug treatment; and by 
generally strengthening the community, 
which might bring in investment and jobs. 

As things take shape in Brooklyn, other 
cities are watching. Portland, Oregon, has 
started a community court based on the 
Midtown prototype; others are planned in 
Minneapolis and Baltimore. If Red Hook's 
Justice Centre—the most ambitious com- 
munity-justice project so far—can strength- 
en Red Hook, it may work in other areas 
where deprivation and crime appear to be 
facts of life. 

Success in this deprived corner of Brook- 
lyn could also provide a much-needed boost 
for Mr Clinton’s maligned AmeriCorps pro- 
gramme. Sceptics—most of them Republi- 
cans—complain that the scheme is a public- 
relations exercise for the president and a 
waste of taxpayers’ dollars. The Red Hook 
project could prove that they are getting a 
bargain after all. 

a 





deed, points out Ian Shepherdson of High 
Frequency Economics, the rate of growth 
of unit labour costs has now fallen below 
core inflation, which means that inflation 


may soon edge lower—or, at the very least, 
that rising commodity prices will not pro- 
duce the rise in inflation feared by some 
economists. But Americans should not get 
carried away. A few good quarters do not 
equal a paradigm shift. 


Busy, busy 

Output per hour, non-farm 

business sector, % change from previous 
quarter at annual rate 
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Advertising campaigns 
Branding Texas 


AUSTIN 


EXANS have always possessed an un- 

common (to other Americans, down- 
right excessive) pride in their state. They 
print t-shirts announcing that Texas is not to 
be “messed with” and drive around with 
bumper-stickers reading “I wasn’t born in 
Texas, but I got here as soon as I could.” After 
hearing enough speeches by Texas politic- 
ians, the casual observer might begin to be- 
lieve that the state’s official name is “The 
Great State of Texas.” 

Now, if state officials get their way, this 
vast reservoir of Lone Star devotion will put 
money into the pockets of Texan farmers. In 
late May, the Texas Department of Agricul- 
ture (TDA) will launch its “Go Texan” cam- 
paign, an effort to promote goods grown or 
processed in the state. Products will be 
“branded” with the campaign logo (based 
on a cattle brand) and promoted first in Tex- 
as, and then across the country. The tpa will 
also run tv commercials featuring Texas- 
bred celebrities such as Tommy Lee Jones, an 
actor, and Nolan Ryan, a baseball star. 
When Governor George W. Bush an- 
nounced the campaign last month he stood 
on a stage overflowing with Texas-grown 
grapefruit, rice, beef jerky and wine. 

If poll data are any indication, the “Go 
Texan” campaign has a good chance of suc- 
cess. According to a recent survey, if Texas- 
made products were identified as such, 89% 
of the state’s people would choose them over 
goods produced elsewhere. The tna believes 
the campaign will appeal to a natural in- 
stinct among Texans to help out their own. 
And, if that doesn’t work, there is always 
peer pressure. In the words of Susan Combs, 
the Texas agriculture commissioner, the idea 
is to make it “un-cool” and “un-Texan” to 
buy anything but Texan products. 

Other states have run campaigns to pro- 
mote individual industries, but “Go Texan” 
is the first to label and promote all a state’s 
agricultural wares. Texas officials believe 
that the product branding and the television 
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The healthiest city 


SAN FRANCISCO 


ACTS often give the lie to rumours and 
reputations. But not always. The San 
Francisco Bay Area’s reputation as the 
chic, healthy quarter of America turnsout 
to be spot-on. A new survey of retail food 
purchases by the ACNielsen organisa- 
tion, complemented by (unbiased) re- 
search conducted by the San Francisco 
Chronicle and a local television station, 
reveals that people in the Bay Area pur- 
chase more salads, bottled water, fresh 
eggs and yogurt, and far more wine, than 
the national average. At the same time, the 
Golden Gate region is at or near the bot- 
tom of the national rankings in purchases 
of tobacco products, canned vegetables, 
sugar and sugar substitutes, and desserts. 
Nielsen surveyed supermarket sales 
in 51 cities, focusing on stores with more 
than $2m in annual sales. The Chronicle 
added data from Safeway, one of the 
largest American supermarket chains, 
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Tinned peas, Mr President? 
Top areas for buying: 

100=national average 

Wine 

San Francisco, California 324 
Portland, Oregon 242 | 
San Diego, California 231 | 
Seattle, Washington 229 
Sacramento, California 225 
Deli salads, spreads and dressings 

Miami, Florida 129 
San Francisco, California 125 
Chicago, Illinois 124 
Atlanta, Georgia 122 
Denver, Colorado 120 
Canned vegetables 

Little Rock, Arkansas 157 
Memphis, Tennessee 145 
Oklahoma City/Tulsa, Oklahoma 139 
New Orleans/Mobile, Alabama 136 
Louisville, Kentucky 128 
Tobacco and its accessories 

Omaha, Nebraska 256 
Little Rock, Arkansas 191 
Des Moines, lowa 183 | 
Pittsburgh, Pennsylvania 181 
Milwaukee, Wisconsin 168 | 
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and food-processing conglomerates such 
as Pillsbury. 

On the Nielsen scale, where 100 
equals the national average, San Francis- 
co’s consumption of wine rates 324; the 
city that drinks the second-most wine, 
Portland, Oregon, is far behind at 242. 
Louisville, at 139, drinks the most soda; 
San Franciscans drink the least pop in the 
country, achieving a rating of only 71. 
Louisville also consumes a lot of canned 
vegetables, as do Memphis, Oklahoma 
City, New Orleans and the canned-food 
capital, Little Rock, which rates 157 on the 
100-average scale. 

The survey and other sales data show 
how immigration patterns, a local farm 
economy, the local culture and the weath- 
er affect food purchases across the coun- 
try. San Francisco's long history as a desti- 
nation for Asian, Latin American and 
Mediterranean immigrants shows up in 
data from Pillsbury: Bay Area consumers 
buy much more enchilada sauce, avoca- 
dos (for guacamole), teriyaki sauce, olive 
oil and marinades than the national aver- 
age. Indeed, Pillsbury does not sell its ba- 
sic taco-making kit in the Bay Area; resi- 
dents already know all there is to know. 
Safeway stores in northern California sell 
50% more fresh herbs, Asian food, fresh 
pasta, capers and fresh spinach than its 
stores elsewhere in the country. 

The Nielsen survey also reveals that 
residents of big grain-producing regions 
such as Minnesota buy the most breakfast 
cereals, and that stores in New Orleans 
comesecond in thecountry in whisky and 
gin sales. (Surprisingly, stores in Des 
Moines, Iowa, sell the most; New Or- 
leans-dwellers reckon Iowans need liquor 
against the misery and cold.) 

Where the Bay Area joins the rest of 
the country is in frozen-food purchases, 
though even these are flavoured by Cali- 
fornian culture: San Francisco’s super- 
market purchases of frozen Mexican en- 
trées rate 179 on the 100-average scale, 
and frozen Italian entrées rate 154. But in 
the city where Fisherman’s Wharf re- 
mains a magnet for tourists, residents still 
buy local and fresh: frozen seafood sales 
rate a shrimpy 58. 








spots will allow state farmers to break into a 
national market for farm products that is 
still dominated by Florida and California. 
Yet the campaign may find its greatest 
success outside the United States. Organisers 
hope to market Texas agriculture worldwide 
by negotiating trade relationships with for- 
eign buyers. According to Mrs Combs, the 


Lone Star State has an international mys- 
tique (and an easily recognisable shape) that 
she believes can be cashed into revenues for 
Texan farmers. She may have a point. After 
all, international viewership of “Dallas” 
kept the series on the air long after J.R. reco- 
vered from his gunshot wounds. 

a 
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Larry Summers's little prize 


AUL SAMUELSON, Nobel laureate and one of this century's 

greatest economists, once remarked that the principle of com- 
parative advantage was the only big idea that economics had pro- 
duced that was both true and surprising. His nephew Larry Sum- 
mers, named by the president this week to succeed Robert Rubin as 
treasury secretary, is a standing affront to that concept. It would be 
hard to think of anybody better equipped by intellect to scale new 
heights in-academic economics, or worse equipped. by temper- 
ament to succeed as a bureaucrat-politician. Yet Mr Summers turn- 
ed away from the academy to devote his prodigious brainpower to 
getting less than you might think done in Washington. His new pro- 
motion, assuming the Senate confirms it, makes him very much a 
“success” in one sense, of course. 
Still, what a waste. 

The problem for Mr Summers 
was presumably that Nobel prizes in 
economics are handed out to mem- 
bers of his family on a routine basis. 
Another of his uncles, Kenneth Ar- 
row, has got one as well. Mr Summers 
could certainly have won his own— 
indeed, it is possible that he did 
enough in his brilliant short career as 
an academic to be chosen for the 
honour in due course anyway. But 
where is the merit in coming third? 
Appointment to one of the highest 
posts in the country, slight though its 
demands may be on Mr Summers’s 
particular talents, at least makes a 
change; and thanks to his funda- 
mental unsuitability for the job, it 
will be more ofa challenge too. 

As far as personal style is con- 
cerned, Mr Summers is the antithesis 
of his predecessor. Mr Rubin, who 
has been four years in the job, is 
suave and polished, a good listener, 
relaxed in conversation, a charmer 
(with superb connections on Wall Street). Mr Summers can be affa- 
bleand funny, butis also intellectually restless, easily moved tocon- 
tempt, intimidating, impatient and scary. These days, mind you, he 
is concentrating hard on affable. He has learned much from work- 
ing for Mr Rubin, for whom he appears to have a genuine regard. He 
shakes hands on the Hill as eagerly as an old Washington pro. He’s 
neater than he used to be as well, with his shirt-tail now tucked in . 
much of the time. 

But Mr Summers is still the man who as an economics professor 
at Harvard (the youngest ever to be appointed to the faculty, obvi- 
ously) would shamble late into a seminar carrying a diet soda: and 
anarmload of documents; apply himself with apparently total con- 
centration to the latter, ignoring the graduate student who was 
nervously presenting a paper; then wearily at the end, barely glanc- 
ing up from his own work, deliver a devastating point-by-point cri- 
tique of what had been said. Imagine the effort required for this 
man to feign interest in the idiotic ramblings of some member of 
Congress, next to whom the stupidest graduate student Mr Sum- 
mers ever met was John Maynard Keynes. 

Well, that is what American treasury secretaries have to spend 
the larger part of their time doing. And they must sitin on cabinet 
meetings that are scarcely more intelligent. As to actual powers, 
these are few: compared with finance ministers in other countries, 





the treasury secretary of the United States is a nonentity. Mone- 
tary policy belongs exclusively to the Fed. The power to tax and 
spend rests exclusively with Congress, and mostly with the.ar- 
rantly populist House of Representatives. All this week's co- 
lumn-inches about Mr Summers carrying on the fine work of Mr 
Rubin in balancing the budget, promoting growth and keeping 
the dollar strong are so much hogwash. The credit for all three lies 
elsewhere. Ineach case, the main challenge for the Treasury is po- 
litical—to nudge the other arms of government gently in the de- 
sired direction, and in any event take the credit if things go well. 
Gentle nudging and currying favour aren’t areas in which Mr 
Summers is likely to excel. 

An important exception is the 
Treasury’s role in foreign policy, 
where Mr Summers has already 
played a pivotal role as deputy secre- 
tary and before that as undersecretary 
for international affairs. Here the 
Treasury has real power, chiefly 
thanks to its ability to strong-arm the 
International Monetary Fundandthe . 
World Bank. In this area, Mr Sum- 
mers could make a difference. He has 
the brains, if anyone has, to think 
through the tangle of issues in the de- 
bate over “international financial ar- 
chitecture”, and the power, it seems, 
to push his answers forward. 

On the other hand, the record so 
far has been discouraging. Despite in- 
tense involvement by Mr Summers, 
progress in reforming international fi- 
nance has been slow. After recent 
meetings in Washington, officials 
from Europe blamed the Treasury for 
this, complaining that America 
would rather respond to crises “flexi- 
bly” (ie, in its own narrow interests, 
case by case) than devise a rules- 
based approach. There was a lot of grumbling about Mr Sum- 
mers’s peremptory style, as well. Lately, resentment of this sort 
has again become a principal theme in international economic 
relations (the row over the new head of the World Trade Organi- 
sation, where America is also accused of throwing its weight 
around, is another example). These frictions complicate things. 

Which is only to say that even in the area where the Treasury 
does wield real power, economics must still give way to politics. 
Certainly; Mr Summers is not naive about this. He has indeed 
learned to be “flexible’—and to make useful friends. During a 
spell as the World Bank’s chief economist, he circulated a noto- 
rious (and only semi-joking) memo, leaked to The Economist, 
calling for pollution to be exported to the third world, which had 
too little of it. Brazil’s environment minister said that this was 
“perfectly logical but totally insane” —a distinction that any poli- 
tician (though not all economists) would understand. Al Gore 
evidently agreed; he is said to have vetoed Mr Summers as next 
head of the World Bank. But the breach has been healed. Mr 
Summers is now advising and writing speeches for the environ- 
mentally correct vice-president, and hoping presumably toserve 
in his forthcoming green administration. Politics, Mr Summers 
has observed, is in the end a lot like economics—all a matter of 
“optimisation subject to constraints”. 
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Colombians dream of peace 


SAN VICENTE DEL CAGUAN 


At last, substantive negotiations between government and rebels are to begin 


EN months after his secret foray into the 

Colombian forest to propose peace talks 
with the country’s most powerful guerrilla 
group, the Revolutionary Armed Forces of 
Colombia (rarc), President Andres Pas- 
trana has been at it again. This time it was to 
share an impromptu barbecue with the 
FARC’S veteran leader, Manuel “Sureshot” 
Marulanda, and to persuade him to acceler- 
ate the stumbling dialogue of recent 
months into a phase of formal nego- 
tiations. 

The presidential visit was por- 
trayed as putting the icing on the cake 
of dialogue. But what really pushed 
Mr Pastrana into his visit to the jungle 
may well have been, as many suggest, 
the mounting pressure to show some 
results from his peace-making efforts. 
For weeks, talks in the demilitarised 
zone—in practice, a FARC zone—cen- 
tred on San Vicente del Caguan, in the 
south of the country, had been in sus- 
pended animation, and not much 
animation at that. 

Now the stalemate has been bro- 
ken. Whatever its real motives, the 
outcome of Mr Pastrana’s lunch with 
“Sureshot” has been to bring Colom- 
bia nearer—though, goodness, still 
how far away—to a negotiated solu- 
tion to its guerrilla wars than it has 
been since they broke out more than 
30 years ago. Government and rebels 
have now agreed to begin negotia- 
tions later this month, on a wide- 
ranging formal agenda, and in the 
presence of international observers 
and “facilitators’—conjointly, the 
strongest indications yet that both 
sides are prepared to give negotiation 
a serious chance. 

Mr Pastrana’s journey on May 2nd deep 
into the demilitarised zone came as time was 
running out for the two sides to move the 
peace process forward. The zone, which has 
been under de facto Farc control since No- 
vember would have reverted (in theory, at 
least) to the government last week had pro- 
gress not been made. Many observers were 
suggesting that the whole process was on the 
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verge of collapse. The people of the zone’s 
five municipalities, led by local priests, have 
been increasingly critical of the FARC’s man- 
agement of the territory, and increasingly 
impatient with the lack of results to show for 
their predicament. The illegal soldiery of 
Carlos Castano, Colombia’s most feared pa- 
ramilitary warlord, had threatened to come 
south in force, saying they would move their 
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2,000-man operations centre to an area near 
the demilitarised zone. Mr Pastrana’s public 
popularity was at its lowest since he came to 
office last August, and American officials 
had warned him that he was in danger of 
losing credibility in Washington too if he ex- 
tended the period of demilitarisation with- 
out beginning formal negotiations. 
Meantime the farc was pulling hard in 
the other direction, insisting that it would 


not even start serious negotiations until it 
had firm evidence that the government was 
serious about clamping down on the para- 
militaries. However, first Mr Pastrana en- 
forced the retirement of two army generals 
accused of collaboration with such groups, 
and then this week a big police operation 
shutdown a huge drug laboratory run by the 
paramilitaries, capable of turning out eight 
tonnes of cocaine a month. 

Though the Farc does not yet fully ac- 
cept the government's commitment to rein- 
ing in the paramilitaries, most analysts agree 
that both of these recent events mark a sig- 
nificant switch in the approach of Colom- 
bia’s armed forces. Many suspect that much 
of the delay since the talks-about-talks be- 
gan in January has been due to Mr Pas- 
trana’s need to persuade his powerful gener- 
als to fall into line behind his plans for peace. 
On this front, the short-term signs are 
promising. Though it rumbled angri- 
ly, the army did not refuse the heads 
of its two controversial generals, and 
the government was this week able to 
announce that it would be inviting a 
former general to join its negotiating 
team. 

The Farc’s readiness to move 
ahead demonstrates how far Presi- 
dent Pastrana has gone in re-estab- 
lishing a limited degree of trust and 
goodwill between parties long used to 
mutual contempt and suspicion. But 
the struggle simply to reach the start- 
ing blocks of negotiation is also a re- 
minder of the scale of the task in 
hand. The agreed agenda implies rad- 
ical and across-the-board reforms of 
Colombia’s economy and its political, 
social and judicial institutions— 
changes that would take long to nego- 
tiate and, even if agreement were re- 
ached, longer still to implement. And 
in the context of a delicate process 
that could stretch well into the next 
decade, there is always the fear that, 
as has happened in previous attempts 
at peace, a particularly rash and vio- 
lent act by one of the armed factions 
will bring the whole process crashing 
down. Only last month the rarc’s lit- 
tle cousin, the National Liberation Army 
(ELN), impatient with lack of progress in its 
own peace initiative, hijacked an internal 
flight and kidnapped most of the passengers 
and crew. Last week the ELN released a small 
group of these hostages, but it still holds 25. 
The government insists that no further talks 
with it are possible unless the remainder are 
unconditionally released. 

After nine months of preliminary jos- 
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tling, the government and the rarc are only 
now about to test each other’s real commit- 
ment to a lasting peace. Even upbeat analy- 
sts—and there are not many of them—pre- 
dict a tortuous path to any settlement, with 
much stalling on the way. But after decades 
of internal conflict, the mere fact that the 
two sides have agreed on a formal frame- 
work for their efforts has been a source of 
optimism for war-weary Colombians. 





Bolivia 


Go south, 
young child 


LA PAZ 


E frontier between Argentina and Bo- 
livia is renowned for the ease with which 
smuggled contraband goods pass to and fro. 
However, the recent arrest of a Bolivian ring 
ofallegedchild-traffickers has added a sinis- 
ter twist to the notion of contraband. It also 
serves as a sharp reminder to politicians that 
life for Bolivia’s poorest urgently needs to 
improve. 

Economic migration is nothing new. 
Successive generations of Bolivians have 
long headed for more rewarding pastures in 
neighbouring Brazil, Argentina, Peru and 
Chile. With good reason: current data indi- 
cate that 70% of Bolivia’s population still live 
in dire poverty, despite 12 years of reforms 
backed by the ir, the Inter-American De- 
velopment Bank and the World Bank. 

That some of these migrants turn out to 
be minors is not surprising. Accusations 
made by one 15-year-old in mid-April led to 
the exposure of the Calisaya clan, a family 
ring engaged in the illegal exploitation of 
young people who are lured to work in the 
sweatshops of Argentina. Agencies working 
with the poor say there are probably many 
such groups. 

Evidence based on cases 
taken up by the Internation- 
al Children’s Defence orga- 
nisation (1cp) indicates that 
it is mainly Bolivians living 
abroad who are responsible 
for tempting poorly educat- 
ed and gullible young people 
into abandoning their 
homes. The belief that the 
children will be able to earn 
enough to send some money 
backtosupporttheir families 
often helps persuade parents 
to go along with the organis- 
ers’ proposals. 

The Calisaya.case has led 
to concerted efforts by the 
Bolivian and. Argentine po- 
lice forces to clamp down on 
the trade. Raids in the Las 
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Flores: district of Buenos Aires, home to a 
host of small sweatshops, recently resulted 
in the closure of three manufacturers of 
counterfeit brand-named clothes. Sixty 
young Bolivian women, mostly in their 
early 20s, were found without papers living 
and labouring in what witnesses described 
as inhuman conditions. Usually working 12- 
hour days six days a week, they were re- 
warded with food, a bed and around $50 a 
month in wages. And, of course, being there 
illegally, they could raise no protest. 

The president of Bolivia’s congressional 
commission for social policy, Elisa Zuniga, 
describes this clean-up as “only the begin- 
ning”. Co-operation between the Bolivian 
and Argentine police is expected tocontinue, 
in a broad attempt both to regularise the sit- 
uation of adult illegal immigrants and to re- 
patriate minors. 

Immigration officials at the three princi- 
pal border crossings have now been told to 
scrutinise the documentation of all Boli- 
vians seeking to stay, however temporarily, 
in Argentina. Official figures, according to 
the rcp’s head, Wilma Velasco, show that of 
922 Bolivian children registered as having 
crossed. the frontier into Argentina in the 
first quarter of this year, only 540 had the 
appropriate authority. However, as one Bo- 
livian official remarks, that still leaves plen- 
ty of children crossing with the full permis- 
sion of their parents. In such cases, he says, 
“We can do nothing.” Dr Velasco says steps 
should be taken to identify the final destina- 
tion and intended activity of all children 
crossing borders. That might help. But it 
would do nothing for (or, as they would 
surely put it, against) would-be migrants 
ready to cross the long and largely unpa- 
trolled border without papers. 

Aconcerted effort to educate young Boli- 
vians and their parents about the perils of 
strangers bearing tales of streets paved with 
gold might also help. But the only real and 
durable answer lies elsewhere. People do not 








move, orallow theirchildren tomove, across 
frontiers, legally or illegally, without good 
reason. Economic migration can only be se- 
riously challenged by improving opportuni- 
ties for the poor at home. 





Brazil 


Local loot 


SAQ PAULO 


T HE worst is over,” President Fernan- 
do Henrique Cardoso insisted in 
Washington this week. During his trip aimed 
at bringing back the investors who fled Bra- 
zil during its recent currency troubles, he 
vowed to press on with his reform of public 
finances. Its centrepiece is a proposed “fiscal 
responsibility” law to restrain the spending 
of federal, state and local governments. Yet 
even if Mr Cardoso’s fractious coalition 
manages to push the law through Congress 
this year, new sources of money-sapping 
bureaucracy—and of potential corrup- 
tion—are springing up all over the country. 

The origins of this lie in the constitution, 
as rewritten, with the best of democratic in- 
tentions, in 1988. Among other things, iten- 
titles municipalities. to claim a share of the 
taxes collected by the federal government or 
that of their own state. This provides a strong 
incentive for any one-horse town to set up as 
a new municipality on its own, to get its 
hands on the loot. This needs authorisation 
from the centre, but the federal Senate has 
normally been happy to oblige. 

In theory, this sort of lower-tier self-gov- 
ernment might not be a bad thing, But what- 
ever its benefits, there is one clear cost: more 
town halls full of councillors and officials 
raking in money—legally or otherwise—and 
thus less to spend on education, health and 
other public services. A report this week 
from the official audit body of Riode Janeiro 
state noted, for example, that since the dis- 
trict of Tangua broke away from the larger 
town of Itaborai in 1997, the cost of local ad- 
ministration had risen by 16%, while spend- 
ing on health and education in the district 
had fallen by 45% and 5% respectively. 

A report on Rio de Janeiro’s multiplying 
municipalities, by the Getulio Vargas Foun- 
dation, a think-tank, says that some of them 
devote up to 18% of total spending to the sal- 
aries and running costs of the town council, 
while others manage to survive on just 3% of 
the total. Those that spend most on the town 
hall spend least on: their citizens’ health, 
even though their towns are typically 
among the poorest in the state. 

Since 1988, the number of municipalities 
in Brazil has grown from 4,189 to 5,513 andis 
still rising. Over 90% of local councils serve 
populations of fewer than 50,000, each one 
typically getting almost nine-tenths of its 
revenues from higher tiers of governments, 
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according to Eduardo Giannetti, an econo- 
mist at the University of Sao Paulo. 

Alas for Brazil’s taxpayers, not only is 
this flourishing growth industry of local gov- 
ernment costing them a fortune, but the bill 
will rise. One reason is that as the new army 
of councillors (and their well-paid hangers- 
on) retires, it will add to the growing deficitin 
the state pensions system. Another is that lo- 
cal councils, like many other public institu- 
tions in Brazil, are rarely temples of civic vir- 
tue. For the past two months an inquiry has 
been unearthing evidence of systematic cor- 
ruption in Sao Paulo city council, ranging 
from extortion by licensing officials to the 
payment of bribes by street-cleaning con- 
tractors and the hiring of councillors’ rela- 
tions as “phantom employees”. 

Sao Paulo, by far Brazil’s largest munici- 
pality, is a special case. Supporters of its for- 
mer (1992-96) mayor, Paulo Maluf, a veter- 
an conservative populist, were long happy 
to promote their man as someone who 
“steals but gets things done” (though he has 
never in fact been convicted of wrongdoing). 
And the publicity for its curiosities has been 
special too. The bribes inquiry owes much of 
its vigour toa quarrel between Mr Malufand 
Celso Pitta, a former disciple whom he 
helped to get elected as mayor in his place. 
And Sao Paulo’s scandal-hungry media 
have helped to push investigations forward. 

There is little reason to imagine that 
smaller municipalities are cleaner. Support- 
ers of decentralisation argue that corruption 
ismore likely to be detected when it happens 
close to home. Maybe. But many of the new 
councils are out in the sticks, well away from 
the national media’s spotlight, and such lo- 
cal press as exists is not always keen to tangle 
with local bosses. Official audit bodies, at 
both federal and state level, check on how 
money devolved to local councils is spent. 
But, says Mailson da Nobrega, a former fi- 
nance minister, they lack the resources (and, 
he says, even the will) to keep up with the 
ever-inventive fraudsters. “The methods of 
corruption are more modern than the audi- 
ting systems,” he adds. 

The proposed fiscal-responsibility law 
should restrain municipal (and state) gov- 
ernments. It will impose tighter limits on 
their payroll costs, force them to issue more 
detailed and more frequent accounts, and 
make it illegal for a higher tier of government 
to take on the debts of lower tiers. This all 
sounds good—provided it is strictly en- 
forced, a matter about which some Brazi- 
lians are sceptical. 

Brazilians pay too much tax (32% of na- 
tional income goes to the government, which 
spends an even larger slice) and too often get 
poor services in return. Will the current 
spate of sleaze investigations provoke a tax- 
payers’ revolt? In what might be the startofa 
trend, the citizens of Ituiutaba, a town of 
85,000 in Brazil’s more developed south- 
east, recently took their council to court and 
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won an order for it to cut the number of 
councillors from 17 to eight. That, they esti- 
mate, will save them 8.5m reais ($5m) over 
four years. The councillors, not surprisingly, 
are appealing. 





Mexico 


High places 


IS nickname is el chueco, “the crooked 

one”, and not just because of his lop- 
sided good looks. When it was announced in 
February that Mario Villanueva, governor of 
Quintana Roo, on Mexico’s Caribbean 
coast, might face drug-trafficking charges, 
the surprise was not that he was under suspi- 
cion, but that something was being done 
about it. Still, this was the time—just before 
the United States’ yearly ritual of “decertify- 
ing” foreign countries that it thinks have not 
tried hard enough to fight drugs—for Mexico 
to show its virtue. And, as the first-ever for- 
mal investigation of a sitting 
governor, it looked a good 
way of doing that. Too bad, 
then, but no great surprise, 
that on March 27th, eight 
days before his term of of- 
fice and immunity from 
prosecution ran out, Mr 
Villanueva vanished. 

He has since been seen 
only on a videotape sent to 
television stations, pro- 
claiming his innocence and 
denouncing alleged politi- 
cal plots against him. Now, 
of course, questions are be- 
ing asked. Where is he? Is he 
really guilty or, as heclaims, 
just the victim of a political 
grudge held by President Ernesto Zedillo? 
Why did the federal attorney-general’s of- 
fice (PGR), which, says a former employee, 
had been investigating Mr Villanueva infor- 
mally since 1996, not bring charges until the 
day after his term ended? Why did it not seek 
to get his immunity revoked? Why did it 
make so plain that it was after him, rather 
than investigate in secret? And why did it 
not prevent his escape? 

The questions hintat conspiracy, but the 
facts are probably more mundane. Mr Villa- 
nueva’s whereabouts? These are now a mys- 
tery, but Mariano Herran, the pGr’s anti- 
drugs chief, claims to be confident that, with 
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Interpol’s help, he will soon be found. His 
guilt? Perhaps there was indeed political 
pressure to nail him after he quarrelled 
openly with the leadership of the ruling par- 
ty, but there was certainly also pressure 
from American drugs investigators. 

And with reason. The par says it has es- 
tablished that Quintana Roo, whose long 
coastline offers many places to land drug 
shipments from sources farther south, is the 
starting-point for at least one smuggling 
route to the United States. According to a 
1997 estimate, four tonnes of cocaine were 
passing through the state every week. “The 
remarkable extent that drug-trafficking has 
reached in Quintana Roo,” the attorney- 
general, Jorge Madrazo, told Congress last 
month, “can only be explained by the pro- 
tection that several police organisations gave 
to drug traffickers.” Fifteen witnesses— 
themselves crooks, it must be said—have 
implicated Mr Villanueva. They received 
threats from members of the “south-eastern 
cell”, the local chapter of the Juarez drugs 
mob, after the prer had begun its formal 
probe, and Mr Villanueva had exercised his 
constitutional right to see 
the evidence against him 
(though that did not in- 
clude seeing the names of 
those who had supplied it). 

Why the delay in taking 
action against him? Mr 
Madrazo told Congress 
that, under the law, prose- 
cutors could not even apply 
for an arrest warrant until 
after the governor's immu- 
nity had expired at mid- 
night on April 4th; their on- 
ly, quite vain, hope was that 
he would be foolish enough 
to turn up the next day to 
hand over to his successor. 
Nor could they usefully ask 
Congress to remove his immunity: by the 
time they had the necessary evidence, in 
February, the procedure would have taken 
longer than the time he had left in office. 

Was he tipped off? Even without the 
publicity around the investigation, it would 
have been hard to keep it secret from Mr 
Villanueva. “It is lamentable to have to re- 
veal”, Mr Madrazo continued stoically, 
“that several of the current leaders of the so- 
called south-eastern cell were public ser- 
vants of the pcr.” Nonetheless, he insisted, 
the agents tailing Mr Villanueva on the day 
of his disappearing act were clean. It was the 
governor's loyal state police who helped him 
give them the slip and make his escape. 

Political commentators suspect that Mr 
Madrazo is pretty much telling the truth, 
and that the pcr did what it could. But that 
just leaves plain the shortcomings in Mexi- 
co’s legal system: corrupt police, and laws 
designed to help those in power stay in it. 
= 
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Moi, lord of Kenya’s 


empty dance 


NAIROBI! 


Kenya is caught in a vicious circle of corruption and political incompetence 


c6 I' YOUR mother is dancing naked in 

the kitchen, you don’t tell the world.” 
Thus, it is said, did Daniel arap Moi, Ke- 
nya’s president, upbraid his finance minis- 
ter, Simeon Nyachae, for telling Kenyans 
that their economy must be put into “in- 
tensive care”. A few months later, in Febru- 
ary, Mr Nyachae was sacked. 

He has emerged, nonetheless, as one of 
several presidential contenders should Mr 
Moi step down, as the constitution 
says he must, by the end of 2002. 
Two months after Mr Nyachae’s 
sacking, his candour became even 
more pointed, when Mr Moi rein- 
stated George Saitoti as the country’s 
vice-president, restoring to promi- 
nence one of the most tarnished of 
the old guard of the ruling Kenyan 
African National Union (KANU), 
alongside the president's most influ- 
ential and rough-hewn confidant, ` 
Nicholas Biwott. 

Sometimes known as KANU-B, 
the Moi loyalists are uninterested in 
economic reform, contemptuous of 
political pluralism and apparently 
unconcerned about corruption. The 
country is adrift, politics is sterile 
and the economy is indeed in tatters, 
as Mr Nyachae has said. Kenya’s 
roads and railways have crumbled. 
What was once a five-hour drive 
from Nairobi, the capital, to Mom- 
basa, the main port, can take two 
days. Electricity, telephones and the 
postal service are erratic. Public 
workers are paid little and often late. 
Corruption has come to infect al- 
most every aspect of life. 

The IMF continues to withhold a loan 
worth about $230m which was offered on 
four main conditions: that Kenya’s tax 
agency should be revamped; that the coun- 
try’s anti-corruption agency should be 
turned into an effective organisation; that 
new attempts should be made to complete 
successfully several bungled privatisations; 
and that senior heads should roll in con- 
nection with a vast fraud known as the 
Goldenberg scandal, in which some $500m 
vanished via an officially sponsored im- 
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port-exemption scheme. Mr Saitoti was fi- 
nance minister at the time. 

At the moment, however, most eco- 
nomic signals point the wrong way. Infla- 
tion is creeping back up (to about 12% a 
year). The budget deficit is widening. Tour- 
ism, traditionally Kenya’s biggest foreign- 
exchange earner (along with tea), brings in 
about half what it used to. And Arps is rife, 
with 8% of the adult population H1v-posi- 





tive, according to one government agency. 
Some outside experts double that figure. 
Mr Moi is Africa’s pastmaster at danc- 
ing with the donors to absorb their criti- 
cisms while the frauds continue. He has set 
up a number of commissions, inquiries 
and trials that purport to seek out the truth 
about a variety of nasty events in Kenya 
over the past few years: ethnic cleansing in 
the Rift Valley; the murder ofa popular for- 
eign minister, Robert Ouko; the Golden- 
berg scam; the murder, at first covered up, 
ofa British tourist, Julie Ward. The constitu- 


tion is supposed to be under review, but the 
KANU-B types are doing their best—with 
help from the opposition—to hamper it. 
The trouble is that if the rule of law were 
strong (which it is not) and the various com- 
missions and inquiries under way were en- 
tirely independent, several people close to 
the president would be prosecuted. i 

The ruling party has but a slim majority 
in parliament, but the opposition is badly 
fractured. And Mr Moi is a skilful practi- 
tioner of divide-and-rule, mainly by ethnic 
means. He is under no immediate threat, 
but is determined to keep power and pa- 
tronage in his grip. He has no natural suc- 
cessor with national support from within 
his own ethnic group; nor do any of his al- 
lies, such as Mr Saitoti, who is half Kikuyu 
and half Masai, have much of a base. 

The Kikuyu, Kenya’s biggest, richest and 
politically most resentful ethnic. 
group (21% of the total population); 
lack a leader who can unite them or 
carry the country at large. Their së- 
nior figure, Mwai Kibaki, a former 
vice-president, who leads the largest 
opposition party, seems tired. A 
younger, more modern figure, Paul 
Muite, who leads a smaller one, has 
been tarred by (unproven) accusa- 
tions that he was a Goldenberg bene- 
ficiary. Another veteran Kikuyu ‘in- 
triguer and former presidential 
confidant, Charles Njonjo, seems 
back in favour with Mr Moi. 

Kenya’s second group, the Luhya 
(14%), is divided, while the alle- 
giances of the Luo (12%) are mixed 
too. But Mr Moi has been cosying 
up~with some success—to Raila 
Odinga, probably the biggest Luo — 
vote-catcher, who is miffed, all the 
same, not to have been made vice- 
president. Mr Moi’s own Kalenjin- 
speaking group (some 11% of Kenya's 
people), still has the lion’s share of 
the carve-up and includes the most 
influential members, like Mr Biwott, 
of the presidential entourage. Mr 
Nyachae, who has a Kikuyu wife, is one of 
the Kisii (at 6% the sixth-biggest group) but 
so far he lacks a national base. 

The president has no real strategy for 
Kenya. But he remains adept at the ethnic 
politics that keeps him and his friends in 
charge—and in pocket--while the country 
slowly stagnates. He may be able to stay on 
top without further collapse until the end 
of his term in 2002, if Kenya’s patient peo- 
ple can wait that long. After that, no one 
should be surprised by a deluge. 
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MARICH 


| URROUNDED by disturbance and 
destitution, Kenya is still a flickering 
| beacon of peace. Northern and south- 
| west Uganda are dangerous. Southern Su- 
| dans 30-year war still grinds on. Oromo 
secessionists, using northern Kenya as a 
base, attack Ethiopia. Somalia is still 
riven with strife; Somali bandits, known 
as shifta, rob tourists and locals in Kenya’s 
north and north-east. 

Lawlessness is home-grown in Kenya 
too—-but is sharpened by the spread of 
arms spilling over from the neighbours’ 
wars. In the arid north-west, a British ge- 
ographer, David Roden, runs a tranquil 
| camp for the more Spartan type of tourist 
on the Morun river that flows, with croco- 
| diles, into Lake Turkana. This is a rare out- 
post of order employing 35 locals, mainly 
from the Pokot tribe. Most of the plains 
| Pokot, unlike those who grow crops on 
the Rift Valley escarpment above, scrape a 
| living from scrawny cattle and goats. 


Kenya’s lawless bush 


Some make honey. Investment-—a dam 
here, an irrigation and seed-growing 
scheme there—is negligible. 

The scourge of easy-to-buy AK-47s has 
made cattle-raiding more lethal, trade 
harder, life even cheaper than before. The 
Pokot (some 180,000-strong) have done 
slightly less badly than their Turkana 
neighbours, 10,000 of whom may have 
been killed (with barely a squeak of pub- 
licity) in tribal warfare during the early 
1990s. One reason is that the Pokot have 
backed Mr Moi’s party, and got more pa- 
tronage (and guns) as a reward, whereas 
the Turkana have not. But all north Ke- 
nyan tribes have suffered from the vio- 
lence in nearby countries. 

Boys of ten are sometimes seen with 
AK-478 not far from Mr Roden’s camp. 
Fights that once caused spear-marks now 
leave whole villages—Turkana or Pokot— 
dead. Cars and lorries are often robbed at 
gunpoint. Ivory poaching is on the rise 








again. Northern Kenya, always rough, is 
incomparably less safe than it used to be. 

And people are poorer. One Pokot | 
complains that in his father’s time you | 
paid 30 cows to buy a wife. Such is the de- | 
cline in wealth, he says, that these days 
you need pay only eight or nine. l 





South African education 


Heroes into 
dunces 


SOWETO 


Ta pupils of Morris Isaacson high 

: school in Soweto once led an uprising 
against apartheid education. At morning 
assembly, one day in 1976, they shocked 
their teachers by loudly singing Nkosi 
Sikelel’ iAfrika (God Bless Africa), an Afri- 
can hymn that is now the South African na- 
tional anthem. They then marched out to 
the streets to join other students in the pro- 
test, bloodily suppressed, that was to set the 
tone for nearly two decades of struggle. 

In those days, Morris Isaacson was a 
hotbed not only of radicalism but of aca- 
demic excellence. The school produced 
revolutionaries, doctors and South Africa’s 
only black nuclear physicist. Today, it is a 
mess. Pupils wander around aimlessly 
when they should be at lessons. Classroom 
doors are barred; coils of razor wire defend 
the playground. Three-quarters of Morris 
Isaacson students fail to graduate; only 2% 
make it to university. And this is one of the 
most popular schools in Soweto. 

The problem is not lack of money. 
South Africa spends more on education 
than most countries of similar wealth. The 
buildings at Morris Isaacson are pleasant. 
But two things prevent most. black South 
Africans from fulfilling their academic po- 
tential: unruliness in the classroom and in- 
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competence at the education ministry. 

The 1976 uprising was sparked by the 
government's insistence that black chil- 
dren should learn Afrikaans, the hated lan- 
guage of the oppressors. Soon, the protests 
broadened their scope. Pupils boycotted 
classes to demand an end to white rule it- 
self. The slogan was “liberation before edu- 
cation”. Unfortunately, the rowdiness out- 
lived liberation. 

Students in their 20s who have repeat- 








The day when á school led a struggle 


edly failed their exams mix with teenagers, 
providing delinquent role models and too 
often impregnating their female class- 
mates. Equipment is frequently stolen; in 
poor areas, even doors and wiring disap- 
pear. Last month an entire school in Port 
Elizabeth was filched, its prefabricated 
walls used to make houses in nearby squat- 
ter camps. In some schools, teachers are 
threatened with murder ifthey mark exams 
too severely. In March a teacher in Krugers- 
dorp was shot dead in front ofhis class bya 
pupil he had had expelled. 

“We are trying to revive the culture of 
learning,” says Elias Mashile, the head of 
Morris Isaacson, “but it takes time.” Offi- 
cial policy is partly to blame. Little effort 
has been made to weed out bad teachers. 
Thabo Mbeki, South Africa’s deputy presi- 
dent, rails against drunken and lazy teach- 
ers, but scarcely any have been sacked. In 
April, an investigation revealed that educa- 
tion officials in Mpumalanga province 
were falsifying grades to make the province 
look more studious. Over 90% of the educa- 
tion budget is spent on salaries, yet schools 
have trouble recruiting teachers with even 
basic skills. In some rural areas, textbooks 
are received late or not at all. 

Under apartheid, the aspirations of 
even the best-qualified blacks were 
blocked. Today, firms are crying out for 
educated blacks to meet racial quotas. 
Studying has never brought greater re- 
wards. Yet fewer blacks are graduating from 
high school today than were in the bad old 
days of white supremacy. 





THE ECONOMIST MAY 15TH 1999 


Guinea-Bissau 


One war ends 


DAKAR 


Io nota huge war, but for the 1m peo- 
ple of the West African state of Guinea- 
Bissau, it was devastating. The battle for the 
capital, Bissau, was fought out between 
forces loyal to President Joao Bernardo 
Vieira, and those loyal to the army chief, 
Brigadier Ansumane Mane. Hundreds of 
people were killed, the city was destroyed 
and hundreds of thousands fled into the 
countryside. It lasted 11 months, but much 
of the killing was in the short final assault 
on Bissau on May 6th. 

Now, the war seems to be over. Unlike 
the wars that drag endlessly on in Sierra Le- 
one and Liberia, Guinea-Bissau’s came to 
an end when the rebels stormed the presi- 
dential palace and the commander of the 
president's forces ordered his men to sur- 
render. Mr Vieira is holed up in the Portu- 
guese embassy. He was in power for 19 
years and, although the people of Guinea- 
Bissau voted for him in the 1994 multi- 
party election, today they 
seem glad to be rid of him. 
On May 10th, Brigadier 
Mane said that he would 
hand over power to the 
speaker of parliament un- 
til elections are held in No- 
vember and that he him- 
self would not seek the 
presidency. 

Guinea-Bissau has, it 
seems, a chance for a fresh 
start. But the ripples cre- 
ated by the war are spread- 
ing. The fighting was partly 
the result of French efforts to wrest the 
country away from its former colonial mas- 
ter, Portugal. Trouble began in 1997 when 
Guinea-Bissau replaced its peso with the 
French-backed cra franc, thus integrating 
itself into the West African French-speak- 
ing region. This led to a sharp rise in the 
cost of living. Some soldiers began to grow 
restless. 

Mutiny broke out last June when Mr 
Vieira tried to arrest Brigadier Mane, accus- 
ing him of smuggling arms to rebels in the 
southern Casamance region of Senegal. 
Guinea-Bissau’s French-speaking neigh- 
bours, Senegal and Guinea, encouraged by 
France, sent troops to prop up Mr Vieira. 
When Portugal tried to act as peace-maker, 
the French-speaking West African states 
told it to keep out. Their own attempts at 
“peace-making” amounted. to backing Mr 
Vieira to win. This failed, but a face-saving 
settlement was agreed in November under 
which the troops from Senegal and Guinea 
would be replaced by soldiers from neutral 
West African countries. None of this hap- 
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Mane (right) promises to hand over 


pened. When the Senegalese and Guinean 
troops left in March, they were replaced by 
fewer than 600 unarmed West African 
peacekeepers. It was only a matter of time 
before Mr Vieira fell. 

Senegal itself may be the main victim of 
its intervention in Guinea-Bissau’s civil 
war. For years, it has fretted that its neigh- 
bour was backing the rebels in Casamance. 
Now, after Senegal’s inva- 
sion, Guinea-Bissau could 
be in a mood to do so, Its 
new prime minister has 
suggested that Senegal 
should hold a referendum 
on independence for Casa- 
mance. The rebels them- 
selves have stepped up 
their attacks, including 
one against Ziguinchur, 
the provincial capital. 

The government’s own 
soldiers are also giving it a 
hard time. When a boat- 
load of defeated Senegalese troops re- 
turned from Bissau in March, they angrily 
waved CFA500 notes—their meagre daily 
allowance, worth less than $1—at the offi- 
cials who had come to meet them. France is 
reinforcing its garrison in Senegal’s capital, 
Dakar. Senegal’s ruling party, in power for 
40 years, is one of the few in Africa that has 
never been ejected from office in either an 
election or a coup d’état—so far. 





FAO 


Harvesting votes 


ROME 


T IS becoming rather harder than it was 

to remain a fixture at the top of the UN’s 
specialised agencies, as Jacques Diouf, di- 
rector-general of the Food and Agriculture 
Organisation (FAO), is learning the hard 
way. Until shortly before nominations 
closed a month ago, Mr Diouf was the sole 
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candidate and his re-election seemed as- 
sured. But when the FAO's governing coun- 
cil meets next month, its 49 members will 
be lobbied hard by supporters of Juan Car- 
los Vignaud, at present Argentina’s ambas- 
sador to Sweden, to put their man in charge 
and Mr Diouf aside. 

Behind the competition between the 
two lies a conflict of ideas about how the 
FAO should be going about its business, 
and indeed what business the rao should 
be in. Established in 1945, and now the 
largest of the UN’s specialised agencies, the 
FAO’s mandate is to help raise levels of nu- 
trition around the world, make food pro- 
duction and distribution more efficient, 
and improve conditions of rural life. These 
remain noble aims. Yet some governments 
question whether the rao does enough to- 
wards them, others worry about how it can 


best organise itselfto do more, and stilloth- |. 


ers question whether the FAO is the right 
organisation for some of these tasks. 

What the FAO does best, say insiders, is 
to collect and analyse information on agri- 
culture, food, fisheries and forestry, and 
then to use this knowledge to advise gov- 
ernments on agricultural policy. It also pro- 
vides a neutral, world forum for discussing 
the big food and agricultural issues: setting 
food standards, for instance, or the use of 
chemical fertilisers. The commission that 
studies the ownership of genetic resources 
is typical of the sort of unglamorous tasks 
that the FAo handles well. 

The glamour, however, is in the FAQ's 
field programme, which provides assis- 
tance for agricultural projects—often small 
ones. Critics argue that this kind of work is... 
done better by organisations such as the In- 
ternational Fund for Agricultural Develop- 
ment, the World Food Programme or the 
United Nations Development Programme, 
or else directly through either bilateral as- 
sistance programmes or non-govern- 
mental organisations such as Oxfam. 

A particular target of criticism is the 
FAQ's special programme for food security 
that was established in 1994. This provides 
money for projects to help poor countries 
boost their food production and reduce 
their vulnerability to crop failure. Most of 
these projects are in Africa, although the 
FAO has not said how recipient countries 
are chosen or by what criteria money is 
allocated. 

This seems to be where worries about 
policy and personality collide. The food-se- 
curity programme was launched soon after 
Mr Diouf, a Senegalese, became the FAO's 
director-general. Cynics say the pro- 
gramme has been most useful for his re- 
election campaign. The FAo’s director-gen- 
eral can be re-elected indefinitely. “Within 
a year of being elected,” says Mr Vignaud, 
“most directors-general start to think about 
their re-election.” He makes a single six-year 
term, extendable only for four years in cases 
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~ ABOUT a month ago, the International Committee of the Red Cross 
flew three plane-loads of blankets from its warehouse in Nairobi to 
the Balkans. The blankets had been earmarked for people displaced 
by the war in Eritrea and Ethiopia, but it was decided that the need _ 
was greater elsewhere. The needs of the Kosovar refugees are indeed 
immense: at least 900,000 people driven from their country with- | 
out food and shelter. But aid officials are beginning to be concerned 
that other refugee disasters which enjoy less television exposure—the 
1m displaced Angolans, for instance—are in danger of neglect. | 
On May 11th, Sadako Ogata, the UN high commissioner for refu- | 
gees, said her agency had received only half the $143m asked for Ko- | 
sovo for the first half of the year, and most of this had already been 
spent. She called for more—and will no doubt get it. Lastyearthe UN | 
appeal for Kosovo reached 93% of its target. Nowhere else, except 
Sudan, which also had a lot of television coverage, came close. Over- 
all, UN appeals raised just over 50% of their targets. As one UNHCR 
official points out, Kosovars have two advantages over the world’s 
other 22m refugees: their children look like the children of the princi- 





























pal donors, and they are on television every night. | 
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of exceptional performance, a central part 
ofhis platform. 

Mr Diouf has supporters as well as de- 
tractors. He is said to be deeply intelligent 
and a gifted public administrator. “He is 
quicker and more self-confident than those 
he deals with and this has earned him a 
reputation for arrogance,” says one diplo- 
mat. (He declined to be interviewed for this 
article.) Some Latin American and Asian 
countries complain of being unfairly 
treated. Mr Vignaud, who has worked at the 
agency in the past, insists that the FAO’s out- 
look should be universal. He has sown late, 
but he expects to harvest plenty of support 
for his own leadership bid. 





iran 


Time matures 


TEHRAN 


Vv might be surprised to find the sexy 
novels of Milan Kundera, a Czech-born 
French writer, in Islamic Iran. Yet there 
they are, albeit ruthlessly censored, leaving 
little but the skeleton of the story. Hard- 
liners are trying to get them banned alto- 
gether. But Iran is being transformed, po- 
litically and culturally, as President Mu- 
hammad Khatami pursues his “civil 
society”. Earlier this month, Ataollah Mo- 
hajerani, the minister of culture and Is- 
lamic guidance, and an influential archi- 
tect of Mr Khatami’s reforms, spoke out 
boldly of his belief in artistic freedom, in- 
cluding his admiration for Mr Kundera. 
Iran’s conservative-dominated_parlia- 
ment had been trying to impeach Mr Mo- 
hajerani, whose contributions to press free- 
dom have unleashed an unwelcome 
challenge to clerical rule. To make their 
point, his adversaries compiled a list of 
movies, plays and books—including some 
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by Mr Kundera—which have been. permit- 
ted by his ministry, even though they “pro- 
mote corruption, prostitution and homo- 
sexuality”. But, surprisingly, the minister 
survived the no-confidence motion. Using 
oratory, logic and learning to great effect, he 
won the backing of a narrow majority of 
parliamentarians. He insisted, to an audi- 
ence with modest knowledge of western 
intellectual life, that Mr Kundera’s works 
“are of great human and spiritual value”. 
He went on to argue the general merits of 
story-telling: “The holy Koran and its great 
messages are all told in stories.” 

Mr Khatami and his lieutenants can- 
not, it seems, be stopped: the opposition is 
wildly out of step with the mood of the 
country. Yet the conservatives should not 
be underestimated. Many people believe 
that the attempt to impeach Mr Mohajer- 
ani (plus earlier threats and a physical as- 
sault) is part ofa strategy to cripple the pres- 
ident’s programme by depriving him of 
some of his main aides. Last week, Gholam- 
Hossein Karbaschi, a former mayor of Teh- 
ran and a leading reformer, started a two- 
year prison sentence on graft charges, 
which many believe were politically in- 
spired. The conservative-led judiciary has 
taken or threatened action against several 
other leading reformers. 

There is an underlying threat of vio- 
lence which could, some reformers fear, 
burst into the open if hardliners came to 
feel that they were getting nowhere. An in- 
direct signal in that direction was the assas- 
sination last month of General Ali Sayyad 
Shirazi, a senior officer and revolutionary 
icon, apparently by the People’s Mujahi- 
deen, Iran’s armed opposition based in 
Iraq. Some conservatives argued that the 
president’s tolerant policies had embold- 
ened the enemy. There has also been a re- 
surgence of violence by a group of religious 
extremists: the authorities announced last 
month that they had arrested the grandson 





of a prominent ayatollah for ordering an 
attack on the life of Tehran’s chief justice, 
Ali Razini. 

But reformers are growing ever more 
confident, willing to take more risks than 
before. Mr Karbaschi, who helped to get Mr 
Khatami elected two years ago, said before 
going to jail that he was glad to “pay the 
price” needed to protect the president's 
achievements. It becomes increasingly evi- 
dent that Islamic Iran is heading towards a 
maturer brand of democracy. 

A curious aspect of this is that some of 
the people who were most fierily behind 
the 1979 revolution are now in the fore- 
front of the battle to correct past excesses. 
They include men who, at the height of 
their revolutionary fervour, seized the 
American embassy and took its staff hos- 
tage. Ibrahim Asgharzadeh, for example, 
took a leading part in the hostage-taking as 
a student but now, as a member of Tehran’s 
city council, calls for better relations with 
the United States. The question is whether 
he and the other ex-ideologues, who 20 
years ago were busy purging universities of 
their liberals, have managed to retain a 
new kind of dynamism into middle age. 
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KOSOVO 





A bomb that slowed things up 


The diplomacy over Kosovo has been hamstrung but not halted by the Ameri- 
can missile that accidentally hit the Chinese embassy in Belgrade 


EW would argue that adding another 

capital city to the diplomatic itinerary 
will do anything but complicate the dizzy- 
ing shuttle between America, Europe and 
Russia in the search for an end to the Koso- 
vo crisis. But the mistaken bombing by 
NATO of the Chinese embassy in Belgrade, 
which killed three people and injured a 
score more, has now brought China off the 
UN Security Council’s sidelines. It hap- 
pened just as diplomacy over Kosovo was 
starting to show faint promise. How badly 
China’s anger at NATO’s blunder will affect 
the outcome is unclear. 

Chancellor Gerhard Schröder of Ger- 
many spent some uncomfortable hours in 
Beijing in mid-week while China brushed 
aside a series of apologies for the embassy 
bombing from President Bill Clinton (his 
was at least shown on Chinese television), 
from European leaders and from senior 
NATO people. Mr Schröder reported that 
China saw some merit in the proposals to 
bring about a settlement being worked on 
by Russia and the Group of Seven rich 
countries, but was adamant that NATO 
must halt its bombing before China would 
co-operate in turning these into enforce- 


THE ECONOMIST MAY I5TH 1999 


able resolutions at the Security Council. 

China’s demand for an end to the 
bombing of Serbia was echoed this week by 
Russia, which has recently tried to make 
common cause with China in opposition 
to western “hegemonists”. But the new po- 
litical turmoil in Moscow adds yet another 
layer of uncertainty to an already confus- 
ing picture. Russia is suddenly engrossed in 
the politics of choosing a prime minister— 
the fourth in about a year—to succeed Yev- 
geny Primakov, a great promoter of a Rus- 
sian-Chinese “strategic partnership”. But 
with France’s President Jacques Chirac in 
Moscow in mid-week, diplomacy was at 
least still alive. 

Nor is there to be any let-up in the 
bombing of Serb military targets. The sea- 
soned chief of Britain’s defence staff, Sir 
Charles Guthrie, admitted this week, much 
as the outgoing chairman of NATO's mili- 
tary committee had shortly before, that “we 
may well be on track for a longer time than 
we had ever hoped.” The calls by China and 
Russia to suspend the bombing were met 
with immediate and unanimous rejection 
from NATO governments. 

In an effort to exploit Chinese indigna- 


tion, Yugoslavia’s president, Slobodan Mil- 
osevic, announced a “partial” withdrawal 
of Serb army units from Kosovo, but this 
too was dismissed as a ploy: Serb forces are 
still fighting the Kosovo Liberation Army 
(KLA) in the west of the province. Mr Milos- 
evic was told that NATO’s bombs would 
stop falling only when he accepted the 
principles laid down by Russia and the 
West last week: an end to the Serb violence 
in Kosovo; the withdrawal of his forces; the 
deployment in Kosovo of a military force; 
the safe return of the nearly 1m Kosovars 
driven out of the province; and a political 
settlement that would lead to substantial 
self government. 

To stress NATO's determination to press 
on with the air war, its supreme com- 
mander, General Wesley Clark, this week 
won Pentagon approval for the dispatch of 
176 additional aircraft, more than half of 
them attack fighters (America already pro- 
vides more than 600 of the 900 or so air- 
craft being used in NATO's campaign). 
There will also be more missiles, some to be 
deployed in Croatia. Both Hungary and 
Turkey have now offered bases for aircraft 
attacking Serbia, not just the tankers that re- 
fuel them. This helps NATO to stretch Ser- 
bia’s remaining air defences by launching 
strikes from several directions at once. 

Might NATO's unity crack before Mr 
Milosevic gives in? The bombing of the 
Chinese embassy was a sharp embarrass- 
ment. NATO spokesmen have tried to blunt 
the criticism by pointing out that, of more 
than 9,000 bombs and missiles fired at 
Serb targets so far, only 12 are said to have 
gone seriously astray. And, though both 
NATO and the United Nations high com- 
missioner for refugees have accused Mr 
Milosevic of brutally and methodically 
emptying Kosovo in a campaign of “ethnic 
cleansing”, the world’s television cameras 
have not been allowed to witness the de- 
struction of more than 500 villages or the 
campaign of rape, murder and expulsion 
inside Kosovo itself. 

Though criticism of the air campaign 
within NATO countries is still muted—and 
divided between those who want NATO to 
stop all military action and those who want 
to see the bombing backed up by interven- 
tion on the ground—it is growing a bit. This 
week Germany's Greens, part of Mr Schro- 
der’s coalition government in Bonn, were 
due to debate a series of motions calling for 
an end to the bombing. 

Yet by no means all is going Serbia's 
way. Mr Milosevic was last week starting to 
bargain over one crucial issue—the compo- 
sition of the military force that would en- 
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sure he kept to any deal. For all the brutality 
of what they are doing in Kosovo, the Serbs 
know they cannnot clear the KLA from ev- 
ery forest and hilltop. And seven weeks of 
bombing have taken their toll of Mr Milos- 
evic’s control over daily life in Serbia itself. 
If nato can keep its nerve, the right kind of 
enforceable deal may yet emerge from all 
the diplomatic toing-and-froing. 





Kosovo 


A wasteland 


FEW hours after NATO dropped its first 
bombs on Serbia, armed Serbs sur- 
rounded Bela Crkva, a village in south-west 
Kosovo. A group of ethnic Albanians who 
had hidden beneath a bridge in a stream 
were found alive soon after dawn. That 
morning, the men over 15 years old were 
shot dead and the rest told to leave the 
country. In the same region in the next two 
days, there were, say refugees, five more 
massacres as Serb soldiers and para- 
military forces began to “cleanse” villages. 

Since the bombing began, refugees flee- 
ing from Kosovo have brought with them 
many such stories, and continue to do so. 
How far is it possible to put together a pic- 
ture of the scale of the killing that has taken 
place there? Since monitors from the Orga- 
nisation for Security and Co-operation in 
Europe (osce) and most journalists had to 
leave the province in late March, the only 
reports available are those from refugees 
and military intelligence. 

A report by America’s State Depart- 
ment, released on May 10th, tries to docu- 
ment the attacks by Serbs on ethnic Albani- 
ans since late March. More than 100,000 
men of military age, it suggests, are missing 
inside Kosovo; at least 4,600 are almost cer- 
tainly dead. The report gives details of se- 
- tial-executions in at least 70 towns and vil- 
lages, for example in Cirez and Malisevo. 
Refugees also say that Albanians are used as 
human shields for Serb tanks and have 
been detained in factories, including a mu- 
nitions plant in Srbica, a town in northern 
Kosovo. 

Out of an original population of some 
1.6m-1.9m Kosovars, some 600,000 are dis- 
placed within the province, according to 
this report, many of them short of food or 
medicine and hiding in forests. Given that 
another 900,000 are known to have fled 
the country in the past year, this would 
mean that barely a tenth of Kosovo's ethnic 
Albanians are still in their original homes. 

Aid groups and international organisa- 
tions are also trying to record and corrobo- 
rate the refugees’ stories. “We work as a 
clearing-house for anecdotes,” says one aid 
worker, “though quantifying what is going 
on inside Kosovo is nearly impossible.” The 
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osce,-Human Rights Watch, Amnesty In- 
ternational, Médecins sans Frontiéres and 
other aid groups have interviewed several 
thousand civilian refugees. Their stories are 
chillingly consistent: the herding of villag- 
ers from their homes, the systematic rape of 
women, and the arrest and murder of the 
men. The Kosovo Action Coalition, a lobby 
group, reckons that the number of dead 
could be in the tens of thousands. 

One difficulty in establishing what has 
taken place is that Serb forces, mindful of 
the possibility of war-crimes trials, have 
been taking care to. cover up their activities. 
Refugees report. seeing lorry-loads of 
corpses’ dumped in lakes, soldiers and 
paramilitary groups swapping uniforms to 
avoid identification, and efforts not to bury 
victims in mass graves. This would make it 
harder to challenge Serb claims that most 
ethnic Albanians died in battle. This week, 
a Yugoslav minister suggested that only 
900,000 ethnic Albanians had ever lived in 
Kosovo—fully a third less than. most esti- 
mates. “When the killing is over,” says a 
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military analyst, “Belgrade will claim all 
the victims died fighting, or that many 
never existed at all.” 

Another uncertainty is how far the Serb 
attacks on Kosovars had gone before NATO 
began to drop its bombs. Plainly, “Opera- 
tion Horseshoe”, as the Serbs call it, was in- 
tensified after the withdrawal of the osce’s 
observers in March. However, Serb troops 
had started attacking ethnic Albanians dur- 
ing “winter exercises” in February. Trains 
and buses to carry out refugees were ready 
before the start of bombing, Since last May, 
food imports into Kosovo have been re- 
stricted, and crops and animals have been 
destroyed; Yugoslav soldiers:in’ uniform 
have taken part in both operations. “We 
witnessed this sort of thing, the same mo- 
dus operandi, before the bombing,” says an 
OSCE man now in Macedonia: ` 

Where the military balance stands now 
is just as hard to fathom: The Kosovo Liber- 
ation Army is said to have 10,000 men and 
a new leader, Agim Ceku. Thousands more 





volunteers have returned from jobs else- 
where in Europe to train near Kosovo's bor- 
ders. The Kta is thought to be active in 
pockets of territory near Albania’s border, 
by Junik and north of Pec, as well as in iso- 
lated areas near Podujevo and south-west 
of Pristina, Kosovo's capital, But it is a 
pygmy beside Serbia's ruthless army. 





The law and the war 


Gowned warriors 


LONGSIDE the bombs and the propa- 
ganda, the war between NATO and 
Serbia has featured an unusual amount of 
debate about international law. This week 
the legal battle moved into the courtoom. 
On May 10th the International Court ofJus- 
tice (Icy) in The Hague began hearing sepa- 
rate cases brought against ten NATO coun- 
tries by Yugoslavia. It argues that their use 
of force is illegal and charges them with war 
crimes and genocide. It chronicles. a long 
list of damage to non-military installations 
and claims that 1,000 civilians, including 
19 children, have been killed so far. Slobo- 
dan Milosevic’s lawyers are asking the 
court to order an immediate halt to the 
bombing. Lawyers for the NATO countries 
have dismissed the charges, especially that 
of genocide, as absurd and hypocritical, 
and argue that the court should throw all 
the cases out on procedural grounds. 

What is Mr Milosevic up to? By going to 
the court he is inviting greater legal scrutiny 
of his own government's brutalities in Kos- 
ovo. The cy is likely to take months, if not 
years, to decide whether it has jurisdiction 
in the cases (without the agreement of 
NATO countries, it probably does not). Even 
if it decides that it does, it could take years 
to produce a judgment. It is still pondering 
charges of genocide made by Bosnia and 
Yugoslavia against each other in 1993. 

Nevertheless; going to the court looks 
like a clever move on Mr Milosevic’s part 
because the unpalatable truth is that, 
though his government is in gross breach of 
international law, so, as the law stands, is 
NATO. The alliance’s bombing campaign 
may have been undertaken to protect a 
nine-tenths majority of Kosovo’s popula- 
tion, but without a Security Council man- 
date it breaches the UN charter, the most 
important agreement in international law. 

This is no mere technicality. Even legal 
experts who want to see humanitarian law 
more widely enforced are queasy. “It’s very 
dangerous. NATO is making it much easier 
for other states to intervene in the future,” 
says Michael Byers, an Oxford don. More- 
over, Mr Milosevic may yet embarrass a re- 
luctant court in the next few weeks into or- 
dering a halt to the bombing as a 
“provisional measure” before it decides on 
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jurisdictional issues. NATO 
would ignore the order—thereby 
hurting a campaign being waged 
in the name of international law, 
while giving Mr Milosevic a pro- 
paganda coup. 

By bringing the cases to the 
court, Mr Milosevic has also 
managed to spotlight NATO's 
handling of the war. Its bombing 
campaign may be one of the most 
precise and careful in history, in 
stark contrast to Serbia’s murder- 
ous campaign against Albanian 
civilians in Kosovo. But, by ad- 
vertising the sophistication of its 
weapons, NATO has also raised 
the standard by which it must be 
judged, at least in legal terms. 

Its refusal to risk any casualties on its 
own side—by avoiding lower-level (and 
thus more accurate) bombing raids—has 
led, by its own admission, to civilian casu- 
alties. On some interpretations, this alone 
may constitute a war crime. So may using 








Judges at The Hague must examine NATO too 


cluster bombs in populated areas. Both 
Mary Robinson, the UN high commissioner 
for human rights, and Louise Arbour, the 
prosecutor for the war-crimes tribunal in 
The Hague (separate from the 1cj), say that 
NATO's behaviour, as well as Mr Milos- 
evic’s, is subject to the laws of war and may 





Rough guide to Belgrade 


WASHINGTON, OC 


|e WAS, as Bill Clinton swiftly noted, a 
“tragic mistake”. It was also a huge 
embarrassment, with possibly serious im- 
plications both for a resolution of the war 
in the Balkans and for what Mr Clinton 
calls America’s “strategic partnership” 
with China. How on earth could an Amer- 
ican B-2 Stealth bomber on May 7th have 
dropped its bombs on the Chinese em- 
bassy in Belgrade, killing at least three 
people, wounding more than 20, and set- 
ting off street demonstrations in China 
that soon had the American and British 
embassies in Beijing under siege? 

The simple answer is that the bomb- 
er’s crew were aiming at a target approved 
by NATO planners but wrongly identified 
on a map supplied by America’s Central 
Intelligence Agency. This 


many both in the Balkans and beyond) 
may argue that this answer is rather too 
simple, America’s defence secretary, Wil- 
liam Cohen, was at pains this week to set 
them right: “Frankly, it defies all logic, all 
rationale, on the part of anyone to con- 
clude that we would deliberately target 
the Chinese embassy. We have tried very 
vigorously to promote a better us-Chi- 
nese relationship.” 

Which leaves the cock-up theory. 
James Woolsey, director of the CIA from 
1993 to 1995, says there is “plenty of 
blame to go round”, and that the blame 
should include not just the CIA but the 
Pentagon, in particular the Defence Intel- 
ligence Agency and the National Imagery 
and Mapping Agency. The latter was set 


KOSOVO 


yet be investigated. 

Ms Arbours main job, of 
course, is to investigate Mr Milos- 
evic and his minions. Her staff 
have been inundated with ac- 
counts of atrocities in Kosovo. 
But politics may once again save 
Mr Milosevic from legal account- 
ability. The tribunal's investiga- 
tors could almost certainly have 
indicted him for crimes commit- 
ted under his command in Bos- 
nia, but were denied the evidence 
gathered by NATO intelligence 
agencies required to build a case. 
And he was deemed essential to 
achieving peace at Dayton. 
Though some information about 
Kosovo has been handed to prosecutors, 


whether this includes intelligence on Mr 


Milosevic himself remains unclear. If NATO 
needs his help in finding a way out of this 


war too, he may yet again prove too neces- 
sary to bring to justice. 


—— 


up in 1996, using people who had previ- 
ously worked for the cia. Somehow the 
Pentagon failed to keep its maps and its 
databases up to date (which was appar- 
ently why an American marine pilot last 
year sliced through a ski-lift cable in the 
Italian Alps, killing 20 people). Somehow 
the analysts in Washington failed to 
maintain the right kind of contact with 
agents and diplomats on the ground. 

Can such “tragic mistakes” be 
avoided in future? George Tenet, the 
present CIA director, has already argued 
that recent intelligence failures—witness 
the attack on America’s embassies in Tan- 
zania and Kenya, and India’s unforeseen 
nuclear tests—underline the need for a 
bigger budget, more agents and less reli- 
ance on technology. 

There is talk now of cross-checking tar- 
gets with analysts who have first-hand 
knowledge of the place in question (the 
Chinese embassy in Bel- 
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map was apparently a 1997 
revision of one first issued 
in 1992. What should have 
been the Yugoslav Federal 
Directorate of Supply and 
Procurement turned out to 
be China’s embassy, which 
had moved in 1996 froma | 
site on the other side of the 
Danube but was not shown 
on the revised map. “It was | 
the right address applied to 
the wrong building,” one of- 
ficial explained, seeming to 
be rather cross-eyed. 

Since conspiracy theo- 
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Errors and omissions of American intelligence 
American missile hits Chinese embassy in Belgrade 





was probably wrongly linked to terrorism 


Department to improve security 


in Iraq's capital, Baghdad 





A Sudanese chemical factory hit by an American missile 


American embassy in Kenya destroyed by a bomb a few 
months after the ambassador asked the State 


CIA surprised by Indian nuclear tests despite clear signals 


A blast at a military base near Dhahran, in Saudi Arabia, 
kills 19 American troops three months after an airforce 
security officer said that the base was vulnerable 


An American missile hits a bunker housing Iraqi civilians 


An American warship, Vincennes, shoots down an 
Iranian Airbus over the Gulf, killing 290 people 


grade is easily recognised 
from the ground—if not, it 
seems, from the air). Mr Co- 
hen pontificates on “new 
rapid-response procedures 
for updating critical data- 
bases for no-strike targets”. 

| Whether all this will 
work is another matter. As 
Mr Woolsey points out, 
“real-time reporting” by 
agents “is not the thing you 
do.” Their information takes 
time tosift, and in a world of 
computers and databases it 
all too easily becomes an av- 








rists (of whom there are L 


alanche: with tragic results. 
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Joschka Fischer, a sterner shade of Green 


IS skin looks greyer, his brow more lined. At times he 
pauses in mid-sentence, eyes staring as though into an 
abyss. Joseph (“Joschka”) Martin Fischer, former taxi-driver, fac- 
tory-worker and (street) fighter against American “imperialism”, 
knew that being Germany's foreign minister would be no Okto- 
berfest. That was one reason he so much wanted the job: to show 
the snooty establishment that had long shunned him just what 
he could do. Even so, he did not expect to be squeezed quite so 
fiercely from the very start between the Kosovo crisis on the one 
hand and his supposed colleagues and friends in the Green 
party on the other; still less that he might even be close to en- 
forced resignation after only six-and-a-half months in office. 

Not that Mr Fischer has proved a flop. For much of the time 
the opinion polls have shown him 
running level with Gerhard Schro- 
der, the chancellor, as the country’s 
most popular politician. That is no 
mean feat for either, given the haz- 
ards of Germany’s current European 
Union presidency and, even more, 
of the war in Kosovo. 

Even the wariest of diplomats in 
Bonn now acknowledge Mr Fischer's 
savvy in handling the unpredictable 
ups and downs of the struggle in Ko- 
sovo: his firm backing for NATO's air 
strikes with German participation 
against the man he calls “the great 
butcher of Belgrade”; then his 
launching of a peace plan (admit- 
tedly, at first to gulps from some of 
Germany's allies) aimed at breaking 
the Kosovo deadlock in the United 
Nations Security Council by getting 
the Russians and the Chinese to join 
in the search for an acceptable settle- 
ment. It was hardly the fault of Mr Fi- 
scher, notes one aide acidly, that the 
scheme (temporarily?) stalled after 
American aircraft bombed the Chi- 
nese embassy in Belgrade. If asked, 
the Germans would have been 
happy to give the cia an up-to-date map. 

Veteran foreign-ministry hands favourably compare their 
new boss to his predecessor-but-one, the legendary Hans- 
Dietrich Genscher: both for his deft east-west diplomacy and for 
his uncanny omnipresence, popping up on television in states- 
manlike pose from, so it seems, several different countries at 
once. It was thanks not least to the peripatetic Mr Genscher’s 
high profile that his Free Democratic Party, Germany’s liberals, 
repeatedly won the 5% of the vote that is the minimum needed to 
win any seats in parliament. Now Mr Fischer is performing 
much the same trick for the Greens, the otherwise floundering 
junior coalition partner to Mr Schréder’s Social Democrats. 

Not that Mr Fischer is getting much thanks for it. The Greens 
have always been suspicious of star allure and Mr Fischer—witty, 
vain, impatient—is nothing if not a star. 

There are sneers at the ease with which the new “minister for 
external appearance” has swapped jeans and gymshoes for silk 
ties and natty suits—Cerrutis to Mr Schréder’s Brionis. Sceptics 
marvel at how much the inveterate jogger, mineral-water 
drinker and professed lover of the simple life suddenly seems to 





know about chateau-bottled wines and the finest cuisine. There 
were even a few sniffs from party stalwarts last month when Mr 
Fischer, just turned 51, went ahead with his fourth marriage, this 
time to a trainee journalist 22 years his junior. Jealousy, per- 
haps? At least no self-respecting Green could complain about the 
spot chosen for the wedding, the palm-tree-studded hothouse of 
Frankfurt’s botanical garden. 

Such blunt criticism elicits from the intended victim little 
more than a shrug and a curled lip. Visibly more hurtful are two 
other closely linked charges: that Mr Fischer ditched traditional 
Green pacifism as soon as he came within striking distance of 
the foreign ministry, and that his ultra-fierce talk (now, admit- 
tedly, toned down) linking Kosovo to the Holocaust of Hitler's 
Germany was just part of an attempt 
to calm a guilty conscience and jus- 
tify NATO’s bombs. 

Using the party as a springboard, 
snap some leading Greens and at 
least a strong minority of the party’s 
rank-and-file members, “Super- 
Joschka” bounced away into very dis- 
tant orbit. Now, according to these 
critics, he needs hauling back to firm 
Green earth. Hence some of the 
toughest motions, demanding 
among other things an uncondi- 
tional end to NATO's bombing, pre- 
pared for a special party congress on 
Kosovo being held in the town of Bie- 
lefeld on May 13th. Approval of any 
of these motions would not so much 
pull Mr Fischer back to earth as force 
him from office. 

Fair criticism of a gifted oppor- 
tunist? Well, hardly. Although long 
opposed to German forces’ taking 
part in international peacekeeping, 
Mr Fischer reluctantly changed his 
mind after the Srebrenica massacre 
in Bosnia in 1995, a good three years 
before a red-Green coalition came to 
power in Bonn. 

As for talking in the same breath about Kosovo and Ausch- 
witz, he seems now to have realised that such comparisons can 
all too easily be misinterpreted, or dismissed as over-simplifica- 
tions. But, as the son of refugee parents, he clearly finds ithard to 
control his fury over what the Serbs have done in Kosovo—or to 
curb his tongue. Like Hitler's dream of a “greater Germany”, he 
once told President Slobodan Milosevic of Yugoslavia, the vi- 
sion ofa “greater Serbia” would dissolve in a sea of blood. 

With his honour as well as his job on the line in Bielefeld, Mr 
Fischer was preparing, as The Economist went to press, for the 
battle of his life. Indeed, there was even more than that at stake 
in the Greens’ special congress. Ever since taking to the streets 
with other students in the late 1960s, Mr Fischer has worked for 
the day when Germany would have a government of the radical 
left. If he were to fall now, the red-Green coalition would almost 
certainly go too, quite possibly for good. Small wonder that his 
famous impish smile is rarer these days, his temper more than a 
little frayed. Kosovo is proving to be a test of many things, and 
one of them is whether a German Green can go to war with a 
steady heart for what he believes to be a deserving cause. 
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Boris Yeltsin's latest gamble 


MOSCOW 


Russia needs stability and reform. But its president, Boris Yeltsin, has offered 


another dose of chaos 


ROZEN over the winter, Russia's politics 

has now been defrosted—and smells 
even worse than before. An ailing President 
Boris Yeltsin enters another political battle, 
perhaps his last, more isolated and desper- 
ate than ever. Over the coming months, that 
means instability, even danger. 

Yevgeny Primakov’s sacking had been 
expected, During Mr Yeltsin’s winter illness 
the prime minister had established himself 
as a relatively popular and increasingly 
powerful figure. When Mr Yeltsin recov- 
ered, he felt jealous, He whittled away at the 
prime ministers powers; was childishly 
rude, most recently by refusing to sit next to 
him at a meeting; and eventually, on May 
12th, sacked him. 

Mr Yeltsin was also angry with the 
lower house of parliament, the Duma, 
which is due to vote on five impeachment 
charges by May 15th. None is likely to bring 
him down, partly because the constitution 
makes this difficult. But the tabling of the 
charges was a sign of how the president's 
authority has waned. Mr Yeltsin clearly felt 
that his prime minister, who got on well 
with the Duma, especially its Communists, 
was lukewarm in his defence. 

Lashing out is one thing, landing 
punches is another. To turn this week's 
shake-up into any kind of victory, Mr Yel- 
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tsin has to fight two more battles. He must 
stop the impeachment, probably by having 
the Supreme Court dismiss the charges. 
That may well be possible. More trickily, he 
must deal with the Duma, either by per- 
suading it to accept his new acting prime 
minister, the interior minister, Sergei Step- 
ashin—or by dissolving it, which the con- 
stitution allows if it thrice refuses the presi- 
dent's nominee for prime minister. 

Mr Yeltsin’s record on dealing with the 
Duma is dismal. Only by open bribery did 
he push through Sergei Kiriyenko, then his 
prime ministerial nominee, in April last 
year. After the financial crash in August he 
had to withdraw his renomination of a for- 
mer prime minister, Viktor Chernomyrdin, 
after it had twice been rejected. 

It is hard to see why Mr Yeltsin should 
fare better now, especially since the admin- 
istration has been shedding talent and 
power throughout the winter. Last month 
Mr Yeltsin lost his top legal adviser. Min- 
utes after Mr Primakov’s sacking, one of his 
main advisers, Oleg Sysuyev, who opposed 
a government shuffle, resigned. Most other 
members of the presidential team are at 
best mediocre. Many, such as Mr Yeltsin’s 
daughter, Tatiana Dyachenko, widely be- 
lieved to be the schemer behind Mr Pri- 
makov’s downfall, are thoroughly disliked. 





















Two new heavyweight appointees, includ? 
ing the country's top spin doctor, Sergei 
Zverev, will have their work cut out. ; 

The presidents unpopularity is com- 
pounded by his weak health. At the week- 
end he could barely climb a flight of steps 
to lay a wreath. Sometimes he talks neat- 
nonsense. The Duma on May 12th urged 
him to resign. And Mr Stepashin hardly 
looks the man to change the Duma’s mind. 
A former civil servant, he was an architect 
of the disastrous war in Chechnya (for 
which he was sacked in 1995). His chiefhab-. 
its are loyalty to Mr Yeltsin and a chilly si: 
lence in public. Since returning to office 
two years ago, he has scored no visible vic- 
tories against crime or corruption. 

A cleverly composed government could 
help his chances. So far, however, the signs 
are unpromising. Mr Yeltsin’s first appoint- 
ment was of the obscure railways minister; 
Nikolai Aksyonenko, as a_first-deputy. 
prime minister. There are even rumours 
that Vladimir Zhirinovsky’s illiberal Lib- 
eral Democrats have been offered an extra 
cabinet post to win their support. That 
smacks of desperation. 

One slender chance is that the deputies 
may decide that, if Mr Yeltsin actually 
wants them to reject his prime minister (in 
order then to call a general election), they 
should not co-operate. That could mean 
their acceptance of Mr Stepashin, but with 
no intention of working with his govern- 
ment: the result would be more months of 
political stalemate. 

Even this would be a blessing com- 
pared with a constitutional crisis. This 
could happen if Mr Yeltsin fluffs a dissolu- 
tion of the Duma--something that nearly -~ 
happened last September, in the tussle over - 
Mr Chernomyrdin’s nomination. The 
mayor of Moscow, Yuri Luzhkov, gave 
warning then that if parliament were dis- 
solved he would offer itanother home. This 
raised frightening memories of 1993, when 
the president had to crush a rebellious par- 
liament with artillery. 

Mr Luzhkov is sounding warier this 
time round, saying that Mr Primakov’s 
sacking is regrettable but legal. Nonethe- 
less, if Mr Yeltsin wants to dissolve the 
Duma safely, let alone try some constitu- 
tional hanky-panky, he will need strong 
support from Mr Luzhkov. That usually 
comes at a heavy price. 

Lost amid all this are the two things that 
currently make the rest of the world care 
about Russia: the economy, and the crisis 
over Yugoslavia. Russia’s outline agree- 
ment with the imr depends on a bunch of 
new laws being passed by mid-June, in- 
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-eluding banking reform and tougher taxes. 
zo .That-is now in doubt. Mr Primakov’s 
government had a chance of pushing the 
measures through, though probably not of 
implementing them effectively. Mr Step- 
ashin will have a much tougher time. 
Though Mr Yeltsin portrays the appoint- 
ment of.a new government as a chance to 
speed up reforms, that sounds more plausi- 
ble abroad: than at home, where people 
have preferred Mr Primakov’s austere, cau- 
tious style to the lawlessness and greed that 
flourished before. A higher oil price has 
- made Russia’s economy look a shade perk- 
ter, but problems of debt, swindling and 
under-investment remain. 
If Russia breaks its promises, the IMF 
-cand its western backers will face a hard 
choice later this summer, when debt repay- 
ments peak. Do they put their money be- 
hind Mr Yeltsin’s latest gamble, or let Rus- 
sia slide into the financial wilderness? 
Russia has also been talking tougher on 





France 
Innocence denied 


PARIS 


6¢ A NYONE suspected of a crime is pre- 

sumed innocent until proven 
guilty.” Most people would think this was 
one of the benchmarks ofa liberal state. But 
in France, self-proclaimed home of human 
rights, it is so often flouted that the govern- 
ment and its justice minister, Elisabeth 
Guigou, have decided for the first time to 
enshrine it in the country’s code of penal 
procedure. And about time too, if the treat- 
ment meted out to Bernard Bonnet, the 
Frerich government's former top represen- 
tative in the island of Corsica, is anything 
to go by. 

Since his arrest on May 5th, Mr Bonnet 
has been in solitary confinement in prison 
on. suspicion of having ordered—or at least 
countenanced—the burning down of an il- 
legally built restaurant on the island. Six 
gendarmes, including the head of Corsica’s 
gendarmerie, Colonel 
Henri Mazères, have re- 
portedly admitted respon- 
sibility for the attack, 
which was carried out, ac- 
cording to the colonel’s 
lawyer, “on the express in- 
structions of Mr Bonnet”. 
Another gendarme, Lieut- 
Colonel Bertrand Cavalier, 
claims to have secretly 
(and illegally) taped, five 
days after the fire, a con- 
versation between himself 
and Mr Bonnet in which 
the former prefect is al- 
leged to have confirmed 
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Rights-conscious Guigou 





Yugoslavia, though whether this is for exter- 
nal. or internal consumption: is: not yet 
clear. Mr Yeltsin said that: Russia would 
stop trying to mediate if the West did not 
accept its version ofa peace deal. Given that 
Russia has yet to show it has real influence 
on the Yugoslav leadership, the effects of 
this may be limited—but disappointing for 
some western governments hoping for a 
speedy deal brokered by Russia. 

If Mr Yeltsin is lucky, he may have a 
working government within a month or so, 
and Russia will stagger on until the general 
election in December, which could give the 
political system a new shot of legitimacy. If 
he is not, the country faces yet another lurch 
downhill. It is a measure of the failure of 
Russia's rulers that the almost nostalgic ver- 
dict, both at home and abroad, on the past 
eight months is that Russia did not disinte- 
grate, starve, freeze, hyperinflate or descend 
into anarchy. Small comfort, as an -uncer- 
tain summer opens with a reckless gamble. 


that he personally authorised the attack. 

Despite Mr Bonnet’s protestations of 
innocence, the French press has treated 
him as guilty. It does not hesitate to refer to 
the incarcerated prefect as “one of the prin- 
cipal instigators” of the fire, without both- 
ering with such niceties as “alleged” or 
“suspected”. Mr Bonnet, a hitherto re- 
spected senior civil servant, is presented as 
scheming, haughty, imperious, even mad. 
Yet most of the “evidence” against him 
comes from. anonymous “judicial sources”. 

This character assault is all the more pe- 
culiar given Mr Bonnet’s record in office. 
Appointed to Corsica after his predeces- 
sor’s assassination 15 months ago, he had 
begun to crack down--with success—on or- 
ganised crime and separatist terror. Bomb 
attacks last year dropped from. the usual 
yearly 200-400 to 96, Armed robbery fell by 
two-thirds. Deliberate 
burnings of forests and 
scrubland were down by 
more than a third. Dozens 
of local politicians and 
dignatories had. been 
placed under. investiga- 
tion in some. 80 ‘corrup- 
tion scandals. uncovered 
since his arrival. The econ- 
omy was beginning to pick 
up again as confidence 
returned. 

The trouble is that 
criminal — investigations 
are supposed to be covered 
by a veil of secrecy. But this 





obligation applies only to the investigating 
magistrate, the police and: court officials, 
not to defendants, their lawyers, civil par- 
ties or reporters. So leaks and rumour are 
rife. Despite a theoretical presumption of 
innocence, suspects—particularly famous 
ones—often face what Mr Bonnet calls a 
“press lynching”, which can ruin their ca- 
reers or businesses, even if they are ulti- 
mately cleared. 

Nor does the readiness of examining 
magistrates to clap suspects behind bars 
help. With 40% of its prisoners on. remand, 
France has the third-highest rate of preven- 
tive detention in the European Union, after 
Italy and Belgium. The average length of 
stay is four months; some languish for years 
behind bars before being brought to trial. 

A bill designed to strengthen the pre- 
sumption of innocence is now going 
through parliament. The right to put a sus- 
pect on remand would be taken away from 
the investigating magistrate and given to 
an independent judge. Preventive deten- 
tion would be allowed only for crimes car- 
rying at least three years’ imprisonment, in- 
stead of two. A defendant would have the 
right to see a lawyer from the moment he is 
detained, instead of after 20 hours. And the 
press would be banned from publishing 
photographs of suspects in handcuffs and 
opinion polls about the case. 

Not the drastic measures for which 
civil-rights activists had hoped. Newspa- 
pers will still be able to publish rumours 
with impunity. Yet already lawyers, report- 
ers and judges are screaming. “Are politi- 
cians not about to realise their dream of 
controlling public opinion?” asks the edi- 
tor of Le Monde, a leading newspaper. Mr 
Bonnet and others like him, meanwhile, 
will still be presumed guilty until tried. 
cn tn er er EE A Sia asian Snack 


Turkey 
Bare your head 


ANKARA 


HE search for a new Turkish govern- 

ment has been complicated by another 
row between army-backed secularists and 
Muslim women who do not want tobe told 
when they can and cannot: cover their 
heads with a scarf. Merve Kavakci, a Texas- 
educated computer-software engineer who 
is now one of the Virtue Party’s elected dep- 
uties, turned up at the opening session of 
the new parliament on May 2nd in a 
headscarf. She at once became the target of 
acampaign of vilification organised by the 
pro-establishment part of the Turkish me- 
dia. Hardly a day passes without fresh “rev- 
elations” about Ms. Kavakci. They range 
from allegations that she left her husband 
because he had several other wives—some- 
thing secularists might smirk at, you might 
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think—to being a “foreign agent”. 

Turkey's virulently anti-Islamist chief 
prosecutor, Vural Savas, swooped for the 
kill on May 7th, filing a case with the Con- 
stitutional Court to outlaw the Virtue Party 
on the charge that it is seeking to put Turkey 
under Islamic rule. In his indictment, Mr 
Savas called Virtue a “malignant tumour” 
and its members “blood-sucking vam- 
pires”. Ms Kavakci faces separate charges of 
“seeking to incite hatred based on religious 
differences”. News that she became an 
American citizen in March is likely to 
strengthen the case against her, because of- 
ficials maintain that a Turkish legislator 
cannot be a citizen of another country as 
well. She will probably lose her seat, and 
could end up behind bars. 

President Suleyman Demirel, who has 
joined the denunciation of Ms Kavacki, has 
hinted that if Bulent Ecevit, the prime min- 
ister, has not had her ejected from parlia- 
ment before she takes the oath of office, the 
country’s generals will take matters into 
their own hands. He should know. Mr 
Demirel has twice been removed from 
power by the generals. 

The headscarf is banned in Turkey in 
government offices and universities. But 
the parliamentary dress code makes no ref- 
erence to it, merely saying that female dep- 
uties should wear a skirt and jacket. Armed 
with this fact, a defiant Ms Kavakci insists 
that she has not broken the law and that her 
headgear is merely a token of her faith. 

“These so-called secularists”, she says, 
“have a fixed idea of what the perfect Turk 
looks like.” But her claims that she is “fight- 
ing for full democracy” are unlikely to 
move the many Turkish women who stay 
loyal to the founder of modern Turkey, Ke- 
mal Ataturk, and his views, once rather 
avant-garde, about the way they should 
dress; it was Ataturk, after all, who gave 
them the vote. And her case is not helped by 
the headlines that quote her as making 
speeches in America in which she called for 
jihad, a word meaning “holy struggle” but 
often taken to imply violence. 

Heartened by Ms Kavakci’s refusal to re- 
move her headscarf, thousands of pro-Is- 
lamic students have been clashing with the 
police since the beginning of May in the 
eastern province of Malatya. About 160 
have been arrested. The demonstrations 
erupted when female students wearing 
headscarves were denied entry to the local 
state university. 

Behind all this, many people see the 
hand of Necmettin Erbakan, who became 
Turkey’s first Islamist prime minister in 
1996 but was forced out of office by the gen- 
erals barely a year later. Although he was 
barred from politics last year, on charges of 
seeking to overturn Turkey’s secular order, 
Mr Erbakan has continued to try to domi- 
nate the Islamist movement. Some Virtue 
insiders, fed up with this, believe that he set 
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off the headscarf row in an attempt to “get 
even with the military”, as one Virtue dep- 
uty describes it. Faced with the loss of their 
parliamentary seats, if the public prosecu- 
tor does get Virtue banned, a large group of 
Islamist deputies, led by the moderate Ab- 
dullah Gul, are said to be planning to split 
off and form their own party. 

All this bodes ill for Mr Ecevit’s bid to 
forge a coalition with the National Action 
Party, the right-wing nationalists who to ev- 
erybody’s surprise came out of the election 
as Turkey's second-biggest party. Theoreti- 
cally pro-secular, the nationalists took mil- 
lions of votes from Virtue by promising the 
pious masses of central Anatolia that, once 
in power, they would lift the headscarf ban. 
Many of these voters must have been disap- 
pointed when a National Action woman 
member of parliament took off her head- 
scarf at the oath-taking ceremony in order 
to avoid Ms Kavakci’s fate. Still, National 
Action’s leader, Devlet Bahceli, is pressing 
Mr Ecevit to agree to lift the ban in state 
schools, if not government offices, as a con- 
dition for a coalition deal. And what would 
the generals say about that? That is just 
what Mr Ecevit is asking himself. 





Greece 


The return of 
the minotaurs 


ATHENS 


HE Liberals, Greece’s newest political 

party, have chosen a raging bull for 
their symbol. The party was launched on 
April 29th, just in time to field candidates 
for the European Parliament's election next 
month. Its founder, Stef 
anos Manos, a former fi- 
nance minister, says that 
the red bull, menacingly 
pawing the ground, signi- 
fies the Greeks’ increasing 
impatience with the 
failings of old-style poli- 
tics: patronage, inefficient 
state services and the squandering of bil- 
lions of drachmas-worth of Eu grants. He 
wants to make things change. 

Last year Mr Manos was kicked out of 
New Democracy, the centre-right opposi- 
tion party, for refusing to oppose reforms at 
Olympic Airways, Greece's struggling state 
airline, and other loss-making state enter- 
prises. The governing Socialists’ proposals 
for cost-cutting, and a crackdown on pub- 
lic-sector unions, were close to what Mr 
Manos had attempted—unsuccessfully—to 
push through while in office in the early 
1990s. New Democracy has since swung to 
the right under Costas Karamanlis, its 
fogeyish young leader. The populists who 
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Manos prepares to charge 


frustrated Mr Manos’s reforms still control 
the party machine. They are keen on state 
ownership because of the opportunities it 
offers for making political appointments. 
Reformists are in short supply. 

Mr Manos is trying to build a power 
base for the Liberals in Greece's provinces 
and islands, where people are most dissat- 
isfied with the Socialists’ gradual approach 
to modernisation. His party organisers in- 
clude fish-farmers and grape-growers as 
well as doctors and lawyers. Outside Ath- 
ens, people are using e-mail, still a bit of a 
rarity in Greece, to sign on with the Liberals. 

Can Mr Manos carve out a niche for his 
party? Pollsters say the Liberals should win 
at least 3% of the vote, enough to send one 
member to the European Parliament. Most 
votes will come from New Democrats fed 
up with Mr Karamanlis’s uninspiring poli- 
cies, but some younger Socialists may 
switch sides. Next year’s election to Greece's 
parliament, however, will 
be the real test. 

Critics say that Mr Ma- 
nos is uncharismatic and 
D inflexible. When he talks 

about speedier reforms, 

improving education and 

repairing the environ- 

ment, he does indeed 
sound more like a management guru than 
a politician hungry for votes. 

But he has a record of getting things 
done. As the country’s first environment 
minister, he brought pedestrian zones to 
Athens and made a start on conservation. 
During a brief stint as public-works minis- 
ter, he launched a $4 billion project to ex- 
tend the capitals underground railway. 
His privatisation programme was adopted 
by the Socialists, in a watered-down way. 
He says that, instead of settling for an easy 
life on EU hand-outs, Greece should be 
striving for excellence. He could surprise 
everyone by making the Liberals count. 

See ee eee 
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THE ECONOMIST REVIEW 


High noon 


It is easy to make war, as Henry Kissinger learned and Madeleine Albright is 
now discovering. But those closely involved with Ireland and Israel know that 
making peace is another story: four reviews explore the issue 


HEN asked whether the 

French revolution wasa pos- 
itive development, Zhou Enlai 
supposedly replied that it was too 
soon to say. Madeleine Albright, 
who became America’s secretary 
of state only in January 1997 is al- 
ready the subject of two solid, well- 
researched biographies. This haste 
does not reflect a short-sighted 
view of history, but a growing curi- 
osity about how she attained 
America’s highest cabinet rank. As the titles 
suggest, the interest is in the geographic and 
religious journey of Maria JanaKorbelova, 
born in Prague to Jewish parents. The family 
escaped to England at the onset of the second 
world war and became Catholic. After mov- 
ing to America, Mrs Albright converted to 
Protestantism to please her wealthy hus- 
band and ultimately became the first female 
secretary of state. 

The daughter of a struggling émigré 
scholar was freed from the necessity of re- 
munerative employment by her marriage to 
a publisher, Joseph Albright. She obtained 
her doctorate from Columbia University 17 
years after graduating from Wellesley, an 
elite women’s college. Her first job was as a 
fund-raiser for Senator Edward Muskie’s 
successful 1976 re-election campaign; her 
principal qualification being her status as a 
Georgetown socialite who had headed the 
board of Beauvoir, Washington's upper- 
crust private elementary school. 

Two years later her Columbia professor, 
Zbigniew Brzezinski, became President Car- 
ter’s national security adviser and selected 
her to handle congressional liaison. The lim- 
ited nature of her duties is shown by a plain- 
tive memo she sent him after her first year 
complaining that most of the cable traffic 
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she was allowed to see concerned 
room reservations for congression- 
al delegations. In another memo of 
more current interest that she 
wrote about her cabinet colleague, 
William Cohen, then a senator and 
now defence secretary, she noted 
that he “has an over-estimation of 
his intellectual capabilities but is a 
clever self-promoter and will 
therefore be talking more than 
most.” 

In 1982, after a divorce which left her 
wealthy though emotionally devastated, she 
received an offer for anew temporary postat 
Georgetown University. While working on 
the presidential campaign of Michael Duka- 
kis in 1988, she came into contact with Gov- 
ernor William Clinton, who later chose her 
as his United Nations representative. There, 
she performed admirably as a spokesman 
for American values, although she was not 
taken seriously in policy formulation de- 
spite her cabinet rank. The national security 
adviser phrased it diplomatically: Made- 
leine could articulate her view well but “her 
weakness was working it through and trans- 
lating it into real policy terms in ways that 
would help convince others.” 

A similar summary of Mrs Albright’s 
perceived strengths and weaknesses at the 
time of her appointmentas secretary of state 
was provided by Sir John Weston, a former 
British ambassador to the un, in a cable to 
the Foreign Office: “She knows that she has 
got on in life by sheer application rather than 
innate brilliance. She is at her best on the big 
issues in front of a microphone. She is not 
good at devising a detailed game plan for 
pursuing broad objectives. Her reactions to 
being exposed or brought under pressure 
from sudden turns of events are sometimes 
tetchy, verging on the panicky.” 

Both biographies have been written by 
journalists, and they devote considerable ef- 
fort toexploring Mrs Albright’s Jewish back- 
ground, which was revealed by Mr Dobbs in 
the Washington Post. Both conclude that, 
despite her denials, she must have been 
aware of her past, yet Mr Dobbs’s account is 































































































THE ECONOMIST REVIEW 
more sophisticated and sensitive. Both 
strongly suggest that, in large part, Mrs Al- 
bright was an affirmative-action appointee. 
It is unlikely that a male academic without 
tenure, with no particular intellectual dis- 
tinction and limited policy-making experi- 
< ence would have been picked. Given her de- 

` termination and persona, it is far too soon to 
say whether she will be one of the better sec- 
tetaries of state or whether Kosovo will 
prove notjusta test, but a failed test. 








Warmakers 2 


Right to the end 


` YEARS OF RENEWAL. By Henry Kissinger. 
Simon & Schuster. 1,152 pages. $35. Weiden- 
feld & Nicolson; £30 


AUTOBIOGRAPHIES are 
not biographies, which is 
one of the reasons why 
they can be so interesting. 
Henry Kissinger goes one 
step further. Like Winston 
Churchill, he sidesteps 
simple autobiography, 
choosing instead to impose 
his view of his role in his- 
tory ae acting as his own historian. “Years of 
Renewal”, which covers the 30 months of 
the Ford administration, completes Mr Kis- 
singer’s three-volume account of his eight 
years of high office. This. book is an apol- 
ogia—not an apology but a defence in depth 
against his critics. 

Mr Kissinger continues to turn the tables 
on those who criticised his continuation of 
the Vietnam war for seven years by charging 
that the critics’ final success in cutting off in- 
creased funding for the South Vietnamese 















government in 1975 was the real betrayal of: 
American ideals. Mr Kissinger, appealing to 
what he asserts were such “unfashionable 
concepts” as “honour” and “moral. obliga- 
tion”, argued against “simply jettisoning an 
entire people to which we were allied.” 

Here his notion of morality overcomes 
his realism. While Mr Kissinger is certain 
that increased American aid would have 
staved off the South Vietnamese collapse 
during 1975, he is unable to assert or to find 
any intelligence estimate suggesting that, 
with any level of American aid shortofcom- 
bat involvement, the south could have ulti- 
mately prevailed. Indeed, it defies common 
sense to imagine that a government, both 
corrupt and ineffectual, could have accom- 
plished without American troops what it 
did not achieve with more than 500,000 
American soldiers at hand. Mr Kissinger’s 
position might have prolonged the war, per- 
haps until after the 1976 presidential elec- 
tion, but the price would have been further 
loss of Vietnamese lives and greater devasta- 
tion without any change in outcome. 

Mr Kissinger regards the need to define 
the relationship between the pragmatic and 
the moral as the key task of American for- 
eign policy, something with which Made- 
leine Albright might well agree. He quotes a 
moving letter his father wrote him in 1946, 
when he thought he might die: “a human be- 
ing must always fulfil his moral obligations.” 

Having set himself the task, Mr Kissinger 
makes a valiant attempt at being faithful, re- 
liable and selfless. The self-portrait is that of 
a highly moral man of gravitas, but his ac- 
tual morality is quite peculiar. The reader of 
this volume would not understand why a 
top historian, John Lewis Gaddis, could con- 
clude that “itis becoming clear that Mr Kiss- 
inger relied unusually heavily upon bending 
the truth, notjust in his dealings with foreign 
statesmen but also with his own friends, as- 
sociates, and at times even presidents for 
whom he worked.” Yet he remains con- 
vinced he was right. To this day, Mr Kissin- 

ger has not apologised to his colleagues or 
their families for his complicity in the 
wiretaps placed on their home tele- 
phones. 

A reviewer of another of Mr Kissin- 
ger’s works once remarked that whether 
or not he was a great writer, anyone who 

finished was a great reader. The comment 
is tempting but unfair. The arguments 
over Henry Kissinger’s character and 
accomplishments will intrigue genera- 
tions of historians. But his thor- 
oughness, even if occasionally te- 
dious, is a service to history. He 
often writes with pithy elegance, 
and the intellectual force dis- 
played in his memoirs should 
place them among the few current 
foreign-affairs books which will 
be noteworthy 50 years hence. 
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Round the 
Irish table 


MAKING PEACE: THE INSIDE STORY OF THE 
MAKING OF THE GOOD FRIDAY AGREE- 
MENT. By George Mitchell. Knopf; 224 pages; 
$24, Heinemann; £17.99 


THE gradual involvement 
of George Mitchell in the 
Northern Ireland peace 
process reflects the inter- 
nationalisation of the con- 
flict. Senator Mitchell 
brought with him his con- 
siderable experience of 
American politics. This 
may not seem helpful in a 
crisis which comes nearest to European, 
and specifically Balkan, conditions than 
even inter-ethnic relations in the United 
States. But his memoir of the making of the 
Good Friday agreement reveals that at least 
certain characteristics of the American po- 
litical system--the need for senators to act 
as brokers between contending interests, 
the patient acceptance of the slowness of 
the system to achieve a desired result-- 
were valuable, especially when allied to Mr 
Mitchell's ability to cut through a mass of 
detail and identify the key issues in a com- 
plex negotiation. 

The senator is also a man of honesty 
and purpose. When the British and Irish 
governments insisted the comprehensive 
settlement plan be presented to the North- 
ern Ireland parties without “strand two” 
(the establishment of North-South in- 
stitutions) included, Mr Mitchell was less 
than frank with the media. He confesses 
now that he was troubled by this, although 
he had acted with the best of intentions. 

Mr Mitchell’s account of the peace 
process is essentially that of the chairman; 
he says little or nothing about the intensive 
discussions that went on within, rather 
than between, the parties that were mean- 
while engaged in hard bargaining. But his 
brief (and shrewd) assessments of the indi- 
viduals involved indicate why and how he 
managed to gain the trust of people who 
previously could hardly bear to sit in the 
same room as each other. 

Two particular strengths were that he 
understood the intense pressures on North- 
ern Ireland politicians and the way in 
which a murder or a bombing could jeop- 
ardise the negotiations. Mr Mitchell appre- 
ciated how far the parties could go, and the 
constraints on their freedom of choice. He 
was a calm, often unobtrusive chairman, 
allowing the politicians to get their griev- 
ances off their chests; he was good at put- 
ting himself in their shoes. Yet he also un- 
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derstood the need to push matters forward, 
set deadlines, and above all to set: the key 
deadline that forced them to confront the 
stark realities and consequences of failure,in 
the last frantic days of negotiations. 

His intervention when David Trimble 
found unacceptable the “strand two” pro- 
posals agreed by the British and Irish gov- 
ernments was crucial, and, although hedoes 
not make this explicit, itis clear that the early 
release of paramilitary prisoners was vital in 
keeping Nationalists and Republicans on 
board when Tony Blair and Bertie Ahern re- 
negotiated this strand. 

Overshadowing the whole process was 
the issue of decommissioning of terrorist 
weapons. Not even Mr Mitchell’s negotiat- 
ing skills could offer more than a temporis- 
ing delay on this issue. He does print the let- 
ter that Mr Blair wrote for Mr Trimble, 
saying that decommissioning should “begin 
straight away”, and now this issue has resur- 
faced to jeopardise the whole process. This 
makes the point that if the ira does not want 
todisarm, then it runs the risk of carrying on 
the killing process well into the next century. 
And the key elementin Mr Mitchell’s tactics, 
locking all sides so far into talks that they did 
not want to get out (or felt it would be coun- 
ter-productive if they did get out), cannot be 
regarded as successful until this continually 
postponed issue is resolved once and for all. 

Mr Mitchell's account is complex, but 
enlivened by his eye for detail and his 
sketches of his encounters with the protago- 
nists~-British, Irish and American. Bill Clin- 
ton emerges with credit. And there is an un- 
forgettable description of Mr Ahern wan- 
dering the streets of his native Dublin late at 
night and resolving to change his mind and 
modify his original stance on “strand two”. 
Mr Mitchell himself experienced deep per- 
sonal and family crises during the protracted 
negotiations, but he always put duty first. In 
so choosing he may yet have removed or at 
least weakened the iron law of Northern Ire- 
land politics: that things have got to get better 
before they get worse. 






Peacemakers 2 


Parallel lines 


TOUCHING PEACE: FROM THE Osto AC- 
CORD TO A FINAL AGREEMENT. By Yossi Bei- 
lin. Weidenfeld; 304 pages; £25 





FEW people have worked 
harder for an Israeli-- 
Palestinian peace than 
Yossi Beilin, a potential 
foreign minister should 
Labour win Israel’s elec- 
tion on May 17th. An ad- 
vocate of secret talks run- 
ning parallel to official 
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a Tandoori restaurant in Tel Aviv) and then 
saw the process through to the famous Ra- 
bin-Arafat handshake on the White House 
lawn. Sadly, that handshake aroused un- 
fulfilled expectations. 

The Israeli peacemakers’ mistake, he 
writes in “Touching Peace”, was to believe 
that the Oslo peace accord absolved them 
of the need to continue moulding public 
understanding. They assumed that the 
benefits of the peace process—the lifting of 
the Arab embargo, rising living standards, 
receding prospects of war--would speak 
for themselves. Instead, too many Israelis 
linked the peace process with the rising 
threat of terrorism, and in May 1996 they 
voted for Binyamin Netanyahu, who be- 
lieved, and probably still believes, the 
whole Oslo process to have been a mistake, 

So, for the past three years, all has been 
stuck. A few of the planned interim mea- 
sures have gone through—~Israel’s partial 
withdrawal from Hebron, for instance— 
but there has been no progress at all on the 
permanent Israeli-Palestinian solution that 
should have been in place by now. Behind 





Human rights 


More than paper 


AN international law curb the excesses 

of governments or tame the ferocity of 
war? After 50 years of trying, the question is, 
at best, still open. On December 10th 1948 
the United Nations adopted the Universal 
Declaration of Human Rights (UpHR), from 
which dozens of treaties have flowed. On 
August 12th 1949 the four Geneva Conven- 
tions covering the rules of war were agreed. 
Every government has signed the conven- 
tions, and most have signed the various hu- 
man-rights treaties requiring them to treat 
their own citizens with decency. 

And yet savagery continues in both war 
and peace. Mass graves have become a regu- 
lar feature of the nationalistic wars and eth- 
nicconflicts of the 1990s. They are appearing 
again in Kosovo. A third of the world’s gov- 
ernments continue to practise torture regu- 
larly. The latest annual reports from Human 
Rights Watch and Amnesty International, 
the world’s two most prominent human- 
rights groups, are a depressing chronicle of 
violence and repression. “For most people 
the rights in the pur are little more than a 
paper promise,” declares Amnesty’s report. 

The soth anniversaries of the upur and 
the Geneva Conventions have produced as 
much soul-searching as celebration among 
human-rights activists. Self-styled political 
realists have always scoffed at the idea that 
international law willever amount to much. 
The only guarantor of peace is military 
might, realists argue, overlooking the awk- 
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active goings-on: if Mr Beilin’s party is able 
to form Israel’s next government, a docti- 
ment containing the basic ingredients of a: 
final agreement will be at its disposal. This 
is the result of Mr Beilin’s second secret — 
track, the Stockholm one. Between 1994 
and 1995, Israeli and Palestinian academics 
got together in Stockholm and elsewhere to _ 
work out how the circle could be squared: 
how each side could get what it considered 
most important, without damaging the in- 
terests of the other side. Mr Beilin, deputy. 
foreign minister at the time, was at the. 
heart of things. ; 

On October 31st 1995, Mr Beilin and 
Abu Mazen, the Palestinians’ chief negotia- 
tor, met in Tel Aviv to approve the plan. 
Nothing was signed, but the basis of a deal. 
was on paper. Both men thought that a set- 
tlement could be reasonably quick. But le: 
than a week later, Israel’s Labour prim 
minister, Yitzhak Rabin, was assass- 
inated—and everything fell out of place. It 
remains to be seen how successful the gov- 
ernment will be in putting it back together- 
again after the May election, 







































ward fact that balance-of-power politics 
have still produced two devastating world 
wars and innumerable regional conflicts. 
Nevertheless, the juxtaposition of a 
growing body of human-rights law with 
continuing abuses and atrocities is an equal- 
ly awkward fact. Human-rights supporters: 
have reacted in various ways to this.. For 
many it has only made them more indig- 
nant. Amnesty and Human Rights Watch 
relentlessly harass governments—docu-) 
menting and publicising abuses and cam-" 
paigning for still more international laws. 
Yves Beigbeder takes a different ap- 
proach. His excellent one-volume guide to 
the history of modern war-crimes trials at- 
tempts to explain why they have so rarely 
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tribunal and then an international civil ser- 
“vant, Mr Beigbeder isstilla true believer. Per- 
- petrators of war crimes can be prosecuted 
and sentenced by independent and fair tri- 
~ bunals, he argues, if the political will exists to 
make it happen: 

Others who profess to support the idea 
of human rights in principle are beginning to 
“question whether the effort to establish a le- 
gal regime based on them is misconceived. 
The collection of essays edited by Tony 
Evans is subtitled “a reappraisal”; it would 
“be more accurate to call it a barrage of criti- 
< ism. The authors make some telling points. 
Asthey claim, human-rights treaties are oft- 
en poorly drafted and over-ambitious. 
Many contradict each other, or other basic 
“documents of international law, such as the 
United Nations Charter. How is national 
sovereignty to be reconciled with legally en- 
forceable individual rights? How are cultur- 
al rights to be reconciled with the rights to 
free speech and religion? The United States, 
sceptics point out, invokes international law 
to bludgeon political opponents but brushes 
aside any criticism of its own record or that 
of its friends. If even the world’s sole super- 
power—which sees itself as a beacon of free- 
dom-—-behaves in this way, what chance is 
there that other countries will ever be con- 
strained by international law? 

Other critics, not represented in Mr 
Evans's volume, have lambasted efforts to 
hold international trials as selective and un- 
fair. Can it really be justice to drag alleged 
war criminals in Bosnia or Rwanda before 
international tribunals while those who 
have committed atrocities in Chechnya, Sri 
Lanka or a dozen other countries get off scot 
< free? Why arrest frail old Augusto Pinochet, 
Chile’s former dictator, fighting his extradi- 
tion from Britain to Spain, while the leaders 
of the Khmers Rouges, who killed so many 

`: more, enjoy a comfortable retirement? 

The weakness of such criticisms is not 
<o their content—which supporters of interna- 
tional law ought to heed—but the spirit in 
which they are made. None of the critics in 
Mr Evans’s book, and few of those who have 
written in a similar vein elsewhere, propose 
alternatives. Theirs is a counsel of despair. It 
-isalso premature. 

Efforts to apply international law are in 
their infancy. Although the upr and the 
Geneva Conventions were signed some 50 
years ago, most of the period since has been 
spent in the time-consuming, cumbersome 
business of formulating and winning agree- 
ment for new international laws from scores 
of countries. That the results are frequently 
vague or contradictory is hardly surprising. 
Even national legislatures regularly pass 
poorly drafted laws which later have to be 
revised. The tribunals for Yugoslavia and 
Rwanda, set upin 1993 and 1994, are the first 
attempts.to hold international trials of war 
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criminals since the Nuremberg and Tokyo 
war-crimes trials, and they have yet to com- 
plete their work. The permanent interna- 
tional criminal court agreed. upon by diplo- 
mats at a UN conference last June is still 
three-to-five years away. 

The international legal system is rudi- 
mentary. And at its heart it is still hampered 
by the un Security Council, a compromise 
institution reflecting the political priorities 


Democracy 


A citizen's primer 


and cold-war rivalries of the post-war years. 
Russian and Chinese opposition to giving a 
council mandate to NATO’s bombing of Ser- 
bia has meant that, paradoxically, not-only 
are Mr Milosevic’s attacks on civilians in Ko- 
sovo illegal, but so are NATO’s attempts to 
stop him. 

Moreover, in rushing to condemn inter- 
national law for its obvious inadequacies, 
critics overlook the long evolution that the 
established legal systems of western coun- 
tries required. In muchof Europe and Amer- 
ica, laws were not enforced on a regular bas- 
is, and courts did not dispense justice fairly 
or consistently to any but the better-off until 
well into this century. Even today, most 
crimes in rich countries go unpunished. 
Nevertheless, the rule of law prevails and 
provides most citizens with a sense of securi- 
ty, basic fairness and redress, Extending the 
same benefits to the billions who live in 
poorer and less stable countries is the pri- 
mary aim of international human rights 
law. That is an ambitious goal. However, as 
law’s eventual success in the developed 
world suggests, it would be wrong to dismiss 
itas Utopian. 








On Democracy. By Robert Dahl. Yale University Press; 224 pages; $20 and £14.95 


OBERT DAHL, professor of political 

science at Yale University, has written 
a fine little book on his favourite subject, 
aimed as much at the general reader as at 
the student of politics. It would be easy to 
criticise such a work—barely 200 pages 
long, yet sketching the meaning of democ- 
racy, the history of democracy, the forms 
of democracy and the prospects for democ- 
racy~on the grounds that it failed to go in- 
to this or that.in the detail which is re- 
quired. But that would also be tiresome: 
brevity and simplicity are the whole point 
of such a book. 

The right tests to set are, first, whether 
(despite this feat of compression) the casual 
reader who goes on to read nothing 
else about the subject has been en- 
lightened or misled; and, second, 
whether that same reader will have 
been encouraged and even equipped 
to go on and read more broadly. A 
primer that leaves its readers feeling 
that they know all they need to, or is 
so boring that it kills the initial in- 
terest, has failed at least as badly as 
one that is plain wrong. 

Measured against either stan- 
dard, “On Democracy” is a. great 
success. After a terse historical 
sketch; the book follows a pattern. 
Each part poses what seems a simple 


question, “What is democracy?” “Why de- 
mocracy?” And so on. These questions are 
then shown to be not as simple as you 
might suppose. Nonetheless, in each case, a 
good (albeit provisional and openly in- 
complete) answer is developed. Newcom- 
ers feel they are making progress—as in- 
deed they are. At the same time, they are 
shown that there is a lot more to say, and 
are guided (in end notes) to other sources. 
The balance between instruction and in- 
vitation to delve deeper is skilfully struck. 

The centre of the book, in both senses, 
is an account of the many varieties of de- 
mocracy as it actually exists. Mr Dahl ex- 
plains that the political institutions of real- 
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world democracy—a complicated bundle. 


that includes elected officials; free, fair and 
frequent. elections; freedom of expression; 
alternative sources of information; 
“associational autonomy”; and “inclusive 
citizenship”—do not typically arrive all at 
once, or in the same sequence. He develops 
at length (comparatively speaking) the im- 
plications of the size of the political unit (in 
terms both of territory and number of citi- 
zens) for the form of democracy. 

A “fundamental democratic dilemma”, 
as he calls it, emerges: “The smaller a dem- 
ocratic unit, the greater its potential for citi- 
zen participation and the less the need for 
citizens to delegate government decisions to 
representatives. The larger the unit, the 
greater its capacity for dealing with prob- 
lems important to its citizens and the grea- 
ter the need for citizens to delegate deci- 
sions to representatives.” Mr Dahl 
continues, characteristically: “I do not see 
how we can escape this dilemma. But even 
if we cannot escape it, we can confront it.” 
The discussion that follows touches to good 
effect on Europe, where the dilemma is 
acute, and very far from being resolved. 
From there it moves on to “international- 
isation” and the creation of new layers, so 
far quasi-democratic at best, of suprana- 
tional government. 

All this is very well done. Only when 
the book turns to the interaction between 
“market capitalism” and democracy does it 
strike the occasional false note. Mr Dahl ex- 
plains that capitalism both favours and 
hinders democracy. He acknowledges that 
the connection also runs the other way—ie, 
that democracy both favours and hinders 
capitalism—but this is not addressed with 
any care or signalled as a topic demanding 
further study. Worse, it may not have oc- 
curred to Mr Dahl that democracy may 
“hinder” capitalism not only in the sense of 
saving it from its own excesses (a point he 
does address) but also in the sense of genu- 
inely undermining its ability to serve the 
general good. The demands of brevity not- 
withstanding, a page or two on what pub- 
lic-choice economics has to say about 
“democratic failure’—~or at least a clear 
signpost to that literature—would have 
been very well spent. 
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Financial history 


Masters and 
mistresses 


ONESTY undermines Jean Strouse’s 
excuse for adding yet another volume 
to the already high pile of biographies of J. 
Pierpont Morgan. The muck-raking critics 
of the robber barons, she contends, have so 
demonised the reputation of America’s 
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greatest financier that “it does the demo- 
cratic tradition an injustice not to see other 
dimensions of the story now”. 

Forewarned, in the introduction, by the 
author’s declaration of intent, the reader 
expects a sympathetic biography. Ms 
Strouse fails to deliver it. As an honest his- 
torian she cannot bring herself to gloss over 
the sheer awfulness of the man she sets out 
to present in a better light. As a result, she 
has written a wholly convincing life of 
Morgan that confirms rather than con- 
founds the character reference given to him 
by Robert La Follette, a United States Sen- 
ator from Wisconsin, in 1910: “A beefy, 
red-faced, thick-necked financial bully, 
drunk with wealth and power.” 

Morgan was, above his many other 
faults, a colossal hypocrite. He liked to pre- 
sent himself as a great patriot. Yet, as Ms 
Strouse recounts with her customary me- 
ticulous attention to detail, he was involved 
in 1861, at the start of the American Civil 
War, in financing, and profiting mightily 
from, a deal in which 5,000 guns bought 
from one branch of the Union army at 
$3.50 each were sold to another branch of 
the same army at $22 each. 

When, two years later, Congress passed 
a Conscription Act requiring able-bodied 
men aged 20 to 45 to serve in the Union ar- 
my, it never occurred to Morgan that he 
ought to join up. Instead he paid “a sub- 
stitute” $300 to go to war in his place: draft- 
dodging that the determinedly fair-minded 
Ms Strouse puts into perspective by noting 
that other eligible northerners who did not 
see military service included President Lin- 
coln’s son Robert, John D. Rockefeller, An- 
drew Carnegie and the abolitionists Wil- 
liam and Henry James. 

The hypocrisy extended to Morgan’s 
love life. He strove to present himself to the 
great American public as a church-going 
Episcopalian, a family man of Victorian 
rectitude. His librarian, confidante and 
perhaps lover, Bella da Costa Greene, knew 
differently. His mistresses, she told the 










bankers art dealer, Bernard Berenson; 
“flock to him all day long in rapid and sick- 
ening succession. Each one pluming her 

__ feathers and thinking she is the hen 
Jj; pheasant, when in reality she is for- 
gotten before her successor ap- 
| pears.” 

This stark difference between 
his public reputation and his pri- 
vate behaviour inspired the fun- 
niest line attributed to Morgan. 
When he called a young partner at. 
his bank into his office to reprove him: 
for being caught in an adulterous affair, 
the lad is said to have protested: “But, sir, 
you and the other partners do the same 
thing yourselves behind closed doors’. 
Morgan’s retort crushed him: “Young man, 
that is what closed doors are for.” 

There was, however, nothing two-faced 
about Morgan’s business beliefs. As Ms: 
Strouse says at length, and H.W. Brands 
says in brief in his short essays on 25 Amer- 
ican “entrepreneurial giants”, Morgan did 
not believe in free markets. He found com- 
petition distressing. He believed it led to 
duplication of effort, undermined econo- 
mies of scale and wasted resources that. 
might be more profitably employed. Far. - 
from apologising for the great railway trusts 
he was instrumental in forming, he be- 
lieved that such anti-competitive arrange- 
ments were in the national interest. 

Many of Mr Brands’s tycoons, the liv- 
ing as well as the dead, share Morgan's con- 
fidence that their interests and the nationa 
interest are one and the same thing. Wher 
Morgan stands out as different from t 
rest is in being born of wealthy parents, a 
child “who went from rich to richer”. Most. 
of the men and women who have changed 
the course of American business over the 
past 200 years, and so qualified for in-. 
clusion in “Masters of Enterprise”, have 
come from modest or even poor back- 
grounds. 

As immigrant children, Andrew Carne- 
gie and David Sarnoff knew what it meant... 
to miss a meal. Before emigrating from 
Hungary, Andrew Grove walked first in 




















fear of the Nazis and then of the Commu-.. 
nists. Cornelius Vanderbilt, Henry Ford: 
and Jay Gould were spurred on by their de- 
termination to escape the drudgery of the 
family farm. To be born with a silver spoon 
in your mouth is not always an advantage. . 
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MORGAN: AMERICAN FINANCIER. By 
Jean Strouse. Random House; 800 pag- 
es; $34.95. Harvill; £25. 
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| War on the web 


A guide to following the war in Yugoslavia on the Internet 


E-HAVE had birth on the net and 

sex on the net; now: we have war on 
the net. As Nato planes bomb the former 
Yugoslavia, American government web- 
sites display what is. destroyed. The Yugos- 
lav government ripostes with numbers of 
planes shot down, targets missed and civil- 
ians killed. Albanian websites chronicle 
the flood of Kosovar refugees. Serb ones list 
atrocities by Kosovar terrorists. All of this 
against a backdrop of interactive maps, 
living histories, bile-filled bulletin boards 
and eye-witness e-mails. This is the first 
web war. 

The Americans lead Nato’s efforts on 
the web, as they do in the air. The State De- 
partments clearly designed website 
(www.state.gov/www/regions/eur/ 
_ kosovo_hp.html) is the best place to 
follow the official version of the war, 
as well as the rapid evolution of 
American policy towards Yugosla- 
via. NATO’S site (www.nato.int) of- 
fers detail on the military operations 
(including before-and-after photos 
of bomb targets) and transcripts of 
NATO press conferences. Britain’s 
¿contribution is more modest, al- 
though a combined effort from the 
Foreign Office and the Ministry of Defence 
(www.mod.uk/news/kosovo) provides a 
British perspective on the war. 

The Yugoslavs are fighting back in ear- 
“nest. Official websites are surprisingly 
slick. Serbia’s Ministry of Information 
(www.serbia-info.com/news) fills you in 
on setbacks that naro may be reluctant to 
own up to, as well as palpable fabrications. 
© It reads well, the site is well organised and 
the English: is almost impeccable. Borba 
(www.borba.co.yu/daily.html), an En- 
glish-language daily published by the Yu- 
goslav government, offers a similarly 
slanted view. But it does so less successful- 
ly because it reads more like an official 
mouthpiece. 

The central governments website 
(www. gov.yu/ kosovo_facts /index. html) 
explains the Serbian view of the history of 
Kosovo and includes detailed maps of the 
province. It “exposes a propaganda cam- 
paign by the western media against Serbia 
(www.gov.yu/mediawar) and accuses the 
West of historical “revisionism”. And it 
chronicles Albanian terrorism against 
Serbs in Kosovo (www.gov.yu/terrorism), 
complete with gruesome pictures of al- 
leged atrocities. 

Also pro-Serb, but independent of the 


Milosevic. government, Serbia Now! 
(www.sn-ol.com/news) offers a morenu- 
anced view of the news. But-its bulletin 
board. contains this alleged contribution 
from.a British soldier: “Serbia is the new 
Nazi state-in Europe. The sas is. already 
with. you and very. soon now we will be 
coming to join them. Bone Crusher, Spe- 
cial Boat Section, Royal Marines.” 

The highly partisan Serbian Network 
(www.srpska-mreza.com) flashes wanted 
posters for Bill Clinton and other Serb hate 
figures such as Robin Cook, Britain’s for- 
eign secretary. It also displays a NATO logo 
that turns into a Nazi swastika. It is spon- 
sored by America’s Serbian Home Shop- 
ping Centre, which is selling bed covers 
emblazoned with the Serbian coat of arms 





to support the war effort. Another pro- 
Serb site is www.kosovo.com, which is run 
by Canadians. 

Two American sites also offer a pro- 
Serb slant. Criticism of the war from aca- 
demic intellectuals such as Noam Chom- 
sky and Edward Said are cited on 
www.beograd.com, which contains links 
to a wide range of international coverage. 
At the Common Dreams site (www.com 
mondreams.org/kosovo/kosovo.htm), you 
can get a left-wing American perspective. 
It is more anti-war than pro-Serb, and it 
also includes handy links to a range of 
news sources. 

Until it was shut down on April and, 
Belgrade’s Radio B92 (www.boz2.net), 
provided an invaluable independent Yu- 
goslav voice, complete with live radio re- 
ports over the net. A site in the Nether- 
lands (helpb92.xsqall.nl) is co-ordinating 
the international support campaign for 
Radio B92. Also alas now closed-is Koso- 
vo’s Radio 21 (www.radioz1.net/english/ 
headlines.htm), which gave a Kosovar Al- 
banian perspective. Free radio survives in 
Montenegro, Serbia’s increasingly reluc- 
tant junior partner in what remains of Yu- 
goslavia. Radio Antena M (www.ante 
nam.org)-can be heard, though getting the 








connection is frequently quite difficult. 

Unsurprisingly, news direct from Ko- 
sovo is hard to come by. Eeerily, many 
sites, such as www.kosova.com, stopped 
updating on March 24th, the day NATo’s 
bombing campaign began. But the Kosovo 
Crisis Centre (www.alb-net.com/index. 
htm) is a good source of information on 
the situation with refugees, and offers 
news in Albanian for those seeking to lo- 
cate relatives. It also prints letters of sup- 
port from around the world. The Kosova 
Press site (www.kosova-press.com) does a 
good job of collating Albanian sources on 
the war. The website of the Kosovo Liber- 
ation Army (www.geocities.com/Motor 
City/Track/4165/kla2.html) is still up and 
running, complete with its ominous music 
but it appears not to have been updated 
for a long time. A Croat journalist, Mario 
Profaca, runs a nasty and tasteless 
anti-Serb site (mprofaca.cro.net/ 
mainmenu.html), a helpful and 
timely reminder that chauvinism is 
not an exclusively Serbian vice. 


covering the war on the web too. 
CNN’S website (www.cnn.com/sPE 
CIALS/1998/10/kosovo) is first-rate. 
As well as up-to-the-minute news, it 
includes interactive maps, e-mails 
from Kosovo and a message board for 
readers. Also excellent is the Bac’s site 
(news.bbe.co.uk/hi/english/special_ report 
/1998/kosovo), which offers World Ser- 
vice news in Serbian, Albanian and Mace- 
donian, video clips and comprehensive 
coverage from Bac journalists. MSNBC also 
has a good site (www.msnbc.com/news/ 
KOSOVO_Front.asp). 

For a broader and more considered 
perspective, the Institute for War and 
Peace Reporting (www.iwpr.net), . a 
London-based charity, offers outstanding 
coverage and analysis in English, Serbian 
and Albanian of a broad range of topics 
related to the war, filed by reporters on the 
ground. One article suggests Muslims in 
the Sandzak region of Serbia fear they 
may be the next victims of ethnic cleans- 
ing; another reports on the Kosovan refu- 
gees in Skopje, the Macedonian capital. It 
also offers free subscriptions to regular e- 
mail reports. 

Coverage of Kosovo on the web is a 
godsend for news junkies and—the ar- 
chives permitting—for future historians 
as well. It is also a vital source for anyone 
who wants to understand this agonising 
war by hearing directly what the partici- 
pants are saying. 








Most television networks are . 
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Political economics 


Staked out 


Good economics ought to stop the poor getting poorer even as rich people get 


richer. Three new books offer advice on providing more stake in society 


OR many Americans, the idea that their 

political economy is in crisis must seem 
preposterous. The “long boom” and the 
technology-driven “new economy” are 
proof that the American model is deliver- 
ing the goods more effectively than at any 
time since the golden years of the 1950s. It 
is thus a brave book that argues that all is 
far from well. And it is doubly brave to ar- 
gue, at a time when most forms of welfare 
spending are under challenge, that the rat 
gnawing at the vitals of the American econ- 
omy is growing inequality. 

The assertion of Bruce Ackerman and 
Ann Alstott, two law professors at Yale 
University, is that recent economic success 
hardly touches most Americans. Since 
1979, they say, 97% of the increase in in- 
comes has gone to the top 20% of families. 
The poor are poorer; the middle-class ma- 
jority does little better than tread. water. 
Getting on for 40% of the wealth in Amer- 
ica is owned by the top 1% compared with 
13% less than 25 years ago. What worries 
the authors is not so much these particular 
outcomes as the growing inequality of op- 
portunity that underlies it. America, they 
believe, is a society in which nearly every- 
body pays lip-service to the idea of equality 
of opportunity. But the young person who 
today enters the labour market without 
capital or expensively gathered university 
qualifications has very limited life choices. 

Unless something radical is done to re- 
store meaning to the promise of equality of 
opportunity, America will have funda- 
mentally changed as a society, argue Mr 
Ackerman and Msg Alstott. Their book is 
devoted to making the case for a single bold 
solution. They advocate that on reaching 
21, every American who has gained a high- 
school diploma should receive a sum of 
$80,000—-the average price of a four-year 
college education—paid for by means of a 
2% wealth tax. Those not inclined to go to 
college would still have a range of choices 
unavailable to them now-—the ability to 
put a deposit down on a house, or to pay 
for vocational training, a business idea, 
child care or any number of liberating pos- 
sibilities including just gaining a little extra 
income from investing the cash. 

There are many attractive aspects to 
this scheme. It is not based on grandiose so- 
cial engineering or compulsion (other than 
that which is involved in imposing any 
new tax). As the authors say: “Our plan 
seeks justice by rooting it in capitalism’s 
pre-eminent value: the importance of pri- 
vate property. It points the way to a society 
that is more democratic, more productive, 
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and more free.” Not only would the major- 


ity almost certainly use the money careful- 
ly, the authors argue, the knowledge in 
their youth that it was coming their way 
would, they believe, profoundly. affect 
most people's view of the future and how 
to prepare for it, with benefits for all. 

Inevitably, the argument comes. under 
most strain when the authors discuss how 
the stakes should be paid for. A wealth tax 
appeals to them because it is disparities in 
wealth rather than income that most deter- 
mine how the scales are weighted for suc- 
ceeding generations, Wealth taxes are quite 
common in other orco countries, but rare- 
ly so all-embracing as would be needed to 
raise a sum-that is nearly equivalent to the 
entire American defence budget. All wealth 
above $80,000 would be liable, the authors 
say, including primary homes, shares and 
pensions—items which in most countries 
with a wealth tax are exempt. Farmers and 
owners of small businesses would also re- 
ceive no relief. 

Although the problem of the cash-poor 
with illiquid wealth is tackled head on, the 
authors become increasingly removed from 
political reality in their efforts to explain 
how everybody would be made to. pay. 
One only has to look at the outrage caused 
by local authorities in Britain clawing back 
the costs of long-term nursing from the es- 
tates of the elderly to see how this would 
play out. 1f the state were to take a lien on 
the home of every retired middle-class cou- 
ple who had paid off their mortgage after 
years of thrift, there would be a revolution. 

Perhaps a better idea would be to bring 
the price Americans pay for gasoline nearer 
the ogcp norm. That would be much less 
progressive than a wealth tax, but far easier 
to administer. Mind you, that too is politi- 
cally hyper-sensitive. 

Despite this flaw, “The Stakeholder So- 
ciety” is an important book. The problem 
of inequality, in which the returns in- 
creasingly go to the best educated and most 





THE STAKEHOLDER Society. By Bruce 
Ackerman and Ann Alstott. Yale; 288 
pages; £16.95 and $26. 

THE STAKEHOLDING Society: WRIT- 
INGS ON POLITICS AND ECONOMICS. By 
Will Hutton. Blackwells; 288 pages; 
$59.95. Polity; £45. 

Markets Nor Stakes: THe TRIUMPH 
OF CAPITALISM AND THE STAKEHOLDER 
Fatiacy. By Patrick Minford. Trafal- 
gar Square; $40; 242 pages. Orion Busi- 
ness Books; £20 
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privileged is real and growing. Although. 
better resourced and managed publicly: 
funded schools would help, for the most’. 
part conventional welfarism has little to of- 
fer. Rooted in an idea of what it means to: 
be both a citizen and a free individual, this- 
is an approach to achieving a fairer society’ 
that tries, and largely succeeds, in working - 
with the grain of liberalism. 

No such attempt at reconciliation is 
made by the British champion of stake- 
holding, Will Hutton, in his latest collection. 
of essays, nor by his arch-critic, Patrick 
Minford. Mr Hutton, it will be remem- 





























some, rather baffling sales success with 
“The State We're In”. Published in 1995, it 
seemed perfectly to catch the Zeitgeist. 
Vehement in its denunciation of Thatch- 
erism and all its works, it nonetheless ap- 
peared modern in its apparent rejection of 
old Labourism, nationalisation and the. 
bastardised Keynesianism that led to the 
stagflation of the 19708. K 
The central theme of that book, which 
is further. developed in “The Stakeholdi 
Society”, was that the political economy of - 
Britain had suffered from ideological ex- 
tremes that the economies of continental 
Europe had largely avoided. The exemplar | 
was Germany with its apparently efficient 
manufacturing industry, farsighted manag- 
ers, understanding bankers, responsible 
unions, superb education system, generous 
welfare state, confident regions and con-.. 
sensus-seeking politicians. By comparison, | 
Britain was an economic slum. Patrick’ 
Minford is unashamedly triumphalist:” 
about what he sees as the reinvention of 
the British economy on market principles 
after the 1979 election and the spread of the 
same ideas across. much of the rest of the © 
world. Despite the opportunistic title of his 
book, there is not much indication that > 
Professor Minford is interested in stake- 
holding, even as an idea to attack. Messrs < 
Hutton and Minford will please anyone 
whose prejudices broadly align with their 
own. But if you want to be challenged both 
morally and intellectually, Bruce Acker- 
man and Ann Alstott do a much better job. 
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cy is the most daring step 


“correctly described as rev- 








ove it, like it, hate it, adore it 


-The euro arouses sharp feelings. Four new books dissect Europe's latest 


currency and forecast what its future will look like 


> Tae Euro (2nd edition). Edited by Paul 


Temperton. John Wiley & Sons; 391 pages; 


T $45and £24.95 


N THE first edition of “The Euro”, pub- 
lished in 1997, Professor Tim Congdon’s 


essay, “Why the Euro Will Fail” began: 


“The argument of this chapter is contro- 
versial:it is that neither the Eu, nor a subset 
of its members, will have a single currency 
ọn January 1999, 1 January 2002, 1 Janu- 
ary 2003 or indeed at any date in the rele- 


vant future.” 


By August 1998 Mr Congdon was a bit 


“Jess controversial. In this second edition, 


he writes: “The project to 
introduce a single curren- 


so: far in European inte- 
gration. Indeed, it can be 


olutionary.” 

Mr Congdon, a mone- 
tarist economist, has a gift 
for the provocative cri- 
tique. The opening flour- 
ish of his 1997 essay may 
not have stood the test of 
time, but its main point re- 
mains arguable: that 
monetary union will not 
be sustainable without 
political union. But whereas Mr Congdon 
(1997) contends that “emu is impractical to 
the point of impossibility if, one, it is at- 
tempted in the manner proposed by the 
Maastricht treaty and, two, it is introduced 
before—rather than in conjunction with— 
political union.” Mr Congdon (1998) con- 
cedes that emu “can work if it leads quick- 
ly toacomprehensive scheme of European 
political union.” 

And thereby hangs a tale. Mr Temper- 
ton’s collection of essays is consistently in- 
teresting and educative, but his contrib- 
utors are preoccupied mainly with the way 
in which the euro will affect the financial 
markets. The practicalities of European 
political union, on which the success or 
failure of the whole venture may well turn, 
go all but undiscussed. 


UNDERSTANDING THE Euro. Edited by An- 
drew Duff. Federal Trust/Kogan ‘Page; 160 
pages; $19.95 and £9.95 
OLITICAL questions loom larger here. 
Mr Duiffisdirector of the Federal Trust, 
a pressure group which “works through 
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research and education towards the wid- 
ening: and deepening of the European 
Union”. His contributors :include Peter 
Riddell: of the Times newspaper, John 
Monks of the Trades Union Congress, and 
Kenneth Clarke, a former British finance 
minister: They consider the impact of the 
euro not only on the bond markets‘and the 
foreign exchanges, but also on the’trade 
unions, public opinion and the press. 

Mr Duff addresses the question of po- 
litical union in his own contribution, an 
essay called “Superstate Euroland”. He re- 
ports a “widespread fear” thatemu “might 
turn the European Union into a central- 
ised superstate”. It is'a pity 
Mr Duff begs his question by 
saying that a “centralised su- 
perstate” represents “an 
over-centralisation: of pow- 
er’, thereby short-cutting 
any discussion of what de- 
gree of centralisation might 
be necessary or desirable in 
conditions of monetary 
union. Mr Congdon’s view, 
that a single currency will 
work only if it is paired with 

“a comprehensive scheme of 
European political union”, 
surely implies the need for a 
high degree of centralisation. 
Mr Duff seems to think the trick can be 
brought off in some other way. He argues 
hopefully but vaguely that: “an EMU 
which is popular and successful will fea- 
ture the strong federative characteristics of 
diversity, democracy and decentralisa- 
tion; a less successful emu is likely to be- 
come more centralised politically, and 
more interventionist in terms of economic 


policy.” 


THe New Pouca, ECONOMY OF EMU. 
Edited by Jeffry Frieden, Daniel Gros and 
Erik Jones. Rowman & Littlefield; 203 pages: 
$6sand £45 ee 

HIS is a serious book, and the lay read- 

er will have to brace himself for out- 
bursts of economists’ algebra here and 
there. On the degree of political union nec- 
essary for a single-money Europe, Mr Frie- 
den and Mr Jones could not be plainer. 
They identify two possible extremes. Gov- 
ernments within the monetary union can 
bind themselves with common political 
institutions powerful enough to enforce a 
single economic policy matching the single 





monetary policy. Or they can agree never 


to argue among themselves about the ` 


monetary rules and monetary policy that 
bind them, in which case common politi- 
cal institutions are not necessary. 
Monetary union embraced n coun- 
tries of the European Union on January 1st 
1999 with scarcely a hiccup. So the ques- 
tion of whether monetary union will in- 
deed lead to political union, and, if so, in 
what form, will in due course receive its fi- 
nal answer. Mr Frieden’s and Mr Jones's 
analysis helps illuminate the likely out- 
come. Governments do understand that 
they should not argue destructively about 
monetary rules and monetary policy. But 
in practice, they cannot quite help them- 
selves. So, in due course, rather than de- 
stroy the single currency, they will limit 
their capacity to argue by moving towards 
the enforced co-ordination of economic 
and fiscal policy. On this view, Mr Cong- 
don’s “comprehensive scheme of Euro- 
pean political union” will indeed prevail. 





REDRAWING THE Mar oF Europe. By Mi- 
chael Emerson. St Martin's; 268 pages; $65. 
Macmillan Press; £16.99 


ICHAEL EMERSON calls this sort of 
process “disequilibrium dynam- 
ics”, and it is one of the many ideas and 
principles discussed in his brief and bril- 
liant new study of European integration. 
Disequilibrium dynamics is the posh 
name for the “bicycle theory” of integra- 
tion. Keep moving forward, or you fall 
over. Create a single market and you find 
you need a single currency to make the 
market work properly. Create a single cur- 
rency and you find you need a single eco- 
nomic policy to make the currency work 
properly. Create the political institutions 
needed to make a single economic policy 
work properly, and they will start doingall 
sorts of other, unforeseeable things as well. 
Mr Emerson writes with a directness 
that makes his new book one of the best in- 
troductions available to what might best 
be called the European “project”.Mr 
Emerson thinks, roughly speaking, that 
Europe will be fine so long as it draws the 
countries to its south and east-—mainly 
Russia and Turkey—into some structure of 
cordial'and durable relations. That will be 
partly a matter of economic policy. Trade 
and aid are the traditional instruments of 
the European. Union’s external relations. 
But as Europe integrates economically, so, 
arguably, it becomes more in need of a 
classic foreign and security policy to pro- 
tect its interests. The bicycle moveson. 
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Financial speculation 


Bubble trouble 


Devit TAKE THE Hinpmost: A History OF 
FINANCIAL SPECULATION. By Edward Chan- 
cellor. Farrar, Straus and Giroux; 370 pages; 
$25. Macmillan; £20 


HE art of financial speculation lies in 

timing. Get into the market when shares, 
bonds or pork bellies are cheap, and get out 
before the bubble bursts. Those too slow to 
buy or sell should pay heed to the title of Ed- 
ward Chancellor's book: for centuries, too 
many have ignored the saying to their cost. 

Mr Chancellor, a reviewer for The Econ- 
omist, has produced a thorough, and thor- 
oughly readable, history of financial specu- 
lation from the 17th century on. As in other 
books of this genre, much space is devoted to 
nine bubbles, scams and manias, from the 
Dutch tulip speculation of the 1630s to the 
Japanese bubble of the 1980s. To bring the 
book up to date, there is. an epilogue on Long- 
Term Capital Management, a hedge fund 
peopled by Wall Street wizards and: Nobel 
prize-winning economists, which collapsed 
ignominiously last year. 

Such a book needs both technical mar- 
ket knowledge and historical anecdote, and 
Mr Chancellor, a former investment banker 
who trained as a historian, carries the com- 
bination off well. For most readers, the inter- 
est will lie in the book’s rich collection of 360 
years’ worth of characters and chicanery— 
some familiar, some not. Take the Latin 
American potentate who arrived in London 
in the 18208. seeking funds to exploit his 
country’s resources. Plenty of people squan- 
dered their money buying his country’s 
bonds. But he wasin fact a Scottish adven- 
turer; his “country” no more than a patch of 
swamp. All this took place amid a rush toin- 
vest in Latin American gold and silver 
mines, puffed by (among others) the young 
Benjamin Disraeli. ; 

Then there is George Hudson, who 
made pots of money building railways in 
mid-igth century England. Almost a car- 
toon Yorkshireman in this account, he 
pulled all manner of financial strokes. Once 


he was the toast of a nation caught up ina 


frenzy of speculation in railways--new 
companies and new publications were 
formed almost daily at one point..As the 
boom subsided, his frauds were exposed (or 
at any rate no longer tolerated) and he died 
vilified and penniless. 

Underneath the colour and historical in- 
cident, however, Mr Chancellor has'striven 
to make a serious point. How is it, he won- 
ders, in the face of these seemingly lunatic 
episodes, that. some economists believe in 
the “efficient-markets hypothesis” —that 
the price of financial assets reflects all infor- 
mation available. and responds only to 
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emerging markets suggest, is there any. sign 


that the information age has made bubbles’. 


and apparent irrationality less prevalent. 
But few: economists believe this idea is 
anything more thana truism—market prices 
reflect all past information, including that 
about investors’ emotions—or a convenient 
artifice for their models. Mr Chancellor is 
right to say that some economists have tried 
toohard toexplain everything from the tulip 
mania onwards as rational behaviour. But 
such explanation is wordplay rather than 
searching analysis—-as repeated financial 
panics and crashes regularly confirm. 
PATRICK LANE 


ia attr ie ret mos 
Literary biography 


Golden boy 


Bruce CHATWIN. By Nicholas Shakespeare. 
Harvill; 590 pages; £20 


S SHE read through the many letters of 
condolence sent to her following the 
death of Bruce Chatwin, his wife Elizabeth 
was amazed to discover that people 
thought of him as a great man. “I think he 
would have been surprised too”, she con- 
fided candidly in her reply to a stranger. 

Ten years have now passed since Chat- 
win died as a result of arps (a disease 
which he refused to acknowledge), but the 
stories woven by this consummate story- 
teller. continue to find admiring readers, 
and: anecdotes about this most vivid and 
charismatic, of men continue to hold their 
colour. But what is the legacy of Chatwin’s 
life and work? And can he truly be called 
either a great man or a great writer? 

These are the questions which Nicholas 
Shakespeare poses in his generous biog- 
raphy, even if he never satisfactorily 
answers them. 

Chatwin makes a tricky biograph- 
ical subject because, for everything 
that one can say about him, the re- 
verse is also true. He admired the aus- 
terity of the nomadic life, but was 
drawn. to collecting beautiful objects 
for himself. He was generous with his 
sexual favours, but uncomfortable 
with intimacy. He hated England and 
always felt ill or ill at ease there, but 
his writing is quintessentially English. 
He was a disciplined and chiselled 
prose stylist who could not resist 
dropping names and arcane terms in- 
to his work. He was “so noisy that you 
cannot hear him; so good-looking that 
you cannot see him; his work so re- 
strained and cool that you cannot feel 
him”, in the words of his biographer. 


news? Only irrationality, he thinks,explains 
financial-market swings. Nor, as the col- 
lapse of uvcm and the ups and downs of 
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Searching for a metaphor for Chatwin, 
friends described him as everything from 
the sun to'an empty clay pot. But the image 
which seems most apposite is that of a 
multi-faceted mirror; Chatwin was daz: 
ling, full of light and able to reflect the my: 
tery and beauty of the world, but he was 
also cold, confusing and impossible to pen- 
etrate. 

Although Mr Shakespeare eschews 
moral judgments and writes in a style of 
scrupulous neutrality which echoes Chat- 
win’s own, the portrait of the man which 
begins to emerge is perhaps inevitably un- 
flattering. Childlike in his need to satisfy 
his appetites immediately and to hold the 
centre stage, Chatwin also possessed the 
very adult faults of vanity, snobbery, hy- 
pocrisy and pretentiousness. He treated his 
wife shoddily, humiliating her in front of —. 
friends, and abandoning her whenever 
possible, until he became ill and needed 
her. He would stay with friends for months 
at a time, expecting to be fed and never lift 
ing a finger to help. And yet few people, it 
seems, were able to resist his charm, 
warmth and the exhilarating intensity. ol 
his conversation. oe 

He was powerfully attractive to men 
and women alike and many (though: not 
all) of those who knew him felt brightened 
and warmed by his presence. “Having him 
around was like having extra oxygen in the 
air,” wrote Sybille Bedford. 

In his writing style, Chatwin was one 
of the pioneers of the mixed-genre narra- 
tive which is so fashionable today, combin- 
ing fact with fiction in books which he in- 
sisted on simply calling “stories”. Unable, it 
would seem, to work solely in the imagina- 
tive realm, Chatwin’s creativity required a 
factual starting place, a real person or com- 
munity. But once Chatwin had researched | 
a book, drawing on the memories—not to: 




















































mention the hospitality—-of his subject, he 
would begin the essentially fictional proc- 
ess of reducing them to a story. And many 










-of his subjects, from the Welsh community 
= in Patagonia to the anthropologists working 
‘alongside the Aboriginals in central Austra- 
lia, felt cheapened and used in the process. 
~ The fact that “In Patagonia”, his first book, 
and “Songlines”, his best known, were so 
successful as travel books, bringing a steady 
stream of intrusive backpackers to the doors 
of the very people who had been so generous 
to Chatwin, merely served to intensify the 
bitterness. In the words of Salman Rushdie, 
whose week-long journey through central 
Australia with Chatwin provided much of 
the factual backbone for “Songlines”: “He 
didn’t care whether stories were true or 
not—just that they were good.” 

A generalist by instinct, with near per- 
fect recall of a lifetime of wide and arcane 
reading, Chatwin’s working method was to 
collect together diverse nuggets of informa- 
© tion, and find exciting ways of connecting 
© them. He would fix on a romantic and poetic 

idea, such as the Aboriginal creation myth 
providing proof of man’s essentially no- 
madic nature, and then marshal the evi- 
dence to support his theory. 

But while his readers responded to the 
immediate drama of these simplified con- 
“nections, this method did not find favour 
with academics whose pedantic and dry 
ways Chatwin had already rejected after an 
abortive attempt to study archaeology. The 
character that Chatwin most conscientious- 
ly fictionalised in his prose, as in his life, was 
himself. Bruce, the narrator and storyteller, 
is a construct of the kind of practical hero he 
would have liked to have been. 

Never wholly comfortable with his ho- 
--mosexuality, he always seemed to be run- 
ning away from his demons and from him- 
“self. Arps put an untimely stop to Chatwin’s 

journey through life but the mythical man 
< lives on. And in this impressive biography 
Mr Shakespeare has gone a long way to dis- 
mantling the construct. 
P AENOR EESE OEE a T VOEE EEEE AI hg * 





Post-Impressionists 


Father and son 


Matisse: FATHER AND Son. By John Rus- 
sell. Abrams; 416 pages; $39.95 and £25 


IFE is not easy when your father is a ce- 
lebrity. The post-impressionist French 
painter, Henri Matisse, had two sons. Jean, 
the elder, an unsuccessful sculptor, was a 
passive and resentful man who would 
erase the dedication on the pictures his fa- 
ther gave him and sell them for ready cash. 
His brother Pierre, on the other hand— 
after a shaky start as a painter in Paris—set 
sail for America in the 19208, where he 
launched himself as an art dealer in New 
York. With an-eye for quality, he made his 
name with European artists such as Alber- 
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to Giacometti, Joan Miro, Balthus and Jean 
Dubuffet, whom he introduced to America 
with key exhibitions, placing their work 
with top museums and private collections. 

Pierre Matisse died a decade ago aged 
89, leaving an estate worth hundreds of 
millions of dollars along with thousands of 
unpublished letters he exchanged with his 
artists—and 800 more with his father. John 
Russell, a former chief art critic for the 
New York Times, uses this transatlantic 
steamboat correspondence to form the core 
of a book in which he explores the tense, 
often exciting relationship between dealer 
and artist as well as that between father 
and son. 

Henri Matisse’s refusal to give Pierre 
exclusivity to his work in New York led 
contemporaries to believe that he did not 
really want him to succeed as a dealer. A 
secretive man who clung to his Normandy 
shopkeeper roots with his view that noth- 
ing is ever sold until it is paid for, Matisse 
was probably being over-cautious. His bul- 
ky letters reveal his love for and depend- 
ence on Pierre to whom he confided end- 
less details about his health, exercise 
regimes and work, explaining how he 
would measure the time he took to draw by 
playing Beethoven symphonies on the gra- 
mophone. The letters also show that Pierre 
was very often the mediator in family 
feuds—particularly when the doughty 
Madame Henri Matisse finally packed her 
bags after over 40 years of marriage, accus- 
ing her elderly husband of having an affair 
with Lydia Delectorskaya, his Russian as- 
sistant and model. 

Pierre Matisse knew his father’s fame 
opened doors (“After all, you know, he is 
the son of Matisse”, commented Balthus), 
but never allowed it to dominate, His own 
artistic talents were revealed in the beauti- 
ful catalogues he commissioned, with es- 
says by Ernest Hemingway, Jean-Paul 





Sartre and Albert: Camus. A si- 
lent presence, Pierre Matisse 
would slip into view to close a 
deal only when he.detected true 
excitement in the air—liking 
nothing better than to see his 
paintings go to great museums. 

Until the 1960s, the New 
York contemporary art market 
was both seasonal and intermit- 
tent. Pierre Matisse always paid 
his artists, but rarely on time— 
provoking a stream of protests 
from across the Atlantic. Even 
modest Giacometti, a man with 
few material needs—unlike the 
patrician Balthus—wrote what 
he sometimes thought of this 
“curious and rather disagreeable 
situation”. Pierre Matisse never- 
theless forged lasting friendships 
with his artists—long periods 
spent in his father’s studio as a 
child helping him to understand and assist 
the creative process: “It is always an ex- 
traordinary moment when I open a new 
package of your work”, he wrote to Miro in 
1938. 

Mr Russell has taken care to draw this 
account almost entirely from archive mate- 
rial. Although Pierre Matisse’s idea of a 
perfect weekend was hanging paintings in 
his gallery in the art-deco Fuller Building 
on Madison Avenue, we learn little about 
his life outside. His four wives, for exam- 
ple, barely put in an appearance—in- 
cluding the colourful Teeny Matisse, the 
mother of his three children, who went on 
to marry Marcel Duchamp. 

Laconic and reserved, Pierre Matisse 
would probably have liked this discreet 
portrait. When he was an old man, he went 
to Leningrad, as it was then, to see his fa- 
ther’s magnificent paintings at the Hermit- 
age. On learning that the gallery was closed, 
he turned sadly to his Intourist guide. 
“Next thing you'll tell me you’re Picasso's 
nephew”, she replied. Pierre Matisse re- 
turned to Paris without further protest. 


New fiction 


Boys’ toys 


THE GROUND BENEATH Her FEE. By Sal- 
man Rushdie. Henry Holt; 592 pages; $27.50. 
Jonathan Cape; £18. 


AN Eguar Music. By Vikram Seth. Broad- 
‘way Books; 338 pages: $25. Phoenix; £16.99 


T HAS become something of a cliché to 
say that the future of English literature is 
Indian. Talent among subcontinental writ- 
ers seems boundless: Arundhati Roy, Ro- 
hinton Mistry, Romesh Gunesekera, Anita 
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Desai, to name a few. History has conspired 
to make Salman Rushdie stand head and 
shoulders over the rest as a symbolic figure, 
though he was already acclaimed asa litera- 
ry giant before the ayatollah’s fatwa. One 
consequence of its lifting by the Iranian gov- 
ernment last year is that Mr Rushdie’s work 
can now begin to be judged as literature 
again. As a relaxed Mr Rushdie said with 
some humour at a public reading of his new 
book in New York last month, “Normal ser- 
vice is being resumed.” 

The only book to have rivalled Mr Rush- 
die’s magnum opus, “Midnight's Children” 
as the Indian novel in English is Vikram 
Seth’s panoramic masterpiece, “A Suitable 
Boy”. By coincidence, both writers have just 
published new novels on the same theme— 
the power of music—and the publicity ma- 
chine, inevitably, has already set them up as 
the prime competitors for this year’s Booker 
prize for fiction. 

While “Midnight's Children” not only 
won that award in 1981, but was subse- 
quently voted the best Booker winner in his- 
tory, “A Suitable Boy” was scandalously left 
off the shortlist in 1993, which may weight 
the sympathy of this year’s judges in Mr 
Seth’s direction. Yet as soon as one reads the 
two new novels in tandem one realises that 
the pairing is something of an artificial con- 
test. They may both have been born in India, 
but that is about all the authors have in com- 
mon. Their literary styles are so distinct as to 
be almost beyond comparison. 

“The Ground Beneath her Feet” begins 
with an autobiographical joke. It bursts into 
action with an earthquake that swallows the 
heroine alive, and the date is St Valentine’s 
day 1989, the day on which the fatwa was 
declared. After this, Mr Rushdie puts his 
past behind him and launches into an exu- 
berant, comic, even chaotic work which 
combines comparative mythology, meta- 
physical speculation and rock music, all set 
within the framework of a revamped ver- 
sion of the Orpheus legend. 

In the surreal world of this novel, the 
two most famous figures in the history of 
rock music are not American but (like Mr 
Rushdie himself) products of cosmopolitan 
Bombay of the 1950s. His Orpheus is Ormus 
Cama, born with innumerable miraculous 
musical powers, including prophetic knowl- 
edge of the hit songs of the future. His Euryd- 
ice is Vina Apsara, singer, sex goddess and 
icon of the celebrity age. If Ormus shares 
characteristics with Elvis (that pelvis), Bob 
Dylan (a legendary near-fatal accident) and 
John Lennon (he dies at the hands of a 
crazed fan outside his New York apartment), 
Vina has as much in common with Diana, 
Princess of Wales as with Tina Turner or Ma- 
donna. After the tremors of the opening 
earthquake, the novel opens out intoa flash- 
back account of the mythical couple's child- 
hoods, travels, love- ahd music-making, told 
in the voice of Mr Rushdie’s alter-ego, the 
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voyeuristic photographer Rai. 

While Mr Rushdie’s earlier novels fo- 
cused on the Indian subcontinent, this one 
expands outwards to global proportions, 
though it maintains the familiar mix of mag- 
ical realism, dazzling verbal display, self- 
conscious fictionality, and allusion (ranging 
from Vico to Enid Blyton, Mexican myth to 
Monteverdi). 

Its philosophical centre is postmodern. 
If Mr Rushdie has a message, it is that the 
ground beneath our feet is always shifting. 
Modern culture is in a permanent state of 
fragmentation, governed by “the principle 
of uncertainty”. Meanings are unstable 
(even Ormus’s band, vro, has no fixed 
name: we are given multiple options as to 
what the acronym could stand for). Fiction 
and fact meld into one another. The histori- 
cal record is purposefully warped (we get 
John Lennon singing “Satisfaction” and JFK 
surviving Dallas). Truth is provisional, Mr 
Rushdie seems to be saying. Reality exists on 
many planes. 

Although the novel has its pleasurable 
moments (Mr Rushdie is a linguistic magi- 
cian, able to pull off a slick translation of the 
“Dies Irae” with aplomb), it is not always a 
comfortable read. Designed to mimic its 
theme of cultural overload in its construc- 
tion, its narrative shape is on the verge of 
constant collapse under the weight of so 
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many philosophical digressions, colourful 
anecdotes and other bricolage. We can ad- 
mire Mr Rushdie’s brilliance, but the human 
element of the Ormus-Vina story often gets 
lost beneath it. 

If “The Ground Beneath her Feet” is 
bursting at the seams with its own sophisti- 
cation, Vikram Seth's “An Equal Music” is 
painted on a far smaller canvas. As if to es- 
cape the Indian pigeonhole, Mr Seth has set 
his new novel in London and included nota 
single Indian character. In contrast to Mr 
Rushdie’s postmodern fabulism, Mr Seth re- 
mains committed to a realist aesthetic de- 
rived from the 19th-century novel, though 
he has abandoned the vast Tolstoyan sprawl 
of “A Suitable Boy” for a more intense first- 
person narrative, His traditionalism surfac- 
es in a scene in which a pretentious music 
critic is satirised for rejecting Schubert’s 
“Trout” quintet in favour of an avant-garde 
piece for baritone and vacuum cleaner. 

“An Equal Music” is the story of a tragic 
love affair. It opens with a quotation from 
“Der Doppelganger”, a Schubert/Heine 
song, and its passionate, obsessional, self- 
destructive hero has much in common with 
the alienated wanderers of Romantic lieder. 
Michael is a thirty-something violinist who 
has abandoned his northern roots and set- 
tled in London, where he plays in a moder- 
ately successful string quartet, the Maggiore. 
Music provides the only meaning in his oth- 
erwise empty life, which is overshadowed 
by feelings of past loss. 

Ten years before, while studying in Vien- 
na, he had fallen in love with Julia, a pianist, 
but a crisis of musical confidence had 
pushed him to the point of breakdown and 
he had left her abruptly without explana- 
tion. One day, in Oxford Street, he sees her 
from the top of a London bus. They resume 
their affair, even though she is now married 
with a young son. Although she at first tries 
to hide it, Michael soon discovers why she is 
so anxious to reach back into the past: her 
hearing is decaying and she is having to face 
a future of deafness, which is unbearable for 
a musician. 

Unlike Mr Rushdie, who is interested in 
the ways of fiction, Mr Seth’s vision is un- 
apologetically grounded in real life (his ac- 
knowledgements reveal his background re- 
search to have included getting to know 
musicians and ear specialists). He is particu- 
larly good on the human aspects of music 
making, the mundane bickering among the 
quartet that is somehow transformed into 
sublime harmony. His prose, too, is infused 
with musicality. At moments of particular 
intensity, Michael’s voice takes on a lumi- 
nous poetic quality, even at one point adopt- 
ing the rhythms of blank verse. What emerg- 
es has an irresistible humanity about it. Mr 
Seth offers emotional sensitivity of the rarest 
order and a poignancy that invites an almost 
painful empathy. 
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New writing by women 


Girl power 


ERYL BAINBRIDGE’s latest 
novel missed the Booker 
prize last year, much to many 
people’s surprise, and the judges 
of the Orange prize, the winner 
of which will be announced on 
June 8th, have not shortlisted it. 
Perhaps this is because “Master 
Georgie” (a novel about a group of Victor- 
-ian men and women who follow a Liver- 
pool surgeon and photographer, George 
Hardy, to the war in the Crimea) so clearly 
“does not court its readers. Not that it’s re- 
barbative, but it has the rare quality of be- 
ing about big things as if by accident. The 
characters find themselves in the midst of 
love, betrayal, loss and death almost while 
looking the other way. 

The story possesses, on the face of it, all 

the makings of a tragic romance with socio- 
psychological trimmings; but Ms Bain- 
“bridge deliberately avoids them. George’s 
adoptive sister Myrtle is an orphan rescued 
by his family from the gutter. She falls 
blindly in love with him, secretly bears his 
abies in the place of his sterile wife, fol- 
ows him to the wars, endures his homo- 
sexual indifference and finally cradles his 
-dying body on the battlefield. 
None of it comes over like that. Myrtle 
has no “story”: the pieces are jumbled, 
hinted at. Important bits are left obscure, 
incidental moments dwelt on. One of Ms 
Bainbridge’s recurring images is the posed 
photograph—reality disguised. A hideous 
example comes almost at the end, when 
George's corpse is dragged into a battlefield 
picture in order to improve the composi- 
tion. By contrast, the novel works obliquely 
with gaps and silences. The result is a curi- 
ous sense—which grows on a second read- 
ing—of freedom about the characters, de- 
spite their obvious fatedness. 

Crucial to this sense is the period of the 
book. The novel of contemporary life leav- 
es little room for the reticences of “Master 
Georgie”. George’s homosexuality, for ex- 
ample, could hardly remain so shadowy in 
a modern setting; nor, surely, Myrtle’s deci- 
sion secretly to bear his babies. Sexual ori- 
entation, obsession, trauma—these things 
are full frontal issues now. Take Maureen 
Duffy's “Restitution”, a novel about a 
woman discovering her Jewish roots long 
concealed in the muddle of war; or Marilyn 
Bowering’s “Visible Worlds” (shortlisted 
for the Orange), which is also, though more 
extravagantly, about the separations, con- 
junctions and coincidences of war—mud- 
dles which Ms Bowering takes to extreme 
lengths by way of biological warfare and 
fertility experimentation on rows, to create 
a lot of baby swapping and mistaken 
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identity that rivals “Tom Jones”. 

Both Ms Duffy’s and Ms 
Bowering’s novels are intelligent 
and perceptive about important 
things, but they are very much 
“about” those things. If there 
is a black gay, as there is in 
“Restitution”, he and we 
never forget it. There is a moment in 
Barbara Neil’s “A History of Si- 
lence”, a moving account of 
two sisters emotionally 
damaged by the abuse they 
suffered as children, when 
one of the characters seems al- 
most to sense the predictability that 
threatens the very novel he inhabits: 
“It’s a bloody silly term ‘abuse’, ‘child 
abuse’, It’s abomination. It’s 
violation.” 4 

Perhaps it is precisely in 
order to get behind these 
“bloody silly terms” that some of the fresh- 
est and most original current novels are set 
in earlier times--Hilary Mantels 18th- 
century “The Giant, O'Brien”, for example, 
Elizabeth Knox’s 19th-century “The Vintn- 
er’s Luck”, and, yet another book short- 
listed for the Orange, Julia Blackburn’s 
“The Leper’s Companions”, which is set in 
1410. Ms Blackburn’s narrator, who is suf- 
fering some unspecified grief, could so eas- 
ily have focused one way or another on her 
feelings, like the sisters in “A History of Si- 
lence”. Instead she abandons her pain, 
drops out of the present into the 15th centu- 
ry, and finds another world in which the 
inner life takes external shape in myth— 
where devils assail the spirit and angels 
drive them off, where painted saints listen, 
and where the journey of the soul passes 
literally through Venice on its way to Jeru- 
salem. The leper of the title is, in a sense, 
her double, as inwardly scarred as herself, 
for whom the signs and rituals of his time 
offer a route towards wholeness. As his 
companion, she shares them and is ulti- 
mately conducted back to health. By the 
end, one is’so atturied to the medieval habit 
of mind that one recognises the miracle 
hidden in the platitude that closes the 
book: “I am a different person now to the 
one | was then”. 

The capacity of myth to animate mean- 
ing is equally central to Ms Mantel’s and 
Ms Knox's novels. In “The Giant, O’Brien” 
(reviewed here last autumn) the sickness of 
the imagination is figured in the death of an 
Irish bard, brought down by the predations 
of vulgar, scientific materialism. It isa bitter 
tale whose power resides in the prodigious- 
ness of the fall: the giant’s grandeur of spir- 
it, his epic conjurations of language—a star 


extinguished in mud. Ms Knox's sense of 
the marvellous likewise spans heaven and 
hell (literally so), but her book “The Vint- 
ner’s Luck” is altogether more playful. 
One summer’s night in 1808, Sobran Jo- 
deau, a French wine-grower, is visited 
among his vineyards by an angel, who 
promises to meet him on the same day each 
year. Xas, the angel, is a humorous, entirely 
real and masculine creature, with enor- 
mous wings and a suggestion of snow 
about him, with whom Jodeau, as the 
years pass, falls passionately and physic- 
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ally in love. Meanwhile there is also Jodeau's 
family, his village and the chateau; there are 
marriages and deaths, even murders. Jodeau 
prospers, until one year Xas informs him 
that he is a fallen angel. The effect is cata- 
strophic. Sobran feels damned, cast out ofan 
inner Eden, and the whole novel changes 
gear. Ms Knox's philosophical scheme defies 
brief summary: like a witty, post-modern 
Milton, she rewrites the Christian myth and 
the whole cosmology of “Paradise Lost”. 








But at the centre of the novel remains the 


relationship between Jodeau and the angel, 


extended to include Aurore, the lady of the 
chateau, to create a trinity in which the per- 
mutations of love and carnality can flourish 
without guilt. Of course this is not to deny 
that modern “issues” can inspire equally in- 
teresting writing. In fact two of the best re- 
centnovels, Jackie Kay’s “Trumpet” and Oo- 
nya Kempadoo’s “Buxton Spice”, are stuffed 
with them: race, gender, identity and roots in 
“Trumpet”, a book about a female black jazz 
musician passing as a man; and in “Buxton 
Spice”, the same again, plus sexual and polit- 
ical brutality, with a story about a group of 





What the world is reading 


RITAIN and America: two nations di- 

vided by a common language and, 
you could add, by their taste in fiction. 
British readers love foreign travel and he- 
roic adventures. These are the heart of 
Bernard Cornwell’s “Sharpe’s Fortress” 
and the heart of the number-one British 
bestseller, “Monsoon”, in which Wilbur 
Smith reveals yet more about the Court- 
ney family. Duels, feuds and acts of ex- 
treme physical courage. Nothing to be 
scared of, really. 

In fiction, Americans loved to be 
scared, even by their own country. If a girl 
ventures out of doors for a moment, she 
risks finding herself in a hiking horror 
(Stephen King’s “The Girl Who Loved 
Tom Gordon”). On the other hand, if she 





stays indoors, she'll turn into an unhappy 
housewife (Danielle Steel’s “Bittersweet”.) 
Of course, she can always try something 
safer, such as a house swap with a Dublin 
friend (“Tara Road” by Maeve Binchy), 
and hope that it doesn’t turn into a coun- 
try-house murder mystery (Amanda 
Quick’s “1 Thee Wed”). The best answer 
surely is to stay at home with a good book, 
and what better than Michael Cunning- 
ham’s homage to Virginia Woolf, “The 
Hours”. Its success and its 1999 Pulitzer 
prize will surprise no one who reads it. 
American writers also top the bestsell- 
er lists in Germany, as they have long 
done, and in France, where they are be- 
ginning to do so ever more frequently. 
John Irving is on top in both countries fol- 
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Guyanese children on the brink of adoles- 
cence. The point is that both books take their’ 
“issues” on the wing, as it were, before labell- 
ing. “Buxton Spice” is an extraordinarily im- 
mediate evocation of sexual awakening, 
both funny and terrifying—children playing 
at grown-ups, eyes and ears wide open to the 
strutting and rutting of the real grown-ups 
around them. Always alive and on the 
move, lighted up by a vivid, word-coining ` 
Guyanese English, Ms Kempadoo’s book isa 
tour de force. 







lowed by John Grisham. After those two 
old dependables, however, the lines di- 
vide quite sharply. German readers go for 
bad families and untimely deaths, with 
murder (Minette Walters and P.D. James) 
alternating with suicide or thwarted sui- 
cide (The German translation of David 
Guterson’s remarkable second novel, 
“East of the Mountains”). The French, by 
contrast, prefer bad families coupled with 
passion, lots of it, and adultery. 

Perhaps the most notable entry on the 
German list is Walter Moers’s book of 
“Captain Bluebear” adventures. This ly- 
ing, Outrageous seaman, a cross between 
Baron Münchausen and Captain Had- ` 
dock, is familiar to almost every German - 
from television. Mr Moers, the clever au- 
thor of the smutty and mildly subversive 
Kleine Arschloch (Little Arsehole) comics, 
has another success on his hands. 
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BRITAIN 


The new politics 


EDINBURGH 


From now on, Britain will have to get used to coalitions 


HE elections to the Scottish and Welsh 

parliaments confirmed the new shape of 
British politics. The two-party battle be- 
tween Labour and the Conservatives, which 
has dominated British political life since the 
1920s, has definitively been broken in Scot- 
land and Wales. In both countries, the elec- 
tions on May 6th produced Nationalists as 
the main rivals to Labour, with the Tories rel- 
egated to third place and the Liberal Demo- 
crats fourth. 

Thiselectoral convulsion is likely to have 
far-reaching consequences. It will put the 
strength of Britain as a coherent political unit 
under more constant and more severe test 
than hitherto: it will cause the English and 
not just the Scots, Welsh and Northern Irish 
to question their position in the British polit- 
ical union; and it will strain to the utmost the 
capacity of politicians running the British 
government to acknowledge that there are 
now other centres of power which will kick 
against attempts to make them toe a West- 
minster line. 

That devolution will allow different po- 
litical cultures to flourish was evident even 


at the formal oath-taking by members of the 
Scottish Parliament on May 12th. Several 
msps, including Alex Salmond, the Scottish 
National Party leader, jibbed at swearing al- 
legiance to the queen as head of state and an- 
nounced that they would prefer to recognise 
the sovereignty of the Scottish people. Tom- 
my Sheridan, an independent socialist msp 
for Glasgow, as sharply suited as an Italian 
fashion designer, took his oath with a raised 
clenched fist. 

The more serious immediate question 
for the newly elected politicians in Edin- 
burgh and Cardiff was whether they were 
sufficiently attuned to the new circumstanc- 
es brought about by proportional represen- 
tation to plunge into coalition politics. In 
Wales, Alun Michael, the Welsh secretary 
and now also first secretary of the Welsh As- 
sembly, hardly bothered to dip a toe in the 
water and swiftly decided to run a minority 
administration (see page 63). 

In Scotland, however, Donald Dewar, 
the Scottish Secretary and first minister of 
the new Scottish administration, decided 
that Labour's 56 msps, nine short of a major- 





Donald Dewar knows his enemy 
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Party vote 1997 vote 1997 

| Labour 38.8 -6.8 338 -118 

| SNP 287 66 270 49 
Conservative 96 -19 154 -2.1 

| Liberal Democrats 14.2 4.2°°-125;..-65 

| Other 27 O8 114 95 
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ity, were not numerous enough to do like- 
wise, and that he needed the 17 Liberal Dem- 
ocrats to help form an administration that 
would get a programme through the Parlia- 
ment’s four-year term. 

Thisis no act of generosity by Mr Dewar. 
Several left-wing Labour msps, including 
John McAllion, msr for Dundee East, have 
made it plain that they disagree with plenty 
of Labour policy, such as the use of private 
finance for building hospitals and schools. 
Rebellions by such msps would make a mi- 
nority administration a hostage to Labour's 
left wing, which is one reason why Mr 
McAllion has announced his preference for 
Labour to go it alone. 

Even without rebels and with Lib Dem 
support, Mr Dewar faces no easy ride. Mr 
Salmond appointed himself leader of the 
opposition as soon as the final election result 
was declared, while David McLetchie, the 
Tory leader, promised that he too would give 
Mr Dewar a hard time. Indeed, the snp's 
hostility to Labour seems to have been inten- 
sified by the election. Two days after the 
votes were all counted, Mr Salmond re- 
sumed the snp’s election refrain with com- 
plaints that the hardly surprising news that 
Tony Blair was keeping in touch with Mr De- 
war over the coalition talks showed that 
“London Labour” was trying to run the Scot- 
tish Parliament by remote control. 

Mr Dewar testily made it plain that he 
was beholden to no one but his own msps in 
trying to cut a deal with the Lib Dems. In- 
deed, the negotiations turned out to be so 
complex (they were still not concluded by 
the time The Economist went to press) that 
getting Mr Blair’s approval at every turn 
would have been impossible. 

The sticking points were not over what 
seats and ministerial jobs Jim Wallace, the 
Scottish Lib Dem leader, would get in the 
Scottish cabinet, but over policy. Accommo- 
dating the Lib Dems’ election pledge to re- 
lieve Scottish students of having to pay tui- 
tion fees, which were introduced for all 
British students by Labour a year ago, 
proved particularly thorny (see next story). 

Although Mr Wallace was willing to ac- 
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concessions, such as a package of aid 
for rural areas which would please voters in 
the Lib Dem heartlands of the Scottish Bor- 
ders and Highlands, and indeed delivered 
Labour support to elect Sir David Steel, a for- 
mer Liberal Party leader, as the Parliament's 
presiding officer (speaker). 

More tantalising yet for the Lib Dems 
was the prospect of Labour acceptance that 
proportional representation should be used 
for local council elections. These contests, al- 
so held on May 6th but on traditional first- 
past-the-post rules, produced some grossly 
skewed results. In Glasgow, for example, La- 
bour won 54% of the vote, but took 74 of the 
79 seats, while the snp, with 32% of the vote, 
won only two seats. 

As with abolition of tuition fees, swift 
moves towards pr in Scottish local council 
elections could well create problems forMr 


Tuition fees 


An expensive 
lesson 


EDINBURGH 


Fk from getting rid of a headache by giv- 
ing the Scots a parliament, Labour minis- 
ters in London have found that the first 
stages of devolution have given them a king- 
size migraine. The problem is trying to main- 
tain a national system for health and educa- 
tion, while allowing Scots to make their own 
policies. The row over tuition fees for univer- 
sity students is a perfect case in point. 

Tuition fees were introduced by the Blair 
government, shortly after it was elected. The 
argument is that money is needed to finance 
the expansion of the higher education sys- 
tem, and that students should contribute to 
the cost of an education that will benefit 
them financially in later life. These argu- 
ments never went down too well among 
Scots, who seem even keener than the Eng- 
lish that education should be free. Some- 
what unusually, during the Scottish elec- 
tions the Liberal Democrats, the Scottish 
National Party and even the Tories all agreed 
that the £1,000 ($1,620) a year tuition fee had 
to go. These parties now have a combined 
strength larger than that of Labour in the 
new Scottish Parliament. 

Ministers in London hope that Donald 
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Blair. Labour groups which control most of 
the big city councils in England have noticed 
that pr in Scotland and Wales has swiftly 
lost Labour a dominance that had been tak- 
en for granted, and are unlikely to be enthu- 
siastic about facing the same fate. 

Mr Blair, however, will simply have to 
tolerate such political differences if they 
arise, for the consequences of trying to tie the 
hands of the Scottish Parliament would be 
worse. Despite Mr Salmond’s claim that this 
was the best result in the snp’s history (ac- 
tually, it wasn’t: the snp got 31% of the vote in 
1974, and 29% in this election), the result is a 
big set-back for his independence cause. 

As Labour was keen to point out, 71% of 
Scots voted for parties that oppose Scottish 
independence. The relatively low turn-out 
of Scottish voters, 58% compared with 71% in 


Dewar, the Scottish Labour leader, can make 
this nasty little problem go away by luring 
the Lib Dems into a coalition deal that fudg- 
es the fees issue. If the coalition talks collapse 
(the outcome was still uncertain when The 
Economist went to press), the government in 
London will have to pray that the opposition 
parties find their promise too difficult to im- 
plement. For if the Scottish Parliament did 
vote to scrap fees, Labour ministers would 
have a hard time justifying fees to students 
and their parents in the rest of Britain. 

What students pay is, in fact, about a 
quarter of the full fee. The rest is paid by the 
government to universities. Abolishing the 
student-paid bit of the fee in Scotland might 
simply mean more students from the rest of 
Britain applying to Scottish universities. As 
universities select applicants on academic 
merit, less well-qualified Scottish students 
might be squeezed out and have to go to fee- 
charging English universities. To guard 
against that, the Scots would probably try to 
charge student fees to the English. 

Scrapping fees would also create a finan- 
cial problem for Scottish universities, costing 
them about £41m next year, about 5% of the 
money they get from the government. That 
would kill off plans to expand student num- 
bers, as well as forcing universities to make 
cuts. The way around this problem would be 
for the Scottish Parliament to pick up the bill. 
But unless the Parliament uses its tax-raising 
power (which Labour and the Tories have 
ruled out), this money will have to come 


Nevertheless, the election has 
made Labour's grip on Scottish politics 
much less secure. Before the election, there 
were only four constituencies where La- 
bour’s lead over the snp was less than 20%; 
now there are 34 such marginal seats. 

This vulnerability should make Mr Blair 
and his colleagues in London wary of inter- 
fering too overtly in Scottish politics. History 
shows that mishandling of national sensi- 
tivities within the British union can have 
catastrophic consequences: the mishandling 
of Irish affairs by Westminster culminated 
in revolution and Irish secession from Bri- 
tain in 1922. The imposition of a Blairite loy- 
alist on Wales last year seems to have a 
caused a sharp rise in support for Welsh Na- 
tionalists. Any suggestions that Scottish La- 
bour dances too readily to London's tune 
would play into Nationalist hands. 

s 


from some other part of the Scottish Parlia- 
ment’s £15 billion budget. 

Even if the money could be found, it 
would not be a sensible way tospend it. Only 
60% of students, those whose parents’ in- 
come is higher than £17,370 next year, pay 
fees. If the Scottish Parliament took on that 
burden, it would be helping better-off fam- 
ilies while doing nothing for poor families. 
University principals (vice-chancellors) and 





Do the books add up? 
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lecturers think that restoring government 
grants for living expenses to poor students 
would be a better idea. 

But if the Parliament insists on pushing 
through a policy forged in the heat of anelec- 
tion campaign rather than out of the calm 
consideration and consultation that the Par- 
liament’s committee structure is supposed to 
encourage, ministers in London will have to 
accept the anomaly or grudgingly follow 
suit. They could not complain too much, for 
David Blunkett, the education secretary, has 
already created one anomaly. Honours de- 
grees take three years in England, but four 
years in Scotland. The Scottish Office, to 
forestall Scots going south to get cheaper de- 
grees, agreed to pay the fourth-year fee for 
Scottish-resident students and European 
Union students. But Mr Blunkett refused to 
pay the fourth-year fee for English-based 
students going north. The Scottish Parlia- 
ment might well argue that if the govern- 
ment is happy with that little headache, it 
can live with another one. 
aaa ate ae aap tc AE tata ae els . 


Wales 


A cloudy dawn 


CARDIFF 


ELSH ASSEMBLY members were 

wandering around their building this 
week with the bewilderment of pupils at a 
new school. May 12th was the first session of 
the Assembly after the previous week’s elec- 
tions. But in the euphoria of bilingual back- 
slapping, many new members had barely 
found the way to their offices. 

The results of the Assembly elections 
took all parties by surprise. Only a quarter of 
the electorate, and barely half of actual vot- 
ers, had supported a Welsh Assembly in the 
first place. Bad news for Plaid Cymru, 
champions of a self-governing Wales? Not at 
all. In the election itself, Plaid stormed the 
Labour strongholds of Rhondda, Islwyn 
and Llanelli, destroying Labour’s monopoly 
on the urban south. 

But the results may owe less to devolu- 
tionist zeal than to Labour doldrums. In ev- 
ery seat, Labour votes fell compared with the 
1997 general election, on average by over 
half. In the old mining villages, traditional 
Labour voters may have felt that the New 
Labour government had done little to help 
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Alun Michael needs to roar 


them. And many clearly objected to Alun 
Michael, a grey Blairite, being imposed as 
their leader in preference to the popular 
Rhodri Morgan. Plaid’s vote rose in protest. 

In the anglicised and rural south-east of 
Wales, meanwhile, Labour faced a different 
problem. There, voters had been most op- 
posed to the assembly, and most affected by 
the decline of agriculture. The Tories man- 
aged tocapitalise on the disaffection of farm- 
ers and anglophiles to capture Monmouth. 
By an electoral quirk, Labour’s poor show- 
ing ensured Mr Michael himself a seat in the 
Assembly, as a top-up member chosen from 
the Mid and West Wales region. But his par- 
ty’s travails deprived him of an overall ma- 
jority, leaving Labour with only 28 seats out 
of a total of 60 in the Assembly. 

Mr Michael himself, like Donald Dewar 
in Scotland, appeared keen to explore a for- 
mal coalition with the Liberal Democrats. 
Even keener was Mike German, the Liberal 
Democrat leader. His conditions were not 
too demanding: a written agreement on 
power-sharing, and early action to cut hos- 
pital waiting times and reduce class sizes for 
under-11s. But the Welsh Labour Party is 
used to enjoying untrammelled power. Mr 
Michael’s colleagues would not counte- 
nance a coalition. Since alliance with the 
Conservatives or Plaid Cymru was outof the 
question, Mr Michael had no alternative but 
toopt for minority rule. 

Can it last? Probably. Both Plaid Cymru 
and the Liberal Democrats fa- 
vour further powers for the 
Assembly. But with only tep- 
id popular support for devo- 
lution, they realise that they 
will need to make the existing 
Assembly work in order to 
earn a more powerful one. So 
both parties have been stress- 
ing the need for characteris- 
tics such as “constructive op- 
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position” and “inclusivity”. The Tories, it is 
true, do not share these fine sentiments, but 
with only nine members, they are too small 
to be a threat by themselves. 

But not all will be plain sailing for Mr 
Michael. His own party is fractious. He has 
temporarily bought off Mr Morgan, his 
main rival, by giving him responsibility for 
economic development and Europe in his 
eight-member cabinet. But other challenges .. 
are possible. Ron Davies, Mr Michael's ` 
predecessor as secretary of state for Wales, 
had been openly campaigning to become 
first secretary of a devolved Wales in the 
hope that Mr Michael would fail to win a 
seat in the Assembly. Pressure from other 
Labour members dissuaded Mr Michael 
from offering Mr Davies a cabinet seat as a 
gesture of reconciliation. But Mr Davies was 
visibly fuming this week at his exclusion. 

There is also considerable uncertainty 
about how the Assembly will operate. Mr 
Michael’s cabinet will propose policies, but 
Assembly committees will dispose. And La- 
bour will be in a minority on every one of 
these 18-plus committees. 

There is even confusion about what the 
Assembly as a whole is allowed todo. Broad- 
ly speaking, it will not be able to raise tax or 
amend acts of the Westminster Parliament, 








but instead will take over the responsibilities 
of the Welsh Office, in particular policy for 
health and education. But this leaves a lot of 
grey areas. Even Nick Bourne, a Tory mem- 
ber, who saton the National Assembly advi- 
sory group and is a law professor, says he 
does not fully understand the division of 
power between Westminster and Cardiff. 

The Assembly will not formally have 
any powers until July aist. On that day, Mr 
Michael, in his capacity as secretary of state 
for Wales, will hand over his powers to him- 
self in his capacity as first secretary of the 
Welsh Assembly. But even at the first plena- 
ry session this week, controversies began to 
cut through the congratulatory platitudes. 
The Tory party tabled a motion to lift the 
Westminster government’s ban on sales of 
beef on the bone. Beef is important to Welsh 
farmers. And since both the Liberal Demo- 
crats and Plaid Cymru have agricultural 
seats, they may find it hard not to support 
the Tories. Welsh politics is unlikely to have 
sprung its last surprise. 
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BRITAIN 
Prisons 


End of the line 


WOODHILL PRISON, NEAR MILTON KEYNES 


The treatment of Britain’s most dangerous prisoners should embarrass a 


civilised society 


HE “Close Supervision Centre” at 

Woodhill prison is the end of the line for 
Britain’s most violent and disruptive prison- 
ers. No association with other prisoners isal- 
lowed for the 14 menon the two most restric- 
tive wings. They are locked in their cells for 
23 hours a day. Meals are shoved into their 
tiny cells via a hatch at the bottom of the 
door. Inside each cell is a bed consisting of a 
mattress on a raised concrete slab, a table 
and chair made from compressed card- 
board, and a stainless steel toilet and sink. 
Whenever an individual prisoner is allowed 
out of his cell for exercise in a wired cage, or 
for a weekly shower, he is escorted byatleast 
six prison officers, three on either side. 

The atmosphere iscurrently particularly 
tense on D wing, the most restrictive in the 
prison. Two prisoners, Rifhat Mehmet, serv- 
ing 27 years for armed robbery, and another 
prisoner serving life for murder, are engaged 
in a dirty protest in which they smear excre- 
ment around their cells. That means they 
never emerge from their befouled cells ex- 
cept to see a doctor. The prisoners in p wing 
greet guards with torrents of abuse, shouted 
through cell doors. 

There is no doubt that Woodhill’s in- 
mates are among the most dangerous in Bri- 
tain. The majority are serving sentences for 
murder; a third have either killed or at- 
tempted to kill fellow inmates while in cus- 
tody. A notorious example is Charles Bron- 
son (formerly Michael Peterson), a bald and 
heavily bearded man of enormous strength 


The new Charles Bronson 
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who spends most of his time doing press- 
ups. He was originally sentenced to seven 
years for robbery in 1974 but has remained 
inside because of repeated attacks on prison 
staff and hostage taking. During his quarter 
of a century in prison (he is now not due for 
release until 2008) he has spent most of his 
time in solitary confinement and has been 
held in all three of Britain’s special hospitals 
for the insane. Duringa visit last week, Bron- 
son was in the exercise pen, which he ran 
endlessly round liked a caged animal. 

Other prisoners include Fred Low, who 
has twice stabbed a fellow inmate to death, 
and Michael Sams, a kidnapper and mur- 
derer who also attempted to strangle a fe- 
male prison visitor. Despite the massive se- 
curity at Woodhill, there have been 
numerous assaults on guards who at times 
have had to puton full riot gear. 

But the harshness of the regime at 
Woodhill is now attracting unfavourable at- 
tention. The Prison “Board of Visitors”, a 
voluntary organisation, has just sent a criti- 
cal report on Woodhill to the home secreta- 
ry. It gives a warning that the prison is “in 
danger of becoming a dumping ground”. 
Privately, a member of the board goes much 
further, describing conditions as “inhu- 
mane and dangerous”. Lawyers represent- 
ing those held at Woodhill are bitterly critical 
of their treatment. Michael Topolswki, a 
barrister, says: “What this prison seems to be 
about is to give an extra dimension of pun- 
ishment reserved for those who won't co- 
Operate.” Vicki King, a solicitor from 
Thanki, Novy and Taube who spe- 
cialises in prisoners’ rights, is even 
blunter: “They hate these prisoners, 
they don’t give a toss,” 

Prison Service officials defend the 
regime in the restrictive wings on two 
grounds. First, if prisoners co-operate 
with staff, they can progress through 
the system and get out of Woodhill. 
Second, they say, isolating the most 
difficult and disruptive prisoners has 
had beneficial effects on the rest of the 
prison system. “We are determined to 
show that the only way out of the 
Close Supervision Centre is to be- 
have,” says the Prison Service's depu- 
ty director-general, Phil Wheatley. 

What the authorities appear not 
to have recognised is that many of 
those at Woodhill will never progress. 
The two most restrictive wings, a and 
D, have turned into long-term segre- 
gation units. The prison’s governor, 


Marjorie Boon, admits that she is “uneas' 
about locking prisoners up 23 hours a d; 
for month after month. She also accepts th 
some of those in the csc are not capable ı 
changing their behaviour. 

Indeed, in the past few weeks the Prisc 
Service has at last recognised that the seve 
ity of the Woodhill regime may be counte 
productive. Changes have been introduce 
to bring the restricted a wing into line wit 
Segregation units in other prisons. Prisone1 
are now allowed to have their own radit 
training shoes, magazines and books; thes 
privileges have not been extended to thos 
on D wing. The changes have not mollifie 
Woodhill’s critics. “The psychology under 
lying this is totally wrong. You cannot kee} 
people in these conditions locked up for 2 
hours a day for year upon year,” said an offi 
cial prison visitor. 

Before Woodhill was set up a year ago 
unco-operative or violent prisoners wer 
shunted around the country from one segre 
gation unit to another in what became 
known as “the merry-go-round.” The 32 
men who are now at Woodhill are the mosi 
difficult residue out of a long-term prison 
population of 21,000, of whom 3,000 are 
housed in high-security prisons. 

Coping with exceptionally disruptive or 
dangerous prisoners is certainly an acutely 
difficult problem. In some countries, such as 
Canada, prison guards armed with shotguns 
and rifles patrol galleries above cell areas. 
That method permits prisoners to have con- 
siderable time out of their cells and freedom 
of association—at the risk of being shot if 
they misbehave. Other countries resort to 
heavy doses of tranquillisers and other 
calming drugs. Neither method is likely to be 
acceptable in Britain. But other approaches 
have been tried with some success. The Bar- 
linnie regime in the 1980s, the special unit in 
Hull in the early 1990s and c wing at Park- 
hurst all provided top security in relatively 
tolerant regimes. Barlinnie, in particular, 
provided its top-security prisoners with 
considerable freedom to develop skills, to 
study and to associate within a secure envi- 
ronment. It is unclear why the regime was 
abandoned. The official line is that it had 
outlived its usefulness. 

Woodhill’s harsh regime was developed 
during the period in which Michael Howard 
was home secretary. Mr Howard was famed 
for the unapologetic harshness of his ap- 
proach tolaw and order. Woodhill may have 
helped to achieve the goal of making prison 
riots and violence less likely, but it has failed 
in another of its stated aims—persuading 
disruptive and dangerous prisoners to 
change their ways. Most important of all, it 
fails to meet basic standards of humanity. As 
Paul White, chairman of the prison’s Board 
of Visitors, says: “You are dealing with hu- 
mans, not animals. There has got to be more 
flexibility.” 
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The road forks 


N POLITICS, as in war, you have to keep your maps up todate, In 

both cases, doing so is less simple than it sounds. A week after the 
“Super Thursday” elections of May 6th—for new assemblies in 
Scotland and Wales, and for local councils—Britain’s political car- 
tographers are still scratching their heads in puzzlement. All can 
agree that Britain does indeed now possess the “new politics” that 
New Labour promised. But this has yet to take on a settled shape. 
Not even Tony Blair can pretend yet to understand this queer new 
landscape. What he does know is that the road is going to fork, not 
very far ahead. He will then have tomake a choice. 

During the first three decades after the second world war, Brit- 
ish politics appeared to follow a simple pattern: two classes; two 
parties; a voting system designed to 
amplify small signals and so give 
each its (unequal) turn in power. 
The next two decades upset this 
well-ordered scheme. The classes 
broke up; voters grew fickle; the Lib- 
eral Democrats turned a two-party 
system into a system of 24 parties, 
But Labour got the worst of it. So af- 
ter 18 consecutive years in opposi- 
tion it changed its name, abandoned 
socialism, seduced Middle England 
and won the famous victory of 1997. 
Since then, many commentators 
have pronounced the final death of 
Conservatism—just as, after the fa- 
mous Tory victory of 1983, they pro- 
nounced the final death of the La- 
bour Party. 

The history is worth reciting be- 
cause it points to the first lesson of 
Super Thursday. Adam Smith said 
that there wasa great deal of ruinina 
nation. There is also—for all the 
vaunted “new politics’—a great 
deal of ruin in a great political party. 
Consider. In recent years, the Tories 
have seemed intent on tearing their 
own party apart. They are divided 
on Europe, divided on whether to 
renounce or embrace the Thatche- 
rite legacy, divided on their interpretation of what that legacy 
amounts to. They went into last week’s election with rumours of di- 
vision and mutiny ringing in voters’ ears. And—yes—they did pret- 
ty miserably. In Scotland and Wales they gained only one constitu- 
ency, and are otherwise represented in the new assemblies only by 
virtue of the new system of proportional top-up seats, which they 
affect to despise. In local government, the Tories failed to capitalise, 
as Oppositions usually do, on the mid-term swing against the gov- 
ernment. And yet, in spite of everything, the Tories gained 1,350 
seats. This is not brilliant, but itis a good enough showing for the un- 
der-rated William Hague toclingon for a while to his jobas leader. It 
also shows that there is enough life—or, if you prefer, inertia—in the 
“old politics” to heave the Tories one day out of their slough of de- 
spond and back into power, if not in the next general election, then 
at least, perhaps under new management, in the one after that. Few 
established parties have ever withered away overnight. 

For the second lesson of Super Thursday, turn now from history 
to geography. In both Scotland and Wales, devolution has strength- 
ened the standing of the nationalist parties. Mr Blair can take com- 





fort from the failure of the Scottish Nationalists to beat or keep 
pace with Labour, as the opinion polls once suggested they 
would. But with 35 seats of the 129-member Parliament, the swe 
came a respectable second, and so turned itself into the main op- 
position force in Scotland. As for the Welsh Assembly, where an 
overall Labour majority was taken too blithely for granted, Plaid 
Cymru won a spectacular 17 of 60 assembly seats. 

What does Mr Blair make of this? Youcan be sure that he does 
not take the strength of the nationalist vote at face value. Many of 
those who voted for the Scottish National Party did so because 
they subscribe to its dream of an independent Scotland. Some 
were tactical voters. But it can be assumed that many were cast- 
ing a protest vote against Labour. 
This is even truer in Wales, where a 
mere one in four voters bothered to 
support the idea of an assembly in 
the 1997 devolution referendum. 
So weak is the Welsh sense of na- 
tionhood that Plaid Cymru was 
careful in this election not to cam- 
paign overtly for independence. 
Something other than a Welsh ap- 
petite for a seat in the United Na- 
tions must explain Labour's de- 
feats in hitherto loyal party 
fastnesses such as Llanelli, Islwyn 
and Rhondda. This, too, was pre- 
sumably a protest. But against 
what? Downing Street's promo- 
tion of the Blairite Alun Michael 
over the popular Rhodri Morgan? 
Or Labour’s new guise as a party of 
the centre rather than the left? 

Now for a complication. The 
two lessons of Super Thursday 
point in opposite directions. The 
local elections suggest that the 
Conservatives cannot be written 
off indefinitely. This argues for 
completing the whole of the Blai- 
rite project—extending propor- 
tional representation (PR) into 
Westminster elections, forming a 
“progressive” alliance with the Lib Dems to lock the Tories out. 
But the strong nationalist showing in Scotland and Wales points 
theother way. Many loyal Labour voters are uncomfortable with 
Mr Blair’s move to the right, and may become crosser if co-oper- 
ation with the Lib Dems becomes more formal, The post-election 
bargaining over tuition fees in Scotland has underlined what a 
messy business PR and coalition politics can be compared with 
Britain’s familiar scheme of alternation. Just how pluralism 
ought to be, say pr’s enthusiasts, queasily. Proof, harrumph its 
detractors, that under pr politicians make decisions behind 
closed doors after the voters have spoken. 

Which fork will the prime minister take? Powerful cabinet 
colleagues hate pr. More will learn to as the need to co-operate 
with minor parties in Scotland and Wales makes their life more 
difficult. But Labour will feel differently about Lib-Labbery if the 
nextelection reduces its majority and revives intimations of mor- 
tality. And then, of course, there is the call of history, to which 
this prime minister's ears appear to grow ever more sensitive. 
Bagehot’s guess is that Mr Blair will stick to his project. 
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Playing with the big boys 


TOKYO 


Even as the television and personal-computer industries have been battling 
for the heart of tomorrow’s digital home, another industry—videogames—has 


sneaked up on them 


OIT’S agreed: the future of entertainment 
isa box. The megadeals that are sweeping 
the technology and communications indus- 
tries all confirm the notion that some slab of 
digital wizardry attached to a television will 
be at the heart of tomorrow’s wired home. 
But what kind of box? The rc industry is bet- 
ting on a simple and cheap pc-based device. 
The broadcast industry swears by digital rv 
set-top boxes. And the rest of the technology 
industry is busily dreaming up other gad- 
gets, from Internet appliances to “AOL TV”. 
Meanwhile another industry, far from 
the white-hot glare of the convergence hype, 
has been making a plausible precursor to 
such a machine and selling it by the tens of 
millions. Videogame consoles, once the 
bleeping domain of cartoonish kiddiefare, 
have grown up into powerful computers ca- 
pable of near-cinematic realism. In the proc- 
ess they have become an increasingly adult 
consumer phenomenon. With the coming 
release of a new generation of superconsoles, 
they are poised to break into the wider enter- 
tainment and online world, expanding be- 
yond games to Internet surfing, films, and 
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even home finance and shopping. They 
could thus challenge not only pcs but every 
other claimant to the tv-top throne. 

The successor to Sony’s best-selling Play- 
station, due out early next year, will be a 128- 
bit computer more powerful than a Pentium 
111. Analysts predict thatit will be able to play 
DvD movies, decode digital rv and surf the 
Web; yet it will sell for less than $400. With 
this machine, claims Nobuyuki Idei, Sony’s 
president, the firm will do more than leap- 
frog its gaming competitors: it may even 
challenge “Wintel”, the Microsoft and Intel 
pc standard. On May 12th, Nintendo and 
Matsushita jointly announced the outlines 
of their own next superconsole, which will 
have a pvp drive and 400muz processor 
and could arrive late next year. And in Sep- 
tember Sega will unleash a $100m marketing 
campaign for the official release of its new 
128-bit Dreamcast in America. 

By the end of this year, more than 100m 
Sony Playstations, Nintendo 64s, Sega Sat- 
urns and Dreamcasts will have found their 
way into homes in America, Europe and Ja- 
pan. Nearly one-third of American house- 


holds and one-fifth of British households al- 
ready have one of these “next-generation” 
game machines. In Japan almost half do— 
far more than have pcs. This year videogame 
industry sales (both the consoles and the 
games they run) will for the first time over- 
take Hollywood's box-office revenues. They 
should be close to $20 billion worldwide. 
This is no longer just kids’ stuff: Sony says its 
average user is 22 years old; nearly a third are 
over 30. Scratch an investment banker and 
you may easily finda “Duke Nukem” death- 
match king. 

The videogame industry has had high 
points in the past but they were never like 
this. The Atari craze of the 1980s put iton the 
map. But after turning Pac-Man into the 
symbol of the decade (America’s postal ser- 
vice has chosen to commemorate the 1980s 
with a videogame stamp), the industry 
burned out in 1984 in a wave of bankrupt- 
cies. The Japanese, led by Nintendo and Se- 
ga, revived it with more advanced 16-bit ma- 
chines until they, too, faded in the early 
1990s, overshadowed by the rc. 

It took Sony and its first games machine, 
the Playstation, to break out of the toy niche 
and reach adults. Launched in Japan in 
1994, the Playstation was smart from the 
start: its spectacular 3-p games, backed by 
techno soundtracks, were unlike anything 
that had been seen before, even on rcs. 

Since the launch of the Playstation, the 
games industry has become the fastest- 
growing segment of the entertainment in- 
dustry. Playstation sales and games royalties 
accounted for half of Sony’s operating prof- 
its last year. Nintendo’s N64, released in 
1997, has sold 25m units so far. One of its 
games, “Legend of Zelda”, earned $150m last 
Christmas in America, more than any film 
released in the same period. 


Breaking out of the box 

The games industry is now preparing to take 
on the pc and the television. But to say 
“games industry” is to underplay one of its 
chief advantages: it now represents the 
greatest powers of the consumer-electronics 
industry. Sony and Matsushita (which 
makes the Panasonic, Technics and Quasar 
brands) are global leaders in televisions and 
in video and music equipment. Who better 
to stake a claim on the home-entertainment 
centre of tomorrow—and who knows better 
how to sell such gear? 

Spurring them on is the worry that they 
may also have the most to lose in the coming 
battles for the home. Their core business is 
the stuff of rvs, vcrs and cp players, all of 
which are about to go through wrenching 
changes. The introduction of digital rv, 
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which requires heavyweight electronics to 
decode the signal, means that a computer of 
some sort will sit alongside most televisions 
in the years to come: the rv itself will often 
be just a screen. The coming of pvp as a vid- 
eo standard brings another digital device; 
make it recordable and itstarts to become al- 
most another computer. Add the expected 
rise in online music distribution, which re- 
quires a network connection, and the home- 
entertainmentconsole begins to tilt seriously 
towards Silicon Valley. 

At the same time the spread of the Inter- 
net has created a demand for Web surfing 
and e-mail, but with rv-like simplicity, re- 
liability and cost. Who can best put all the 
parts together? Dedicated Internet appli- 
ances, such as Web rv, do not play games. 
Personal computers are expensive, crash- 
prone and unnecessarily complicated, Digi- 
tal rv set-top boxes offer nothing but televi- 
sion. Only consumer-electronics companies 
have proved that they can do it all. With 
games machines as their base, they have the 
opportunity to put all the parts together in a 
way that their competitors cannot. “The 
games console is the stealth platform,” says 
Jon Peddie of jra, a digital-media market re- 
search firm in San Francisco. “It is the first 
serious challenge for [interactive] consumer 
eyeballs that the ec has seen. And it doesn’t 
hurt that Sony is the Intel of the consumer- 
electronics industry.” 

Itmay come as no surprise that Sony and 
its sort will be powerful forces in home en- 
tertainment. But are families really willing to 
put a.games machine in the centre of their 
living rooms? They might be, if they could 
see what sort of games are on the way. Visit 
Square, a game-software developer in To- 
kyo, and you might be at George Lucas’s dig- 
ital soundstages. The differences between 
making a videogame for the superconsoles 
and making a special-effects film are vanish- 
ing by the day. They share the same digital 
modelling, the same sophistication of 
soundtracks, similar scripts and dialogue, 
and even camera angles and techniques (for 
the games, the “cameras” are simply the 
computer’s designated viewpoints, but to 
achieve film-like realism, the software cre- 
ates camera effects suchas lens flare). 

Indeed, after wowing gamers with its 
“Final Fantasy” series of games, Square, 
along with Columbia Pictures, is now using 
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HE United States is the terror of the 

memory-chip industry. Over the 
years its trade officials have charged Ja- 
pan, South Korea and Taiwan- with 
dumping, sparking trade wars, disrupting 
the industry and, according to some, exa- 
cerbating shortages that have at. times 
kept prices artificially high. Now, for the 
first time, it may geta taste of its own med- 
icine: Taiwan’s semiconductor. industry 
association is charging America’s Micron, 
along with the American subsidiaries of 
South Korea’s Le and Samsung, with sell- 
ing these chips, known as pRaMs, below 
cost in the Taiwanese market. 

On May 10th Taiwan’seconomic min- 
istry heard opening arguments in the case. 
The Taiwanese allege that Micron is dam- 
aging local producers by’ selling chips 
more cheaply in Taiwan than at home. 
“Micron is trying to destroy our DRAM in- 
dustry. It is trying to destroy: our home 
market,” says Genda Hu, president of the 
semiconductor association. 

So far Taiwan has produced little evi- 
dence that this is so—and Micron denies 
it. But then again Taiwan’s law is such that 
not much is needed; there is, for instance, 
no requirement to prove a link between 
alleged dumping and injury. If the semi- 
conductor association prevails, Taiwan 
could impose special tariffs on Micron 
and the American arms of the two South 
Korean firms, much as America has done 
to Japanese and South Korean producers 


Dump, counterdump 


in the past. In fact, things will probably 
not get so far; instead, most analysts see 
this as retaliation for the anti-dumping 
case against Taiwan that America started- 
last year. If America dropped those charg- 
es, no doubt Taiwan would do the same. 
Still, it is curious that Taiwan is the 
first country to be able to respond in kind. 
The explanation says more about Taiwan 
than itdoes about Micron. Taiwan is, for a 
start, a net DRAM importer, something Ja- 
pan and South Korea were not. Taiwanese 
firms make the guts for more than 60% of 
the world’s personal computers, mostly 
for companies such as Compaq and Dell; 
stuffing them with memory chips creates 
a $2 billion local market (of which Micron 
has less than 10%). In recent years, Taiwan 
has also launched an audacious bid to be- 
come a world memory-chip power in its 
own right; it now claims 12 DRAM pro- 
ducers, more than the rest of the world 
combined. | 
Sadly, its firms picked the start of the 
longest price slump in pram history to 
dive in, so most are losing a fortune, and 
Taiwan as a whole still has only 16% of the 
world market. Too many small firms, few 
economies of scale and a depressed global 
market in which all oram makers some- 
times sell below cost: it is little wonder the 
Taiwanese are feeling vulnerable as the 
price slump continues. Regardless of 
what Micron may have done, Taiwan’s 
problems are mostly home-made. 














the same techniques to make a fully fledged 
film, for release in 2001. Other games, in- 
cluding “Tomb Raider”, “Resident Evil” and 
“Duke Nukem” are all heading for the big 
screen as well; most big: sci-fi and action 
films also convert perfectly into games. For- 


get “Pac-Man” and “Mortal Kombat”, and 
think “Bug’s Life’ and “Star Wars: The 
Phantom Menace”. Increasingly, itis all dig- 
ital entertainment in one way or another. 
The main difference is that some is interac- 
tive and some is not. 





South African gold mining 


The pursuit of Harmony 


HARMONY NO 4 SHAFT, FREE STATE 


MILE below ground, men strip to the 

waist and sweat rivulets. Trucks packed 
with explosives rattle by on ill-lit rails. An 
earthquake has cracked the ceilings and 
loosened wooden supports: Your corre- 
spondent is told that if he gets into trouble, 
the rescue team is not around: they have 
gone to help at the mine next door, where 
1,000 miners have been trapped by the 
tremor. (All but two were saved.) Digging for 
gold is hot, hard and dangerous work. 

It is also the foundation upon which 
South Africa’s economy was built. Joban- 


nesburg would be a treeless, unpeopled plat- 
eau without gold. As recently as 1980, this 
beautiful, relatively useless metal accounted 
for a fifth of cpp and half of South Africa’s 
exports. Now, gold accounts for a mere 5% of 
cpp. In the late 1980s, when gold fetched 
more than $400 an ounce, South Africa’s 
great mining houses took a cavalier ap- 
proach to costs. Getting a drill mended re- 
quired the approval of multiple managers, 
sometimes leaving mining teams idle for 
days. Three or four firms might: work the 
same lode, each with its own shafts, hostels, 
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The RiskMetrics Group and J.P. Morgan introduce 


CORPORATEMETRICS’ 


The benchmark for corporate risk management 





What could 
sink next 
quarter’s 
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Earnings-at-Risk 


plash-Flow-at-Risk 


Résulatory Reporting 
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shops, clinics and even golf courses. Sitting, 
as they do, on the richest ore deposits in the 
world, South Africa’s big producers could 
afford to be lavish. 

Such easy times are now gone. The price 
of gold slipped below $280 this week. On 
May 7th the Bank of England became the 
latestcentral bank to announce that it would 
sell part of its gold reserves; the ımr is threat- 
ening to do the same. Falls in the gold price 
often trigger falls in the rand, which partly 
compensates the gold exporters. But the 
costs of some key inputs have soared. In the 
late 1980s, as apartheid crumbled, the la- 
bour unions won huge pay increases for 
black miners. The workers, who often live in 
hostels far from their families and besieged 
by prostitutes, are riddled with rv: with be- 
tween a fifth and a third of gold miners in- 
fected, the costs of treating the sick and re- 
placing the dead are rising fast. 

Faced with such troubles, mining houses 
are scrambling to restructure, cut costs, and 
make themselves more attractive to foreign 
capital. Sprawling conglomerates such as 
Anglo American and Gencor have consoli- 
dated their various gold interests into single, 
gold-only firms, and spun them off. Mines 
are increasingly run not by engineers, but by 
businessmen, such as Bobby Godsell, chief 
executive of AngloGold, and Chris Thomp- 
son, chairman of Gold Fields. The greatest 
strides, however, have been made by a little- 
known former contractor called Harmony. 

The secret, according to Bernard Swane- 
poel, Harmony’s chief executive, is to stop 
trying to influence the gold price and con- 
centrate on operations. Since taking charge 
in 1995, Mr Swanepoel has cut Harmony’s 
hierarchy from roughly 20 layers of man- 
agement to five. Strict divisions between dis- 
ciplines have given way to multi-disciplin- 
ary teams. Rock-breakers work with 
geologists and surveyors to make sure that 
only profitable grades of ore are mined. 
Anyone who instead digs waste—common 
practice a few years ago—is fired. The work- 
force has been slashed from 34,000 in the 
early 1990s to 12,000 today, a third of whom 
work in newly acquired mines. 

All this was achieved without much pro- 
test from the unions. Given South Africa’s 
history, this is impressive. Lethal strikes and 
burnt offices have long been the way that 
black labourers communicated with their 
white bosses, The National Union of Mine- 
workers’ website says: “A country that re- 
tains within it a sector as racist, as author- 
itarian and as exploitative as the South 
African mining industry [cannot call itself] a 
democracy.” But much of this is bluster. 
These days, unions concentrate less on poli- 
tics, and more on working with manage- 
ment to keep the mines from going bust. 

Five years ago, Harmony was near 
bankruptcy. Its mines were old, the ore 
grade low. Mr Swanepoel explained the cri- 
sis to the unions, and won their agreement to 
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the necessary layoffs. Harmony was the first 
mining firm to employ full-time union offi- 
cials, complete with offices and mobile tele- 
phones, to ensure constant dialogue. Good 
labour relations made it easier for Harmony 
to win exemptions from some of South Afri- 
ca’s burdensome labour regulations. When 
unions and management both lobbied for a 
longer working week, the government could 
not refuse. “The mine would have closed if 
we hadn't all pulled together,” says Elliot 
Mzamo, a union official. 

For those who remained, Harmony of- 
fered the chance of higher wages. Members 
of the most productive teams can add 60% to 
their base pay. Promotion for black workers 
is easier now; at one time the law banned it. 
Streamlining and incentives have made 
Harmony the most productive gold-mining 
firm in South Africa. Its miners blast and 
clear roughly six square metres (64.6 square 
feet) of rock, per man, per month. The indus- 
try average is about four square metres. 
(Miners measure in square metres, not cubic 
ones. The chunks they blast are only a few 
centimetres thick.) With much poorer ore 
than its peers, Harmony achieves similar re- 
turns. The firm has begun to buy up other 
nearly exhausted mines, and squeeze extra 
life out of them. Total output passed 1m 
ounces this year, making Harmony the 
fourth-largest producer in the country. 

As other companies copy Harmony’s 
cost-cutting techniques, the South African 
gold industry will probably achieve reason- 
able margins even if the price remains de- 
pressed. All the mining bosses insist that gold 
will recover, but many secretly fear that it 
won't. Rising demand for necklaces and 
nose-rings in India cannot make up for the 
fact that central banks want to keep less of 
their reserves in gold. Any future rise in the 





Waiting for a Wall Street crash 


BUSINESS 


gold price will probably prompt them to sell, 
pushing it back down again. Mr Swanepoel 
argues that a plunge on Wall Street might 
scare investors away from paper. But he 
won't bet the firm on it. 


English and electronic commerce 


The default 
language 


gii HE only thing I'd rather own than 
Windows is English or Chinese or 
Spanish because then I could charge you a 
$249 right to speak English and I could 
charge you an upgrade fee when I add new 
letters like ‘n’ or ‘t’.” So says the predatory 
and ingenious Scott McNealy, boss of Sun 
Microsystems. Fortunately, although En- 
glish is as essential to the smooth running of 
the Internet as the Internet protocol itself, it 
is also public property. Nobody owns it. 
And so, to quote Mr McNealy again, “You 
don’t make money owning English; you 
make money doing things in English.” 

For electronic commerce, English is es- 
pecially important. That is clear from new 
work at the oecn in Paris, some of it pub- 
lished in a recent ogcp Communications 
Outlook. An orc» survey of links between 
different domains on the World Wide Web 
has tracked the relationship between do- 
mains (such as “.com” for commerce, 
“co.uk” for British commerce or “.fr” for 
France) and the language of linked websites. 
It has concentrated especially on sites that 
are linked to “secure servers”: they begin not 
with the letters “http” but with “https”, and 
their security allows them to encrypt infor- 
mation on, for example, a credit-card num- 
ber. Acountof secure servers therefore offers 
the most reliable measurement of web- 
based electronic commerce. 

Overall, some 78% of websites are in En- 
glish. But for sites linked to secure servers, 
the share is much higher: of almost 3.2m 
Web pages linked to secure servers, 91% are 
in English. Of pages in the “.com” domain 
linked to such servers, 96% are in English. In 
fact, these numbers may understate the 
dominance of English, since some pages 
show merely pictures. All told, languages 
other than English account for a mere 2-3% 
of all pages linked to secure servers. 

Even more striking is the fact that, with- 
in some national domains, such as those of 
Denmark, the Netherlands, Hungary and 
Poland, more than half the pages linked to 
secure servers are in English. In Belgium, the 
use of English for electronic commerce far 
exceeds either Flemish or French, the two 
national languages. Even in France, always 
sensitive to linguistic politics, one in every 
five pages under the national domain of 
“fr” linked to a secure server is in English 
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(and many of these mention wine). 

Why is English so prominent? After all, 
it has become clear that people prefer Inter- 
net services in their own language. The 
proof, says the orcp’s Sam Paltridge, who 
has done the research, is that most websites 
in a national domain that are not linked to a 
secure server tend to be linked instead tooth- 
er sites in the national tongue. But, if you are 
trying to sell something, and to use the Inter- 
net toreach a global market, then a Web page 
in English will reach not only those whose 
first language is English, but the even larger 
number of people for whom English is their 
second tongue. 

No wonder, then, that Mr McNealy 
would love the franchise. In fact, the Web 
being a hive of commerce, there is a way to 
buy the language—or at least to invest in the 
odd word. A search engine (www.goto.com) 
takes bids from companies which use vari- 
ous key words on their Web pages to list their 
sites, with the highest bidder in the top slot. 
Type in a word and you can see how much 
advertisers will bid to display it. The going 
rate for “casino” is currently $4.06. And no 
royalty to the Italians, who thought of the 
word first. 





French Bus 
Diced 


NICE 


ACK in 1907, France passed a law ex- 

empting spa towns and seaside resorts 
from the national ban on gambling. The log- 
ic was that it was all right to splash out at the 
seaside, but not where people are engaged in 
virtuous toil. The law was relaxed a little in 
1988, but the link between betting and holi- 
days was maintained by allowing casinos to 
open in tourist towns of at least-500,000 in- 
habitants—so long as they have a thriving 
opera house. Paris, however, as the serious- 
minded hub of French business, remains 
closed to casinos. 

The small concession has increased the 
number of casinos in France from a low of 
132 in 1990 to 159 today. But another spin of 
the legal wheel in 1988 delivered the jackpot, 
by allowing the introduction of slot-ma- 
chines. Since then, casino takings in France 
have rocketed from FFr1.25 billion ($210m) 
to FFr9.4 billion in 1998. Illegal before 1988, 
slot-machines now dominate French casino 
gambling. Last year they accounted for 88% 
of the industry’s total takings. Even in Paris, 
those itching for a flutter can pay a sly visit to 
one of the mobile slot-machine arcades. 

For the casino operators, the main strug- 
gle is to win new sites. Groupe Partouche, the 
largest casino chain, with 20 casinos in 
France and three abroad, has recently 
opened a new operation in Lyon, one of the 
cities opened by the 1988 law. Since casinos 





arerequired torun restaurants and to puton 
shows alongside their gambling business, 
new competition has come from the hotel 
and restaurant groups, such as Accor, Franc- 
e’s largest hotel chain, that have bought into 
the business since it was liberalised. 

A few kilometres along the Céte d’Azur 
from the pride of Mr Partouche’s empire, the 
Carlton Club in Nice, sits a national casino 
industry that is the mirror image of France’s. 
In Monaco, the Société des Bains de Mer 
(sem), which runs the principality’s casinos, 
generated FFr1.12 billion (out of a total turn- 
over in 1998 of FFr1.78 billion) from gam- 
bling. The rest of its business is running the 
cluster of smart hotels in which the players 
stay between their sessions at the tables. 

Where French casinos thrive on the 
slots, the Monte Carlo casino and its cousins 
in the sam monopoly make 85% of their 
money from the tables. Slot-machines are 
there, introducing an inescapably tawdry 
note to the sumptous finery of Monte Car- 
lo’s European room, but they are mainly to 
entertain the wives of the high-rollers who 
are busy at the tables, explains Michel Nova- 
tin, sBm’s director general. The big money 
changes hands at roulette and other card 
games such as baccarat. 

This, observes Mr Novatin contentedly, 
reflects the different clientele that Monaco 
attracts, and explains why ssm can afford to 
pour money into Monaco’s opera house and 
other exhibitions of its tinselly glamour. The 
French authorities have tried to limit the fri- 
volity of gambling. In Monaco, the govern- 
ment depends on it. 











NTERNET shares, at their current crazy 

prices, generally live in a world of their 
own. In most of the huge recent deals, one 
vastly inflated lot of paper is used to buy 
another. But when Internet money and re- 
al money collide, proper business deci- 
sions can become distorted. An example of 
this is NBc’s announcement this week that 
itis planning to spin off some of its Internet 
assets into a separate company. 

NBC, a big American entertainment 
group, is merging its Internet assets with 
Xoom, which offers free home pages, 
message boards and chat rooms, and sells 
advertising. The new company, nec Inter- 
net (neci for short), will include nBc’s 
shareof Snap, a search engine; NBC.com, a 
site about the network’s television shows; 
NEC Internet neighbourhood, which links 
ngc’s affiliated television stations; Video- 
seeker, which plays video clips on the In- 
ternet; and 10% of CNBC.com, a personal- 
finance site. 

nBc’s hope is to own one of those 





When old and new collide 


stratospherically priced Internet shares. At 
present, the value of nac’s Internet hold- 
ings is buried inside General Electric, the 
conglomerate that is NBc’s parent. Spin- 
ning them off liberates them as a “pure 
play’: an opportunity to bet solely on the 
future of the Internet. 

This move will not only give Nec a 
hugely valuable company; it will also give 
NBC its own little pile of Internet paper 
with which to play the Internet-acquisi- 
tions game. Without such an asset, old- 
media companies are now mostly too poor 
to join in. That is why usa Networks’ deal 
to buy Lycos, a search engine, fell apart this 
week. The two companies had failed to 
persuade Lycos’s shareholders that the 
agreed price was high enough. Lycos is now 
in search of a richer partner. Other old 
media companies with new media assets, 
such as cps and Disney, have been eyeing 
NBC’s new strategy with interest. 

There is a problem with it, however: it 
runs counter to the model that all Ameri- 

















ca’s big media companies have been build- 
ing for most of this decade. The big media 
mergers of the 1990s have been mostly 
about creating a core of content produc- 
tion, which can be used on as many distri- 
bution channels—broadcast rv, cable, 
print, merchandise and the Internet—as 
possible. Take out one of these distribution 
channels, and the model begins to fall to 
pieces. Still, money talks louder than long- 
term strategy—-and Internet money posi- l 





tively screams. 
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European Case Writing Competition 


Under standing efm d a as EUROS 2.000,- are made 
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Mergers and alliances 


Hold my hand 


Takeovers are certainly changing the 
be altering it even more 


UY, buy, buy. All around companies 

seem to be snapping each other up. AT&T 
wants to buy MediaOne; Deutsche Telekom 
and Telecom Italia plan to coalesce; Hoechst 
and Rhéne-Poulenc have agreed, after 
much dithering, to be spliced. Some of the 
current crop of marriage proposals may stop 
short of the altar; others, such as the mooted 
deal between Texaco and Chevron, two oil 
firms, may come to grief (see box on next 
page). But feverish though the current merg- 
er activity is, a more important change may 
be in the scale and complexity of alliances. 

In Silicon Valley and Hollywood, alli- 
ances are old hat: in a sense, almost every 
movie is an ad-hoc alliance, as is the devel- 
opment of every new computer chip. But, as 
in so much else, these two fashionable places 
are proving models for older industries. 

The most obvious change is in the sheer 
number of alliances. Mergers, like marriag- 
es,can be legally defined and therefore read- 
ily counted. Alliances are more like love af- 
fairs: they take many forms, may be 
transient or lasting, and live beyond the easy 
reach of statisticians. But one recent book* 
by John Harbison and Peter Pekar of Booz- 
Allen & Hamilton, a consultancy, estimated 
that more than 20,000 alliances were 
formed worldwide in 1996-98. And they ac- 
count for a rising share of corporate revenue: 
doubling since the early 19908 to 21% of the 
revenues of America’s 1,000 largest firms in 
1997, according to Mr Harbison. In Europe, 
he reckons, the figure is in “the high 20s”. 

However, the numbers represent just 
one part of the picture. Relying on outsiders 
for more than a fifth of your sales represents 
a fairly big dent in many companies’ defini- 
tion of what they are: it erodes corporate 
boundaries and forces imperious types. to 
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corporate landscape. But alliances may 


co-operate with one another. Thus arar’s 
takeover of MediaOne may in the long term 
prove less remarkable and complicated than 
the alliance it has simultaneously formed 
with Microsoft to deliver broadband servic- 
es over cable-television networks. 

The degree to which alliances transform 
companies varies with the type of alliance. 
The most common reason, still, is to find a 
way into a foreign market. Indeed, the need 
to expand abroad helps to explain why alli- 
ances have long been more common in Eu- 
ropeand Asia, which between them account 
for half the world’s total, than in the United 
States, which now accounts for around a 
third. Outside the United States, nearly all 
alliances are cross-border ones. 

Worse, this need to find an ally is often 
driven by governments rather than by com- 
mercial logic. The number of alliances in the 
airline industry soared by 38% to 500 in the 
year to spring 1998, according to Airline 
Business, a trade magazine—partly because 
there are usually national barriers to foreign 
ownership. The huge Star Alliance, which 
includes Lufthansa and United Airlines, be- 
gan asa series of loose arrangements to share 
codes and direct passengers to partners’ 
flights; now it is beginning to look more like a 
quasi-merger, with shared executive loung- 
es and pooled maintenance facilities. 

Such arrangements look less efficient 
than full-blown mergers: were it one compa- 
ny, the Star Alliance could save alot in man- 
agerial overheads. The same applies to many 
telecoms alliances. Pat Gallagher, managing 
director for Europe of Britain’s sr, says that 
the telecoms giant formed lots of joint ven- 
tures in the early 1990s with foreign firms 
“because we couldn’t do an acquisition.” 
But this was often a policy of second-best. 
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“Is it easier to run a 100% owned company?” 
he asks rhetorically. “Of course it is.” With 
the Internet, national pride has not yet be- 
come an obstacle in Europe—enabling Mr 
Gallagher to snap up small Internet firms 
such as Spain’s Arrakis. 

However, even when they cross bor- 
ders, many alliances are notmerely frustrat- 
ed mergers, but deliberate attempts to 
change direction. In industries where local 
knowledge is particularly important, such 
as retailing, cross-border partnerships still 
seem essential. Having watched several of its 
peers make expensive mistakes trying to buy 
stores or going it alone, Britain’s Tesco has 
begun its push into South Korea arm-in-arm 
with Samsung. Wal-Mart is a past master at 
learning from local partners. Itstarted work- 
ing with Cifra in Mexico as long ago as 1991, 
before taking control of the local retailer two 
year's ago. 

This implies that alliances may be mere 
stepping-stones. In fact, once one looks be- 
yond the cross-border deals, a different pic- 
ture begins to emerge—much closer to the 
endlessly forming and re-forming webs of 
Silicon Valley and Hollywood. An increas- 
ing number of alliances are not about geo- 
graphic areas but managerial ones—and 
particularly about defining where firms be- 
gin and end. Typically a firm will focus on 
one or two core competences, and outsource 
other things to its allies. 

Sometimes this merely means sharing 
resources on a big project. For instance, ten 
leading drug companies, including Britain's 
Glaxo Wellcome and SmithKline Beecham, 
recently created a $45m joint research con- 
sortium to study variations in human DNA. 
But in many cases, it involves handing part 
of your company completely over to some- 
body else. For instance, Searle, a Monsanto 
subsidiary, makes Celebrex, a new arthritis 
drug that is outselling even Viagra in Amer- 
ica, but Pfizer markets it there. 

Alliances seem even more useful when 
companies are not potential rivals at all, but 
firms that are at different points on the same 
value chain. If a company wants access to 
another firm’s knowledge in a particular ar- 
ea, argues Marcus Alexander, a director of 
Britain’s Ashridge Strategic Management 
Centre, an acquisition can be a disaster. “If 
they know how to do it, they should do it,” 
he says. “If they don’t know, why buy?” 
Buying your customer also means running 
the risk of losing other customers. 

Inevitably this relentless focus on learn- 
ing can bring together some fairly unusual 
bedfellows. Turner Broadcasting Services, 
which is part of Time Warner, has recently 
completed a deal with Philips, a Dutch elec- 
tronics company, under which, among oth- 
er things, Philips will get the right to name a 
new sports arena that tas is building in At- 
lanta. But TRs’s main motive is to find out 


* “Smart Alliances: a Guide to Repeatable Success”. 
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more both about European consumers and 
about the digital communications hardware 
that is Philips’s stock-in-trade. Steve Heyer, 
president of ras, thinks one of the big argu- 
ments for alliances is the freedom to be 
promiscuous. “Being exclusive only cuts 
you off from other market opportunities.” 
Indeed, for all the talk about “long-term 
strategic partners”, two things seem to be 
pushing big companies towards an ever 
more promiscuous lifestyle, with multiple 
partners. The first is that many of the people 
whose brainpower the big firms most need 
simply do not want to work for them. Drug 
firms now set aside up to a fifth of their re- 
search budget for joint ventures with bio- 
tech firms—and the number of biotech alli- 
ances by the top 20 pharmaceutical firms 
has risen from 152 in 1988-90 to 375 in 1997- 








98, Why? Partly because bright scientists are 
put off by what Mark Levin, who runs Mil- 
lennium Pharmaceuticals, a biotech firm in 
Massachusetts, calls the “extrerne largeness” 
of pharmaceutical firms. They prefer the 
sense of excitement and. control that they 
find in a small start-up. 

The second reason is the speed of 
change. Alliances give you the chance to 
move on if something better comes along. 
Even though Microsoft has invested $5 bil- 
lion in Ma Bell, arar has been careful to 
stress that the software giant does not have 
an exclusive deal. On the Internet this ad- 
hocery has reached new extremes. Virtual 
shopping malls and Internet portals like Ya- 
hoo! and aot are signing deals with “real 
world” companies at will. When Stream- 
line, an Internet home shopping service, 





PARE a thought for oil’s beleaguered 

bosses. The recent wave of mergers 
that has created “super-majors” such as 
| pe Amoco/Arco and Exxon Mobil has 
| started to rewrite the rules of oil. This may 
be fine for the bosses of the biggest firms 
(though sp Amoco, still digesting its new 
acquisitions, this week reported a 41% fall 
in first-quarter profits). But it has thrown 
the smaller fry into disarray. 

Second-tier firms in America and Eu- 
rope realise that they are now too small to 
compete with the giants for the biggest of 
the multi-billion dollar projects in risky 
but important places such as China and 
Africa. Yet they are not sufficiently fo- 
cused tocompete effectively against niche 
firms with geographic or technical speci- 
alities. So should their strategy be to grow 
or to prune? The answer is not obvious. 
| Oil men being oil men, their instinct is 
to think that bigger is better. Many are 
now scrambling for partners. This week’s 
favourite rumour was that Chevron is 
planning a friendly takeover of Texaco. If 
this deal goes ahead, it will create a giant 
with revenues of over $60 billion. That is 
big enough to rival the super-maijors in 
size, but does such a takeover really make 
sense? 

Not necessarily. Texaco adds little to 
Chevron except size. The deal will not re- 
sult in big cost savings, which have been a 
key aim of most earlier mergers. Texaco 
has spent much of the past decade trim- 
ming overheads; Chevron will be hard 
pressed to squeeze out much more. 

In addition, Texaco’s assets do not fit 
well with Chevron’s. its oil fields are un- 
impressive. Its best assets are its American 
refining and retail operations, which are 
tied up in a joint venture with Royal 
Dutch/Shell and Saudi Aramco. Chevron 




















is already so strong in that market that 
trustbusters. would surely: insist.on big 
sell-offs. Texaco also owns half of Cal-Tex, 
a successful marketing venture in’ Asia 
and Africa. But this adds little new spice to 
Chevron’s portfolio, since it already owns 
the other half. 

Jeremy Elden of Germany's Com- 
merzbank likens the current merger mad- 
ness to “the rush to find a partner, any 
partner, at a school dance after the big 
boys have picked the best ones.” He reck- 
ons that remaining firms can go it alone; 
but todo so they must rethink their strate- 
gy. Bosses should swallow their pride and 
prune their empires, concentrating only 
on geographical or technical niches where 
they have a clear advantage over the gi- 
ants. But for firms such as Chevron and 
Texaco that have always thought of them- 
selves as big, jumping into bed with an 
unattractive mate may prove easier than 
admitting that they are small. 
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sends you a cup of coffee and a video, the 
first comes from Starbucks, the second from 
Blockbuster. 

On paper, all this knowledge-sharing 
sounds wonderfully creative. In practice, it 
can be hell. Buy another company, and ra- 
tionalisation is simply a matter of aiming the 
hatchet in the right place. Running an alli- 
ance, says Firoz Rasul of Ballard Power Sys- 
tems, a Canadian pioneer of fuel cells, is 
“like getting married. You have to under- 
stand each other’s expectations. And even 
then, you have to work very hard to keep the 
initial excitement going.” 

When the partners are corporate titans, 
such as Bill Gates of Microsoft or Michael 
Armstrong of arar, there is obviously plen- 
ty of room for disagreement. But things are 
not much easier when partners are small. 
Ballard has alliances with two giants of the 
car industry, Ford and DaimlerChrysler. 
“We're like a mouse sleeping with two ele- 
phants,” says Mr Rasul. In Silicon Valley, 
plenty of people argue that if you get into bed 
with a company like Microsoft or Intel, you 
will get squashed. 


Oh no, not another night at the opera 


In this context, trust seems to matter much 
more than bits of paper. Corning, an Amer- 
ican chemical firm, is sometimes cited as a 
model in forming joint ventures (even 
though one of its offshoots was Dow Corn- 
ing, which made breast implants). Its alli- 
ance expert, Peter Boot, argues that trust 
must be present at every level. “You have to 
be disposed towards the most benign inter- 
pretation of the strange signals you get from 
time to time,” he says. “You have to interpret 
them innocently.” 

More than. anything this requires leg- 
work by the managers concerned. One rea- 
son that companies such as Cisco Systems 
have been so good at signing up technology 
partners in Silicon Valley is the impression 
that they try hard. “If I leave it a month 
without talking to the chairman of Viag [a 
German telecoms firm with which st hasan 
alliance], he starts to hear things,” says Bt’s 
Mr Gallagher, who adds that he is out enter- 
taining partners and allies virtually every 
night of the week. If nothing else, the new 
fashion for alliances should prove a boon to 
restaurants all over the world. 
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Conference on Economic Cooperation in 
y Northeast Asia, 9 June 1999 

A Followed by 

== Meeting of the Tumen Consultative Commission, 10 June 
Ulaanbaatar, Mongolia 













The Conference Tumen Consultative Commission Meeting 

TOPICS: 

¢ Progress in economic cooperation in Northeast Asia The Tumen- Consultative Commission was established by Treaty in 

* Government and private sector priorities for further progress 1995. The five member countries are China, the Democratic People’s 

¢ Opportunities for further economic cooperation Republic of Korea, Mongolia, the Republic of Korea and the Russian 

+ Expected trends and developments to the year 2020 Federation. The Commission meets annually to oversee the UNDP- 

sponsored’ Tumen River Area Development Programme. The: 

RESOURCE PERSONS INCLUDE: Programme promotes and facilitates economic cooperation in the A 






Tumen Region, Northeast: Asia, with the expectation that better” 


Mr. Mitsue Sato. f er President ofthe Asian Devel t Bank economic relations will stimulate development and contribute to 
ee E E SOTO TME TEMOR, O TOE Asan Development Ban better intergovernmental relations. Delegations to this year’s annual 


Dr. Lee-Jay Cho, Chairman, Northeast Asia Economic Forum meeting, headed by Vice-Ministers, will review sector action plans 


* Mr, Maurice Strong, Special Advisor. to the UN Secretary. General 
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* Mr. Bradley Babson, Senior Adviser, World Bank and project s for transport, investment, tourism, the environment aid © 
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Mr. G. Batkhuu, Minister of Infrastructure Development, Mongolia other areas. Also, they will discuss resource mobilisation and i 
Madam Wu Yi, State Counsellor, China (to be confirmed) establishment of a new financing facility. Donor and other” 
Mr. Danilov Danilyan, Chairman, State Committee of organisations are invited to attend as observers. 








Environmental Protection, Russian Federation (to be confirmed) A PEA . er i of 
Madam Nyamosor Tuya, Minster of External Relations, Mongolia The Conference and Meeting are sponsored by the United Nations 
Mr. Ip-Sam kim, Senior Advisor, Fed. of Korean Industries. ROK Development Programme through the Tumen Programme, and ¢o- 

. Ip-Sa m, Advisor, Fed. of ] i stries, 






hosted with the Government of Mongolia. 
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Mr. Susumu Yoshida, Director General, ERINA, Japan 
Mr. A. Lugovets, First Deputy Minister of Transport, Russian Federation 







To register, please contact the Tumen Secretariat, Beijing, China 
Tel: 86-10-6532-5543 Fax: 86-10-6532-6465 
The Conference is open to all interested persons and organisations Email: ramen @public.un.org.cn 
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Nico Colchester journalism fellowship 


Applications are invited from young European journalists and would-be journalists for the 
1999 Nico Colchester fellowship. This consists of a three-month internship at The Economist 
in the autumn of this year, a bursary of £4,000 to cover travel and accommodation, and a 
small weekly stipend from The Economist. 









The fellowship is established in memory of Nico Colchester, who died in 1996 at the age of 
49, after an outstanding career at the Financial Times, The Economist, and the Economist 
Intelligence Unit. Nico was one of Britain’s finest writers on foreign, especially European, 
affairs as well as technology and business. 







The trustees of the Nico Colchester foundation will award the fellowship to the applicant, 
from a European Union country other than Britain, who submits the best, specially-written 
1,000-word article, in English, on a topic relevant to political, economic, technological or 
business issues in Europe. As Nico’s work was characterised by its originality and humour, 
preference will be given to applicants who reflect those traits. 








Entries, by the closing date of May 31st 1999, should be sent with a CV and covering letter, 
to: The Editor (Nico Colchester prize), The Economist, 25 St. James’s Street, London SWIA 
1HG. E-mail: be@economist.com 





This prize is supported by Halifax plc, the Financial Times, The Economist, B.A.T. ple and 
3i. The 2000 fellowship will consist of an internship at the Financial Times. 





















William Kennard’s Colosseum 


Beyond the hype of takeovers and technology, the future of America’s multimedia business may 
rest with one lawyer in Washington. What will he do? 


N ANCIENT Rome the job of ensuring 

competition in the entertainment industry 
fell toalanista. If the gladiators failed to fight 
each other with sufficient ferocity, the lanis- 
ta in charge of the show was expected to flog 
them or burn them with heated irons. One 
remit of the chairman of the Federal Com- 
munications Commission is to keep the com- 
petitive juices flowing in the communica- 
tions industry: to make sure the telephone 
tsars and media moguls fight their guts out— 
rather than just eyeing each other warily, or 
worst of all, colluding to make sure nobody 
gets hurt. Is Bill Kennard tough enough for 
the job? 

His voluble predecessor, Reed Hundt, 
was willing to show the gladiators a glimpse of 
hot iron. He famously stopped one huge 
mooted telecoms merger—-between atat and 
sec Communications—merely by disapproving of it in principle. 
Mr Hundt was tall, suave and an old schoolmate of Al Gore, the 
vice-president. Mr Kennard is a different sort of top Democrat: a 
slight, quiet, lawyerly type with a reputation for not offending peo- 
ple. He cares passionately about the public-service side of his role: 
ensuring affordable service in rural areas, or putting terminals into 
schools. 

On issues close to his heart, such as a pet programme for 
schools and libraries, he has already thumbed his nose at Congress. 
But he now needs to show the same resolve with the huge industry 
that he has regulated since November 1997. There has been a del- 
uge of takeovers in the communications business (see table). The 
hope behind the 1996 telecommunications act was that the cable- 
television firms and the Baby Bells would invade each other’s turf. 
In fact, many of the Baby Bells have simply bought each other. 
Most of the excitement has been created, first, by a new troop of 
young, Internet-oriented gladiators (notably WorldCom, which 
snapped up mci); and, second, by a rejuvenated AT&T. 

Fed up with the Baby Bells’ refusal to let him into local markets, 
Michael Armstrong, atat’s boss, has decided to use cable-rv’s 
wires instead. So he has spent some $133 billion, buying first John 
Malone’s rci and now MediaOne. The latest deal involves 
alliances with Comcast, another big cable firm, and Microsoft. In 
exchange for a $5 billion stake in atar, the software giant has won 





MediaOne acquisition raises the question 
whether itis really a good idea for Messrs Arm- 
strong, Malone and Gates to be carving up a 
new industry so early. Such a deal gives the im- 
pression of an industry streaking ahead of its 
regulator. 

The Fcc, as Mr Kennard himself notedina 
1983 law journal article, operates under a 
vague “holy grail” directive to uphold “the 
public interest, convenience and necessity”. 
The rcc has never stopped a merger. Instead it 
lets the Justice Department’s antitrust divi- 
sion take first bite and then, if the deal is ap- 
proved, adds some comments or conditions of 
itsown. 

This time round, the position is more com- 
plicated. Under the strict terms of antitrust 
law, it is hard for Joel Klein, the current anti- 
trust chief and scourge of Microsoft, to inter- 
vene in the latest bout of telecoms mergers, because they merely 
change the ownership of existing monopolies. The tie-up between 
ssc and Ameritech, which Mr Klein has just approved, does not 
decrease competition in either Baby Bell’s market—-because none 
exists in the first place. On the other hand, it is not clear that hav- 
ing only four Baby Bells or a cabal with as much power as the 
aTat-Microsoft coalition is “in the public interest”. Hence, the fo- 
cuson Mt Kennard. 

Some people think that he will prove to be a doormat. He let 
through the arat-Tc1 deal. Critics detect a political type who al- 
ways reacts to events, rather than dictating them. One Washing- 
ton lawyer compares him to a deer—albeit “a very nice deer”— 
caught in the headlights. 

His friends see evidence of a much firmer strategy. Mr Ken- 
nard, they note, has refused to allow Baby Bells into the long-dis- 
tance market until they open up their local market. Yes, he let the 
AT&T-TCI deal go ahead; but that was in his early days. Expect him 
to be tougher on the MediaOne deal. He looks even more likely to 
take a swipe at sBc’s deal with Ameritech, which some of his staff 
say publicly should not go ahead in its current state. More general- 
ly, under his watch American homes will soon have two different 
and competing wires, providing telephone, television and Internet. 

That still leaves plenty of room for collusion. Heating up a few 
irons to remind the gladiators to keep fighting would do no harm. 
One early test will be the sec-Ameritech 





a promise that. atat will use Windows in 
many of the set-top boxes that consumers 
will need. 


merger: if Mr Kennard turns soft, that will 
be a bad sign. Another imminent challenge 
is open access to the Internet. It is unclear 





Thumbs upor thumbs down 


From a lanista’s point of view this is just 
the right sort of brutal corporate warfare. 
But there remain some bigconcerns about 
competition. The most pressing is the 
need for open access for high-speed Inter- 
net systems. At present the cable industry 
in effect ties broadband customers into its 
own services, to the detriment of compa- 
nies such as America Online (Aoz) that 


whether the Fcc has the power to force ca- 
ble companies to offer firms such as AOL 
the same facilities that they offer their own 
in-house services. But at least the 
MediaOne deal offers an opportunity to 
demand that Congress do something about 
it. And, depending on how you count the 
homes it serves, at&t may be violating the 
rule restricting any single cable firm to 30% 
of the market. If the lanista flogs a few 





have flourished in the more open (but 
slower) narrowband world. The 











gladiators now, the next few years at the 
circus could be well worth watching. 
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internationalization gathering momentum 


Another Record Year 
for Europe's Biggest 
Bond Market 


1998 was another record-breaking year for the German 
Pfandbrief market, which is now the largest individual 
component of the European bond sector. In spite of the 
turmoil which rippled through all capital markets in the 
third quarter of 1998, total issuance of Pfandbriefe rose 
from € 203 billion in 1997 to more than € 257 billion last 
year, The volume of Jumbo Pfandbrief transactions, highly 
liquid bond issues with a minimum size of € 500 million sup- 
ported by a group of dedicated market-makers, expanded 
from € 52 billion in 1997 to over € 92 billion in 1998 ~ an 
impressive performance for an instrument which has only 
been in existence since May 1995. 


While the absolute growth of the Pfandbrief market in 1998 
was one important indication of the rapidly expanding popu- 
larity of the sector, several other developments pointed to 
its growing reputation as a market which, many analysts 
believe, will soon emerge as the European equivalent of 
the US agency bond sector. One of these was the enhanced 
liquidity. The average size of a Jumbo issue rose from 
€798 million in September 1996 to € 926 million by Decem- 
ber 1998. The average size of Jumbo Pfandbriefe issued by 
the 10 largest borrowers had risen by December 1998 to 
€ 972 million. So far in 1999, the average has grown to €1.4 
billion, 


Another important characteristic of the Pfandbrief market 
in 1998 was the growing 
internationalization of the 
Jumbo sector spearheaded 
by issuers such as Allge- 
meine Hypothekenbank 
(AHB), DePfa, Hypothe- 
kenbank in Essen (Essen- 
hyp), Rheinhyp, Frank- 
furter Hypothekenbank 
(now Eurohypo) and others. 
This manifested itself in a 
number of ways. First, 
Pfandbrief issuers, which in 
previous years had already 











Growth of the Jumbo Pfandbrief Market 
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reached out to new investors by launching in currencies 
ranging from US dollars and French frances to Ecus, Japan- 
ese yen, Sterling and Swiss francs, continued to provide 
their expanding investor base with benchmark issues 
denominated in currencies other than the D-Mark. 


As well as tailoring to the demands of new investors, 
issuers have also been launching a series of Pfandbriefe 
incorporating novel features such as step-up structures 
aimed at enhancing yields — an important consideration in 
today’s very low yield environment. 


Another way in which the Pfandbrief market continued to 
transform itself into a truly global sector in 1998 was 
through the acceleration in the adoption of international 
issuing standards. Primary issues in the growing Jumbo 
Pfandbrief market are now priced in line with the inter- 
nationally accepted fixed-price reoffer mechanism and 
underwritten by a syndicate of banks, which in most 
instances brings together German as well as international 
institutions, greatly enhancing transparency in the new 
issues market. 


Top Ratings for Jumbo Pfandbriefe 


A third illustration of the growing internationalization of 
the Jumbo Pfandbrief market in 1998 was the increase in 
the number of issues which carried ratings from recognized 
agencies. As late as the mid-1990s, very few Pfandbriefe 
were rated, with the majority of issuers believing that 
their popularity and acceptance within the domestic mar- 
ket made the ratings process an unnecessary and expen- 
sive exercise. Acknowledging that many international in- 
vestors are barred from buying non-rated bonds, however, 
Pfandbrief issuers have increasingly turned to the rating 
agencies, and today some 95% of outstanding Jumbo issues 
are rated, with the vast majority carrying an optimum 
triple-A rating. 


The result of these initiatives has been that in 1998 some 
25% of new Jumbo Pfandbrief issues were placed with non- 
German investors, a big change from the mid-1990s when 
issuers were generally fortunate if they could distribute 
more than 10% of a new 
Pfandbrief outside the home 
market. 


The experience of the early 
months of 1999 suggests 
that the internationalization 
of the Pfandbrief market 
is now gathering unpre- 
cedented momentum. In 
January alone, some € 25 
billion of new issues were 
launched, ineluding the first 
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Pfandbrief deal of the year, a €2 billion 10-year bond from 
Essenhyp which followed up with a €3 billion five-year deal 
in March. 

The volume of issuance level in the first few months of 1999 
seemed to support the views of international houses such as 
Morgan Stanley Dean Witter, which forecast in a recent 
report that total issuance volume this year could exceed 
€100 billion. The distribution of new issues in January, 
February and March, meanwhile, also appeared to vindicate 
the predictions of those who in 1998 were arguing that even 
with 25% of some new bonds being placed outside Germany, 
the internationalization of the market in terms of investor 
demand still had some way to go. With the launch of the euro, 
the German market had become part of a broader domestic 
market and bankers reported that on average around 40% of 
new Jumbo Pfandbrief issues were placed with institutions 
outside Germany. In some cases, international placement 
was estimated to be as high as 75% or 80%. Such issues also 
benefited from inclusion in international bond indices. 











Passing the Liquidity Stress Test of 1998 


Widespread confidence in the prospects for the Pfandbrief 
market, however, is not based exclusively on the growth in 
the sector in 1998 or on the undisputed quality of the in- 
strument combined with the attractive yield pick-up which 
they offer over European government bonds. Another 
characteristic of the Pfandbrief market in 1998 was that 
the upheavals in the third quarter in the wake of the Russian 
devaluation subjected the sector to an unprecedented 
stress test. At the height of the crisis, which spared no 
area of the international fixed-income market, the spreads 
on 10-year Pfandbriefe widened out to some 60 bp over: 
government bonds, which compared with an average over 
the last 25 years of 26 bp. 


In spite of this, however, the Jumbo Pfandbrief market 
remained open and liquid while many other primary bond 


markets were virtually forced to close. In September 1998 | 


alone, for example, over € 20 billion of new Pfandbriefe 
were issued by German mortgage bank borrowers. 


One unfortunate by-product of the crisis in global bond 
markets in the third quarter of 1998, however, was that it 
inevitably cast a cloud over the launch in July of the Jumbo 
Pfandbrief future contract on Eurex. After strong demand 
in the early days of trading in the new contract, global tur- 
moil depressed volumes in most.of the third and fourth 
quarters of 1998, in response to which Eurex announced 
that it would cease trading the contract on March 1, 1999. 
Importantly, however, the exchange also announced at the 
time that it would consider relaunching the contract at 
some later date. Given that several banks are now making 
very active markets in other Pfandbrief hedging products, 
it is clear that demand for a future contract. is likely to re- 
emerge as volumes in the market continue to expand, 


This is underscored by the fact that since August 1998, 
when 17 banks committed themselves to acting as repo 
dealers on Pfandbrief issues on which they had acted as 
lead managers, a repo market is developing for Jumbo 
issues, which again is viewed as a prerequisite for the de- 
velopment of a highly liquid market. 


The Pfandbrief and EMU: At the Core of Monetary Union 


Over the course of the last four years, issuers in the Pfand- 
brief market have worked tirelessly to ensure that the in- 
strument was firmly embedded at the core of EMU well in 
advance of January 1999. Aside from tailoring the product 
to the demands of international investors through the en- 
hancement of liquidity and the commitment to market- 
making, Jumbo issuers were also quick to redenominate all 
issues maturing after January 20, 1999 in euros. 


In terms of preparing for EMU, however, Pfandbrief 
issuers have also been helped by EU directives which have 
reinforced their creditworthiness: their capital risk weight- 
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ing is only 10%, compared to 20% for other 
bank bonds. Moreover, Pfandbriefe can be 
used as Tier 1 assets for refinancing oper- 
ations with the European Central Bank 
(ECB). Asa result, as Deutsche Bank re- 
marks in its latest report on the sector, 
Pfandbriefe “enjoy a privileged treatment 
by European regulators which gives them 
a clear advantage for EU investors over 
other high quality non-sovereign assets.” 


The unquestioned structural strength of 
the German Pfandbrief market has now 
been given a ringing vote of confidence by 
other European jurisdictions -~ most re- 
cently in France - which have rapidly 
established frameworks allowing for the 
development of their own Pfandbrief mar- 


The mortgage banks at work in 1998 


Lending and issuing 
volumes post new highs 





Ih 1998, Germany’s private mortgage banks 
again achieved record highs for lending and 
Pfandbrief issuance.Total new loan commit- 
ments surged by 25.4% to € 208.8 bn. Of this 
amount, loans to the public sector rose by 
over 28% to € 143.7 bn as the mortgage banks 
expanded their position as Germany’s big- 
gest lenders in this segment. Mortgage lend- 
ing also showed healthy growth, increasing 
19.4% to €59.6 bn. In the final year before 
EMU, the mortgage banks also continued 
their drive to boost lending in other EU 
member states, making new commitments 
of €19.6 bn compared to € 16.7 bn in 1997. 





kets. Far from diluting international de- 
mand for German Pfandbriefe, these initia- 
tives are expected to support the growth of 
the sector as a whole, principally because 
they will contribute towards the process 
through which institutional investors 
throughout Euroland are being educated 
about the structure and competitive merits 
of the market. This in turn will foster rising 
demand for Pfandbriefe throughout Euro- 
land, which will be beneficial for German 
issuers which are increasingly focusing on 
developing their lending business outside 
the traditional home market. Business gen- 
erated by the mortgage banks outside Ger- 
many expanded considerably in 1998, but 
this is expected to expand further still 
within the context of an integrated Europe. 


Public and Mortgage Pfandbriefe issued by 
the mortgage banks jumped to €166.7 bn 
(+18.6%). Of this total, Public Pfandbriefe 
accounted for € 127.9 bn (+22%), and Mort- 
gage Pfandbriefe reached € 38.9 bn (+8.2%). 
At year-end 1998, all German Pfandbrief 
issuers had bonds outstanding of some € 920 
billion or 37% of Germany’s €2.45 trillion 
bond market. Of all Pfandbriefe outstand- 
ing, the mortgage banks with €600 bn ac- 
counted for over 64% of this market. 


Jumbo Pfandbriefe outstanding at the end 
of the year soared to € 204.5 bn compared to 
€115 bn the previous year. Roughly four- 
fifths of this total were issued by the private 
mortgage banks. 


In 1999, an important aim of Germany’s mort- 
gage banks is to continue to expand quality 
loan volume and strengthen the German 
Pfandbrief’s leadership position in the EU 
fixed-income segment. 
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German Pfandbriefe please contact: 
Association of German Mortgage 
Banks (VDH), Bonn, Germany 

Fax (+49-228) 9 59 02 44 

eMail: vdh@hypverband.de a 














Passing the buck 


Cash-strapped governments had hoped that private employers would 
underwrite workers’ pensions. But companies also want to offload the 
burden. Can individuals fend for themselves? 


N THE aisles of Sainsbury’s, a pensions 
crisis is in the making. Ripple, who isin his 
20s and shelving Hovis thick-sliced bread, 
doesn’t know whether he has an occupa- 
tional pension or even what this is. No prob- 
lem, says Julian, the store manager for this 
British supermarket. All the pensions book- 
lets he put on display have disappeared; pre- 
sumably, they’re being read. Yet at head- 
quarters, Geof Pearson, Sainsbury's 
pensions manager, is not so sure. Since last 
June, he has been encouraging staff to opt 
out of the company’s final-salary pension 
scheme and, instead, to take out a personal 
pension with any of ten company-spon- 
sored mutual funds from Fidelity and Legal 
& General. But only 2,000 of the group’s 
140,000 staff have done so. “We expected 
three times that number,” says Mr Pearson. 
Itseems thatemployees either do not under- 
stand what is going on—or do not like it. 
Sainsbury’s is not alone. Companies ev- 
erywhere are trying to offload the burden of 
retirement planning on to their staff. This in- 
volves switching from traditional “defined- 
benefit” or “final-salary” schemes—which 
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guarantee employees, say, two-thirds of 
their final salary for life after they retire—to 
“defined-contribution” or “money-pur- 
chase” schemes that make no promises at all 
about the ultimate benefits. Usually, em- 
ployers still play some part in managing 
these plans, although that part is shrinking. 
Eventually, employees may find themselves 
looking after their pensions all on their own. 

This trend, though not universal, is 
worldwide and pronounced (see charts on 
next page). In some countries, such as Hun- 
gary, the Czech Republic, Thailand and 
Denmark, money-purchase plans already 
dominate occupational pensions. In Ameri- 
ca, Australia, Switzerland and Spain, such 
plans have passed final-salary schemes in 
number or volume and are growing. In Bri- 
tain, the trend is still in its infancy, but re- 
search by Bacon & Woodrow, an actuarial 
consultancy, suggests that most Britons ex- 
pect their company to switch to money-pur- 
chase or personal pension schemes. 

This shift in employer pensions, often 
known as the “second pillar” of retirement 
provision, mirrors that in the “first pillar”, 
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public pensions. Governments, feeling the 
pinch of providing for ageing populations, 
are themselves looking for ways to shift re < 
sponsibility to individuals. Singapore and 
Malaysia, for instance, have opted for de- 
fined-contribution public-sector pensions, 
Chile and Argentina for defined-contribu- 
tion private-sector pensions with individual - 
accounts. Italy and France, too, are thinking 
about moving away from a state-run to an 
individual-run system. 
Usually, however, governments have 
looked toemployers as the first candidates to 
pick up their slack. But if firms, for reasons of 
their own, prefer to get out of final-salary 
pensions, states have not stood in the way. 
The details vary, but most countries extend 
the same favourable tax treatment to mon- 
ey-purchase and group personal pensions as 
to final-salary pensions: contributions are 
exempt, investment returns are exempt, and 
only the actual pension is taxed. Intentional- 
ly or not, the Australian government even 
accelerated the shift to money-purchase 
schemes six years ago, when it defined mini- 
mum contribution rates for employers, who 
naturally no longer see much point in defin- 
ing benefits as well. 


Backpacks for all 


For employers, the great appeal of switching 
to money-purchase pension plans (or, even 
more alluringly, scrapping pension benefits 
altogether) is to make a growing part of their 
wage bill stable and predictable. A final-sal- 
ary scheme is, in effect, a huge long-term lia- 
bility that saddles the sponsoring company 
with the risk that investments may not al- 
ways cover it. Unanticipated cash calls by - 
the pension fund make profits volatile, rais- 
ingthe company’s cost of capital and hurting 
the share price. By contrast, a firm with a 
money-purchase plan has no liabilities; it 
has an administrative burden, but its pen- 
sion costs will be predictable and smooth. 

In America, for instance, firms with fi- 
nal-salary plans typically establish legally 
separate trust funds, and trustees invest em- 
ployers’ contributions.in shares and bonds. 
Ifthe stockmarket dives and the value of the 
pension fund's assets falls below its liabili- 
ties, shareholders have to make up the dif- 
ference. Firms with money-purchase plans, 
meanwhile, simply keep making the same 
monthly contributions, because plan mem- 
bers take the consequences of any stockmar- 
ket volatility. 

British sponsors of final-salary plans 
have so far been better treated, because their 
pension assets are not marked to market, but 
valued by actuaries who can take a long- 
term view. But as companies adopt interna- 
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tional accounting standards, which insiston 
marking to market, their profits will become 
more volatile. Worse, Britain’s courts, unlike 
America’s, think that firms must finance 
any pension-fund deficits but may not enjoy 
the windfalls from surpluses. When Nation- 
al Power, an electricity giant whose pension 
fund has racked up a large surplus, tried to 
take a funding holiday (ie, to stop paying in- 
to the fund for some time) earlier this year, 
the courts declared this unlawful. 

The case for money-purchase pensions 
rests on more than shareholder value. Many 
see them as the only type of occupational 
pension suitable for the modern world. Old- 
style final-salary plans may have suited the 
labour markets of the 1950s and 60s, when 
“company man” tended to stay with one 
employer for life. These days, however, peo- 
ple change jobs, careers and homes often; 
companies restructure, downsize, hire and 
fire liberally. The most sensible scheme in 
this environment, reckons lan Farman at 
William M. Mercer, a pensions and benefits 
consultancy, is “a backpack pension that in- 
dividuals can carry around with them 
through life.” 

Money-purchase plans provide such 
backpacks, because each individual builds 
his own, portable, cash pile and takes it with 
him when he changes jobs. Final-salary 
schemes, by contrast, punish backpacking 
and reward sedentariness. Employees nor- 
mally have to spend years in one job before 
they become entitled (“vested”, in the jar- 
gon) to any pension at all. And even then, 
their ultimate benefits typically accrue over 
decades, based on length of service and sala- 
ry rises in the later years. Paul Bonser, an ac- 
tuary at Bacon & Woodrow, calculates that 
an American or German who starts working 
at 20 and changes jobs only three times in his 
life nevertheless loses fully half of his bene- 
fits in a final-salary scheme. In a money- 
purchase scheme, his benefits would be un- 
affected. 


Rugged instividualism 


Itis possible for employers to issue their staff 
with what amount to pre-prepared back- 
packs. In many continental European mon- 
ey-purchase plans, it is the plan sponsors, or 
trustees, who hire the fund managers run- 
ning the pension fund and decide on the al- 
location of assets between equities and 
bonds. Given that in such plans it is employ- 
ees who bear the risk of a stockmarket crash 
or a drop in annuity rates, however, it is 
, more common to allow them to choose what 
goes into the backpack themselves. 

So companies are giving employees not 
only risk but also choice. In America, for in- 
stance, most employees now decide them- 
selves how their money is invested. These 
schemes are known as 401(k) plans, after the 
clause in the 1978 tax law that gave birth to 
them. The sponsoring employer negotiates 
special terms with independent mutual- 
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fund providers, and offers a menu from 
which staff can choose at will. These menus 
are getting longer every year—they now of- 
fer an average of eight options, and some- 
times as many as 50--and typically feature 
at least a few well-known consumer brands, 
such as Fidelity and Vanguard. 

This growth of 401(k) plans in America, 
and similar schemes elsewhere, is blurring 
the traditional boundary between retail and 
wholesale investing. From a tax point of 
view, it now makes little difference whether 
Americans save for retirement by buying 
mutual funds through a Keogh plan (if they 
are self-employed), through an Individual 
Retirement Account (open to all), or through 
acorporate 401(k) scheme. In each case, mu- 
tual-fund firms vie for the business. The dif- 














ference is that now, to win 401(k) customers, 
they must curry favour with both institu- 
tions and individuals. As Goldman Sachs, 
an investment bank, puts it, a new “instivi- 
dual” market has been born. 

It would be a relatively small step from 
here to move toentirely individual pensions; 
thatis, for companies to retreat from the pro- 
vision of pensions completely. British firms 
that run group personal-pension plans, such 
as Sainsbury’s, are close to doing this now. 
Their plan members have individual con- 
tracts with insurance companies; the corpo- 
rate sponsor merely haggles down charges 
on employees’ behalf. But you do not need 
employers for such bargaining clout. Trade 
unions and regulators are as well, or perhaps 
better, placed to keep charges down. A main 
aim of the “stakeholder pension” planned 
by the British government, for instance, is to 
provide the benefits of collective bargaining 
for individual savers without necessarily in- 
volving employers. The days of company 
pensions may be genuinely numbered, 


Power to the people 

What do employees think about all this? 
“They are ecstatic. They have more money 
now than they’ve ever had; they've truly 
connected with this bull market,” raves Da- 
vid Wray, president of the Chicago-based 
Profit Sharing Council of America, an asso- 
ciation of employers that sponsor 401(k) 
plans. Surveys confirm this view. Well-run 
401(k) plans are currently rated as their most 
important perk by American employees, 
beating health insurance by a wide margin. 

Nor is their enthusiasm based solely on 
the long bull run on Wall Street. Younger em- 
ployees, in particular, increasingly value the 
freedom and flexibility of the “backpack” 
pension. And many enjoy taking their fate 
into their own hands and feel “empowered” 
by individualised pensions. In America, Bri- 
tain and even in parts of continental Europe, 
the bull market has created a new, confident 
class of investors in shares and mutual funds 
who scour the booming personal-finance 
press for investment ideas. For many, their 
money-purchase pensions are the first step. 
In America, for instance, employees are in- 
creasingly making it a hobby to switch be- 
tween 401(k) mutual funds over the Internet 
or by using a toll-free telephone number. 

And they are getting more sophisticated 
at it. Surveys in America show that, on aver- 
age, younger members of a 401(k) plan tend 
to keep a large chunk of their plan assets in 
equity funds, which are riskiest but also 
promise the highest returns over the long 
run, and that members switch into less risky 
bond and money-market funds as they get 
older. This is exactly what managers of a 
pooled portfolio would do. 

The advantages of individualised pen- 
sions do not end there. They create, says Mr 
Wray, a new brand of “worker capitalism”. 
Together with the growing use of employee 
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stock options, money-purchase and indi- 
vidual pensions should give ordinary people 
adirect stake in the economy. This is the flip- 
side of the corporate trend that started the 
exodus from final-salary pensions in the 
first place: bosses these days pay more atten- 
tion to shareholder value, but the sharehol- 
ders are the pension and mutual funds that 
invest society’s retirement savings. 

Nonetheless, there is a downside. The 
benefits of money-purchase schemes come 
only to those “modern” labourers. who 
change jobs often. Those who stay with one 
employer for a long time would still be better 
off in a traditional final-salary scheme. Raj 
Mody at Bacon & Woodrow estimates thata 
money-purchase plan member who works 
in the same company for 30 years can expect 
to get only half the pension he would have 
done under a final-salary scheme. And job 
mobility has increased less for the average 
person than is popularly thought. “There’s 
not much evidence that the labour market is 
very different today than it was 30 years 
ago,” says Ann Robinson, director-general 
of Britain’s National Association of Pension 
Funds. 

More worryingly, there is evidence that 
people left to their own devices with a per- 
sonalised pension will not save enough. A 
rough rule-of-thumb, says one actuary, is 
that it takes a pot worth about nine times fi- 
nal salary to buy an annuity of about two- 
thirds of final salary. But an average Amer- 
ican, who has been saving for three decades 
in a Keogh account, will accumulate a pot of 
only 1.6 times salary. The average account 
balance in a 401(k) account for Americans in 
their 60s is only $87,800. 

This may neglect the presence of other fi- 
nancial assets, held outside pension plans, 
but it has many pension experts worried. In 
most countries, money-purchase pensions 
are still a recent phenomenon, so the num- 
bers will take decades toemerge. Indeed, one 
of the strongest arguments for a shift to indi- 
vidual provision is that it should raise the 
personal saving rate, which would help to 
foster economic growth. But without some 
element of compulsion, there will be a risk 
that many people may retire into poverty. 

Nor is inadequate saving the only prob- 
lem. There is also the danger that people will 
simply invest badly. Financial literacy is on 
the rise, but many laymen still consider sav- 
ings and investments a complex and alien 
world. Personalised pensions certainly em- 
power the individual, says Chris Nowakow- 
ski, head of InterSec, a consultancy, but 
“Lord, protect me from myself. Should I be 
driving as fast as I want to? Should a widget 
maker decide between Polish initial public 
offerings and the Nikkei?” The complexity 
of investing may leave many savers prey to 
quack financial salesmen or, simply, to con- 
fusion. 

Perhaps the biggest worry, however, is a 
bear market. Amid the current hype, many 
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people forget that employers once before 
flocked to. money-purchase schemes. At the 
time of the great Wall Street crash of 1929, 
10,000 companies in America had defined- 
contribution plans in place (although notin 
their present form). By the end of the Great 
Depression, only 300 of these plans had sur- 
vived. Among those, there were isolated suc- 
cess stories. The chauffeur of the then chief 
executive of Sears Roebuck, for instance, re- 
tired in 1955 with $1m from his defined-con- 
tribution plan. But most retirees had fallen 
by the wayside. 

Were the present bull market to give way 
to another prolonged bear market, both 
states and firms might discover that the pen- 
sions burden they thought they had shaken 
off came back to haunt them. It takes very 
little to go wrong these days, says one pen- 
sion consultant, before retirees are “march- 
ing up and down Pennsylvania Avenue, 
their placards held high and their lawyers in 
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tow.” It is a moot point whether the present 
trend toward individualised pensions could 
withstand another 1970s-style, let alone a 
1930s-style, slump. 


Getting an education 
The only appropriate response to these dan- 
gers is a wholesale change in the culture of 
savings and investments. And at least in the 
short term, the companies that are spear- 
heading the shift toward individualised 
pensions have the biggest role to play. Most 
of them realise that empowering individuals 
means above all explaining to them what 
those powers are and how to exercise them. 
Eastman Kodak, an American camera 
and film maker, is one of the most eager. It 
gives employees a total of 36 fund options in 
their 401(k) plans, but in order not to con- 
fuse them it splits these into three tiers. Staff 
who do not want to be bothered get an or- 
ange booklet called “Simple” that offers 
them one fund for each age group, with an 
appropriate balance of equities and bonds. 
More ambitious staff get a red booklet called 
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“Choice”, with six index-tracker funds to 
choose from. And self-styled investment 
wizards can peruse the purple “Lots of 
Choice” tome and pick from 27 funds, in- 
cluding such exotics as real-estate invest- 
ment trusts. Employees also attend invest- 
ment workshops and meet fund managers. 
“We'd actually like some of them to start 
spending more time working than trading 
funds on the website,” jokes Rita Metras, 
Kodak’s director of compensation. : 

But that is still not enough, thinks Lane 
Clark & Peacock, a British actuarial firm. 
Michael Cranfield, a partner, suggests that 
money-purchase schemes could become the 
next pensions scandal and detonate an ava- 
lanche of litigation, unless employees are 
taught to be aware of and to quantify the 
risks. So his firm has designed Pension 
DCoder, the world’s first software that helps 
employees to work out what pension they 
would get in almost any investment and in- 
terest-rate scenario. By clicking on a mouse 
they can keep themselves abreast of how 
much they need to save to get, say, a 75% 
chance of getting 50% of final salary after re- 
tirement. 

Ultimately, says David Wray, “each em- 
ployee will have to learn how to be his own 
financial manager.” In this endeavour, his 
main source of help will come from a boom- 
ing industry of professional advisers, bro- 
kers and financial planners. But that carries 
risks. In Britain, many people associate pen- 
sion funds with Maxwell-style theft. More 
pertinently, Britons are still reeling from a 
multi-billion pensions scandal, after inde- 
pendent financial advisers, working on high 
upfront commissions, lured thousands out 
of their occupational schemes and into per- 
sonal schemes, to their great disadvantage. 
British regulators have been feverishly 
working to spot and compensate those who 
were victims of this mis-selling, But it may 
take years for consumer confidence in finan- 
cial advisers and insurance agents to recover. 


All this serves to spotlight the role that. 


governments must play increating asuitable 
risk culture. As budgets creak, they are losing 
their ability to provide a generously padded 
safety-net. Now employers are offloading 
the burden too. If the new era of individual 
pension provision is to succeed, govern- 
ments need to make sure that financial inter- 
mediaries, mutual-fund firms and employ- 
er-advisers are subject to sound regulation, 
and give advice that points out both the po- 
tential rewards and risks of investment op- 
tions. 

Will that be enough? “Over the past cen- 
tury and a half,” says Alan McFarlane, ma- 
naging director of pensions business at Lon- 
don-based Global Asset Management, 
“we've had the family, the state, and the em- 
ployer. But soon it'll be only the cold flush of 
capitalism.” The onus will once again fall on 
individuals to keep themselves warm. 
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FINANCE AND ECONOMICS 


Bulls, bears and ivory towers 


NEW YORK 


Robert Rubin’s resignation as treasury secretary caused barely a blip on Wall 
Street, where a record-breaking bull run still baffles academic economists 


66@ TOCK prices have reached what looks 
like a permanent high plateau.” So 
thought Irving Fisher, a great American 
economist, in 1929, shortly before the stock- 
market fell into a ravine. Today’s unprece- 
dented highs in share prices are again at- 
tracting the attention of academic 
economists. New theories abound, though 
old ones still have their defenders. But 
will any prove more prescient than 
Fisher’s ill-fated observation? 

Economists are generally agreed 
on one point. Current American 
share prices are breaking new ground 
in their relationship with traditional 
yardsticks of value. Ratios of share 
prices to company profits (actual and 
forecast), to the book value of compa- 
nies, and todividend payments are all 
matching records, or setting new 
ones. The argument begins with 
whether this makes any sense. 

In the mid-1990s, several influen- 
tial studies were published that 
claimed the historical relationships 
would reassert themselves. These 
studies are said to have prompted 
Alan Greenspan, chairman of the 
Federal Reserve, to refer to the “irra- 
tional exuberance” of investors back 
in 1996, when the Dow Jones Indus- 
trial Average was around 6,400. The 
Dow has since risen by over 70%. 
Concern for historical relationships 
seems, so to speak, a thing of the past. 

At a recent conference on equity 
prices at the Anderson School at the 
University of California, Los Angeles 
(uca), some of the academics responsible 
for those studies engaged in what one of 
them called “self-flagellation”. For example, 
Robert Shiller, of Yale, co-wrote a study in 
1996 of the price-dividend ratio. This con- 
cluded that whenever it had been this high 
in the past, it had fallen back towards its 
long-term average—usually because share 
prices have fallen. In fact, admitted Mr Shill- 
er, it has since soared to new heights— 
though if the historic relationship does re- 
turn, the market outlook is “outrageously 
bad”. 
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The lesson, according to Bill Sharpe, a 
Nobel prize-winning economist, is to “be- 
ware academic financial economists bearing 
ways of beating the market.” Certainly, the 
past few years have strengthened some 
economists in their belief that financial mar- 
kets are “efficient”—ie, that it is impossible 
to predict which way prices will go next. 





Many financial economists, having identi- 
fied apparent market inefficiencies, have 
raised money from investors to exploit the 
opportunity. Few have beaten the market. 


Paying the premium 

But not all economists are happy with such 
empty interpretations of market “efficien- 
cy”. Others wrangle endlessly over the “eq- 
uity risk-premium”. Shares are riskier than 
safer assets such as Treasury bills, so they 
should pay investors a higher return—or 
premium—asa reward for bearing thatextra 


risk. But how big a premium? 

According to Ibbotson Associates, a re- 
search firm, the equity premium has aver- 
aged around seven percentage points since 
1926. Economists fall into three camps about 
where it will go in future: those who expecta 
similar risk premium; those who think it will 
be smaller, because investors have a more 
sensible view of the riskiness of shares; and 
those who agree it will be smaller, but think 
this will come as a nasty shock. 

Those who think the equity premium 
will remain high have to explain how com- 
pany profits can grow fast enough to justify 
current share prices. According to Jeremy 
Siegel, an economist at Wharton, to deliver 
an equity premium of seven points (above 
the returns on Treasury bonds) without fur- 
ther increases in price-earnings ratios, real 
per-share corporate earnings would 
have to grow by about 9% a year— 
more than five times as fast as the av- 
erage since 1871 and double the 
growth rate since the second world 
war. Ivo Welch of uca says this im- 
plies that within 50 years the average 
returns generated each year by Amer- 
ican shares would exceed America’s 
GDP. 
Those who reckon that future 
earnings growth will be faster in fu- 
ture tend to believe in the “new econ- 
omy”--that low inflation and new 
technology will produce faster eco- 
nomic growth and profitability. In a 
new paper, Robert Hall, an economist 
at Stanford University, has looked at 
this from a novel angle. What if to- 
day’s share prices accurately value the 
capital of American companies? Be- 
cause the ratio of share prices to the 
replacement cost of physical capital 
(factories, machines and so on)—a ra- 
tio known as Tobin’s Q—is at record 
highs, that would imply there has 
been a huge increase in intangible as- 
sets, such as new technology and hu- 
man capital. Mr Hall thinks this is 
plausible, but only if returns on capi- 
tal were to have risen to an average of 17% a 
year during the 1990s. That is well above the 
post-war average of 10%--although not so 
far above the 13% average of the 1950s. 

What about the impact of lower infla- 
tion on share prices? In 1979, Franco Modi- 
gliani and Richard Cohn caused a stir by ar- 
guing that shares were much too cheap 
because investors had ignored the effect of 
inflation on the real value of liabilities such 
as debt, and so were undervaluing firms 
with large borrowings. A new study by Jay 
Ritter and Richard Warr of the University of 
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Florida finds that as inflation has fallen, 
there has been less of such “money illusion”, 
and that this alone explains a large part of 
the risé in equities since 1979. But it does not 
suggest that share prices will continue to rise 
as fastas they have done recently. High equi- 
ty returns may merely reflect the one-off 
transition from high to low inflation. 

Steven Sharpe, an economist at the Fed, 
has studied the relationship between share 
prices, inflation and the profits forecasts of 
Wall Street analysts. He found that lower in- 
flation should lead to higher share prices, 
but that this is largely because of falling bond 
yields. He fears that analysts’ optimistic 
forecasts may themselves be a form of 
“money illusion”, because the forecasts “are 
anchored by nominal sales growth projec- 
tions extrapolated from recent historical 
trends” —ie, from a time of higher inflation. 








Those who do not believe in the “new 
economy” reckon instead that the equity 
premium will be much lower in future. 
Some economists are untroubled by this. For 
years, the profession has been trying to solve 
the “equity-premium puzzle”--namely 
that the equity premium was much higher 
than seemed to be justified by the riskiness 
of shares. Mightit now have solved itself, be- 
cause investors have been listening to what 
economists have been saying about the risk- 
iness of shares, and have lowered the premi- 
um they require for investing in them? 
Dream on. Many surveys of investors show 
that they expect equity premiums to be at 
least as high as they have been in the past. 
The other explanation for current share 
prices is that investors are indeed being irra- 
tional. Economists who believe this point to 
evidence from psychology that, for instance, 
people give too much weight to recent expe- 
rience—share prices have been going up, so 
investors expect them to go on doing so. 
Combined with demographic factors—such 
as the baby-boomer generation investing for 
retirement-—this could send share prices 
soaring even further above “rational” levels. 
If so, these academics should ‘not be sur- 
prised. John Maynard Keynes, another 
economist who knew about the stockmar- 
ket, once noted that “there is nothing so dan- 
gerous as the pursuit of a rational invest- 
ment policy in an irrational world.” 
tne a) 





Credit-rating agencies 


On watch 


Much criticism has been levelled at credit-rating agencies for failing to spot 
impending crises. Yet the agencies are thriving 


COC ENSELESS”. “Nonsense”. “Irrele- 

vant”. Capital-markets folk with a 
kind word for credit-rating agencies are al- 
most as rare as modest bond-traders. The 
agencies’ reputation was grievously harmed 
by their failure to give warning about the cri- 
sisin Asia. Thatis why markets pay them lit- 
tle attention now. Take Mexico's debt: it is 
rated as “junk”, yet it trades at a spread over 
American Treasury bonds of some 165 basis 
points (hundredths of a percentage point) 
lower than does Colombia’s, which is rated 
investment-grade. Clearly, the markets’ per- 
ception of the relative risks of default differs 
fromthe rating agencies’. 

But here’s a funny thing: if the agencies 
are sọ bad at their job, why is business 
booming? This is especially so in Europe. 
The introduction of the euro, and the unify- 
ing effect it has had on Europe's fragmented 
bond markets, has been the catalyst. De- 
mand for ratings from companies that want 
to issue bonds has soared. At Fitch rca, 
which claims to be the leading rating agency 
in Europe, revenues from European compa- 
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nies rose by 162% in the first quarter of this 
year compared with last year. Standard & 
Poor’s expects business to grow by a fifth this 
year; its president, Leo O'Neill, wants to hire 
another 100 people in Europe, increasing 
staff by a third. 

The reason for this paradox is that, al- 
though there are concerns about how the 
rating agencies assess corporate debt, most 
of the criticisms concern their shortcomings 
in rating countries. “What happened in Asia 
was a sovereign issue,” says Fitch tsca’s 
Christopher Huhne. “Investors have always 
been more wary about sovereign ratings.” 
Now, more than ever. 

As the Asian crisis demonstrat- 
ed, rating countries is a lot harder 
than rating companies. Although 
there are ratios to look at (debt- 
to-exports or debt-to-cpr, for 
example), countries are far 
more complex than companies. 
A country’s rating has as much’ 
to-do with its willingness to pay 
its debts as with its ability to.do so. 








Politics can be as important as economics. 
Worse, argues one analyst at an investment 
bank, economists at the rating agencies are 
not up to the job, because banks such as his 
pay lavishly to nab all the best ones. 

The net result is that rather than rely on 
the rating agencies, investors are now more 
interested in studying a country’s prospects 
for themselves. They want to meet those in 
charge. Countries are cottoning on. CSFB, an 
investment bank, attracted 50 investors to a 
recent presentation by Croatia. Brazil has 
gone the furthest. By hiringa clutch ofinvest- 
ment bankers in senior posts, and a former 
hedge-fund manager as its central-bank gov- 
ernor, the country has become expert at 
communicating with investors. 


Dial D for default 


Corporate ratings are another story. As Mr 
Huhne points out, even if investors thought 
the agencies were completely incompetent at 
analysing companies, their conclusions “are 
very much better established than sovereign 
ratings.” Such ratings, he says, are crucial. 
Take Europe’s nascent bond market. A Bel- 
gian insurer might have adequate knowl- 
edge of the Belgian companies whose debt it 
is thinking of buying; but the euro makes it 
much easier also to buy bonds issued by 
companies elsewhere in Europe, of which it 
will know far less. Rating agencies provide a 
consistent, independent assessment of the 
riskiness of, say, a Spanish bank or a German 
engineering firm, and an easy way to eval- 
uate credit quality at a glance. Ratings, in 
other words, oil the workings of the market. 

They certainly seem to have done so in 
America, which has the biggest corporate- 
bond market of all. Since 1909, when John 
Moody issued his first-ever ratings of com- 
pany debt (on some 200 American rail- 
roads), credit-ratings have become ubiqui- 
tous there. Some 95% of bond issuers have at 
least one rating. As markets have developed, 
rating agencies have expanded into complex 
securities, such as collateralised bonds, and 
are looking at different classes of debt. A cot- 
tage industry has sprung up to predict 
whether and how rating agencies might 
change their opinions of a firm's debt, for 
such regradings shift its relative value. 

Both sar and Moody’s like to boast that, 
over time, there has been a close connection 
between their ratings and the likelihood of 
companies’ defaulting. Those to which they 
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originally accorded a good rating rarely de- 
fault (though there are exceptions: old mar- 
ket hands wince when you mention Con- 
federation Life, a Canadian life insurer, 
which had an a+ rating on a Friday and 
managed to default the following week). 

But there is no doubt that one reason 
why ratings have become so useful is simply 
because they are there, and they make life 
simpler for their users. Many trustees, for ex- 
ample, use them to give guidelines to fund 
managers. Many investors are not permitted 
to hold bonds rated as junk. Falling into that 
category (or rising out of it) can thus have a 
big effect on a bond's yield. 

Some traders and investors think the rat- 
ing agencies are too slow to react: markets of- 
ten have very different perceptions of a 


company’s riskiness. Philip Morris, a tobac- 
co company, is rated a by sar and Moody's 
but yields only 20 basis points more than 
BBB-rated Niagara Mohawk, an electric- 
power company which is not mired in litiga- 
tion. Sophisticated investors increasingly 
supplement external ratings with their own 
internal research. 

The Economist asked David Goldman, 
an analyst at csr, to look at the connection 
between a company’s rating and the yield on 
its debt. For each year from 1992 on, he 
looked at the yield for a sample of corporate 
bonds in the four brackets from gss to a. The 
results were striking. Within the usual 
bounds of error (plus or minus one standard 
deviation), yields could fit into any of four 
rating buckets—its own or the ones just be- 
low and above it (see chart). What is more, 
market perceptions about the riskiness of 
bonds with the same rating became more di- 
verse in times of stress. The conclusion? 
“Ratings, by themselves, are not a good pre- 
dictor of the market's perception of risk,” 
says Mr Goldman. 

So what, asks sap’s Mr O'Neill. Many 
analysts try to predict the market's percep- 
tion ofa company’s credit quality, not its ac- 
tual credit quality; in times of turmoil a herd 
mentality may cloud their judgment. Rating 
agencies like to act in a more measured, thor- 
ough way. Although that commends them 
to some, it can also be a weakness—if hardly 
a senseless one. 








| Going private 


66 E ARE thin cats”, is the proud 
| boast of John Bond, chairman 

of Hsec, a giant international bank re- 
nowned for its Sino-Scots frugality. So it 
was a surprise when it bought Edmond 
Safra’s banking assets this week, for $10.3 
billion, nearly three times their book val- 
ue. Almost as perplexing was Mr Safra’s 
decision to sell, even if he did receive $2.7 
billion for his stake in Republic National 
Bank of New York and Safra Republic 
Holdings (sax), which runs private banks 
in Europe. At first, investors sold HsBc 
shares, fretting that the bank was fritter- 
ing away its Asian strengths. Some had a 
worse worry: that the canny Mr Safra’s 
sale of his beloved banks was a classic top- 
of-the-market signal. 

Both concerns look overblown. Re- 
public lost $190m in Russian securities 
last year. This was shocking in the light of 
Mr Safra’s legendary conservatism, and 
weakened Republic’s bargaining position 
in the current round of banking consoli- 
dation. Moreover, Mr Safra, who is 67 
and childless, is suffering from Parkin- 
son’s disease. 
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Argentina 
Down to earth 


BUENOS AIRES 


ALKabout hard landings. In 1997 Ar- 

gentina’s economy grew at a bounteous 
8.6%. As recently as the middle of 1998, gov- 
ernment officials were still talking confi- 
dently of having entered a new era, where 
Gpr would grow by a steady 5-6% a year. In- 
stead, for the second time in four years, Ar- 
gentina finds itself in a sharp recession, with 
output likely to fall by as much as 2% this 
year. That is barely better than in devalua- 
tion-hit Brazil. But whereas its neighbour's 
policy shortcomings have been well-aired, 
Argentina, with its rigidly fixed exchange 
rate, is still held up by many economists as 
an example to be emulated by more feckless 
emerging economies. 

So what went wrong? “The rest of the 
world,” is how one might paraphrase the of- 
ficial answer: unusually low world prices for 
Argentina’s agricultural commodities; reces- 
sion and devaluation in Brazil, which 
bought a third of its exports, and more of the 
manufactured ones; and the appreciation of 
the American dollar, to which Argentina's: < 
peso is by law pegged at par. On top of this, © 
Russia’s default last August caused investors 
to flee emerging markets, and raised the cost 
of Argentina’s foreign borrowing. The differ- 
ence between the interest rate it pays on its 





HsBc, which has plenty of opportunities 
to buy near-bust banks in emerging markets 
cheaply, denies breaking faith with Asia. 
Rather, itis merely “balancing” its oecp and 
emerging-market earnings. (Salomon Smith 
Barney, an investment bank, reckons long- 
term profits from Asia willfallbe- _, 
low half the bank’s total, to 
46%.) Having acquired cheap 
troubled banks, such as Brazil’s 
Bamerindus in 1997 and South 
Korea’s Seoulbank this year, 
HSBC is conscious of big strategic 
holes—notably in America and continental 
Europe. HsBc also wants to develop its asset- 
management business. 

This deal plugs both gaps. Adding Re- 
public to ussc’s New York bank (once 
known as Marine Midland) creates the 
state’s third-biggest bank, with more than 
2m customers. HSBC expects to save $300m a 
year by cutting costs at Republic, whose 
costs eat up 70%. of its income, compared 
with 50% at nsec Americas. 

Even more attractive is the 30,000- 
strong group of wealthy individuals served 
by sru in Switzerland, France, Luxembourg, 


Guernsey, Gibraltar and Monaco. with | 
$56.5 billion in assets (an average of $1.9m 
per customer), the acquisition doubles 
HsBc’s private-banking business. Of 
course, there is a risk of losing clients 
whose loyalty is to Mr Safra. Some come 
from the same diaspora of Sephardic Jews 
and are said to use a rare Arabic script for 
private communications. In 
1983 the sale of Mr Safra’s Ge- 
: neva-based Trade Develop- 
ment Bank to American Ex- 
press was a disaster. Mr Safra 
set up a rival bank that became 
SRH. Amex executives em- 
barked on a smear campaign that 
its chairman, James Robinson, later de- 
scribed as “unauthorised and shameful.” 
This time, relations between buyer 
and seller seem more likely to stay on an 
even keel. Mr Safra is staying on as snH’s 
honorary chairman. Moreover, in his 
gushing tribute to Hssc and Mr Bond 
“one of the very few great global bank- 
ers” —~Mr Safra seemed to be anointing a 
successor. Mr Bond himself may find pay- 
ing so much a bit hard to swallow. But he 
has always had an eye for the opportunis- 
tic purchase. And banking franchises like 
Mr Safra’s do not come along every day. 
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Roping a rising buck 


bonds and the rate paid on American Trea- 
sury bonds rose from two percentage points 
before Asia’s troubles began to a peak of 14 
points, before easing to around five points. 

Argentina’s currency-board system, un- 
der which the money supply is limited to the 
stock of hard-currency reserves, was set up 
in 1991, and leaves the government with few 
policy tools todeal with such external blows: 
it can neither devalue nor ease monetary 
policy. The supposed advantage—besides 
low inflation—is that investors will be less 
scared of devaluation, and so less likely to 
withdraw their money, than in a floating ex- 
change-rate system such as Mexico’s. 

Argentina’s currency board has with- 
stood recent adversity well. In contrast to the 
1995 recession, this time there has been no 
flight of capital. Though a few small banks 
failed, a reformed financial system, in which 
foreign banks now hold more than half of 
total deposits, has barely blinked. And re- 
newed growth is expected. Roque Fernan- 
dez, the economy minister, reckons that out- 
put will grow at an annualised rate of 5-6% in 
the second half of the year. 


The whole hog? 


Yet this is not quite the end of the story. Since 
its inception in 1991, Argentina’s currency 
board has not only killed hyperinflation but 
also allowed the country to grow after two 
decades of stagnation. But it clearly makes 
thecountry especially vulnerable toexternal 
shocks. The government’s answer, an- 
nounced by President Carlos Menem in Ja- 
nuary, is a proposal to take the currency 
board a step further, and formally adopt the 
dollar (which already accounts for around 
70% of Argentina’s money supply). 

- Officials argue that by eliminating all 
possible risk of devaluation, this would re- 
duce Argentina’s borrowing costs (only 
marginally, say critics, since it would not get: 
rid of the risk of default). But dollarising uni- 
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laterally has costs of its own. First, the cen- 
tral bank would have to spend $15 billion of 
its reserves to withdraw pesos from circula- 
tion. Since those reserves are currently in- 
vested in American Treasury bonds, that 
means losing $750m a year in interest in- 
come. Second, the bank would lose its cur- 
rent——limited--role as a lender of last resort 
for troubled local banks. So what Argentina 
would like is to adopt the dollar under an 
agreement with the United States. If the Fed- 
eral Reserve agreed to share the interest mo- 
nies involved (after all, it would no longer 
have to pay interest on those $15 billion of 
Treasury bonds), then Argentina could use 
its share as collateral for a credit line from 
foreign banks to help local institutions when 


Japan’s economic policy 
Odd men in 


TOKYO 


that becomes necessary. 
It is a neat idea, though putting it into 
practice could prove tricky, as a finance offi- 
cial admits. Argentina has discussed it “in- 
formally” with American officials, and is 
now preparing a technical study, he says. 
Dollarising is “a long-term project, not crisis 
management” and would require not just 
the agreementof the United States, butalsoa 
consensus in Argentina. At the Fed, officials 
say itis no longer on the near-term horizon. 
To many economists in Buenos Aires, 
dollarisation is anyway barely relevant to 
the country’s policy dilemmas. Proponents 
of currency boards argue that they promote 
economic reform: denied the soft options of 
devaluation and inflation, governments 
mustact todrive downcostsin the economy. 
Yet Mr Menem's reformist drive has faltered. 
Argentina’s labour markets, privatised mo- 
nopolies and the government itself all need 
to become more efficient. Meanwhile, the 
government's inability to run a fiscal surplus 
in years of booming growth has precluded it 
from cutting taxes to ease a recession. 
Thanks to Argentina’s wretched history 
of inflation and mismanagement, its curren- 
cy board still enjoys broad support. But un- 
less it is accompanied by reforms that drive 
down costs in nominal terms, it will become 
increasingly burdensome, especially as in- 
flation falls elsewhere. As disinflation and 
even deflation take hold in much of the 
world, it will be ever harder for Argentine 
exports to stay competitive. Dollarisation 
would be of little help in this, and would re- 
move all remaining flexibility from ex- 
change-rate policy. The currency board may 
yet come to seem a self-made prison; to dol- 
larise might look like throwing away the key. 







Why does the Bank of Japan persist with such a tight monetary policy? 


HERE is not much about their govern- 

ment that the Japanese profess to ad- 
mire. Voters are deserting the. big. political 
parties. Its ministries are mired in scandal. 
But one institution still wins praise and sup- 
port: the Bank of Japan. 

Not from foreign critics, who tend to see 
the Bank as the main obstacle to economic 
recovery, because of its overly tight moneta- 
ry policy. Some think the Bank misjudges 
just how close the economy has come to fall- 
ing into the abyss of deflation. Others say itis 
incompetent, or stubborn, or that it lacks the 
courage to act. The Japanese dismiss all this 
as the usual foreign “Japan-bashirig”. 

The Bank has not always enjoyed do- 


“mestic popularity. Like other: top officials, 


most of its managers went to the elite Tokyo 


University. But most studied economics—a 
discipline Japanese bureaucrats find hard to 
take seriously. This makes the Bank unsure 
of its status and a bit of an outsider. In April 
last year, its status was formalised when the 
Bank was legally granted independence, 
with a mandate to maintain stable prices. 
Despite suspicions that it had long suf- 
fered from political meddling, the Bank as- 
serts that it has always been a free. agent. 
What changed last year, it says, was anew 
insistence on transparency. Cynical Japa- 
nese say their government’s bureaucrats act 
first in their own interests, then their minis- 
try’s, and only as an afterthoughtin the pub- 
lic’s. The Bank now has to justify its actions 
publicly (by publishing the minutes of pol- 
icy-board meetings); it draws. renewed 
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strength from this display of openness. 

But the Bank’s monetary policy is under 
attack even so, It has, in effect, cut interest 
rates to zero already; but critics say thisis far 
from enough to stem Japan’s slide into defla- 
tion. After five quarters of recession, the gap 
between what the economy produces and 
whatitcould produce is now so large thatthe 
government, whose finances are ina mess, 
cannot hope to fill it with more public 
spending. So deflation looms. To ward it off, 
say the critics, the Bank should make two 
changes: adopt an inflation target, and print 
lots more money. The target would an- 
nounce the Bank’s intention to create infla- 
tion; printing money would help to per- 
suade people it was serious. 

The Bank is thwarting both changes. Its 
latest policy-board minutes, from March 
25th, show that, of its nine directors, only 
one supports them. The Bank may face po- 
litical pressure to back down. But hectoring 
politicians could, perversely, strengthen the 
Bank’s resolve to demonstrate its independ- 
ence by resisting them. 

The Bank’s economists seem as con- 
vinced as its critics that deflation is on its 
way. They think the economy is likely to take 
another lurch downwards when emergency 
government spending runs out this autumn. 
Once it does, says the Bank, deflationary 
pressures will build again. However, it fears 





pening. That hardly sounds like a reason. not 
even to try it—and the Bank itself seems 
half-hearted about thisline of defence. 


No pain, nogain 

It does get animated on two other subjects: 
fiscal policy and structural reform. On the 
first, the Bank’s fear is that public finances 
might spin out of control were it to start 
printing money. The easiest way to achieve 
this would be to buy the government’s 
bonds. That would free it from having to sell 
its debt in the market, and so from paying 
the market price for its profligacy. Public 
debt already exceeds national output, and 
the budget deficit is “outrageous”, according 
to‘one Bank employee (around 10% of cpp 
for the fiscal year just ended in March). 

On structural reform, the Bank agrees 
with some private economists that, over the 
medium term, government spending alone 
has failed to drag Japan out of the economic 
mire. Instead, it thinks Japan must embrace 
structural changes: to its tax and banking 
systems, for instance, and to its labour and 
capital markets. The Bank even thinks gov- 
ernment spending is hindering structural.re- 
form by easing pressure to change. 

All this clearly goes far beyond the issue 
of price stability, which is the limit of the 
Bank’s legal responsibility. If it is shaping 
policy to. other ends—and inviting deflation 
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says the Bank. If it prints money, public fi- 
nances will continue to deteriorate. Struc- 
tural reforms will be put off again. Without 
them, the economy’s ability to generate taxes” 
will weaken. Eventually, the only solution 

will be to inflate away the government's 
debts. The Bank thinks that these inflation- 
ary risks have already hit the bond market; 
where yields have doubled since September, 
despite having fallen recently. 

This interpretation of the Bank’s man- 
date may seem a bit of a stretch, but it is pre- 
vailing for now. A year ago, the government 
was prepared to admit to very few structural 
faults in the economy. Now, it has recapital- 
ised most of the big banks and begun to re- 
form the labour market. 

So far, talk of yet another emergency 
budget to boost government spending later 
this year has failed torattle the bond market. = 
But the Bank thinks this may change as the 
talk gets louder (and the numbers scarier) 
over the summer. If interest rates were to 
soar, would the Bank stick to its guns and still 
refuse to print money? Many of the heroesof ` 
Japanese history are admired not for what 
they did, but for the spirit in which they act- 
ed. By denying Japan’s venal politicians the 
opportunity to debase the yen, the Bank of 
Japan may think itis acting in the right spirit. © 
But that will not save its reputation if the 
economy topples over the edge. 
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styled Sponti (spontaneous person) is a alone will do little to boost growth or cut unlikely to procrastinate, as he has led calls | 
dove or a hawk on inflation and interest unemploymentunlessgovernments—and inside the bank to trim back and focus on 
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Finance on the loose 


The record of the past 25 years shows that there is more to financial 
liberalisation than freeing international flows of capital 


NDERSTANDABLY, given the role 

that cross-border flows of capital 
played in East Asia’s economic downfall, 
people havecome tothinkof “financial lib- 
eralisation” as another way of saying “lift- 
ing capital controls”. This is wrong. Open- 
ing the capital account is only one aspect of 
a much broader process—and rarely the 
most important. Recognising this makes it 
easier to see why financial liberalisation is 
stilldesirable, provided itis done right. 

John Williamson of the World Bank 
and Molly Mahar of the San Francisco Fed 
recently published a survey of research on 
this subject. They point out that it is 25 
years since two classics in the literature 
“Money and Capital in Economic Devel- 
opment” by Ronald McKinnon, and “Fi- 
nancial Deepening in Economic Develop- 
ment” by Edward Shaw—drew attention 
to the costs of “financial repression” in the 
third world. In the early 19705, most devel- 
oping-country governments intervened so 
heavily in finance that civil servants were 
deciding where credit came from, who re- 
ceived it and how much it cost. The result, 
among other things, was to keep financial 
sectors small—making the term “repres- 
sion” especially apt. 

Since those books were published, fi- 
nancial reform has happened much faster 
than seemed likely back then—often, in- 
deed, alot faster than theearly advocates of 
liberalisation would have wished. (From 
the start, most liberalisers have stressed the 
importance of timing the various stages of 
reform very carefully.) Be that as it may, fi- 
nancial deregulation across a broad front 
has happened all over the world—in rich 
countries as well as poor—-and this allows 
some preliminary conclusions to be drawn 
about its benefits and costs. The essay by 
Mr Williamson and Ms Mahar gives the 
clearest summary so far of the evidence. 

The authors identify six dimensions of 
financial liberalisation: 

e Abolishing credit controls; 
o Deregulating interest rates; 





¢ Allowing free entry into the banking in- 
dustry or, more generally, into the finan- 
cial-servicesindustry; 

ə Making banks autonomous (that is, 
freeing them from ad hoc interference in 
day-to-day management); 

e Putting banks in private ownership; 

+ Freeing international capital-flows. 

Of these six, the case for “bank autono- 
my” deserves further comment. Liberalis- 
ers never argued that effective supervision 
and regulation were not required—quite 
the opposite. The moral hazard in banking 
(caused by implicit or explicit government 
guarantees of deposits) makes proper over- 
sight essential. But the liberalisers did ob- 
ject to routine official interference of a dis- 
cretionary (as opposed to rules-based) 
kind. Interference of that sort was the 
norm in the early 1970s. 

The new survey looks at 34 economies, 
rich and poor, asking how far liberalisation 
under each heading has gone. The change 
is dramatic. Summarising by means of a 
four-point scale (“repressed”, “partly re- 
pressed”, “largely liberal”, and “liberal”), 
24 economies were judged to be repressed, 
overall, in 1973. By 1996 that category was 
completely deserted. Meanwhile the num- 
ber of largely liberal financial systems had 
increased from two to 18, and the number 
of liberal ones from four to ten. 

The liberalisers had argued thatreform 
would (a) lead to greater efficiency in the 
allocation of resources, and (b) promote 
saving. Both of these changes would, in 
turn, spur growth. Were they right? 

On (a)—efficiency in the allocation of 
investment--they were. Numerous stud- 
ies have found that financial liberalisation 
does promote efficient investment. Unsur- 
prisingly, it seems that markets are better 
than politicians or bureaucrats at choosing 
worthwhile investment projects. 

On whether liberalisation promotes 


growth through the extra-savings channel 
as well as through the efficient-investment 
channel, on the other hand, the evidence is 
less clear. Britain in the 1980s was a striking 
example of a country where financial lib- 
eralisation appeared to reduce saving. Ar- | 
gentina, Chile, Colombia and the Philip- 
pines experienced a similar effect, 
post-liberalisation—though in Chile at 
least this was later reversed. 

What of the costs? Against the benefit 
of improved efficiency must be set the | 
equally clear drawback of greater suscept- | 
ibility to financial crisis. Here, cross-border 
capital flows are especially important. The 
survey shows that financial crises are often 
associated with a recently opened capital 
account. Again, there are exceptions. Ar- 
gentina (in 1989), Venezuela (in 1994), 
South Africa (in 1985), Brazil (in 1994), 
South Korea (in the mid-1980s) and Sri 
Lanka (in the early 1990s) all suffered fi- 
nancial crises of varying severity despite 
being closed to short-term capital inflows. 

Sometimes, that is, other aspects of lib- 
eralisation have been to blame for the in- 
crease in instability. In general, financial 
liberalisation represents a profound 
change in the economic rules of the game. 
The result, as one of the cited studies puts it, 
is to “increase the riskiness of traditional 
behaviour or introduce new and inexperi- 
enced players.” In these circumstances, ac- 
cidents are likely to happen. This is as true 
for rich countries (witness the United | 
States and its saving-and-loans fiasco, or | 
Britain and its credit-driven boom of the 
late 1980s) as for poor ones. | 

What muddies the water, however, is 
that liberalisation has very often been un- 
dertaken with too little regard for the 
warnings in the early pro-reform litera- 
ture. The survey shows that many coun- 
tries followed the standard advice in some 
respects—most freed trade and established 
better fiscal discipline before opening their 
capital account, for instance; but only a 
small minority set up a satisfactory system 
of prudential regulation and supervision 
before doing so. Careless liberalisation, 
rather than liberalisation in its own right, 
has often been the real culprit. 





“A Survey of Financial Liberalisation”. Princeton Es- 
says in International Finance, No. 211. 
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Beneath the Southern Cross 


A message to the stars and galaxies of the southern hemisphere: prepare for an 
invasion of privacy by massive new telescopes 


HE Atacama desert, a mountainous ex- 

panse of dusty, red rocks, is so utterly 
barren that it might easily be mistaken for 
the surface of Mars rather than northern 
Chile. The Chileans are delighted with it, 
though, for the rocks contain copper, which 
provides 40% of their country’s exports. But 
the Atacama has another valuable asset—its 
astonishingly clear skies. These are respon- 
sible for a boom in a less basic bit of the econ- 
omy than copper: telescope construction. 

Four astronomical projects—an apt de- 
scription, this, of both their product and 
their $1.3 billion total cost--are under way in 
the Atacama. Three of them involve optical 
telescopes that will collectively intercept five 
times as much starlight as all of the existing 
telescopes in the southern hemisphere (sev- 
eral of which are already located in Chile) 
put together. The fourth will be the world’s 
largest microwave telescope. 

The money for these instruments is 
coming mainly from governments in the 
rich countries of the northern hemisphere, 
where most astronomers hang out. That sci- 
entific bias could be changing, however. Part 
of the deal that the Chilean government 
strikes with each telescope builder is that 
10% of observing time has to be set aside for 
Chileans. Considering that Chileans com- 
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prise only about 0.15% of the world’s profes- 
sional astronomers, they could become the 
most productive on the planet--or else 
Chile’s interior ministry might find itself in- 
undated by requests for citizenship from 
foreign stargazers. 

Northern. astronomers have plenty of 
telescopes pointed at their own skies, of 
course. The best are on Mauna Kea, in Ha- 
waii, and in the Canary Islands. But they 
would also like to look at things that are vis- 
ible only in the southern hemisphere. The 
aridity of the Atacama, a protective “inver- 
sion layer” over the choppy coastal air, and 
the height of the local mountains (which re- 
duces the amount of atmosphere they have 
to peer through) should allow the new in- 
struments to generate images so sharp that 
they are better even than those produced by 
the Hubble Space Telescope. 


What big eyes you've got 

The first of these instruments, built on a 
shaved-off mountain-top near Antofagasta, 
is the proud possession of the European 
Southern Observatory (Eso), a coalition of 
science agencies from Belgium, Denmark, 
France, Germany, Italy, the Netherlands, 
Sweden and Switzerland. Itis known, rather 
unoriginally, as the Very Large Telescope 


(vir), but this dull sobriquet conceals a de- 
sign of great daring. 

Large telescopes are desirable both be- 
catise.they collect more light (and can there- 
fore see fainter objects), and because they 
can disentangle the images of things that are 
too close together to be separated by smaller 
ones, But they are difficult to make. Big tele- 
scope mirrors tend to sag and distort under 
the influence of gravity. The biggest that 
have ever been built are those in the two ten- 
metre (394 inch) Keck telescopes on Mauna 
Kea, but each of those had to be assembled 
from 36 separate pieces. Single-element mir- 
rorsrarely exceed eight metres in diameter. 

Instead of one big mirror, therefore, the 
vit borrows a trick that is popular in radio 
astronomy. It has four smaller ones (though 
at8.2 metres across, they are still near the up- 
per limit) built into separate machines that 
stand some 200 metres apart. These tele- 
scopes, of which the first opened for busi- 
ness in April, can be used on their own. But 
they are at their most discerning when all 
point at the same object, and the light they 
collect is combined. 

This is done using a technique called in- 
terferometry, which merges the beams of 
light in a way that simulates the sharpness 
(though not the brightness) of the images 
that would be obtained from a telescope 
whose mirror was 200 metres across. Such 
images will be sharper than those produced 
by the Hubble, whose mirror is a mere 2.4 
metres across. They will, for example, be. 
able to pick out individual planets revolving 
around distant stars. (At the moment, these 
planets can be detected only by their gravita- 
tional effects on their stellar parents.) 

The second and third projects are both 
pairs of telescopes. (Nobody now seems so 
unambitious as to build them one at atime.) 
These projects use competing methods to 
build their mirrors, so there is some rivalry 
between them. The Magellan telescopes, 
owned by the Carnegie Institution of Wash- 
ington, pc, and a group of American univer- 
sities, should be ready in 2001. They will be 
located 60 metres apart on the mountain of 
Las Campanas, and they, too, will eventual- 
ly be joined together as an interferometer. 

The other pair of telescopes, belonging to 
the Gernini project (whose member coun- 
tries are America, Argentina, Australia, Bra- 
zil, Britain, Canada and Chile), will bea little 
further apart than that--some 9,800km. 
One is being erected in the Atacama, and will 
be finished next year. The other, which is al- 
ready working, occupies a perch on Mauna 
Kea. The purpose of separating these twin 
telescopes at birth, as it were, is to provide 
identical instruments to astronomers who 
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need to make exactly comparable observa- 
tions in both hemispheres. 

The leaders of the Magellan project have 
hired specialists from the University of Ari- 
zona to build their 6.5-metre mirrors. (Be- 
fore the days of cheap international travel, 
Arizona offered some of the best conditions 
available to American astronomers, so its 
engineers are experts in telescope making.) 
Rather than employing a solid block of glass, 
the Arizonanshaveusedadiscofitthathasa 
honeycomb network of spaces penetrating 
its interior. This should mean that it is light- 
weight without sacrificing sturdiness. 

Corning, the American company that is 
making the Gemini equipment, prefers to 
give up making the mirror sturdy at all. Ge- 
mini’s 8.1-metre mirrors are thin and floppy. 
To keep them in the right shape, they rely on 
120 “actuators”, which provide microscopic 
pushes and pulls from behind. These actua- 
tors maintain the curvature of the surface as 
the mirror moves. Engineers from both the 
honeycomb and the thin-mirror camps, 
who fought bitterly over the contract to 
make the Gemini mirrors, will be watching 
closely, to see which of the two pairs of tele- 
scopes produces the better images. 

The fourth project is rather different. 
The Atacama’s main advantage for optical 
telescopes is the stillness of the air, which 
stops stars twinkling. For microwave tele- 
scopes, however, it lies in the air’s dryness. 

Water gobbles up microwaves (the heat- 
ing that this causes is how microwave ovens 
work), so finding a good site for a microwave 
telescope is even harder than finding one for 
an optical telescope. But microwaves can 
carry astronomical details about the chem- 
ical composition of heavenly bodies, such as 
the molecular clouds in which stars are born, 
that other radio frequencies are blind to—so 
the search is worthwhile. 

The Atacama Large Millimetre Array 
(ALMA), a joint project by Eso and America 
(and perhaps also Japan, which is dithering 
about joining), will be located 5km above sea 
level, and therefore above most of the water 
vapour that degrades celestial microwave 
radiation. The design requires 64 receivers, 
each 12 metres across (interferometry again), 
to be spread out over an area 10km wide ona 
vast plateau between the cones of half a doz- 
en Andean volcanoes. 

It will, however, be exceptionally hard 
to build. The sites of the planned optical tele- 
scopes are near big settlements, making it 
easy to equip them with electricity and other 
goodies. But the nearest town to ALMA, San 
Pedro, is 60km away—and it is a tiny place 
that generates electricity only from 6pm to 
midnight. It will also be tricky to find build- 
ers who can work well at such altitudes (few 
people can do hard manual labour where 
the air is so thin). But at least once they get 
there, they will be far away from any distrac- 
tions but the stars themselves. 
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Elephant behaviour 


Not so dumbo 


NAIROBI 


LEPHANTS, it seems, have a long nose 

for danger. On May 8th, lain Douglas- 
Hamilton, the chairman of Save the Ele- 
phants, a conservation charity, announced 
the latest findings of his pachyderm radio- 
tracking project. The data that he and his 
team have collected suggest the animals plan 
their moves with guerrilla-like precision, 
sprinting from the safety of one game re- 
serve to another under cover of darkness— 
and spending as little time as possible in the 
poacher-infested areas in between. 


ees Ft 


The study, the first of its kind to use the 
satellite-based global positioning system to 
provide the animals’ locations, involved tag- 
ging 14 African elephants with sophisticated 
radio collars and monitoring their move- 
ments for several months. Radio-tracking 
usually requires the tedious grind of follow- 
ing animals around in a vehicle and noting 
their positions by hand. Dr Douglas-Hamil- 
ton’s collars, however, simply record their 
data in memory chips until those chips are 
prompted to regurgitate their contents to a 
receiver on board an aircraft that flies over 
the study area once every few months. 

The most interesting results came from 
Laikipia, in northern Kenya. There, three in- 
dividuals—one male and two females— 
spent their daylight hours grazing happily in 
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The elephant and the mermaid 


N 1865, a German biologist called Ernst 

Haeckel came up with a new twist on 
the recently invented theory of evolution. 
The embryos of animals, he reckoned, ex- 
perienced a process that he called “reca- 
pitulation”. This caused them to pass 
through stages in which they resembled 
their evolutionary ancestors. So the em- 
bryo of a mammal started off looking like 
the embryo of a fish, before turning suc- 
cessively into something like that of an 
amphibian and then a reptile—and only 
later mutating into its mammalian state. 

Haeckel was wrong. But not com- 
pletely so. Mammalian embryos do carry 
vestiges of their ancestry with them—gill 
slits, for example. And now a team from 
the University of Melbourne, in Austra- 
lia, has found an even more striking ex- 
ample of recapitulation, which more or 
less proves one of the oddest ideas to 
emerge from evolutionary biology: that 
elephants are derived from mermaids. 

Not actual mermaids, of course. They 
were figments of sailors’ wishful thinking. 
But itis generally agreed that the creatures 
that prompted the mermaid legend are re- 
al enough: the sea cows. 

Biologists have long believed that ele- 
phants and sea cows, despite their obvi- 
ous modern differences, share a common 
ancestor, Fossils back this idea up. So does 
genetic evidence that has accumulated 


over the past few years, But what has not 


been clear before is whether the common 
ancestor was, like the sea cow, aquatic— 
and therefore whether elephants have 
undergone a tortuous evolutionary jour- 
ney from water to land (when their re- 
mote ancestors changed from fish to am- 
phibians) then back to water again, before 
finally returning to the land. 

Ann Gaeth, Roger Short and Marilyn 
Renfree have shown, by looking at the 
kidneys of embryonic African elephants, 
that they probably did just that. These 
kidneys have turned out to contain struc- 
tures called nephrostomes—tiny funnel- 
shaped ducts that are typical of aquatic 
vertebrates, but unknown in other mam- 
malian embryos. Like gill slits, which de- 
rive ultimately from mammals’ fishy an- 
cestors, they betray a watery phase in 


elephantine evolution. 


This aquatic period could explain the 
evolution of the elephant’s most charac- 
teristic feature—its trunk. Why a nose ev- 


er became so long and flexible in a land 
animal has long been a mystery. But for 
something that lives underwater, one use 
is obvious: a snorkel. Evolutionary biolo- 
gists are often accused by critics of creat- 
ing “Just So” stories to explain bizarre or- 
ganic features. In this case, though, they 
really do seem to have solved the mystery 
of “How The Elephant Got His Trunk”. 
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one place. But sometimes, instead of just 
moving sedately to a neighbouring bit of 
grazing when a patch was exhausted, they 
would make mad midnight dashes across an 
apparently suitable habitat, moving as far as 
2okm during the hours of darkness. 

Migration is a normal part of elephant 
life: left to their own devices, the animals of- 
ten criss-cross a range as big as 5,000 square 
kilometres. But such a pattern of midnight 
flits was hard to explain. Until, that is, it 
emerged that the areas where the elephants 
hung around were in game conservancies or 
national parks (where anti-poaching patrols 
are frequent), and the areas they traversed in 
such a hurry were places where heavy 
poaching had been reported. 

How the elephants can tell the two apart 
is unclear. There are no fences or demarca- 


Cattle hormones 


Hot flushes 





tion zones to indicate areas where poaching 
is controlled. And although encounters be- 
tween elephants and poachers do not al- 


_ ways result in the death of the former, it is 


unlikely that any individual’s experience of 
such encounters would be extensive enough 
to equip it with an accurate mental map of 
where game-reserve boundaries aredrawn. 

That suggests that the animals may be 
learning from the experiences of others, as 
well as drawing on their own. How such ex- 
perience is communicated is a mystery. Pre- 
vious observations suggest that elephants 
have an extensive repertoire of signals, and 
can hear one another over distances of many 
kilometres. But the precision with which 
they stay within the safe zones suggests their 
conversations are more sophisticated than 
anyone had hitherto believed. 


The trade war being fought between America and the European Union over 
the use of hormones in cattle depends largely on how the scientific evidence is 
interpreted. And not even scientists can agree on that 


MONG trade officials and government 
policymakers on either side of the At- 
lantic, pulses are racing and temperatures 
rising on account of hormones. Not their 
own, but those that are given to cattle to 
boost their beefiness. Such drugs are com- 
mon in North America, but they have long 
been banned in the eu —as has the import of 
meat from any treated animals. 

Although both sides call on science tode- 
fend their positions, the experimental evi- 
dence they invoke is far from. conclusive. 
And so a trade row, smouldering for over a 
decade, has now erupted, with the ev claim- 
ing that there is enough uncertainty about 
the effects on human health of hormone- 
treated meat toallow the ban, and the Amer- 
icans and Canadians complaining that there 
is insufficient proof to justify such protec- 
tionism. The World Trade Organisa- 
tion, which judges these matters, has 
supported the North Americans—but 
the ev refuses to back down, so Amer- 
ica is likely to impose trade sanctions. 

At issue are six sex hormones—in- 
cluding three found naturally in both 
cows and consumers—that are used in 
various combinations in-roughly 90% 
of American beef cattle to make them 
put on lean muscle faster than untreat- 
ed animals. When they are. properly 
implanted under the skin of the ear, 
such hormones are considered. safe by 


America’s Food and Drug Administra- 4 


tion (rpa). They are also considered 
safe by jecra, a joint committee of the 
World Health Organisation and the 
Food and Agriculture Organisation, 
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So. You wanna a fight, do ya? 


which looks at the human-health effects of 
veterinary drugs and recommends the inter- 
national standards the wro uses. Atits most 
recent meeting on this issue, in February, 
yecra concluded that the levels of three hor- 
mones ‘commonly implanted in cattle—es- 
tradiol-17-beta, testosterone and progester- 
one—are not worryingly higher than 
natural levels, and are only a fraction of 
what people ingest from other foods, or in- 
deed what the human body itself produces. 
Which should all be reassuring—if 
farmers obeyed the rules. Butimplanting the 
hormonesin the ear is a fiddly process. In the 
past, some farmers could not be bothered 
with it. Instead, they put them into the neck 
muscles. However, since more blood circu- 
lates through muscle than through skin, 
such improper implantation can send an 
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animal’s hormone levels soaring. 

The rpa claims that, after a high-profile 
prosecution in 1986, the problem has gone 
away. But Samuel Epstein, a professor of en- 
vironmental medicine at the University of 


Illinois, in Chicago, believes it hasn’t. Hesus- 


pectsitcould helpexplain why, in thecaseof 


estradiol-17-beta, a new, more accurate de- =) 


tection system has found that the amount of 
hormone in 500 grams of meat can be more 
than a young boy produces in a day. 


Silly moos 

Debates over hormone levels in man and 
beast are more than academic. As every 
awkward adolescent or expectant mother 
knows, sex hormones can have profound ef- 
fects on the body. But the most disturbingef- ~ 
fect may be their link with cancer. : 

According to Johanna Fink-Gremmels, `; 
a professor of veterinary medicine at 
Utrecht University who is also the co-ordi- 
nator of the European Commission's scien- 
tific working group on sex hormones and 
meat, there is ample epidemiological evi- 
dence linking estradiol-17-beta to endome- 
trial and breast cancer. (Studies have yet to 
be done for the other hormones.) 

JECFA agrees. But the two groups do not 
agree about the mechanism. On the basis of 
the animal experiments and cellular assays 
they have reviewed, the Europeans consider 
that estradiol-17-beta causes cancer through 
“genotoxicity”. That means it does its dam- 
age by messing about with a cell’s DNA, Ac- 
cording to current scientific knowledge, safe 
thresholds for genotoxin consumption can- 
not be established. Such toxins are potential- 
ly dangerous in any amount. 

But although yecra acknowledges that 
estradiol-17-beta has “genotoxic proper- 
ties”, John Herrman, one of the committee’s 
secretaries, reckons the European group has 
placed too much emphasis on the genotoxic- 
ity data. yecra believes that estradiol-17-be- 
taactually causes cancer through interaction 
with receptor proteins in sensitive cells, 
rather than with those cells’ ona, Unlike ge- 
notoxicity, such protein-related effects can 
be quantified, and safe threshold doses 
established—as jecrA says it has done. 

Although it will take months for the 
European Commission to translate the 
European working group's scientific 
opinion into policy, the genotoxicity 
data may be enough for the eu tojustify 
its ban, atleast to itself even if not to the 
wto. American and Canadian trade 
officials, however, are significantly less 
impressed with the working group’s as- 
sessment, and see it as a last-ditch at- 
tempt to vindicate an unfair trade bar- 
rier. In other words, the scientific 
debates and the trade battles over drug- 
enhanced cattle look set to go on till the 
cows—hormone-full or hormone- 
free~come home. 
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The cruel and ever more 
unusual punishment 


Most major democracies, and dozens of other countries, have abolished the 
death penalty. Why is the United States such a defiant exception? 


Ix VIRGINIA, on April zoth, Arthur Ray 
Jenkins was put to death with a lethal in- 
jection. Lawyers for this 29-year-old man 
had acknowledged his guilt but argued that 
after years of physical and sexual abuse he 
was mentally incapable. Jenkins had spenta 
decade in juvenile institutions and was 
placed on anti-psychotic drugs when he was 
13. Soon after release from jail in 1990, 
without supervision or medication, 
he committed two murders. 

In Japan, Tsuda Akira, Ida Masa- 
michi and Nishio Tatsuaki had spent 
between ten and 20 years under sen- 
tence of death. For most of that time, 
the three convicted murderers had 
lived in solitary confinement and en- 
joyed only limited contact with the 
outside world. Then suddenly on No- 
vember 19th of last year, their cell 
doors swung open and they were led 
out and hanged. Their families and 
lawyers received no prior warning. If 
past practice is any guide, the men 
themselves were not told until theday 
of their execution. As part of a new 
“open” policy, the Japanese govern- 
ment made a public announcement 
of the hangings, but refused to con- 
firm the names of the executed men. 

These two examples of present- 
day punishment are striking for 
many reasons—and, in a world of 
ethnic massacres and school shoot- 
ings, easy to overlook. But perhaps 
the single most striking thing about 
them is their rarity. Capital pun- 
ishment has been abolished by all the 
big democracies except the United States, Ja- 
pan and India. A growing number of emerg- 
ing democracies in Eastern Europe, Africa 
and Latin America have also abandoned it. 
For large parts of the world, capital pun- 
ishment is now treated as barbaric and un- 
justified even for the very worst criminals. 

In historical terms, this is a startling 
change. Ever since Cesare Beccaria, an Ital- 
ian philosopher and reformer, proposed an 
end to the death penalty in a celebrated 
study “On Crimes and Punishments” in 
1764, it has been a topic of continual and of- 
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ten acrimonious debate. Death-penalty op- 
ponents originally considered their cause as 
a twin to that other great Enlightenment 
project, the abolition of slavery, and efforts 
to-end both age-old practices ran at first in 
parallel. Yet winning agreement to abolish 
thedeath penalty proved more difficult than 
stamping out slavery. Even many liberal re- 





formers who loathed slavery found the 
death penalty acceptable under the right cir- 
cumstances. And, unlike slavery, the death 
penalty has generally enjoyed widespread 
public support, as it continues to do today. 
Despite this, in the past three decades 
the international movement to abolish the 
death penaity has scored the kind of victo- 
ries which slavery opponents took much 
longer to achieve more than a century ago. 
As recently as 1965, only 12 countries had 
completely abolished the death penalty, 
while a further 11 had abolished it for ordi- 








nary crimes in peacetime. According to Am- 
nesty International, a human-rights group 
which monitors the death penalty world- 
wide and has long campaigned for its aboli- 
tion, 68 countries have done away with it for 
all crimes and 14 for ordinary crimes, while 
another 23 have ended it in practice—either 
having executed no one for at least ten years 
or having made an international commit- 
ment to suspend further executions. 

At 105, the number of countries which 
have ended capital punishment in law or 
practice now exceeds the 90 that retain it, 
and most of these have moratoriums on exe- 
cutions. A few countries account now for 
most executions. Of 1,625 executions in 1998 
recorded by Amnesty (whose figures are 
considered the most reliable), 80% were in 
China (1,067), Congo (100), the United 
States (68), and Iran (66). 

Amnesty believes that the true to- 
tals for China, Congo and Iran are 
higher than those reported. These 
numbers do not, of course, include 
thousands of citizens killed yearly by 
the police or militias in government 
repressions of one kind or another. 
Yet the open employment of judicial- 
ly sanctioned execution as a matter of 
public policy is different from the use 
of military terror and death squads, 
practices which even the harshest re- 
gimes usually feel ashamed enough 
about to deny, Last year only 37 of the 
90 death-penalty countries reported 
carrying out legal executions. 

The death penalty remains most 
entrenched in East Asia. China alone 
regularly accounts for more execu- 
tions than the rest of the world com- 
bined, and applies it toa wide range of 
crimes beyond murder. Its enthusi- 
asm for the death penalty finds an 
echo in other East Asian countries, 
which apply it to drug smugglers and 
rapists as well as to murderers. The 
Philippines recently became one of 
the few countries to restore the death 
penalty after abolition. This year it 
held its first execution in 23 years. Most Is- 
lamic countries in the Middle East also re- 
tain the death penalty, although they exe- 
cute relatively few people. In addition, some 
Caribbean countries such as Jamaica and 
Trinidad remain determined to retain it de- 
spite international pressure to abandon it or 
restrict its use. 

For much of the rest of the world, 
however, capital punishment has become 
anathema, European countries have been 
among the most thoroughgoing of the aboli- 
tionists. All 15 members of the European 
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Union have themselves done away with the 
death penalty, and the eu now has an offi- 
cial policy of promoting its abolition 
throughout the world. Since 1995 the 41- 
member Council of Europe, a looser group- 
ing of countries which often serves as a step- 
ping stone for those aspiring to join the £u, 
has made an end to capital punishment a 
non-negotiable condition of membership. 
This has acted as a powerful spur to coun- 
tries in Eastern Europe, most of whom have 
got rid of their death-penalty laws in the past 
few years. The Council’s parliamentary 
assembly has threatened to suspend Uk- 
raine if it succumbs to popular pressure to 
execute Anatoly Onuprienko, who is ac- 
cused of murdering 52 people. To meet the 
Council’s requirements, the Russian gov- 
ernment has promised to abolish the death 
penalty, although it has yet to win ratifica- 
tion of this pledge from a reluctant Duma. 
On February 2nd, the Russian Constitution- 
al Court issued a judicial order imposing a 
suspension of capital-sentencing through- 
out the country. 

The death penalty is also more and more 
suspect in international law. Many defend- 
ants at the Nuremberg and Tokyo war- 
crimes trials were hanged. That would not be 
thinkable today: death cannot be imposed 
by the Yugoslav and Rwandan war crimes 
tribunals even for the worst atrocities. If a 
new permanent international criminal 
court is set up in the next few years, as many 
including this newspaper hope, it too will be 
able to punish the guilty only with prison, 
not with death. 

Abolition is called for in three interna- 
tional treaties—optional protocols to the 
European and American conventions on 
human rights, and to the International Cov- 
enant on Civil and Political Rights. More 
than three dozen countries have signed at 
least one of these protocols, making it more 
difficult for them now to return to capital 
punishment. Application of the death pen- 
alty is also condemned by various bodies of 
the United Nations. Only last month, for the 
third year in a row, the annual meeting of 
the uN Commission on Human Rights in 
Geneva passed a resolution calling for its re- 
striction and eventual abolition. 





The abolitionists’ success;'after nearly 
two centuries of trying, has occurred every- 
where despite apparent public backing for 
the death penalty. “Ican’t think ofonecoun- 
try which has abolished it with majority 
support,” says Peter Hodgkinson, director of 
the Centre for Capital Punishment Studies 
in London. Elected politicians rarely defy 
the voters in this way. Why have they done 
soona topic as emotive as the death penalty? 


Ineffective, outdated and wrong 


There seems to be a variety of reasons. In 
Western Europe, Canada and Australia po- 
litical elites apparently lost faith in the death 
penalty as a just or effective crime-fighting 
tool. High-profile miscarriages of justice per- 
suaded many judges, lawyers and politic- 
ians that courts, no matter how careful, 
could never avoid executing some innocent 
people. The risk seemed too grave for a pun- 
ishment of dubious value. “In. most western 
countries the death penalty had come to be 
inflicted relatively rarely, and there was al- 
ways a great deal of public concern about 
any particular decision,” explains Roger 
Hood, a professor of criminology at Oxford 
University and author of “The Death Penal- 
ty: A Worldwide Perspective” (Oxford Uni- 
versity Press; 1996). As he sees it, capital 
punishment “came to be seen as an anachro- 
nism, and in conflict with human rights.” 
For many emerging democracies, abol- 
ishing the death penalty has also been a way 
to make a decisive break with an authorit- 
arian past, when governments used capital 
punishment not just to punish criminals but 
to get rid of political opponents, as China 
currently seems to be doing in Xinjiang 
against the province’s Muslims. In 1995 in 
one of its first judgments, South Africa’s new 
Constitutional Court abolished the death 
penalty as “cruel, inhuman and degrading”. 
If, despite the polls, politicians and judg- 
es were gambling that popular support for 
the death penalty was troubled or half- 
hearted, they seem to have won their bet. 
With a few exceptions, public reaction to 
abolition has been muted and pressure to re- 
store capital punishment weak. Even in 
South Africa, where a soaring crime rate has 
produced a noisy pro-restoration campaign, 








backed by opposition parties, the govern- 
ment has adamantly, and so far successful- 
ly, refused to consider such a move. 

The most glaring exception to the emerg- 
ing international consensus on the death 
penalty is the United States. As other west- 
ern democracies have condemned and 
abandoned it, America has defended it with 
increasing vigour. America has even refused 
to stop executing those convicted as juve- 
niles or the mentally retarded, restrictions 
which are accepted by many other govern- 
ments. Why is the world’s richest, and ar- 
guably greatest, democracy so out of step? 

One answer may indeed be that Ameri- 
ca is, in many ways, so deeply democratic. 
Far more public officials—including police 
chiefs, prosecutors and judges—are directly 
elected in the United States than in Europe. 
To voters alarmed about crime, and with an 
appetite for retribution, the death penalty 
has become a litmus-test which few candi- 
dates, national or local, dare to fail. In 1992, 
during his party’s New Hampshire primary, 
Bill Clinton, then Arkansas governor but 
soon-to-be the Democratic presidential 
nominee, pointedly refused to halt the exe- 
cution of a man with brain damage. 

Nevertheless, the current enthusiasm of 
Americans for the death penalty remains 
something of a puzzle. It cannot, as many 
Europeans might imagine, be explained as a 
legacy of the country’s frontier past. In the 
late 18th century, American states began re- 
stricting the use of the death penalty to first- 
degree murder while most European coun- 
tries were still hanging people for a wide var- 
iety of crimes. And the state of Michigan, 
closely followed by Rhode Island and Wis- 
consin, led the way in completely abolishing 
the death penalty in 1846, almost 20 years 
before Portugal became the first European 
state to do so. Yet though pressure for aboli- 
tion built up in America before the Civil 
War—and again briefly after the second 
world war—it has dropped sharply since. 
Today 38 states, the federal government and 
the American armed forces apply the death 
penalty. And for most of the past 30 years, 
according to opinion polls, public support 
for the death penalty has risen. 

More is known about the application of 
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the death penalty in America than any- 
where else. Nearly all academic research on 
the subject has been directed at America’s 
experience. The results are perplexing. 

The commonest, and most common- 
sensical, argument for the death penalty is 
that it deters murder. But numerous studies 
have failed to establish that execution deters 
better than a long prison term. Not only has 
the United States the highest murder rate in 
the industrialised world, but murder rates 
there are highest in southern states, where 
most executions occur. Many subtler studies 
have analysed murder rates in neighbouring 
states with and without the death penalty, 
before and after high-profile executions or 
before and after the death penalty’s aboli- 
tion or reintroduction. None has found good 
evidence for deterrence. 

In certain ways this is not so surprising. 
Consider the statistics for the ten years to 
1993. About 22,000 criminal homicides 
were recorded annually in the United States 
during these years. Of these, only 2,000- 
4,000 cases were egregious enough to quali- 
fy for the death penalty and, on average, 250 
actually resulted in a death sentence. And, 
during these years, only 22 people, on aver- 
age, were executed annually. So the chances 
of a killer being caught, prosecuted, convict- 
ed and then executed during this period 
were about one in a thousand. Given these 
odds, and the vagaries of the criminal justice 
system, a killer has to be very unlucky in- 
deed to end up being executed. 

The number of executions has increased 
since 1994 to 68 last year, and may reach 100 
this year, but that does not shorten the odds 
by much and hardly alters the argument. 
Moreover, by law the death penalty is sup- 
posed to be reserved for perpetrators of the 
worst sorts of murder, criminals who have 
killed repeatedly or committed appallingly 
violent crimes. But these are the people least 
likely to be rational enough to calculate the 
consequences of their acts, or to be deterred 
by the prospect of execution. For the death 
penalty to be an effective deterrent, America 
would probably have to execute hundreds, 
even thousands, every year, nota few dozen. 
The probability that many more innocent 
people would also be executed would have 
to be weighed against the benefits of deter- 
rence. A minority of death-penalty support- 
ers might not mind. But could the majority 
of Americans stomach it? 

Probably not. When probed, the Amer- 
ican public’s support for the death penalty 
appears wide, but not very deep. Although 
70-80% of Americans regularly tell pollsters 
they favour capital punishment, few actual- 
ly apply it when given the chance. Juries im- 
pose the death penalty in only about 10% of 
capital cases, and this despite the fact that 
American capital juries are always “death 
qualified”—meaning that death-penalty 
opponents are barred from hearing the case. 

Numerous polls have found that sup- 
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Condemned to death but innocent 


port for the death penalty drops by 20-30 
percentage points if life imprisonment with- 
out parole is offered by way of alternative, as 
it must be in 22 death-penalty states. A poll 
in 1997 for Time magazine confirmed that 
74% of respondents supported the death 
penalty, but also found that 52% did not be- 
lieve that it deters people from committing 
crimes and 60% did not agree that the desire 
for vengeance held by a victim's relatives 
was a good enough reason for putting a mur- 
derer to death. A 1995 poll of 386 police 
chiefs commissioned by the Death Penalty 
Information Centre, a research group, 
found that two-thirds did not agree that the 
death penalty reduced homicide or served as 
a useful tool of law enforcement. Over 80% 
thought that murderers did not think about 
punishment before killing. Nevertheless, a 
majority of these police chiefs, like a major- 
ity of the public, still said they favoured the 
death penalty. For many Americans, capital 
punishment seems more a symbol of socie- 
ty’s indignation at the evil in its midst than a 
fair or useful weapon against crime. 


At the expense of justice 


If symbol itis, it has proven a costly one. Be- 
cause it is irrevocable, and because taking 
someone’s life even in the interests of justice 
is sucha heavy step, America’s judiciary has 
struggled for decades to apply it fairly and 
consistently, and largely failed. The subject 
has tormented the Supreme Court. Death- 
penalty jurisprudence has become abstruse- 
ly complicated as a divided court has flip- 
flopped over how much discretion to allow 
judges and juries in capital cases. In 1972 the 
court found that existing death penalty stat- 
utes breached the constitution’s eighth 
amendment because death sentences were 
being applied so arbitrarily that they were 
“cruel and unusual in the same sense that 
being struck by lightning is cruel and unusu- 
al.” All outstanding death sentences were 
commuted to life imprisonment. 

In 1976, after that short lull, the court al- 
lowed executions to proceed again under re- 
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drafted state statutes. Since then it has fre- 
quently changed the rules, most recently 
restricting appeal avenues so as to shorten 
the time between conviction and execution, 
now averaging almost ten years. Even so, re- 
searchers still find inequities in how the 
death penalty is applied. Avoiding a death 
sentence depends a lot on having a good law- 
yer. Not surprisingly, rich, well-educated 
murderers rarely get a capital sentence. And 
the risk of executing the innocent remains 
very real. Since 1973, 78 people have been re- 
leased from death row after evidence of their 
innocence emerged. 

The attempt to apply the death penalty 
fairly has exhausted even some of its staun- 
chest supporters on the bench. After retiring 
from the Supreme Court, Lewis Powell, the 
author of a landmark 1987 decision uphold- 
ing Georgia’s death penalty even in the face 
of an undisputed statistical study showing 
racial bias in its application, said that he re- 
gretted the decision and backed abolition. 

Harry Blackmun, one of Powell’s col- 
leagues, was even more eloquent. In a 1994 
dissent near the end of his career he wrote: 


From this day forward, 1 no longer shall tinker 
with the machinery of death. For more than 20 
years I have endeavoured...along with the major- 
ity of this court, to develop procedural and sub- 
stantive rules that would lend more than the mere 
appearance of fairness to the death penalty en- 
deavour. Rather than continue to coddle the 
court's delusion that the desired level of fairness 
has been achieved...1 feel morally and intellec- 
tually obligated simply to concede that the death 
penalty experiment has failed. 


America’s stubborn retention of the 
death penalty is usually seen as the aboli- 
tionist movement's greatest defeat. And yet 
in the long term it may prove to be one of its 
greatest assets. If even America, with its 
complex legal guarantees and elaborate 
court system, cannot apply the death penal- 
ty fairly or avoid condemning the innocent, 
then do executions have a place in any soc- 
iety which values justice? 








ree es 








HE first thing you should 

know about hobos, Irving Ste- 
vens would say, is that they are not 
tramps. If you are a tramp you are 
content to live by begging, with 
perhaps a bit of stealing to help 
things along. Hobos are wandering 
workers, prepared to go anywhere 
in search of a job, and when that 
job runs out to move on to some- 
where else more promising, Being 
a hobo, self-sufficient, despising 
welfare, is thus acceptably Ameri- 
can, and probably more than that. 

When Mr Stevens was elected 
king of the hobos at the hobos’ con- 
vention in Iowa in 1988 he became 
nationally famous. His homely 
wisdom dispensed on television 
programmes formed the subject of 
numerous newspaper articles ex- 
tolling the merits of the hobo phi- 
losophy. Perhaps only a country as 
rich and secure as America could 
get irrepressibly sentimental about 
what is, in essence, casual labour. 
If there are hobos in Japan, they 
keep quiet about it. In Europe, the 
remaining gypsies have largely lost 
what romance they had and are 
mostly regarded as a nuisance. 

American hobos, though, are 
associated with two powerful 
sources of myth: freight trains and 
cowboys. The great ranches of the 
west were a reliable source of sea- 
sonal work, either herding cattle or, less glamorously, doing farm 
work: hobo is probably a corruption of “hoe boy”. Some hobos 
carried their personal hoes from job to job, like old-time shep- 
herds with their crooks. 

The railroads got you there. Many hobos were known by 
names derived from their prowess at riding the rails. Steamtrain 
Maury and Choo-Choo Johnson were two of the most famous. 
Mr Stevens already had a nickname, Fishbones. “Everyone called 
him that, he was so thin,” his sister recalled this week. “You could 
see his bones through his skin.” It wasn’t so much the romance 
that sent Fishbones in his early 20s on his travels from his home in 
Maine. He was simply poor and hungry and America was in de- 
pression. The story-telling came later. 





His secret formula 
Irving Stevens wrote two books about his experiences, “Dear Fish- 
bones” and “Hoboing in the 19308”. His stories have charm, and 
usually end with a moral point. Kind reviewers have said that 
they are a bit like Aesop’s fables. But distance may have lent en- 
chantmentto what must have been a life of hardship. Other hobos 
who have put their memories into words tell of the “bulls”, the 
railway police who would beat up the boxcar riders, or shoot 
them; and of life in the “jungle”, the name given toa community of 
hobos who had pooled their resources. 

Mr Stevens was most famous for inventing a fly repellent that 





Irving Stevens, America’s king of the 
hobos, died on May 4th, aged 88 





abominably, but it kept the bit- 
ing things away. “Well, 1 
thought, if the stuff works so 
well, I can probably sell it.” Mr 
Stevens enhanced his American 
credentials by becoming an en- 
trepreneur, if in a small way. 
Irving's Fly Dope, bought by 
grateful fishermen and camp- 
ers, provided Mr Stevens with a 
regular income in his later life, 
when he had given up hoboing. 
He kept the formula as secret as 
Coca-Cola’s. 

The second world war (in 
which Mr Stevens served in the 
air force) ended America’s 
Great Depression, and ended 
the need to look far and wide for 
work. There was plenty nearer 
home. Mr Stevens settled down, 
got married and had six chil- 
dren. There were now fewer ho- 
bos trailing across America but 
the breed was not extinct. There 
was still casual work to be had, 
the amount influenced by the 
booms and busts of the Ameri- 
can economy. 

Even now, with the econo- 
my roaring ahead and seeming- 
ly unstoppable, some hobos still 
feel a need to roam. “Hoboing 
gives you an absolute peace and 
freedom,” recalled one addict. 
“There's nothing better than 
riding the rails in a clean boxcar and watching the world go by.” 
This idyllic picture has helped to give birth to a new type of Amer- 
ican hobo: young, often well-educated but not poor, not in need of 
work, unlikely to carry a hoe, and only a phone call away from 
anxious, supportive parents. The Hobo Times is full of fatherly ad- 
vice to the innocent: don’t travel alone; keep a supply of one dollar 
bills handy so you are not seen changing a big one; best to light a 
fire only in the daytime because at night it might attract unwel- 
come strangers; remember that there are serial murderers roaming 
the “high iron”. 

The railway companies have put up posters aimed to deter ho- 
bos and others from riding freight trains. In 1997, 529 people died 
as a result of trespassing on the railways. Even experienced rail- 
riders find it difficult to get aboard modern trains driven by diesel 
engines which gather speed more rapidly than the steam trains of 
the old days. 

The history of hoboing, ancient and modern, has become a re- 
spectable academic discipline. As his fame grew, Mr Stevens saw 
himself as the head of American hobos’ first family. In 1993 he 
crowned one of his daughters, Connie Hall, queen of the hobos. 
They are together in our picture. More than 30,000 people 
watched the ceremony. Yes, Mr Stevens said, there were female 
hobos, like Boxcar Bertha of lowa, who died about five years ago. 
They were treated as equals by the men and never harmed. Irving 
Stevens thought they might be called early feminists. But that’s an- 
other story. 
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he refined, and seemingly perfected, over many years. It smelt 
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COURSES 





Templeton 


The Oxford 
Advanced 
Management 
Programme 


20 June — 18 July 1999 | 3- 30 October 1999 


Please send details of Name 

The Oxford Advanced Management Programme 
‘ Address 

Return to 

Caroline Lomas, Templeton College 


University of Oxford 


Oxford ox1 5Nny, England Tel 
Tel +44 (0)1865 422771 Fax +44 (0)1865 422501 Fax 
Email amp@templeton.oxford.ac.uk 

Email 


www.templeton.ox.ac.uk 
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Presents a global overview of the 
business enterprise and its strategic 
challenges. This programme at 
Templeton provides a unique 
opportunity to stand back and pursue 
your own learning agenda, assisted by 
a world class team of individual tutors 
and in the company of some of the 
most international and high calibre 


senior executives. 
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| FOR MONETARY 
AND BANKING STUDIES 


ICMB INTERNATIONAL CENTER 
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1999 GENEVA 
EXECUTIVE COURSES IN 
FINANCE 


For the past decade ICMB has built a solid reputation 
training executives frorn over 900 institutions and 
84 countries in the latest asset allocation and risk 
management techniques. A highly renowned interna- 


` tional faculty assists participants to build skills which 


enable them to meet the challenges of a rapidly 
changing environment. 


Starting in 1999, we are pleased to collaborate with 
FAME in the organization of our executive courses. 


Yacine- Ait-Sahalia May 24 - 28 
INTEREST-RATE MODELS: THEORY AND PRACTICAL 
APPLICATIONS 


Francis X. Diebold May 31 - June 3. 
ADVANCED METHODS FOR ESTIMATING AND 
FORECASTING VOLATILITY IN FINANCIAL MARKETS 


M. Musiela and S. Neftci June 7-11 
PRACTICAL IMPLEMENTATION OF FORWARD LIBOR: 
AND FORWARD SWAP MODELS 


Kevin Wilson August 16 - 20 


SHAREHOLDER VALUATION AND SECURITIES ANALYSIS 


Hashem Pesaran August 23 - 27 
FORECASTING TECHNIQUES IN FINANCIAL MARKETS 


Richard. Levich Aug. 30 - Sept. 3 
EXCHANGE-RATE.AND INTEREST-RATE ECONOMICS 
AND FORECASTING 


Stephen Schaefer September 6 - 10 
BOND PORTFOLIO AND INTEREST-RATE RISK 
MANAGEMENT 


Philippe Jorion 
GLOBAL ASSET ALLOCATION 


René Stulz September 20 - 24 
FINANCIAL RISK MANAGEMENT AND DERIVATIVES 


Paul Embrechts September 27 -29 
EXTREME VALUE THEORY AND RISK MANAGEMENT 


Mike Staunton October 18 - 22 
EQUITY PORTFOLIO MANAGEMENT 


David Cox November 1 - 5 
QUANTITATIVE TECHNIQUES FOR FINANCIAL MARKETS 


Didier Cossin November 15 - 17 
CREDIT RISK PRICING, MANAGEMENT AND 
THE USE OF CREDIT DERIVATIVES 


Salih Neftci November 22 - 26 
MECHANICS OF FINANCIAL ENGINEERING 
WITH APPLICATIONS 


September 13 + 17 


To register and obtain our detailed brochure, 
please contact: 

Fabienne Scagliola or Béatrice Candolfi 

ICMB, Av. Blanc 49, 1202 Geneva, Switzerland 
Phone: +41-22/731 95 55, Fax: +41-22/731 95 75 
E-mail: icmb@hei.unige.ch 
http://heiwww.unige.ch/icmb/ 


Henley'’s OBA Programme, 

run in conjunction with Brunel University, is 
designed to develop personal, consultancy and 
research competences in relation to career 
objectives. 


Doctor of 
Business 
Administration 


"I am very impressed with your DBA 
programme. The curriculum is 
excellent and the students and faculty 
are outstanding” — Prof. Joseph F Hair, Jr., 
Director, Entrepreneurship Institute, Louisiana State 
University, author of Multivariate Data Analysis. 


This international, part-time programme 
incorporates research focusing on the 
management issues facing global commercial 
and public sector organisations. 


"For me, it's the leading edge 
programme for lifetime learners 
wanting to maximise their personal 
potential " — Peter Finnegan, Consultant, 
DBA. participant. 


Apart from formal workshops and linkages with 
other institutions, the use of electronic media 
enhances networking opportunities globally. 
‘The programme attracts high calibre candidates 
and contributors from all over the world. 


To be eligible, candidates must have an MBA 
or equivalent. For more information, please 
contact Jackie Coleman. 


a, HENLEY 


ile yee” 
"agement co 


Tel: +44 (0) 1491 571454 

Fax: +44 (0) 1491 571574 
Email: dba@henleyme.ac.uk 
Internet: www.henleymc.ac.uk 
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UNIVERSITY DEGREE 


For Life, Academic & Work Experience 


Degrees for people who want to be more effective 
and secure in their jobs or professions, 


Earn your BACHELOR'S, MASTER'S or DOCTORATE degree by 

















at your own pace through home. study, 
Sendiax detailed resume for a NO-COST evaluation. 


Pacific Western University 
1210 Auahi Street, Dept 197, Honolulu; HI 96614-4922 


"AS you know 
experience is 
su the best 





teacher... But 1-(808) 597-1909 
Avgrens eres CALL: (800) 424-3244 ext 497 UK: 0800-960-4193 
PAFS. 






Fax: (310) 471-6456 E-Mail: admissions @pwu.com 
http /Avwww.epwu-hi-edu 






niversity 
f Surrey 


M B A * Full time • Part time 
* Open Access ° Distance learning 


Ni S In a wide range of specialisms, 
Cc including the following: 

+ Management + Human Resource Management 

* Marketing + International Business + Financial Services 


Amsterdam 
Institute of Finance 


In cooperation with the faculty of INSEAD 


Foundations of Finance 


Due to great demand, this additional session of our 
i popular program, now running for seven years, is 
being offered from July 8 ~ 30 


+ Enjoy the summer in the historic heart of 

Amsterdam, a leading European financial 

center 

Learn the essential principles of modern 

corporate finance in just three weeks 

* Join a diverse group of corporate and 
finance professionals, consultants and 
bankers 





For information, please visit our Web site, or contact Ms. N, Drewatt. 


ne: +3 1-20-5200 162/160 - fax: #31-20-5200161 
i Enl - internet: www.aif.nl 


ail: infe 


Mat our utilizing your life and work experience. College equivalent credits are 
aea yonr given for your: Job, military, company training, Industrial 
p k a courses, seminars and business experience. 
legal degree | We accept collage credits no matter when taken. 
and Our graduates are recognized for their achievements in business and 
transcripts industry. We will assist you in completirig your degree requirements 
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ADVANCE YOUR 
IKNOWLEDGE 


AND YOUR CAREER 
at MIT’s Advanced 
Study Program 























Enroll on campus and pursue a planned program 
of study designed to enrich your professional 
growth, putting you at the forefront of technology 
and industry practices. 





Join working professionals from around the world 
to advance your knowledge and your career at 
MIT's Advanced Study Program. 






Earn MIT credit and a Certificate of Completion. 





For information contact: 

ASP Marketing Coordinator 
Massachusetts Institute of Technology 
Telephone: 01-617-253-6128 


Center for Advanced Educational Services be 
Fax: 617-258-8831 M | 


77 Mass. Avenue, Room 9-335 
http://www-caes.mit.edu ¢ E-mail: CAES-ASP@mit.edu 








Cambridge, MA 02139-4307 






AT THE AMSTERDAM LAW SCHOOL 

1999 - 2000 

The AMSTERDAM Law ScHoon offers four postgraduate law programs lva- 
ding to a Master of Laws Degree within a single academic year, commen- 
cing in September of 1999 

European Union Business Law, LL.M. 

European Union and International Trade Law, LL.M. 
International and European Environmental Law, LL.M. 
Comparative Law, LL.M. 


onee 


In addition the Amsterdam Law Schaol presents the International Summer 
Courses 


July 5.31 American Law, 37th edition (in co-operation with Leyden 
University and Columbia University, New York) 
International Trade Law 

General Course: An introduction to EC Law 
Introduction to EC Environmental Law 

Recent Developments in EC Competition Law 

EC Telecommunications and Broadzasting Law 


August 9-13 

August 16-27 
August 18-29 
August 23-25 
August 25-27 


fox information contact: 
Amsterdam Law Scheol 
PO. Bos 1030 

‘ Amsterdam 


ia 





ata 


AMSTERDAM Law ÑEHUOL 


g 


UNIVERSITEIT VAN AMSTERDAM 
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. * 


Preferred *No classroom attendance + Distance learning. 


Americas MEE MONTICELLO UNIVERSITY 


h + Distinguished faculty » Accelerated degree programs 
Distante * Credit for work experience » Students from 96 
Lea ring countries and 30 states in the USA. 


u nA Washington International University 
Š P.O, Box 1138, Bryn Mawr, PA 19010-USA 
Fax:610-527- 4008 - E-mail: washuniv@op.net. 















London Hotel School offers the 
opportunity to qualify to work in 
the world's biggest & fastest 
growing businesses. Choose from London 
5 UK & USA accredited hospitality « Hospitality General 
Diploma courses of 12 theory units Management 

which you can start any month, » Human Resources 
followed by a one year paid * Hospitality Finance 
intemship in a London hotel. * Sales & Marketin 
L.H.S. the management fast track. £ 


ee THE DIRECTORY OF MBAs 
Hotel School http://www.editionnxii.co.uk 


Edition XU's The Directory of MBAs is the leading domestic and 
international guide to MBA programmes. Available on-line, in all good 
bookstores and direct from the publishers (ISBN 1 86149 020 8). 
Tel: 444 1814414233 Fax: +44 181 441 4677 
E-mail: market@editionxii.co.uk 






























* Hospitality & Tourism 

Contact us for a brochure 

Tel: 44(0)171 665 D 
ww. londont | 









Your education, any time, any where 
eHigh quality program 

Affordable & cost effective 
aBadelon, MBA and Pb.D-in Business 
eLive student-faculty videoconferencing 















Tek (714) 816-0366 
Fax: (714) 816-0367 





HUD of HARVARD UNIVERSITY 





10542 Calle Lee Suite 102 
Los Alamitos, CA 90720 







EXECUTIVE PROGRAM ON MACROECONOMIC 
POLICY AND MANAGEMENT 








Email: registration@tourouniversity.edu 
Web Site: www.tourouniversity.edu 


SOLVAY BUSINESS SCHOOL || 


Université Libre de Bruxelles | 


è i year intensive MBA in English 
@ International faculty & student body 
@ Specialisation in European Management 


E-mail:mba@ulb.ac.be 





June 28 - July 23, 1999 Cambridge, Massachusetts USA 









Designed for analysts and policy makers working on 
macroeconomic issues in developing and transitional 
economies. 



















For more information please contact: 
The Program on Macroeconomic Policy and Management 
Harvard institute for International Development 

14 Story Street, Cambridge, MA 02138, USA 

Phone: (617) 495 9779, Fax: (617) 496-2911 or (617) 495-0527 
Email: macteach@hiid.harvard.edu 

www. hiid.harvard.edu/straining 




















FRENCH SPANISH N 


in SPAIN 


in FRANCE, in BELGIUM 


DUTCH 






GERMAN 


in BELGIUM in BELGIUM 


COURSES FOR 66 HOURS PER WEEK . “4 tN 
PEOPLE IN THE TARG i 2 a CERAN LINGUA 
International information 

and reservations: 





























* ADULTS from 19 years 

* RETIRED PEOPLE OF 55 AND ABOVE 
{Special conditions available) 

* JUNIORS from I] to 18 years 


- FRENCH in BELGIUM Oo) ster 
ENGLISH in ENGLAND. Putting into practice with our teachers: 


in BELGIUM at breaks, meals and evening socio-cultural, activities 

















up to 45 private and/or group lessons Tel: + 32-87-79 1122 
and pedagogical activities Fax: + 32- 87-79 1] 88 
& Since 1975 E-mail: 
in USA: Languagency Customer @ceran.be 
Tel: 1 (413) 384-0334 Internet: 
xh http-/Awww.ceran.com 
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MANAGERS 


International 


Business Development 





Our client, 

a major US. 
corporation with 
worldwide opera- 
tions, is seeking 
to extend its 


presence ina 


number of 


international 
markets, Skilled 
business managers 
and executives 
with overseas 
experience are 
required to lead 
and guide this 
expansion initia- 
tive. Current loca- 
tions of interest 


include, but are 


With a focus on marketing and 
business development opportunities. 
you will establid new sites in foreign 
locations, recruit local personnel, and 
direct business operations. Managers 
must have a professional background 
and demonstrated experience in one or 
more business and technology fields, 
inchiding business negotiation on, sales! 
marketing, manufacturing, computers, 
telecommunications, and engineering, 
Technical and scientific professionals 
with limited business management 
experience will also be considered if 
they otherwise qualify. 

Our client seeks professionals with 
motivation and drive who have proven, 
successful track records in international 
business. Demonstrated qualifications 
should include strategic, planning and 
aggressive business davelopnisnt skills. 
Candidates must be able to empower 
employees and manage their activities 
wth minimal direct supervision, while 
delivering accountability for their 
entire enterprise. Foreign language 
skills are a definite plus. 


An attractive compensation and 
benefits package is offered. Due to the 
large number of responses we expect, 
it may not be possible to reply to every 




















not limited to, 


Latin America, 


candidate, No telephone inquiries will 
be accepted. EOE. To apply send your 


resume (must. it dude reference: ECS 15} 


Asia, and 


Eastern Europe. 


Professional Pla 





COURSES 


acement Worldwide 











COLLEGE DEGRE 
DISTANCE EDUCATION ON YOUR SCHEDULE 
B.S M.S, Ph.D, Many fields. No classes. 

NO COST evaluation! Send resume. 

6400 UPTOWN. BLVD NE - SUITE 398-W 
Pept. 34- ALBUQ, NI 87110-054 
1-505-889-2711? 


1,15. 28000 Madid{ Spain) 
2 839 |. Fax: +34 y 315054 
Emak To 


| WWW h on 





personalized 
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Rushmore 


ary MBA 


MBA or Ph. raed regen Learning 
Bachelors not alwa uired. add. 
itional international facu needed. 
370 Anchor Drive Ste. 250, Dakota Dunes 
SD $7049 US, Phone: 605-232-6039 
Fax: 605-232-6011 ec@distancernba.cam 


www.distancemba.com 








WITH § YEAR REFUND GUARANTEE 
A Dip TEFL, MBA or PhD by distance learsinglife experience! 
honorary award from MOG. impossible? Leam about 1600+ J 
non-traditional universities worldwide finchuting many widely 


Fax. #662 634.7965 Quote Dept 2. Give street address 





173 Surawang Ra Goch 124), Bangkok, 10500 




































Hague, The Netherlands 


Ia and research in develapment 
Siem, 


The Institute of Social Studies is 
an international centre of higher education 


studies. 


Postgraduate teaching programmes are 


A” available at Diploma, MA and PhD levels, 





jects and advisory services in ma 


Responsibilities: 
fi hing, research, and advisory activities 





analysis, implementation, evaluati 
y, organisation studies, manage 


advisory services. 


Requirements; 
PhD or equivalent in a relevant discipline, 


record of publications; 


¢ Experience in teaching at (post)graduate | 
* Commitment to interdisciplinary education and research in 





ny countries. 


in two or more 


as of public policy and development management, such 


on, public finance, 
ment of conflict 


e, public sector reforms, decentralisation, 





with a good 


level; 


development management and public policy; 

Professional experience in developing and/or transitional 
countries - Asia, Africa former Soviet bloc,Latin America 
and the Caribbean - plus well-informed about public policy 


and management in OECD countries. 










Employment conditions are comparable to those at Dutch 
universities. Salary dependent on qualifications and 
experience in accordance with the salary scales for academic 
staff at institutions of higher education in The Netherlands, 
with a maximum of NLG 7396 (scale 11) or NLG 8429 (scale 12) 
gross per month, plus eight percent holiday allowance. 


Applications,accompanied by a curriculum vitae and the 
names of three referees should reach the ISS 
1999, addressed to: Professor JB Opschoor 
of Social Studies, PO BOX 29776, 2 
The Netherlands. Women as well a 
from developing countries are e 
readers are requested to bring Qi: 
attention of Pope applişan 





fore 31 May 
tor, Institute 
Hague, 

who originate 


ëd candidates will 


f output; at that 


activities may be 











ECONOMISTS - FINANCIAL STABILITY 


The Bank of England is seeking highly-qualified economists and analysts to assess threats to financial stability 
and the efficiency of the financial system in the light of its responsibility for the overall stability of the 
financial system as a whole. These positions offer an exciting opportunity to work at the cutting edge of 
research and policy, with opportunities for publishing research. For all positions, candidates will need: 


@ a masters or PhD in economics or finance, 
@ interest and at least three years previous experience in policy-related work, 


@ strong technical skills and proven ability to present analyses and research findings in non-technical terms. 


(1) Financial institutions analysis (FS Q2/99A) 

The Financial Institutions Team is responsible for monitoring the performance of bank and non-bank financial 
institutions, analysing the impact of both business strategies, and developments in the wider economy, for the 
stability and effectiveness of the financial sector as a whole. Candidates should ideally have relevant 
experience in analysis of financial institutions. 


(2) Financial market analysis (FS Q2/99B) 

The G-10 Markets Team undertakes quantitative analysis of the major domestic and international capital 
markets to extract information from these markets relevant to their stability and that of the system generally. 
A strong background in quantitative financial analysis (including relevant programming expertise) is required. 


(3) Economic analysis of the financial systems of the US and Japan (FS Q2/99C) 

The G-10 Financial Advisers Team assesses developments in the financial structure and behaviour of the major 
industrial countries, with a view to detecting risks to stability. Candidates for these positions will ideally have 
considerable knowledge of the Japanese or US financial sectors derived from previous employment or 
academic research, as well as a strong background in the economics of banking and financial markets. 


(4) Economic analysis of prudential regulation (FS Q2/99D) 

The Prudential Regulation Team analyses financial regulation from a systemic risk perspective, and 
contributes to the debate on capital standards through membership of a range of international committees. 
This senior position within the team involves quantitative research into the impact of regulation on financial 
sector behaviour and into determinants and measurement of risk. 


(5) Economics of systemic risk (FS Q2/99E) 

The Regulatory Policy and Research Team carries out theoretical and empirical research into the economics 
of systemic risk, contagion, bank behaviour, regulatory incentives, lender of last resort, as well as the costs of 
financial instability. This position could suit a research and policy oriented economist with a background in 
banking theory, applied financial economics or international finance. 


(6) UK corporate sector financial analysis (FS Q2/99F) 

The Corporate Finance Team analyses financing developments in the UK corporate sector in order to assess 
the wider risks to financial stability. It is seeking an economist to develop its quantitative analysis of the health 
of the corporate sector. A background in applied econometrics or quantitative financial economics and some 
experience of large company sector databases would be an advantage. 


Salary will be commensurate with qualifications and experience. To apply, please send your CV, including 
details of any publications and salary history, as well as specifying when you would be available for work, 
to Mrs Jan Williams. Personnel Division BB-3 (quoting vacancy reference number FS Q2/99 A, B, C, D, 
E or F), Bank of England, 1 & 2 Bank Buildings, Princes Street, Threadneedle Street, London 
EC2R 8EU. The closing date for applications is Friday 28th May. 


The Bank is an equal opportunities employer. 
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King’s College London 


The John D and Catherine T MacArthur Foundation Programme on Peace and International Cooperation 


The Department of War Studies, King’s College London, is a 5* rated 
inter-disciplinary department devoted to the study of all aspects of war 
and conflict. With a distinguished record of research covering military and 
naval history, strategic studies, civil-military relations, regional security, 
new security threats and complex emergencies including peace-support 
operations, the Department provides an excellent base for your research. 


As a result of the award in January 1998 of a second three year 
Institutional Fellowship in “Regional Security in 
a Global Context’ under the Programme on Peace and International 
Cooperation of the John D and Catherine 
T MacArthur Foundation, the Department is pleased to invite 
applications for a post-doctoral fellow and two NGO fellowships. 
We are seeking an outstanding post-doctoral candidate with an 
interest in one of the following fields: 


© why states collapse and how complex emergencies arise 

* the ways in which the international community responds to 
these emergencies 

* how such responses raise questions about: the nature of 
sovereignty, the legal and ethical basis of intervention, the role 
of domestic and international actors, and demobilisation 

* the relationships between economic development, civic society, 
social mobilisation and governance in processes of the 
reconstruction of failed states 

* how all states are facing growing challenges to their legitimacy 
over control of armed force in their own societies 









‘Regional Security in a Global Context’ 
Fellowships and Scholarships offered by the Department of War Studies, 


w CH2MHILL 
ie 


ING'S 
College . 


LONDON 
Founded 1829 


University of London 


* how to control arms proliferation 
* how the axis of regional security has shifted from East-West to 
North-South issues 


One position is available from September 1999 for a twelve 
month post-doctoral fellow, to be paid in the scale £17,869 to 
£25,785 (inclusive of £2,134 for London Allowance) per annum. For 
further details, please contact School of Humanities - Recruitment, 
King's College London, Strand, London WC2R 2LS, United 
Kingdom, Fax: 44 171 848 2415 or email mary.Lcollins@kcl.ac.uk. 
Please quote reference W2/AAW/40/99. 


Two short-term NGO fellowships will be awarded. These are for 
candidates with relevant experience in non-governmental 
organisations, keen to build on this experience in an academic 
environment. Salary costs will not be covered but fellows will be given 
a grant of up to £4,400 to cover purchase of books and materials, field 
trips and related expenses. Fellows must be based in London at King’s 
for the semester during which they take up their fellowship. 


For further details on the NGO scholarships, please contact: 
Andrew Steele, Events and Programmes Officer, Department of 
War Studies, King’s College London, Strand, London WC2R 2LS, 
England. Tel: 44 171 848 2756 Fax: 44 171 848 2748, Email: 
war.project@kclac.uk. 

The closing date for all applications is 15 June 1999 


Equality of opportunity is College Policy 


WATER & WASTEWATER OPPORTUNITIES 


CH2M HILL is a global firm with over 7,000 staff in 110 offices, We are 


employee-owned with regional consulting and contracting activities across 


Europe, the CIS and the Middle East. Our London office has a number of project and permanent opportunities in the Middle East and Central and 


Eastern Europe, including the CIS. Opportunities include both 


short-term and long-term international assignments, These projects require Water and 


Wastewater engineers, project managers, institutional development specialists and contracts specialists, with an ability to work in a multi-cultural 


setting. Fluent written and spoken English is essential. A second | 


° Ref. 1.0: Engineering Design Manager, Water & Wastewater 
Systems 
A degree qualified civil engineer (or equivalent) with 15 yrs 


experience in design and construction in the water & wastewater 


engineering field. International experience with demonstrated 
capability of working well in a multi-cultural environment. Strong 
management and leadership skills, 

Ref 2.0: Senior Project Manager, Water & Wastewater Systems 

A degree qualified engineer with 15 yrs experience in planning, 
design or construction of water & wastewater facilities including a 
minimum of 5 yrs experience in project management. Demonstrated 
experience with project management systems for scheduling, budget 
control, etc. International experience with demonstrated capability 
of working well in a multi-cultural environment and strong 
leadership skills essential. 

Ref. 5.0: Construction Manager 

A minimum of 15 yrs experience in construction management of 
water & wastewater facilities. International experience with 
demonstrated capability of working well in a multi-cultural 
environment. Strong management and leadership skills. 


anguage is advantageous. Further details are outlined below: 


* Ref. 4,0: Institutional Development Specialists 


A degree in finance, economics or equivalent and 10 yrs experience in 
development and strengthening of utilities, preferably municipal water 
and wastewater utilities, in developing or transitional economies. 
Experience working with international financing institutions desirable, 
Ref. 6.0: Contract Management Specialist 

Candidates should be. familiar with FIDIC Form of Contracts, World 
Bank, USAID, USTDA Forms of Contracts, preparation bidding and 
tender documents, and budget administration. Familiarity with FAR and 
US Federal Government procurement and contracting would be 
advantageous. An engineering, legal or finance background with a 
minimum of 5 yrs related experience is essential. 

Ref. 7.0: Hydrogeologist 

Candidates should be degree qualified with a MSc in hydrogeology or 
equivalent and at least 3 yrs practical experience in drilling and related 
field tasks. Experience in geochemistry and/or groundwater modelling 
would be advantageous. 

Ref.3.0: Project Engineers/Task. Mgrs, Water & Wastewater Systems 

A degree qualified engineer with 8 yrs experience in planning, design or 
construction of water & wastewater facilities. 


A competitive salary and benefits package is offered. Candidates with. suitable qualifications and experience should apply in writing, 
f enclosing a CV and details of current salary, to: 
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Business Strategies, one of the UK’s leading economic 
and business consultancies want to appoint a Consultant at a 
salary of £22,000. Applicants must have a postgraduate 
qualification in economies. He/she will have at least two years 
business experience with a quantitative and modelling element. 


TEA RESEARCH FOUNDATION (CENTRAL AFRICA) 





ASSISTANT DIRECTOR (RESEARCH) 

















TRE(GA) is an independent industry funded research organisation, based in 
Malawi and responsible for tea research in Malawi, Zimbabwe and South 
Africa. The Assistant Director (Research) is responsible for managing and 
directing research programmes and assisting, with the preparation of reports. 
This is a highly responsible post, requiring substantial research experience in 
tropical perennial crops. 





An ability to handle large datasets and report writing are essential. 
Some knowledge of portfolio theory and taxation economics would 
also help. 















To apply, write to: Applications ta: The Director, Tea Research Foundation, 


11 Upland Rise, Westbury, Wilts. BAI3 3HW, 






Nicola Welchman at Business Strategies Ltd, 


192 Vauxhall Bridge Rd, London SWIV IDX For further information velephone 01373 823628 or fax 01373 301607. 











Foundation for international 
Environmental Law and Development 


DIRECTOR 


FIELD is seeking a Director to have primary responsibility for policy 
direction and management of the organisation. The Director will also 
contribute to substantive international legal work. 


FIELD is an internationally recognised non-profit organisation involved in 
providing international legal assistance in environment and sustainable 
development, and graduate teaching and research at London University. 
The Director is likely to be a lawyer with expertise in EU and international 
issues and have appropriate management experience. 


Salary will be commensurate with qualifications and experience. 
Deadline for applications: 4 June 1999. Interviews: 21st June 1999. 
For further details please contact: 


FIELD, 46-47 Russell Square, London WC1 B 4JP. 
Tel: +44 (0)171 637 7950 Fax: +44 (0)171 637 7951 
Email: cd2@soas.ac.uk 
http:/Iwww.field.org.uk 


FIELD aims to be an Equal Opportunities Employer. 
Registered Charity No 802934 


Department for CAPITAL MARKETS REGULATION - | 


D) F l D) Aaaa RESIDENT ADVISER 
CAIRO 


b kers, dealers and banks), infrastructure, new financial 
instruments and public information. 


UNIVERSITY OF 


OXFORD 


In association with Wadham College 


Temporary University Lecturership in Economics 


Applications are invited for the above post, tenable for four years from 
1 January 2000. University salary according to age on the scale £16,655 to 
£31,010 per annum. The successful candidate may be offered a tutorial 
fellowship by Wadham College, in which case the combined university and 
college salary would be according to age on a scale up to £37,113 per annum. 
Additional college allowances may be available. 

Further particulars (containing details of the duties and full range of 
emoluments and allowances attaching to both the university and college 
posts) may be obtained from Miss G. Coates, Institute of Economics and 
Statistics, St Cross Building, Manor Road, Oxford OX1 3UL (Tel: 01865. 271088; 
e-mail: gillian.coates@economics.ox.ac.uk). The closing date is 1st June 1999. 


The University is an Equal Opportunities Employer. 
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cated to degree level, you will have wide experience of the 
lation of developed capital markets and, ideally, some 
emerging markets. Excellent communication skills 
quisite. You should be able to communicate easily in 


> contracted to DFID for 18 months based in Cairo. 
cof your contract will be subject to negotiation, 
rate with qualifications and experience. 


nt toS tans 





ore than 2 pages demonstrating your 
for International Development, Abercrombie 


The Department for International Development (DFID) is the national non-governmental organisations, and institutions such 
H 8 5 
British government department responsible for promoting as the World Bank, UN agencies and the European Commission. 
development and the reduction of poverty, DFID is committed to Most of our assistance is concentrated on the poorest countries 
the internationally agreed target of halving the proportion of in Asia and sub-Saharan Africa, bul we also work in middle 
ti à 
people living in extreme poverty by 2015. income countries, and in Central and Eastern Europe, 


DED works in partnership with governments, international and DFID adheres to the Civil Service’s Equal Opportunities policy. 
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THE SCOTTISH OFFICE 


Executive earning $50K-500K+. Career searching into, within. or out of 
urope/U.S.? A new position is closer than you think! Free info. 








Economic Adviser 
Assistant Economists 


We have excellent opportunities for talented graduates to join 
our highly skilled and professional team of government 
economists. The Government Economic Service is responsible for 
providing information and advice to Scottish Ministers, the 
Scottish Parliament, and policy colleagues. The majority of posts 
are in Edinburgh although a limited number are in Glasgow. 


As an Economic Adviser you will analyse, evaluate and assess 
various aspects of the Scottish economy and provide advice and 
briefing on sectoral activity, policies and programmes. You will 
have a sharp analytical mind and sound evaluative judgement. 
You will also have the necessary written and oral presentation 
skills. You will also have a proven track record in the field of 
economics and will be an effective leader and manager of people 
and projects, 


As an Assistant Economist you will support the work of the 
Economic Advisers, The ability to analyse complex issues, 
sometimes at short notice and to demonstrate strong numerical 
ability will be essential. You will be a highly motivated self-starter 
who is able to work as part of a team and with the minimum of 
supervision, 


Full training and development opportunities will be provided for 
both positions. 


Both positions will require formal degree-level qualifications in 
economics. 


These are pensionable fixed-term appointments. The Economic 
Adviser appointment will be for three years with the possibility of 
being made permanent beyond that. The Assistant Economist 
appointments will be for two years - and permanent 
employment beyond then will depend upon the successful 
outcome of a subsequent application to the Civil Service Selection 
Board for a permanent appointment with the Government 
Economic Service. 


Starting salaries will be in the range £28,188 to £37,358 for the 
Economic Adviser position and £12,771 to £17,019 for the 

| Assistant Economists - with the opportunity to earn further 
performance-related increases up to total salaries of £43,138 and 
£20,382 respectively. Initial placing on the range will depend on 
the qualifications and experience offered, 


For further details and an application form (to be returned by 28 
May) please write to The Scottish Office, Recruitment Unit, Room 
316{AE), 16 Waterloo Place, Edinburgh, EH1 3DN (or E-mail: 
helen.macpherson@scotland.gov.uk providing your full postal 
address), We regret that we are unable to accept telephone 
requests, 


An Equal Opportunities Employer 


INVESTOR IN PEOPLE 
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Jobs for the Academic Community 






jobs.ac.uk is the official recruitment website for 
Higher Education. 





Updated daily, easy to use and quick to 
download, the site offers you a free Jobs by 
Email service and hundreds of vacancies from 
over 260 academic institutions. Please visit... 








www.jobs.ac.uk 










| 
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UNITED NATIONS UNIVERSITY 
TOKYO, JAPAN 


Our mission is to contribute, through research and capacity building, to 
efforts to resolve the pressing global problems that are the concern of 
the United Nations and its. member states. You can assist if you have 
management experience in academia, international organisations or 
development agencies together with fluency in English - ideally 
supported by another UN official language and/or Japanese, Initial 
appointments are for two. years, with. a possibility of renewal. 
Applications from suitably qualified women candidates are particularly 
encouraged. Relocation assistance may be available, 


Senior Academic Programme Officer 
Environment and Sustainable Development Programme 
circa US$ 95 - 121K net plus benefits 


The position directs the development, planning, co-ordination, 
monitoring and evaluation of academic and research activities as well as 
publication and information dissemination in the E&SD programme 
area. You have a PhD in an environmental discipline, ar least ten years 
experience in teaching, research and programme development together 
with academic achievements in the field of environment, sustainable 
development or management of natural resources, Send your application, 
quoting 1999/050, attention the Vice-Rector, E&SD, by 30 Jane 1999, 


Assistant Executive Officer 
Office of the Rector 
circa USS 67 - 86K net plus benefits 
‘The position assists in supporting the Rector in his role as head of the 
University and includes co-ordination and implementation of a range ‘of 
international research and capacity building projects. You have a post- 
graduate degree in a development-related discipline, at least five years 
successful project management experience in an international CONTENT 
and superior communication skills. Send your application, quoting 
1999/144, attention the Personnel Office, by 15 June 1999, f 
The United Nations University 
5-53-70 Jingumae, Shibuya-ku 
Tokyo 150-8925, Japan 
Fax: +81-3-3499-2828 


UNU on the web: betp-/Arwm wnnedu/’ 




































Merck 


Company 
Fouttdation 


REQUEST FOR PROPOSALS 


The Merck Company Foundation is funding a new grants program for academic 
“centers of excellence” to conduct independent research into pharmaceutical 
policy issues. 


The program will support initiatives dedicated to advancing rigorous academic 
research in the following areas: 


. The economics of the pharmaceutical industry ; 
. Evolving market characteristics and changing market dynamics for 


pharmaceuticals 


. The impact of health care financing strategies and reimbursement policies on 


pharmaceuticals 


, Patient intervention and health promotion strategies f ; 
. Evaluation of new health care therapies and technological innovation 


8 


. Historical analyses of factors contributing to sustained pharmaceutical 


industry innovation 


. Industry regulatory and industrial policy issues in the U.S. and in other 


countries/regions ea 
Ethical issues related to the pharmaceutical industry 


Three three-year grants, of up to US$250,000 annually each, will be made to 
selected centers of excellence. Grant selections will be made by the Policy 
Advisory Committee of The Merck Company Foundation based upon the 
recommendations of an independent Academic Advisory Board. The grants will 
support outstanding faculty and scholars capable of providing education and 
training, conducting rigorous, independent, policy-related research, and 
disseminating information related to pharmaceuticals and health, 


e-mail: ExEducation@katz.pittedu 


For a copy of the request for proposals Jog on to URL: 
k. ilanth i, call-+1 908 423 2042, or send a request to 
The Merck Company Foundation, One Merck Drive, P.O. Box 100, 
Whitehouse Station, Nu, 08889-0100, USA. 


LINE FOR SUBMISSIONS JS JUNE 30, 1999. 


The Merek Company Foundation is a US-based, private, charitable faundation. 


Established in 1957 by Merck & Co., inc., the Foundation is funded entirely by the Company and is Merck's 


chief source of funding suppart to qualified non-profit, charitable organizations. The mission of the 
Foundation is to advance the Company's philanthropic goals to support biomedical science training 
and education and to improve health care worldwide. 
Merck & Co, Ine. is the parent company of Merck Sharp & Dahme. 


Katz Center for 


Executive Education 
Certificate Programs 


MPE - Management 
Program for Executives 


* Sep. 12 to Oct. 8, 1999 


» Advanced General Management 
Preparation 


* Global Orientation 

e Strategic Focus 

e Functional Integration 

+ Immediate Implementation Tools 


* Check Our Web Site for Many 
Other Programs 


e Application, Registration, and 
Information On-line 


Highest 
Return 


50th 
Sep/Oct 1999 


Don't be stranded. Join us 
for one of the most conve- 
nient, yet richest urban 
experiences available. 
New executive 

residence quarters. 


Contact us for a 
brochure and application 
for MPE’s 50th year. 


University of Pi rt 
Phone: 877-528-9622 
or 412-648-1600 
Fax: 412-648-1787 2 
Business 

www.ExecEd pittedu 





110 








The Office of Foreign Disaster Assistance, USAID/BHR/OF DA is recruiting for a Deputy 
Regional Advisor for Latin America and the Caribbean and other positions. 
See wwwixlacom/aida 






The Office-of Transition Initiatives, USAID/BMR/OTI is recruiting for specialists in Private, 
Sector Reform, Democracy and Governance, Civil/Military Affairs and international 
Media Relations for Nigeria. See www.xla.conyotl 


Contact: XL Associates Email: ofda@xla.com or.oti@xla.com Fax: 301-770-2554 


CHIEF EXECUTIVE OFFICER 
WORLD COUNCIL OF CREDIT UNIONS, INC. 


World Council of Credit Unions, Inc. WOCCU) - the apex trade association 


Leading a global trade association, the CEQ has representational 
responsibilities to WOCCU's members throughout the worldwide credit 
union movement, fostering information exchange and cooperation among 
cooperatives. In addition, as the key public relations figure, the CEO builds 
relationships with donor and government organizations to secure resources 
for credit union development activities. 

A recognized undergraduate degree is required. A post-graduate 
qualification is also desirable. Related equivalent experience and training 
will be considered. 

Send resume and requests for further information to: WOCCU CEO Search, 


c/o Spokane Railway Credit Union, PO Box 6011, Spokane, WA 99217- 
6011, USA, Or send e-mail to deutter@srcu.com. 


LARGE INTERNATIONAL CONSULTING GROUP 


has an opening for a long-term position in Asia, with large 
responsibilities. The candidate must have a higher degree of 
education (civil engineer, rural development, economics) and satisfy 
the following requirements: 


Working experience in Asia; 

Background in Consulting Services in developing countries; 
Interest in all aspects of development, willing to adapt to fields 
outside of his background; : 

Flexibility and availability. 


Submission of Application letter and CV ta: 


P.O. Box 7732/JKPWK, Jakarta 10350 C 





APPOINTMENTS 
WANTED 










BRITISH CONSULTANT 


Many years experience in Russia/C.LS, 
Mainly food industry. Particularly start-up 
operations including for multinationals, 
(References available), good contacts, 
Seeks short or long term contract, 
Languages: Russian, French, German. 
Free to travel/re-locate 
Tel/Fax: +7 095 972-36-92 
Email: ajw@online.ru 





BUSINESS OPPORTUNITY 





BECOME A SUCCESSFULL 
CONSULTANT IN YOUR OWN FIELD 
Write for free details to: 

The American Consultants League, 


TENDER NOTICE ~--~ 
T unit 4" thru 20" Double Line-Stop 
Equipment with fittings 
Bid Submission Date: July 14, 1999 
Specifications and Tender Documents may 
be obtained from: 
MAYNILAD WATER SERVICES, Inc. 
PROCUREMENT DEPARTMENT 
FAX: (632) 928-2303 


Dept, E13, 30466 Prince William Street, 
Princess Anne, maryland, USA 
or FAX. (410) 651-4885 
www.consultantsinstitute.com 
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GEORGIA 





[> STRUCTURAL REFORM SUPPORT CREDIT 









SILVA] ANALYTICS, INC. 


CONSULTING SERVICES Transfer pricing, including valuing 










intangible property and cost sharing 






EXPRESSIONS OF INTEREST 





arra ngemenis, 
k 





The Government of Georgia has applied for a credit from the International 
Development Association, and intends to apply part of the proceeds of this 
credit to payments under the contract fora Financial and Legal Advisor to 
assist in Telecommunications Privatization, 






5494 Beacgistone «o. | Corporate finance, including valuing 
BETHESDA, MARYLAND Se 










A i capital stock and determining the cost 
oR G-tRet O USA é 













of capital in emerging markets. 





TEL? 30%-@ag-1008 
BEREE TEELE] WWW SILVA-ANALYTICS.COM 





The services include familiarization with the current state of development of 
the telecommunications sector in Georgia, as well as with the laws, regulations, 
policies and processes governing the sector, The Advisor will make an 
assessment of, and report to the Min try of State Property Management on, 
both foreign and local investor interests in the telecommunications sector in 
Georgia. The assessment will be made in the context of likely levels of 
investment, which will be required in the sector during the five-year period 
1999 to 2005. Tt will include a review of any legal, regulatory policy or other 
factors, which might limit the attractiveness of the sector to private investors, 
The Advisor will suggest what changes, if any, will be required in order to 
achieve the Government's objectives, as well as ways in which investor interest 
could be further enhanced prior to implementation of the transactions. The 
Advisor will prepare and submit to the Government detailed strategies to 
complete the transaction, and following approval of the strategy, the Advisor 
will proceed with implementation, 














FAK: 


























IMMIGRATE TO CANADA 
“We Can Help” 
ars d 


TH im 




















Finest central London serviced apartments 

Holiday & Short Term Rentals 

Ontario, Canada, M No minimum stay 

ye aa Tel: +44 171 402 9866 
Pax; +44 171 402 3201 

www. benhamreeveslettings.co.uk 



























































s DEC 
ACs, CAMOUFLAGE PASSPORTS, 
GMC 
Fax 3120-524 (40? 

Einail: 1004 13.324 SOMIPUsErVe.cOM 
hepoAwww.global-money.com 






The Ministry of State Property Management now invites eligible consultants to 
indicate their interest in providing the services. Interested consultants must 
provide information indicating they are qualified to perform the services 
(brochures, description of similar assignments, experience in sitnilar conditions, 
availability of appropriate skills among staff, ete). Consultants may g iate to 
enhance their qualifications, 













REPRESENTATION IN CHINA 


Exyritriate with Internationa! MBA and aver 16 
5 y Businesg 
OÖpportimities in Franch kerng, 
Outsourcing, Joint Venta Rate, 
Multi-lingual Gochiding feat M ndarin) 
vxecutive with the iofrasttuctare in Shanghai to 
help in feasibility studies, negotiate jolt ventures 
and assist ity astabtishiy x china, 
































































A consultant will be selected in accordance with the procedures set out in the 
World Bank’s Guidelines: Selection and Employment of Consultants by World Bank 
Borrowers, January 1997 (revised September 1997 and January 1999), 







































erson Profile an regu 
Email: chiB@xh.shen 


een 
1” START YOUR OWN =", 
IMPORT/EXPORT AGENCY 






DISCOUNT LONG DISTANCE 








Interested consultants may obtain further information at the addresses below 
from 10ar to 7 pm, 





















































































Expressions of interest must be delivered at the addresses below by June tl, 1999, : No Gapital or exp. req. No risk, Work 
from home. Part/Full time. Help Desk. 
Mr. Alexander Sikharulidge Mr. Merab Gabunia, Deputy Minister Services provided through American Telecom Network. * Established 1946, Clients in 120 countries i 
Head, Project Implementation Unit Mt. Shota Keldishvili, Deputy Minister ' Free Booklet, I 
Ministry of Trade and Ministry of State Property x WADE WORLD TRADE 
Foram Be ic Ratalions Manave : FINANCIAL PROFESSIONALS i] Dept 2024 50 Burnhill Road t 
Piep onome elations N anage reent Ve re) ROW? t Beckenham Kent BR3 3LA i 
i Han pies AY, ed Chavchavadze Street HARD TOB R * f a Tek +44 (0) 181 650 0180 (24hrs) p 
nlisi Georgia Tbilisi, Georgia Fax: +44 (0) 181 863 3212 
Tel: (995-32) 95-08-65 Tol: (995-82) 29-25-90) or 29-30-64 USE COLLATERALIZED LOANS | a http:/iwww.wadetrade.com 7 
Fax: (995-32) 00-13-03 extension 124 Faxe (995-32) 29-30-62 or 29-27.90 Training Program Available = 2 










Email: whsatac@iacces 






anlet.ge We Locate Funders 


for Business & Real Estate OFF SHO RE 


Tony Abrah: Esq. - Real Estate 
Erie A. Klein, Esq -Atty Fiduciary C (0) M P A N l E S 


International Developing COST EFFECTIVE 
Enterprises Agency (IDEA) NOMINEE & MANAGEMENT SERVICES 


Tel +1-212-751-0800 eee 
Fax +1-212-688-4442 


BVI £275 
E-mail: panglob @ aol.com 
Website: pangiobel-net GIBRALTAR £275 


ISLE OF MAN £275 
Immigration & Investment JJ ‘IRISH £275 
in USA, Canada, {f BAHAMAS £275 
Australia & Spain l OTHER JURISDICTIONS AVAILABLE 
Are you looking for 







BUSINESS & PERSONAL 
















NEW AUTHORS 
Publish Your Work 


Fiction, Non-fiction, Biography, 
Religious, Poetry, Children's 


LONDON SUITES 
LUXURY SERVICED APARTMENTS NEAR HARRODS 


CHOOSE FROM A SELECTION OF BEAUTIFULLY 
APPOINTED STUDIO AND ONE BEDROOM 
APARTMENTS IN KNIGHTSBRIDGE 















ALL FULLY EQUIPPED WITH MODERN FACILITIES 
42 OVINGTON SQUARE 
KNIGHTSGRIOGE SWS 1LN 
TEL: O171-581 5466. FAX: 0171-584 2012 
E-Mail: info@londonsuites.com 
www .londonsuites.com 










write, of send your manuscript te 
MINERVA PRESS UP 


115-317 REGENT STREET, LONDON WIR 7YE, ENGLAND 
WW Prinierva- pegs co uk 
















A ý PROFESSI SERVICE PROVIDED BY 
permanent residency in the m apia ANEA k ACCOONEANTL 


independent category er as CREDIT CARDS ACCEPTED 
an investor? FIDUCIARY MANAGEMENT 













U.S. IMMIGRATION 











We specialise in finding jobs, businesses or Documentation including SERVICES LIMITED 
Properties which alow you to quality for a PEDRI $ AE T 13 WIMPOLE STREET 
visi, and our associate attorneys handle the investment opportunities LONDON WIM 7AB 






visa processing. To fearn how we can help 
you, phone us at ODL 954-424-607} 
Management Consulting USA Inc. 
1802 N. University Drive, 
Suite 100A, 
Pu. Lauderdale, FI 33322. 





LAW OFFICES OF COLIN 
ce st (isk ip Be 






supplied for only $50 USD TEL: 0171 436 8100 
ati FAX: 01714 


E-Mail: CoForm3 
1444697 34 i Fy btipiwww Fidu 
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BUSINESS & PEI 


INCORPORATE IN USA 
BY FAX OR PHONE 


PTYPICAL INCORPORATING FEES 
| Delaware $199.00 | 
— Wyoming $285.00 
e Confidential and cost effective | Nevada $380.00 

$270.0 


e Full registered agent services «Utah 


FAX: 302-421-5753 “TEL: 302-421-5750 


$ : E Mail: corp@dca.net 
Registered Agents, Ltd. Web Site: www.incusa.com 


e Corporations and LLCs 
ə Free name reservation 
Personal assets shielded 








Trusts and Foundations 
Fiscal Migration / 2nd Citizenship . 


Since 1977 the (CSL organisation has specialised in the establishment and 
administration of offshore companies and other structures with emphasis 
on tax mitigation, asset protection and privacy. 
+ Incorporation in ALL 
offshore jurisdictions 
+ Post incorporation services 
* Bank accounts opened 
e Trust and Foundation services 
« Banks & insurance 
companies formed 
+ Migration consultancy 


) INTERNATIONAL COMPANY 
SERVICES LIMITED 


The Offshore Professionals since 1977 
www.ICSL.com 


Paul Brennock FCIS, Sovereign House, St Johns, Isle of Man, IM4 3AJ 
Tel: +44 1624 801801 Fax: +44 1624 801800 E-mail:iom@ICSL.com 


LONDON, UK CZECH REPUBLIC SWITZERLAND 
Peyman Zia Charles Zidek Astrid Fuenzalida 
Tel: +44 171 493 4244 Tel: +420 2 573 20706 Tek +41 22 3tt 3080 
Fax: +44 171 491 0605 Fax: +420 2 538 928 Fax: +41 22 310 4878 
Email: uk@ICSL.com Email: firstcom @traveller.cz Email: (CSL@cortex.ch 


TYPICAL INCORPORATION FEES 


—.. MS§350 

US$450 
Belize... US$500 
Bahamas................ US$600 


Credit Cards Accepted 


Isle of Man .......... 
St.Vincent... 











CARIBBEAN 
Mark Shadwick 
Tel: +1 649 946.2825 
Fax: +1 649 946 2825 
Email: i @iCSL.com 


USA 
Jerry Bakerjian 
Tel: +1 954 943 1498 
Fax: +1 954 943 1499 
Email; usa@iCSL.com 


UKRAINE 
Mark Rayner 
Tel: +380 44 235 8566 
Fax: 4380-44 235 8560 
Email ICSL@ gu kiev.ua 


pote gots 


Inte rnational 




























OFFSHORE COMPANIES 












kallback: — 


New Lower Rates! | 
No Set Up Fees 


Call to the U.S. from: A active 
«instant Activation 
Hong Kong...29¢ * itemized 6Second 
Billing 


Germany... 












QY « ideal for Home, 
Singapore....33¢ Office, Hotels and 
Australia... Mobile Phones 

Agents call 


1.206.479.2816 


Tel: 1.206.376.1954° Fax: 1.206.376.1955 
e-mail; info@ms.kallback.com 
www.kallback.com 


Traveling Well in a Nutshell 


We make Traveler's Briefcases with Flexible Unwreckable™ 
frames to double as laptop bags, 
and make Insiders™ dividers to 





custom organize your bag. We 
consult with each customer to 
help analyze your requirements. 
|, We sell direct to you. 

But whac if the bag you carry 

to bear the two-bag limit is 





larger than the bag you need in town? 
Pack an Insiders’ portfolio in your 
Glaser Traveler's Briefcase, leave 










the big bag at your hotel, and take 
your portfolio to meetings. 


Please call for our free catalog. 


Traveler's Briefcases. Walnut or black leather Various sizes $750. to $1,050. 
Insider’ Portfolios Legal or A4 size Walnut or black leather $375. to $475. 


GLASER DESIGNS 


Traver Goons MAKERS 

32 OTIS ST. SAN FRANCISCO, CA 94103 
PHONE 415-552-3188 FAX 415-431-3999 
TOLL FREE 800-234-1075 ECON@GLASERDESIGNS.COM 





Offshore Com pa nies: Offsho re [r usts 





SOVEREIGN TRUST INTERNATIONAL 


SOVEREIGN QUALITY SERVICE ~ REASONABLE COST 


i www.sovereigngraup.com 





pe E ENEE E E 


112 


-Offshoréfax Planning» 





USA: 

+44 (O}7000 59 60 61 fel +1 757 363 9669 
Fax: +1 757 363 9668 
usa@sovereigngroup.com 


Hone KONG: UNITED KINGDOM: 


B52 2542 1177 Tek: 
Fax... 44d (0) 7000 89 99 00 
uk@sovereigngroup.com 


Tel: 
Faxi #852 2645 0550 
hk@isoverdiqnaroup com 
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on E SERCE Binom 


Modern, comiortabte aR 















Serviced seen offering Besi Valus for Money. 
Unbeatable location in South Kensington, 

2 person apartment from £70 per night 

4 person apartment from £115 par night 





| ASHBURN GARDEN APARTMENTS 
3 Ashburn Gardens, London SW7 4DG. UK. 


ax +4 44 174 7 
AR DEN 


H 
| 
{ 
i 
| 
ia 
| Tourist Board Commended 





The Complete Foreign 
Corporation Administration 
Centre In The Bahamas 
THE FACILITIES 


e Centre 


Room 
the- Ad Equipment 


mes SERV ICES 


Bespoke Plans 
to meet your needs 


110 Collins Avenue 

PO. Box SS-19227 
Nassau Bahamas 

Tel: 24293266400 
Fax: 24232606583 

| Www.corpcentre-nas.com 




















OFFSHORE COMPANIES 
TRUSTS FOUNDATIONS 


Over 15 years of specialist company formation 
& management services. 
For a no-obligation confidential consultation, 
together with free explanatory brochure contac: 


WORLDWIDE CORPORATE 
SOLUTIONS LIMITED 


TEL. +44 1624 827153 
FAX. +44 1624 827154 


EMail solutions@advsys.co.uk 











OFFSHORE 
TAX-FREE 


companies worlwide 


of com He opening of buanik a 
_ tel/fax/mail forwarding 








‘Hungary. LAN ECO Kh-Mai Customer Servi 
3a/a Raday str, Budapest, Hi y 108 
Contact Jan guages: English, Fre 
Russia, Bulgarian 
















216-54- 


Romania. LAVECO Romania s.r , 
BLV. KOGALNICGEANU NR 60 
EMM ele Bucharest Romane 





Te +I 

















1402 TEANECK ROAD + SHITE 114 + TEANECK, NEW JERSEY - 07666 - USA 
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OFFSHORE 
COMPANIES 


FROM THE 
WORLDS No. 1 
PROVIDER 


Since 1975 our world wide staff 

of over 300 mutli-disciniined 
professionals including 

chartered accountants, chartered 
secretaries, economists and bankers 
have been providing our chants with 
innovative solutions in the few of 
international tax and asset protection 
using all of the major low tax areas 
Throughout our network of 
international offices we 
arrange 


w Asset protection trusts 


s Arrangements of nominee services 


t & admin services 


L 


he 
L] accountancy ad audit services 


i COMPANIES AVAILABLE 


FROM us$350 


LUXEMBOURG MADEIRA 


Eveline Karts D Fiske De Gouveia 
To at Bic, MBA, MS, MM CIA LD, 


FINLAND 
Jenny Kompulainen 
1e 35A 9 ENGO 2560 


SINGAPORE 
Diana Bean 

Ta +85 536 3382 
Fax: +85 535 3991 
HONG KONG 
Raymond Choi 
MBA MLA (Dip) 
Tat: +852 a 
Fax: +882 


HUNGARY 
Laszlo Kiss 


4 72 
211190 
USA - AICS Ltd 
Kevin h areek 

714 OF 


CYPRUS 
Chris ae 


OVERSEAS COMPANY 
REGISTRATION AGENTS LTD 
PO Box 55, Ramsey, 
isle of Man, Great Britain, IM99 4EE 
E-mail: economist@ocra.com 
TEL: +44 1624 815544 
FAX: +44 1624 817080 


LONDON - Richard Cook, BSc 
Tel: +44 171 355 1096 Fax: +44 171 493 4973 


1509002 CERTIFICATED 


Toll Free From USA: 
1 800 283 4444 
Toll Free From UK: 
0800 269900 


www.ocra.com 


OCRA World Wide is a member of the Estate and 
General Group established in 1935 


OFFSHORE 
COMPANIES 


BY LAWYERS 


SCF is one of the world’s largest tax 
planning practices. Fully owned and 
operated by lawyers and accountants. 
All our consultants are professionally 
trained and will ensure your affairs wil 
be dealt within an atmosphere of the 
utmost privacy and confidentiality, 


WORLDWIDE OFFICES 

CAN PROVIDE: © 

@ BANK INTRODUCTIONS 

@ PULL NOMINEE FACILTIES 

© FOUNDATION REGISTRATION 

@ TAX PLANNING ADVICE FROM QUALIFIED 
LAWYERS & ACCOUNTANTS 

© COPYRIGHT & PATENT REGISTRATION 

© ASSET PROTECTION TRUSTS 

@ VESSELVACHT REGISTRATION 

@ FISCAL MIGRATION/2ND CITIZENSHIP 


Visit our award 
winning website: 
www.scfgroup.com 


LONDON 
90-100 Sydney St 
Chelsea, London 

SW3 6NJ, UK 
Tel:+44 171 352 2274 
Fax:+44 171 795 0016 

E-mail offshore@scfgroup.com 
DUBLIN 


27-29 Lower Pembroke St. 
Dublin 2, Ireland 
Tel:+ 353 1 662 1388 
Fax:+ 353 1 662 1554 
E-mail: offshore@scfintliol.ie 


SCF INT. TRUST & MGT CO. 


For a free colour 
brochure or without 
obligation appointment 
please telephone: 


FREEPHONE 
0800 262856 


or complete the coupon below 
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“ECONOMIC IN DICATORS 








OUTPUT, DEMAND AND JOBS Germany's industrial prođuction felltys: by 3. 53% in the year to 
March. In the same period Britain’s industrial output fell by 0.7%; its manufacturing produc- | 
tion fell by 1.4%. America’s jobless rate edged up to 4.3% in April; Germany’s rose to 10.6%; Can- 
ada’s rose to 8.3%; and Switzerland’s fell to 2.9%, its lowest rate since September 1992. 


% change at annual rate 
G 


Retail sales 
(volume) _ 


industria! 


The Economist poll 
production 


Unemployment 
GDP forecasts rate 









































ed, Average of latest 3 months compared with average il pee previous 3 months, at annual rate. tNew senes, &Noydari, caimant count 
in February, *"Jari-Mar TI Economist estimate: weighted average of countries listed above. 





PRICES AND WAGES American workers? pay rose by 3.2% in the year to April, the slowest 
rise for three years. In the year to March Japanese workers’ pay rose by 0.4%, an increase of 0.8% 
in real terms, Japanese wholesale prices fell by 1.9% in the year to April. Britain's factory-gate 
prices rose by 0.7% in April, the biggest monthly rise since December 1995. 


% change at annual rate 
Consumer prices* 


3 mth: 1 year 











The Economist poll 







_Producer prices* Wai Wages earnings. a 





3 mthst 

















PRERE Mar 7 














| COMMODITY PRICE INDEX 
Gold prices fell by $8 on May 





Ne o 
Eeonamiist 





7th, to an eight-month low of $277 an | 
ounce, after Britain announced that it | 


would sell 60% of its gold reserves. This lat- | 


est blow togold’s status could yet push pric- | 


es to further lows. The Bank of England 
plans to reduce its reserves from 715 tonnes 
to 300 tonnes over the next few years. It will 
auction 125 tonnes this year’in 25-tonne 
lots, starting in July. Other central banks 
have long been selling gold. Last month 
Switzerland said it would sell half its 2,600- 
tonne gold hoard. The imr may sell 300 
tonnes of its 3,200-tonne reserves to fi- 
nance debt relief. America’s Federal Re- 
serve, which has over 8,100 tonnes of gold 
reserves, is so far hanging on to them. 


1990=100 % change on 


one one 
month year 


Dollar index 


May 4th May 11th* 


All items 


Sterling index 
All items 











+ 1,0 Mar 2 Feb . 











+ 4.5 Nove 























Sweden 
Switzertand 
United States, 








“Not seasonally adjusted T Avera age of latest 3 months compared with 2 average ap previous $ months, a af annual rate. ** New ser 
weighted average of countries listed above 





E NEW ZEALAND Having grown rapidly 
since 1992, New Zealand’s economy was 
clobbered in 1997-98 by a combination of 
the Asian economic crisis and a drought. 
Worse, this happened while macroeco- 
nomic policy was being tightened to con- 
tain inflationary pressure. Even though 
Australia and America, both big trading 
partners, kept growing strongly, New Zeal- 
and’s economy shrank in the first half of 
last year. Now, says the orco in its latest re- 
port on the country, the economy is grow- 
ing again. It should manage 2.6% this year 
and 3.5% next. Despite this, unemploy- 
ment, which rose sharply last year, is ex- 
pected toremain above the estimated struc- 
tural rate of 6% both this year and next. 




















Son ae 
Artens 


Crude oil North § Sea Brent 
$ per barre! 16.85 





“gt. 2000 








Wage pressure and inflation are expected to 
be becorrespondingly subdued. 
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over- 3-mth money market banks 
night 





















525 2A 497 
19 Mar 429 472 62573 O 5A A O e23 
44A 520 697 



















Aes 46 3.388 v 33 
1,63 


5.47 





Switzerland 








J.P. Morgan, Royal Bank of Canada, Svenska 
on Read, WEFA Group, Wesipac, Datastrea mI Rates cannot be construed as banks’ offers 






“Narrows MI except Brit 
Handelsbanken, Warbur 








STOCKMARKETS Wall Street dropped briefly on May 12th after Robert Rubin, America’s 
treasury secretary, announced his resignation, But the New York stockmarket soon recovered 
its poise and ended the week to May 12th slightly up. 





Market indices ce A changeon o OOOO 
enn 99 one one record Dec 31st 1998. 
May 12th high low week year high intocal m$ 





ustralia (All Ordinaries) 


Austria (ATX) 


3.1452 

1,326.3 

32134 3,6819 
ER 6,598.8 



































361.2 

556.8 
902.2 
3,699.6 
7161.5 





5073 
“827.8 
3,268.4 
6,891.2 
9,120.7 


583.7 
__ 9316 


3,748.0 _ 
7,668.8 





Spain (Madrid SE) 


Sweden (Affarsvai en Gen) _ 





























Seca RE y Current account Exchange rate 
latest latest 12 Sbn The Economist pat! trade-weighted? 
month months latest 12 mths % of GDP, forecast May 12th year ago 


1999 2000 








acter AYN A PT ES 
E PENSION FUNDS Americans now own 
nearly three-fifths of the world’s retire- 
ment assets, according to InterSec, a re- 
search company. America’s pension assets 
were worth $6.4 trillion in 1998, 76% more 
than in 1993. World pension assets totalled 
nearly $11 trillion last year, a 63% rise since 
1993. Second-placed Britain’s pension as- 
sets were also sharply up, by 74%, to $1.4 
trillion. But growth in Japan was more slug- 
gish, at only 11%. InterSec expects world 
pension assets to grow more slowly over the 
next five years, by perhaps 40%. Private 
pension assets are forecast to continue to 
account for just under two-thirds of the 
world total. InterSec also predicts that pen- 
sion funds will continue to invest more of 
their portfolios in: foreign assets. Pension 
funds are expected to hold 17% of their as- 
sets abroad in 2003, up from 14% in 1998 
and 10% in 1993. 











| 


start of the year. Germany’s visible-trade sur- 


40.1 billion in the year to February. 


ened Currency units Budget 
per per per per balance 
$ £ DM euro % of G 





12.5 20.87 





| Belgium 





367 6119 








06 0.61 








1.44 








6.77 


6.15 5.96 








1.83 
nie 

















~ 0.15 Feb 




















Japan and United States imports fob, exports fob. All others cifflob, 119902100, Bank of England. OECD estimate. 
** Mew series 


“Australia, Betan, France, Canada, 


| 

i 

| 

| 

| + 1.55 Mar 
i 

| SNot seasonally adjusted 
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| @ MUSIC Global recorded-music sales rose 


by 3% last year, to $38.7 billion, according to 
the International Federation of the Phono- 
graphic Industry. But unit sales fell by 1%, 
to 4.1 billion units. A rise in cp sales of 6% 
was offset by a 10% fallin cassette purchas- 
es and an 11% decline in singles. Sales in 
America, which made up 34% of the world 
market in 1998, jumped by-11% to $13.2 bil- 
lion. Sales in the EU were. up by 3% to $11.6 
billion. But Japanese sales fell by 4% to $6.5 
billion. Sales in crisis-hit-Asia plunged: in 
Indonesia they were down by 56%. On a 
brighter note, sales were up by 18% in Ice- 
land, 22% in Bolivia'and 24% in Egypt. 
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DICATORS 





ECONOMY Greece's consumer-price inflation fell to 2.8% in the year to April. Taiwan’s con- 
sumer prices fell by 0.1% over the same period. Taiwan’s visible-trade surplus swelled to $9.4 


od; Hungary’s rose to $2.3 billion in the year to March. 














billion in the 12 months to April. Israel's trade deficit widened to $6.6 billion over the same peri- | 
| 
| 







































































































































































% change on year éarlier Latest 12 months, $bn Foreign reserves*, $bn 
GDP industrial Consumer Trade Current Latest Year ago 
production prices balance account 
China + 83 a1 4°90. Mar ~ 18 Mar 440.0 feb +31.1 1998 + 150.4 Feb 1437. 
Hong Kong ST.o T3826 uw BO vm + OS wh O 895 ow 61 
India + 5.0 work #25 Mar + 89 My ~ 8.0 Mar - 80 02 285 fe 240 | 
Indonesia -i03 ARa + BBO ay 22 tee OF 238 wa 181 | 
Malaysia _ - 8.1 4 $.3.9-Feb 3O Mar +17.0 Mar | 
Philippines -19 % = Bafe it BO Ape t TA Feb | 
Singapore = OB tt 6.2: Nar ~ 0.6 ma + 8.5 Mar | 
South Korea = 5.3 o4 + 18.4. Mar O.4 Apr +33,9 apr i 
Taiwan wt 37 aa + 7.9) Nar + 94 8 QA 
Thailand = 8.0 1998" SB Mar. + 0.4 Apr HILT Ma +142 94, 
Argentina, = 0.5 % ALF Man en O7 Ape 4.8 Mar “AG? Ga | 
Brazik: ot IST feb o 39 Mar ~34.2 a | 
Chile 15.7 Ao | 
Colombia “a2 te | 
Mexico | 
Venezuela: i 
Egypt ote B7 yoga + 8O 1998 + 3.8 Mar -123% - 2604 A | 
Greece +35, 1998 28 ap -17A Aug Fa ot 20.7 feo 143 | 
israel + 14 oa l 
South Africa - 0.5 04 l 
Turkey + 0.7 o n ~ 18.3 Feb 
Czech Republic - 4) o 60M + 25 a = 25 Mar 
Hungary ISLA +90 Mar + 94 Apr ~_2.3 Mat 
Poland +290% SS Mart 6.2 Mar 13.2 Mar 7 6.8 Ma 26.7 Mar 
Russia ~ 4.6 1998 + 1A Mar +1129 Ape “417.8 Feb ~ 5493 


*Excluding gold, except Singapore, IMF definition. Ëyisible and invisible trade balance. Year beginning April 15t Year ending June. ** Estimate 


Canal 
FINANCIAL MARKETS The Moscow stockmarket plunged by 20.7% in 
nated in Boris Yeltsin sacking his prime minister, Yevgeny Primakov. Athens shrugged off wor- 
ries about Kosovo, rising by 7.6%. Sao Paulo notched up gains of 4.7%; itis up by 77.8% so far this 
year in local-currency terms, the second-biggest rise among the stockmarkets in our table. 
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Egypt 341 

Greece 308 

israel 4.13 

South Africa 621-808 101 13.75 6,792.8 = Bt 251. +84 
Turkey 394,810 
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Poland EE 535 1324 : 
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*inflation-adjusted: tin dollar terms. 


Sources: National statistics offices; central banks and stock exchanges, Batastrean ICV; EIU; Reuters; Warburg Dillon Read: J.P Morgan: Hong Kong 
Monetary Authority: Centre for Monitoring Indian Economy, PEL, EFG-Hermes, Bank Leumi Le-israel; Standard Bank Group; Akbank: 


Deutsche Bank; Russian Economic Trends. 
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“Were taking wireless 
communications to new heights. 


— Lucent wireless network team 


+“ 


To reach the summit, it's vital that you communicate clearly with your teammates. At Lucent 
Technologies, we have teams across Asia designing third-generation wireless networks that 
bring the same clarity of communications to people throughout the region 

With data access speeds 20 times faster than current wireless systems, third-generation 
networks from Lucent let users anywhere check their e-mail, send faxes, even surf the Internet 

Lucent is a world leader in communications technology, active in over 90 countries. Here in 
Asia, our 9,000 people are developing innovative networking solutions from integrated voice and 
data systems to optical networks to Internet call center applications 

Over the past 128 years, eleven scientists at our R&D engine, Bell Labs, 
have done work that was awarded the Nobel Prize. Bell Labs breakthroughs 


include the transistor, the laser, cellular technology and fibre optics, a legacy 


of innovation that continues with three new patents every working day cent Technologies 
Bell Labs innovations 


In Asia, our team is proud to be a part of 130,000 Lucent people 29/F Shell Towor Times Square 


l Matheson Stre 


rer 
Causeway Bay 


Hong K ne 
Tet 852 2506 8000 


www lucente 


worldwide who are taking business communications to new heights 
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We make the things that make communications work.” 
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Sometimes the answer to an obvious problem isnt found in a 


obvious place. The editors of the Economist Intelligence Units Healthcar 
international reports will testify to that. 

Each quarter they uncover new trends and technologies in th 
most unlikely places. The US Army is a fine example. 

With 8 million people to care for, costs are as critical here as the 
are in civilian medicine. However, the army, unrestrained by patier 
litigation, has been able to forge ahead with the development « 
technology that spreads expertise and saves time. 

The introduction of video conferencing allows consultants base 
in one country to examine patients in another. 


x . . ” . . . 
Sophisticated “telepresence equipment enables specialists # 
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an army to help? 
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perform not only tests by remote control but delicate surgery as well. 


And home diagnostic systems using telephone or cable television 


ines permit at-risk patients to monitor themselves, avoiding the 


costly and time-wasting routine of hospital check-ups. 


Clearly the potential for such technology in civilian medicine is 


normous, but if it had not been for Healthcare international civilian 


nedicine might still not have known about it. 


It is one of many reports published by the Economist Intelligence 


Jnit. For further details of them all, simply visit our website at 
ittp://www.eiu.com or call Amy Ha in Hong Kong on (852) 2802 7288 


r Lela Abdullah in Singapore on (65) 536 2240. 
They are just what the doctor ordered. 


The Economist 
Intelligence Unit 























You'll never guess what we were doing when we 
came up with the idea for our new server. 


Actually, we were thinking of ways to help our clients reduce their total cost of operations. 
A process which led to the development of-the new Unisys Aquanta™ ES 5000 line of mid- 
range servers based on the equally new Intel® Pentium® IH Xeon™ processor. Our robust 
new servers can accommodate more users. So you need fewer; | servers. And with fewer 
servers to watch over, your personnel can concentrate on other, | — 4 more profitable tasks. 
For more points on the servers that could make a difference in 4 your bottom line, check 
out our Web site. Meanwhile, we'll be working on our, well, youd know. www.unisys.com 
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Thanks to the euro, 

the land of opportunity 
has just moved to the 
east side of the Atlantic. 


yldman Europe's new financial markets now offer the opportunity of America’s. In size as well as influence. 
Sachs 


At Goldman Sachs, we're not only experienced with large, diverse markets. We've always sought 


global opportunities regardless of borders. So, in the end, your results are truly oceans apart. 
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Privacy’s end? 


Sin—The Orwellian vision of 
technological progress anticipated 
the empowerment of central au- 
thorities; that is, the state. You 
correctly conclude that the loss of 
ptivacy in the computer age is not 
a consequence of a power grab by 
government, but acquiescence to 
convenience (May ist). 
Technological progress has led 
to individual, rather than state, 
empowerment and so to a tech- 
nological society reflective of in- 
dividual preferences. In the most 
technologically advanced socie- 
ties the fear of an authoritarian 
Big Brother is not a primary con- 
cern. An underlying prioritisation 
places convenience ahead of per- 
sonal security, mainly because 
government is not feared by the 
majority of democratic popu- 
laces. Thus control is surrendered 
to a more amorphous entity than 
that contemplated by Orwell 
the market. Rather than a single 
Big Brother, we will contend with 
thousands of “peeping.coms”. It 
is the market that is doing the 
watching and most of us do not 
really mind. 
Cinneinati RICHARD HARKNETT 


Sır—Many, both left and right, 
think freedom can be protected 
by various kinds of secrecy rang- 
ing from encrypted anonymity to 
laws regulating the kinds of 
knowledge that governments, 
corporations and private citizens 
may possess. You portrayed my 
book as opposing this rush to re- 
strict information flow, a tech- 
nique with no track record of ev- 


LETTERS 








The Economist, 25 St James's Street, London sWIA IHG FAX.. 0171 839 2968 E-MAIL: letters@economist.com 


er benefiting liberty. Alas, you got 
everything else mixed up. 
Nowhere. do t advocate. the 
“complete abolition” of privacy. 
On the contrary; | call it one of 
the greatest fruits of modern free- 
dom, a freedom acquired through 
our relatively recent knack of 
forcing accountability upon the 
mighty. | do-not think privacy is 
“doomed”, though. we may have 
to redefine our expectations in a 
world where cameras vastly ex- 
pand human vision. and myriad 
databases rapidly increase” hu- 
man memory. o o o o a 
You claim that] ignore nation- 
al security and other. legitimate 
secrecy needs. In fact, 1 devote 
whole chapters to the short-term 
benefits of protecting military, 
police, medical and other sensi- 
tive records. Nevertheless, it 
would be foolish to rely over- 
much on any technological or le- 
gal barrier to ward off those ever- 
evolving eyes for very long. A 
shield is not a robust defence; give 
me a light sabre. 
Encinitas, 


California DaviD BRIN 





Sır —You do not discuss the gross 
violations of the most intimate 
information; the open and legal 
trade in medical records. Even the 
libertarian Cato Institute is reluc- 
tant to endorse this free market. 
The tantalising question is how 
this privacy can better be protect- 
ed, and if it can be done without 
shoring up all other privacies. 
AMITAI ETZIONI 
Washington, George Washington 
DC University 
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“the mon 


Sir=Your article brought back 
some memories of my father. He 
was'the New York end of Al Ca- 
pone’s liquor empire and 1 can 
well remember that he never gave 
his name on the phone, it was al- 
ways “Hello; who is this?” 
L-once asked why he went to 
the. Turkish baths so often. He 
said: “So you can see if anyone is 
wearing a wire.” He has been 
gone for many years (he died in 
bed), but: were he still around all 
transactions ‘would be in cash 
and his bank would be one of Ca- 
pone’s. friends. If the friend lost 
oy he was guaranteed a 
“swim” in the East River; no one 
ever went for a’second swim. 
Tucson, 
Arizona STUART HOENIG 


Sır— You: rightly draw attention 
to the role of anonymous e-mail. 
It has allowed many people to 
coritribute to debate who would 
otherwise have feared persecu- 
tion. It is particularly unfortunate 
that an upcoming European 
Union directive will make the 
sending of anonymous e-mail a 


criminal offence. 

Croydon, 

Surrey PETER CHOWN 
patna A ete araoa | amaaa nent minimal ees | 
Power cut 


Sır—As an emigré Scot 1 was de- 
lighted to read your Scotland spe- 
cial (“A nation once again”, May 
ist). Raised in Fife, I have been 
absent from my homeland for 
more than a quarter of a century. 
Yet things Scottish are still dear to 
my heart. In late 1998, buoyed up 
with equal parts nationalistic 
chauvinism: and capitalist zeal | 
bought $2,000-worth of Scottish- 
Power Stock. As of March 31st 
1999 it was worth $1,760. To say 
that ScottishPower is “displaying 
new corporate strength and confi- 
dence” is at best an optimistic 
over-assessment. 


Charleston, 

Illinois Scorr CRAWFORD 
VEIRE O AAA aS EANA AM, 

Eurosceptic 


Sin--You suggest that investors 
will ultimately diversify some of 
their portfolios out of dollars and 
into euros (“Eurotrash”, May 1st). 
if this happens and the euro be- 
comes a major reserve asset the 


global economy may end up in a 
more severe recession than itis al- 
ready. in. As long as the dollar is 
the main form of foreign reserves, 
America does not have to worry 
about a balance-of-payments 
constraint. Accordingly, since 
1981 it has run large trade deficits 
with impunity. The huge deficit 
of 1998 allowed effective global 
demand to be some $200 billion 
higher. This is the force that holds 
the world economy together— 
including euroland. 

If the holders of international 
liquid assets reveal a preference 
for the euro then Gresham’s law 
will obtain. The global stimulus 
coming from America could dis- 
appear, unleashing a deflationary 
force on the world economy. 

PauL DAVIDSON 


Knoxville, University of 
Tennessee Tennessee 
aT ods PPAT oo a 





Stop smoking 


Sır—Your article on tobacco 
smuggling (May 8th) concludes 
that Britain may be forced to cap 
or even reduce taxes on tobacco 
products. Although it is true that 
the incentive for smuggling is the 
avoidance of taxes, it is not true 
that only tax levels can explain 
the causes of smuggling. In the 
European countries with the 
highest taxes there is little evi- 
dence of smuggling; in Spain, Ita- 
ly and many Central and Eastern 
European countries, where taxes 
and prices are much lower, the il- 
legal sale of international cigarette 
brands is widespread. 

Reducing taxes, as Canada did 
in 1994, is not a solution to smug- 
gling. Surveys show increased 
smoking, particularly among 
young people. Estimates of total 
tobacco consumption ceased fall- 
ing and are. now heading up- 
wards. From a health point of 
view this is a clear and significant 
loss. Revenue losses are equally 
acute. 


Brussels LUK JOOSSENS 


Sır —The policy of raising tobac- 
co taxes sharply is certainly good 
for health. It is also good econom- 
ic policy; why increase the tax 
burden on desirable activities like 
employment and investment 
when revenues can be raised 
from detrimental activities like 
smoking? The biggest mystery 
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JERSEY FINANCIAL SERVICES 
COMMISSION 


The States of Jersey would like to invite an additional 
Commissioner to join the Jersey Financial Services 
Commission. 


The Commission is responsible for the regulation, 
supervision and development of the financial services 
industry in Jersey. It also acts as Companies Registry for 
all companies registered in Jersey. 


The Commission is a starutory body, incorporated by law 
in 1998. Its members are appointed by the. Finance and 
Economics Committee subject to the approval of the 
States of Jersey. It is funded by licence fees and has the 
freedom to employ the resources necessary to. regulate 
properly the Island’s finance industry, 


The Commission currently consists of a Chairman and 
seven other Commissioners, who are appointed for three 
year renewable terms. The Commission’s management is 
headed by the Director General (who is also a 
Commissioner), the Deputy Director General and six 
Directors. 


McKinsey & Company 


Excelling in Knowledge 


Knowledge Manager - Corporate Finance & Strategy 


McKinsey is a world leader in strategic management consulting. Our fast-growing 
Corporate Finance & Stratagy Practice offers cliants a truly global capability, with 
rulti-disciplinary consulting teams advising major clients. on issues such as 
financial restructurings, mergers and acquisitions, alliances and divestments. 


The Corporate Finance & Strategy Practice is now looking to appoint an outstanding 
Knowledge Manager to maintain and further develop the Practice’s knowledge 
base. Reporting directly to the European Practice leadership and working closely 
with our Cllent Service Teams, you will be responsible for: 


establishing links between a network of corporate finance experts both within 
and outside McKinsey, including research institutes and universities 


co-ordinating the creation of a comprehensive set of corporate finance and strategy- 
related tools, frameworks and other resources to document the Practice’s knowledge 


developing an extensive intemal research and Practice development library, and 
maintaining a high level of information quality control 


working with client service teams fo help them access Practice experts and apply 
relevant knowledge, resources and tools 


Commissioner 


The Commissioners are individuals of authority and 
integrity, who contribute to the professional standing of 
the Commission and the high reputation of Jersey as a 
financial centre. As a body, the Commission should secure 
a proper balance between the interests of persons carrying 
on financial services business, the users of these services 
and the public interest. 


The new Commissioner will have substantial experience at 
the most senior level in the financial services industry, as a 
practitioner or regulator in an international environment. 
Particular knowledge of fund management will be 
advantageous, as would an understanding of regulatory 
frameworks. 

Commissioners, who receive.a fee, are expected to commit 
one day a. month to the Commission, in Jersey, and 
occasionally more days when necessary. 


Please send a full career history in confidence to the 
Commission’s retained consultant, Michael Webber at 
GKR, quoting reference number 99401L, 


Queensberry House, 3 Old Burlington Street, 
London W1X 1LA. 

Tel: 0171 534 0076. Fax: 0171 534 0006. 
E-mail: SCorbyn@gkrgroup.com 


London, Amsterdam or Ziirich 


developing materials for corporate finance and strategy training programmes and 
conferences for consultants across Europe 


working with the Practice leadership to shape the knowledge-building strategy 
and agenda. 


You will need superior academic credentials plus a minimum of three years’ experiance 
in corporate finance with a blue-chip consulting, audit or financial advisory firm, or 
a leading academic institution. Strong analytical, presentation and communication 
skills are essential, together with excellent computer skills (Excel and Lotus Notes). 


You will benefit from an exciting, supportive, team-based environment that encourages 
exceptional personal development. Some travel will be involved. Remuneration is 
designed to attract candidates of the highest calibre. 


interested candidates should call David Magowan tor an initial conversation, in 
confidence, on 0171 915 8728, or forward their curriculum vitae to hirn at Robert 
Walters, 10 Bedford Street, London WC2E 9HE. (Fax: 0171 915 8714) 
Afternatively, you can email david. magowan@robertwalters.com or via 
http:/Haps.com/Robert_ Walters quoting ref: RWNLXXX. 

Web: bitp:/Awww. robertwalters.com 
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about tobacco taxation is why — 


more European government’ 


have not followed Britain’s exam- 
“lages cleared (385 according to Is- 


ple, and steadily raised tobacco 

taxes at above the inflation rate. 
Tobacco companies have used 
the problem of smuggling to argue 
for a reversal of this policy in Bri- 
tain, but nothing suggests this will 
happen. Smuggling is a law-and- 
order issue and the government is 
right to address it with law-and- 
order measures. The economics of 
smuggling fail if the probability of 
prosecution increases and penal- 
ties become more severe. It would 
be both spineless and dangerous 
to reverse well-founded policies 

because of criminal activity. 

CLIVE BATES 
Action on Smoking 
and Health 


NETES | 


London 


E-market failure 


Sin--You overlook a valuable 
point on Internet broking and 
trading (“The real virtual busi- 
ness”, May 8th). Despite an on- 
line revolution at our fingertips 
one thing remains outstanding: 
“blameability”, in which people 
prefer to blame someone else for 
failure than take that burden on 
themselves. It is on this that full- 
service brokerages should market 
themselves. Certainly there will 
be a niche for e-broking but it will 
remain so, providing only those 
foolhardy enough with the op- 
portunity to take on the vagaries 
of world markets for gain. 

Glasgow James D’ATH 


e taped siti nii 
Israel's refugees 


Sr— Abraham Foxman (Letters, 
May ist) wishes us to make an ex- 
ception for the Palestinian refu- 
gees—incidentally the largest sin- 
gle extant case of such a 
crisis—arguing that, in 1948, they 
were told they could stay if they 
wished. This is indeed the public 
gloss that Israel has applied ever 
since. It is also the language Slob- 
odan Milosevic has been using 
with regard to the Kosovars. 
Whether one calls the “mirac- 
ulous clearing of the land”, as 
some Jewish leaders referred to it 
in 1947-49, as ethnic cleansing 
there is, outside Israeli mytholo- 
gy, no longer any doubt that the 
removal of three-quarters of the 
local population was part of a 
conscious policy to expand the 
un-agreed borders of the Jewish 
state. This was achieved through 
a combination of military action, 


R 


terror (including a few massacres, 


most famously at Deir Yasin), the 
immediate destruction of any vil- 


raeli data), and the refusal to ac- 
cept the return of the refugees 
after the fighting. 

Subsequently, from: 1950, a 
number of land-acquisition laws, 
combined with the introduction 
of the Law of Return (of Jews to 
Israel), consolidated and extend- 
ed the effect of the exodus. 
Claims that those who fled did so 
of their own free will and at the 
behest of the Arab leadership 
have been shown—not least by 
israeli scholarship on recently de- 
classified documents—to be a 
myth. Many Israelis nevertheless 
genuinely continue to believe this 
version of history. Here too, a 
parallel with the Serbian self- 
image may be evident. 

GERD NONNEMAN 
Lancaster University 
paces | 


Lancaster 


Trade disputes 


Sin~-You suggest that World 
Bank resources be used to help 
developing countries bring cases 
to the wto (“Free trade in peril”, 
May 8th) and rightly indicate the 
need to improve the possibility of 
developing countries participa- 
ting in the dispute-settlement sys- 
tem. Otherwise, the rule-based 
multilateral trading system be- 
comes a privilege of nations with 
resources and expertise in the 
field of international law. 

To address this problem, a 
group of wro countries is seeking 
to establish an advisory centre on 
wro law to advise and train the 
officials of developing countries 
on wro legal matters. To set it up, 
a one-off contribution of $12m is 
required, that could be shared by 
six to ten developed countries. To 
date, the Netherlands, Norway, 
Britain and Sweden have decided 
to participate. Other developed 
countries should become found- 
ing members. This would streng- 
then the credibility of the wro as 
a truly universal rules-based sys- 
tem and would be a contribution 
to the enhancement of human re- 
sources in developing countries. 

CLAUDIA OROZCO 
Colombian mission 
to the wro 


Sin—As an assiduous reader I 
would like to clarify your article 
on free trade, which states: “At 
Mexico’s insistence its [wro] press 
officers have been gagged since 


May. ast” In a rules-based orga- 
nisation suchas the wto; every- 
thing should be done in conform- 
ity with the established rules. 
According to rule 38-of the Gener- 
al Council’s rules of procedure, 
after a private meeting has been 
held, the chairperson may com- 
municate the results to the press. 
This rule has its logic. First, the 
information is given after the end 
of a meeting in order to avoid an- 
ecdotal or incomplete informa- 
tion (that is, after all members 
who wanted to:speak have done 
so); Second; the information is 
provided by. the chairperson, 
who is the only person legally au- 
thorised to speak on behalf of all 
wro members. Mexico’s inter- 
verition in the General Council 
on May 1st had the purpose of re- 
minding us all about rule 38, not 
of “gagging” the press. 
ALEJANDRO DE LA PENA 
Permanent 
representative of 
Geneva Mexico to the wro 


Unparliamentary 


Sir—Surely Lexington must be 
joking (May 8th) about the sep- 
aration of powers and America’s 
government. One need only look 
at India to see that a parlia- 
mentary form of government is 
totally unsuited to a large country 
with a diverse population. 
Parliamentary democracies in 
Western Europe benefit from be- 
ing small with relatively few eth- 
nic divisions. Partisan manoeuvre 
may affect the speed at which leg- 
islation is passed, but it often en- 
sures that minority views are 
heard and taken into account. 
One of the reasons America split 
from Britain is because its parlia- 
ment ignored the colonists’ views 
while passing their various tax 
acts. I will take the 200-year track 
record of America’s government 
over those of the European de- 
mocracies any day. 
Allentown, 


Pennsylvania Vinay VASUKI 


Sır—Lexington hits the nail 
squarely on the head, but ought 
to have hammered the message 
home. Demands for term limits 
and for campaign-finance reform 
reflect the shared belief that gov- 
ernment is no longer as respon- 
sive as it ought to be, at least to 
the needs of ordinary voters. 
The impeachment debacle 
shows what happens when a re- 
publican form of government can 





drag out what would have been 
resolved by a- simple vote in a 
parliamentary democracy. One 
wonders how long it will take be- 
fore those responsible for govern- 
mental gridlock. will hear what 
promises to be the next battle cry 
in the ongoing campaign to re- 
store responsibility and account- 
ability: “It’s the system, stupid.” 


Chapel Hill, Gites 
North Carolina SCOFIELD 
wae ee Mc Naa auc Ital gece atta EE 


Après Moi: no deluge 


Sin—You are wrong to suggest 
(“Moi, lord of Kenya’s empty 
dance”, May 15th) that Kenya’s 
ruling party, KANU, is not wholly 
interested, positive and con- 
cerned about economic reform, 
political pluralism and corrup- 
tion. The strides in reform made 
since 1991, which have impacted 
on corruption, economic per- 
formance and political stability, 
could not have taken place with- 
out the active involvement of Mr 
Moi and kanu. No doubt more 
remains to be done to further im- 
prove Kenya’s situation, but all 
the ime conditions have been met 
and it is our hope that the goal 
posts will not be shifted anew. 

It is an aberration to suggest 
that Mr Moi has played a hand in 
fracturing the opposition. The 
very idea of introducing plural- 
ism was to give the people the 
hitherto denied freedom of form- 
ing as many parties as they 
wished. It has, therefore, not been 
necessary for anybody to help the 
opposition to stay divided. But, of 
course, it would be a foolish poli- 
tician who does not take ad- 
vantage of his opponents’ divi- 
sions and weakness. You predict 
doom after 2002. | suspect you 
will instead be surprised by an- 
other smooth transition in Kenya. 

M. NGALI 
Kenyan High 
Commissioner 
PEERED: | 





Bad breath 


Sır — I was interested to learn that 
State Department officials waited 
with “baited breath” to capture 
Yasser Arafat's historic words re 
nouncing “tourism” (Bagehot 
May ist). Perhaps their baiting 
flustered Mr Arafat. 1 await de 
tails of the officials’ diet (whict 
obviously influences the bait they 
use) with bated breath. 


West Lafayette; -RAGHAVENDR/: 
indiana Rat 
di Sib = ROR Tt eA en rae ee ar | 
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RECRUITMENT CONSULTANTS GROUP 
2 London Wall Buildings, Londen Wall, London EC2M 5UX 
Tel: 0171-588 3588 or 0171-588 3576 


Fax: 0171-256 8501 





Director level opportunity for profit and results driven business leader in Regional Marketing covering 
Europe, Middle East, Africa and emerging Eastern Bloc countries. 


E mall: clagroup@online.rednet.co.uk 


BUSINESS DEVELOPMENT - POWER SECTOR 


Northern Home Counties 


£55,000 - £70,000 + Bonus + Car 


Global Business Unit of one of the World’s most experienced 
Engineering, Construction and Consulting companies. 


We invite applications from Chartered Engineers who must have 
had at least 10 years experience within the Power Business, 
probably within contracting, but possibly on the client side. This 
must cover a detailed understanding across a broad spectrum. of 
technologies, equipment, types of contracts, funding strategies, 
client relationships and competitor activity. Up to date 
knowledge of Hydroelectric, Geothermal, Fossil (Coal, Lignite and 
Gas Fired), Nuclear (including Decommissioning and 
Decontamination) and Renewables will be key as will be the 
development of and working in consortia on major projects, 


up to 50% away travel should be expected. You will report to 
Head of Power Marketing in the US as well as working closely 
with the UK Chairman and CEO and be responsible for finding, 
negotiating and leading major capital projects through to 
successful implementation with a company which is highly 
committed to growth. The delivery of high value solutions to 
long-term business partners is essential as will be the ability to 
network at ministerial, major institutional leader levels plus power 
producers and national utilities generators. Also you should be 

able to encourage change and work closely with proposal and 


plus the ability to recognise future consortium management fill, project teams, developing. project execution plans and 


partners within Japanese, Korean, US and European | 
organisations. European language skills are important and 


CJA 


managing risk in the most effective manner. 


Initial base salary negotiable £55,000-£70,000, performance related bonus, car, contributory pension, 
assistance with removal expenses and other excellent benefits. 





McKinsey& Company 
MANAGEMENT CONSULTANTS 
Lisbon Office 


AN. EXCEPTIONAL CAREER... 
leading consulting firms. A career with us 
offers multiple portunities: help top 
managers in leading companies solve the 
complex ~ problems ..facing their 

organisations; grow professionally ina 
stimulating and supportive environment; 
shape your own career; and be part-.of 4 
unique institution. 






IN A DYNAMIC GROWTH 
PRACTICE... The Lisbon Office is 
experiencing tremendous growth as it 
deepens its relationships with leading 
Portuguese organisations in a multitude of 
sectors (financial, telecom, energy, utilities, 
retail, etc.) in one of Europe’s most 
dynamic environments today. 





Applications, in strict confidence, under reference BD8731/E, to the Managing Director, CJA. 


Leading recruitment globally 


McKinsey & Company is one of the world’s ` 


„FOR OUTSTANDING PEOPLE... We 
are looking for top. calibre people with 
proven records of exceptional academic and 
professional achievement, : Your degree 
discipline may be varied, but you. must be 
able to -Jead and motivate © others, 
communicate complex ideas clearly, rise to 
tough challenges, work well in a team and 
speak a Romance language - characteristics 
which enable us “to provide outstanding 
service to our clients. 


..MUST BE. WORTH INVESTIGA- 
TING. Send your résumé, together with a 


cover letter, 0: MeKinsey & Company 
Ref: ADECLB-99 
Av. Casal Ribeiro, 14 - 5° 
1000-092 LISBOA 
PORTUGAL. 
Tel: +351 1 315 42 97 
Ib.recrult@mckinsey.com 
http:/Awww.mckinsey.com 











AFRICAN DEVELOPMENT BANK 
: W. The AFRICAN DEVELOPMENT BANK is thé premier pan-African 
| development finance instivation established in 1964 to foster economic 
growth and social progress in Attica. The Bank is owned -by 77 member 
states in Africa, Europe, Asia and the Americas. It is based in Abidjan, 
Céte dIvoire, West Africa. 
Nationals of member countries ave invited to apply for the following positions. 


CHIEF SECURITY OFFICER, ADMINISTRATION DEPARTMENT 
(VN. ADB/99/36) 


Under the supervision of the Director, the Chief Security Officer will: Assess and make 
recommendations on physical/technical security needs inchiding the review of Bank 
blueprints and building plans prior to implementation; Ensure chat Bank buildings and 
perimeters are protected; Assist the Bank procurement services in the purchase of 
specialized technical security items and systems; Co-ordinate fire prevention and control; 
Manage contracted guard and police services; Develop a total asset protection program to 
cover accident prevention, work safety, fire prevention and damage control; Develop a 
program to prevent theft and pilferage; investigate internal and external fraud and crime 
related to the Bank; Develop contingency procedures to protect the Bank and personnel in 
the event of criminal attack, natural disaster, or major accidents; Organize and conduct 
safety training for staff in fire prevention, first aid, radio communication procedures and 
security awareness, Keep management and staff appraised of risk and disseminate security 
information and warning: Maintain contacts and liaise as necessary with external agencies, 
the United Nations, Embassies, Interpol, the National Police Units, ete Provide security 
services and coverage at ADB group external events as needed, : 
Qualifications: at least a post graduate degree in International Seeurity, Criminology, 
Police Academy or other related areas, At least 6 years of relevant experience in Security 
management, and modern management techniques. 


SENIOR ENGINEER (ELECTRO TECHNICAL) - 
ADMINISTRATION DEPARTMENT (VN.ADB/99/37) 


Under the supervision of the Division Manager, the incumbent will: provide input to the 
development of, and implement the prevention maintenance system for the various items 
of equipment and systems in Bank owned building; develop, prepare and implement 
programmes for technical equipment acquisition and maintenance; Develop projects for 
technical equipment maintenance and installations in the Headquarters building, and 
other Bank properties; Review policies and procedures for the maintenance of the Bank’s 
technical equipment and for the acquisition of new equipment and propose amendments 
as required, Contribute to the preparation, planning and negotiation of external 
maintenance contracts for technical and engineering services and maintenance activities; 
participate in the procurement process; co-ordinate Bank design for technical installations 
requirements and be party to instructing the professional team; Prepare, recommend and 
continually upgrade where appropriate cost control and reduction measures guarantecing, 
minimum running costs of the engineering services; Review marker improvements in 
enginecring maintenance and make recommendations for system upgrades to increase 
overall efficiency; Propose for review annual budgets for all engineering and associated 
works and ensure their control; Advise Facilities Helpdesk of all scheduled and emergency 
interruptions to services during normal working hours and at weekends. Qualifications: 
At least a post graduate degree in Engineering or related areas; at least 5 years of relevant, 
experience in facilities management. 


PRINCIPAL ENGINEER (MAINTENANCE) - ADMINISTRATION 
DEPARTMENT (VN. ADB/99/38) 


Under the supervision of the Division Manager, the incumbent will: Develop and oversee 
the implementation of the preventive maintenance system for the various items of 
equipment and systems in Bank owned buildings, Propose and supervise the development 
and implementation of programmes to support the Bank's operation of the Headquarters 
building; Set and agree engineering policy and procedures for all ADB premises; 
contribute to the preparation and production of engineering procedure manual; 
Contribute to the preparation, planning and negotiation of external maintenance contracts 
for technical and engineering services and maintenance activities, co-ordinate Bank design 
for technical installations requirements, Provide constant ongoing project review and 
control of the entire engincering services during design, implementation and build 
environment, monitor and review quality assurance of the engincering and associated 
works; Prepare, negotiate and recommend engineering supply, maintenance and service 
contracts; Manage the in-place contracts, prepare, recommend and continually upgrade 
where appropriate, cost control and reduction measures guaranteeing minimum running 
costs of the engineering services; Review market improvements in engineering 
maintenance and make recommendations for system upgrades to increase overall efficiency 
as part of the Capital Improvement Programme, Propose for review annual budgets for all 
engineering and associated works and ensure their control; As team leader, plan, organise 
and control the activitics of the team; handle delicate high priority and high visibility 
business issues as required. Qualifications: At least a post graduate degree in Engineering 
or related areas; At least 5 years of relevant experience, sound knowledge and 
understanding of building and technical equipment systems and installations. 


General Requirements: At least, a post graduate degree; Ability to communicate and 
write effectively in English and/or French, with good working knowledge of the other 
language; Familiarity with modern software applications. 

The Bank offers an internationally competitive salary and attractive benefits package. 
Applications with complete curriculum vitae in French or English must be sent by 21 June 
1999 to the address indicated below. 

Women are encouraged to apply. Due to the large number of applications expected, only 
shortlisted candidates will be acknowledged. 


Division Manager 
recruitment and Staff Development Division 
African Development Bank 
OF BLP. 1387 ABIDJAN OF - COTE D'IVOIRE 
PAX (225) 20.49.43 ADB Homepage: hip: //wwwafdborg - E-mail: recruit@aflb.org 


m 


oe EN i 
UNITED NATIONS WS NATIONS UNIES 


The International Civil Service Commission (ICSC) 
is a subsidiary organ of the General Assembly with a 
mandate to regulate and coordinate the conditions of 
employment of staff of the organizations of the United 
Nations ‘family (“the common system”). Applications 
are invited for the post of the Executive Secretary to 
the Commission. 


As- the Chief Administrative Officer, the Executive 
Secretary is directly responsible to the ICSC Chairman 
for the effective leadership, management and 
organization of the work of ICSC secretariat and for 
ensuring that all logistical and administrative 


_ arrangements for the Commission are met. .Directs the 
-work of the secretariat; provides strategic guidance for 


the preparation of studies and reports; ensures meeting 


„service arrangements for ICSC meetings, including 


preparation of background documentation and sessional 
reports; maintains liaison with the participating 
organizations, staff bodies and other relevant 
international institutions. Maintains contact, as 
necessary, with government representatives; is 
responsible for the Commission’s budget and finances, 
including preparation of budget estimates and financial 
reports. 


Requirements: Advance university degree, preferably 
in personnel management, business administration or 
related field. A minimum of 15 years progressive 
professional experience, of which preferably 10 years 
should be at the international level. Extensive 
knowledge of, and experience in, personnel and 
compensation/remuneration policy matters. Familiarity 
with United Nations administrative procedures an 
added advantage. Demonstrated managerial, 
communication and negotiating skills, and ability to 
work in a multicultural environment and to foster a 
team spirit. 


Languages: Ability to explain, verbally and in writing, 
complex human resources and remuneration issues in 
clear and concise manner in either English or French. 


| Knowledge of one of the other working or official 


languages of the United Nations system highly 
desirable. 


Remuneration: Net salary: US$105,600 to 114,900. In 
addition, other allowances may apply. Applications 
with full CV should be sent before 30 June 1999 to: 
ICSC secretariat, DC2-1060, 2 U.N. Plaza, NY 10017. 


ONLY CANDIDATES MEETING THE MINIMUM 
REQUIREMENTS OF THE POST WILL BE 
CONTACTED. 











McKinsey & Company 
Manager of Research & 
Information Services 


McKinsey & Company, a global international management consulting 
firm with an extensive network of North American research professionals 
is seeking a Manager of Research and Information Services to be based 
in the Houston, Texas office. 


The role of the Manager of Research and information Services is to lead 
a team of 15 professionals who provide general business research 
Support to consulting teams in Dallas and Houston, and specialized 
research support to consultants throughout North America who are 
working in the energy, oil and gas, utilities and electronios industries. 
Typical projects for the department take several hours to several days to 
complete and involve gathering, analyzing. and presenting information 
using the Firm’s analytical frameworks and presentation formats. This 
position is also responsible for building and maintaining a state-of-the- 
art infrastructure to support Houstor/Dallas research needs. 


The ideal candidate would passess excellent communication skills, be 
highly motivated and organized, have demonstrated superior leadership 
and coaching skills, possess a service-oriented attitude and be capable 
of effecting change in a professional services organization. 

An undergraduate degree from a respected institution, plus an M.B.A., 
M.S., or Ph.D. in a business discipline are required, 

This individual would have a minimum of eight years of professional 
experience, with at least three years in a managerent/supervisory role, 
Ideally, this experience would have been gained in financial or economic 
analysis with a recognized research organization, consulting firm or major 
corporation. Familiarity with the energy, electronics, and/or chemicals 
industry issues and sources would be highly desirable. 

We are an equal opportunity employer offering a highly competitive 
salary and superior benefits. For immediate consideration, forward your 


resume to: 
Box 799-JM, 12th Floor 
360 Lexington Avenue, New York, NY 10017 


Visit our website at www.mckinsey.com 


















Deputy Secretary General 
to £45,600 


For 38 years our campaigns have brought relief 
to countless victims of injustice, raised the 
profile of human rights and shamed the world 
into action. Our response to a fast moving 
world must continue to be an International 
Secretariat adept to change and committed to 
the empowerment of its staff;and an organization 
led with vision and sensitivity, 


You will provide the leadership in shaping our 
strategies, pooling our talents in research, 
development and campaigning to support the 
efforts of Armnesty International sections 
and structures in 100 countries, and to support 
democratic decision making bodies, 


You will bring a background of creativity, integrity, 
distinction and leadership in human rights, social 
justice, international development or related 
fields. You will also bring a commitment to 
multiculturalism and gender sensitivity. 


Closing date: I8 June 1999, For further 
information please contact the Human 
Resources Program, Amnesty International, 
International Secretariat, | Easton Street, 
London WCI 8D]. Tel: 44 (0) 171 413 591} 
(24 hours). Email: jobs@amnesty.org Please 
quote Ref: OSG/99/2. 
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‘ASSOCIATE — PUBLIC POLICY. [23 2 
DIRECTOR EVALUATION 


| Research & Consulting ind 


www.ecotec.com 
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ECOTEC has an unrivalled track record in research and 
consulting in public policy/programme evaluation (see our 
web site www.ecotec.com). Working internationally from 
offices in Brussels, London, Birmingham and Madrid we 
provide evaluation services across four broad fields: 

- Social Policy - Education and Training 

- Regional Policy and Economic Development 

- Environmental Policy 

-Innovation and RTD. 





























We are now seeking to recruit a leading practitioner to 
coordinate and develop our Evaluation Services across the 
company and to integrate our company’s expertise, 
drawing on 150 multi-disciplinary staff and a roster of 
| associates, The successful candidate will have a track 
record in identifying and winning work, managing major 
t 

| 












projects and working internationally, Expertise in at least 
two of the above policy areas and familiarity with the 
procedures of the funding institutions such as the EU and 
development agencies are also required. You must be an 
EU national. The post is at Associate Director level will 
have a salary package around £55k in the UK 
together with the possibility of equity participation 
through an ESOP. The post may be based in Birmingham, 
London or Brussels, 
















CVs to: Christine Roberts, ECOTEC Research & Consulting 
Lid., Priestley House, 28-34 Albert Street, Birmingham B4 


7UD. Christine_Roberts@ecotec.co.uk by 18 June 1999 
Neti Re ea = 
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DIRECTOR GENERAL 


International Crops Research Institute for 
the Semi-Arid Tropics (ICRISAT) 


/  |GRISAT, one of the sixteen Centres of the Consultative 

Group on international Agricultural Research (CGIAR), with 

a headquarters in Patancheru, near Hyderabad, Andhra 

ae Pradesh, India, wishes to recruit an internationally 

° recognized scientist and research manager as its next 
ICRISAT Director General. 


ICRISAT has global and regional mandates for important food crops and 
fatming systems in the semi-arid tropics and has agricultural research 
‘facilities and activities in Ethiopia, Kenya, Malawi, Mali, Niger, Nigeria, and 
Zimbabwe, as well as its headquarters in India. Candidates must possess: 


* exceptional leadership qualities, vision, and managerial skills, 

* research experience and demonstrable effective research management 

preferably in the semi-arid tropics; 

| * recognized advanced qualifications in agricultural science; 

s demonstrated skills in working in partnership with policy-making bodies 

at the national and international levels, and in attracting financial support 
‘from donor communities, 

outstanding communication skills, both verbal and written, in English, with 
similar attributes in French a significant advantage. 


Additional information about this position can be obtained from the address 
cited below, or by visiting the ICRISAT web site: www.cgiar. org/icrisat. 
ICRISAT is an equal opportunity employer and encourages women 
candidates to apply. 


Please send your curriculum vitae and names of three referees by 
July 5, 1999, to: Secretariat, ICRISAT DG Search Committee, c/o IDRC, 
250 Albert Street, P.O. Box 8500, Ottawa, Ontario, Canada K1G 3H9; 
Telephone: (613) 236-6163 (x2096); Fax: (613) 235-6391; E-mail: 
icrisearch@idre.ca . 


International Youth Foundation a ae 





Founded ‘in.1990, the International Youth Foundation HYE dsan 
independent; global, operating organization dedicated to the positive 
development of children and youth. In its work with more than 160 
companies, foundations and NGOs, IYF represents a new breed of global 
organizatién; focused on building strategic partnerships among. the business, 
» public and civil society sectors. IYF’s recently launched the Global Alliance 
for Workérs-and Communities in partnership with the World Bank, global 
companies and nonprofit organizations aimed at providing young adults 
involved in manufacturing with ways to improve their lives, workplace, and 
communities, 


a 
Ø 
5 








Vice President for External Affairs 





Provide leadership for a new IYF department for public affairs, external 
relations, communications and publications. Reporting to the Chief 
Operating Officer, the Vice President is a member of the senior management 
team, responsible for yearly public affairs, serving as spokesperson for IYF; 
and management of communications/public affairs staff. Qualified 
candidates will have extensive senior-level experience in advertising and/or 
public:relations, preferably in a corporate setting, along with strong 
“international exposure. Position based in Baltimore, Maryland. 








Regional Manager for Asia 


Responsible for planning and executing IYF’s strategy in the region. 
Reporting to the Executive Vice President for Global Partner Network, the 
Regional Manager will be responsible for the new country and existing 
partnerships; and will conduct the Global Alliance's regional activities 
involving participatory needs assessment and development interventions for 
factory. workers in South East Asian countries, Travel 35%. Asian language a 
must. Position based in Asia. 


Send inquiries via mail or fax (+1 410 3471188) to: W.S. Reese, Chiet 
Operating Officer, International Youth Foundation, 32 South Street, Suite 
500, Baltimore, Maryland 21202, USA. www.iyfnet.org 






| A World Bank supported Rural Finance/Microfinance Institution in Malawi seeksa = 
MRFC 


General Manager 


Malawian National 


MREC is Malawi’s leading Rural Finance/Agricultural Finance/Microfinance Institution providing financial services in 
the rural areas of Malawi. The size of its portfolio and its outreach throughout the country makes it one of the 
| institutions of national importance. Owned by the Government of Malawi but operating strictly commercially, MRFC | 
provides loans to agricultural and non-agricultural sectors through 8 branches and 163 sub-branches. Established in| 
1994 the organisation is at a crucial point in its development. A process has been initiated to privatise the Company. At | 
the same time efforts are being made to diversity the portfolio and otherwise strengthen the Company’s basis for long 
term profitability and sustainability. We are seeking to recruit a Malawian national to assume the position of General 
Manager. 















Reporting directly to the Board of Directors, you will be responsible for the profitability and strategic management of 
the institution leading a team of dedicated professionals committed to the mission of the Company. This is a rare 


opportunity for an experienced senior executive to lead MREC into the next Millennium. 


In addition to a good Master’s Degree and/or a professional qualification you should have more than 10 years 
experience in a senior management role in a bank or a financial institution with a large branch network preferably with 
an institution involved in rural/agricultural/microfinance in Africa or elsewhere. 


| A competitive salary package commensurate with the seniority of this position will be offered to the right candidate. 
Please apply to the Chairman of the Board of Directors (by mailfax or email) enclosing your detailed CV so as to reach 
us not later than 30th June 1999. 


MALAWI RURAL FINANCE COMPANY LIMITED 
Private Bag 39, Lilongwe, Malawi, Central Africa. Fax: (265) 742249. 
; ; email: mrfc@malawi-net. ; 
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-Strategic risk management 


—lessons of the 1990s 







| Once largely. 
2 central strategi 


Key issues examined in the report 


Strategic risk management: lessons of 
the 1990s presents perceptive analysis and 
discussion of a range of critical issues 
including: 


* Risk management in hazardous times 
Why did their firm-wide risk management 
fail to protect some firms in the wake of 
the global economic crisis? 


* Modelling credit risk 
How is understanding of credit risk 
evolving? The report explains and 
analyses the core concepts every manager 
needs to understand. 


* Firm-wide risk management 
The ability to measure and manage 
firm-wide risk on a quantifiable and 
comparable basis is a tantalising goal. 
Find out in the report how leading 
practitioners are making progress. 





Order your copy today by 


* Getting to grips with operational risk 
Progress in mapping and understanding 
operational risks lags behind that for credit and 
market risks, The report presents reliable peer- 
group data drawn from two large surveys of 
banking firms. 


+ Real-time risk control: point-of-sale banking 
Technology-assisted risk management and credit 
risk assessment in real time has been largely 
neglected by financial services firms, especially 
banks. The report explains why they might need to 
focus more on what can be done instantaneously. 


* A proposal for solving financial crises 
How might financial instability be managed in 
the future and what are the strategic implications? 


* Securing the downside: will it work? 
Leading figures from the finance industry give 
their response to the idea that downside-risk 
insurance is a feasible and effective solution to 
regulatory problems. 











Please send me Quantity] Price | ‘Total © Payment details 
ot oe bo Stn lita a Z 
trategic risk management: l | Uss795 Q T enclose a cheque for US$ 
lessons of the 1990s l | ; | | 








P Personal details 


calling Amy Ha on (852) 2802 7288 quoting AE3BAA 


Alternatively fill in and return the order form below. 


The Economist Group (Asia/Pacific) Ltd, 
G Iam paying by telegraphic transfer to: 


you can benefit fro 
this report 


Strategic risk management: lessons of the 
1990s will enable you to: 





* enhance your understanding of the latest, 
thinking on risk management; 































see the latest ideas and techniques in 
action through case studies; 





e benchmark your firm against the major 
players in the financial services industry: 


+ make well-informed decisions based on 
insight into the strategic issues driving risk 
management; and 


| + master the tools and concepts necessary to 
measure, manage and reduce risk in your 
own organisation. 











Research sources and methodology 


Strategic risk management: lessons of the 
1990s is based on a wide-ranging programme of 
research. Sources include leading financial servi 
firms, surveys of banking executives, and analysis 
of current trends and likely future directions in 
risk management. Numerous senior financial 

services executives and industry observers were 
interviewed, ensuring that a wide range of views 
was synthesised into a coherent 100 page report. 











payable to 





"lease print in block capitals 


ob title eevee ae asec ie acini tac the sta VE A AE AEA 


Jompany name 


ddress 
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The Hongkong and Shanghai Banking Corporation Limited 
Hong Kong Main Office, 1 Queen’s Road, Central, Hong Kong. 


A/C No, $00-050125 A/C Name: The Economist Group (Asia/Pacific) lid. 
(Please enclose a copy of your telegraphic transfer instruction.) 


(J Please charge US$ 
Q Visa O MasterCard 


Account Number 













to my 


American Express 





Signature Zz E 


Expiry date 
{required on all credit card orders) 


Q Please send me a proforma invoice (Reports) will be sent on receipt of payment. C. 
I do not wish to receive promotional material from: 


Q The Economist Intelligence Unit Other companies 





} Please return to your nearest Economist intelligence Unit office: 


sia & Australasia Europe, Middle East & Africa 

he Economist Intelligence Unit The Economist Intelligence Unit Lid 

iF, Dah Sing Financial Centre PO Box 200, Harold Hill 

18 Gloucester Road, Wanchai, Hong Kong Romford, RM3 BUX, LK 

el: {857} 2802 7288/2585 3888: FAX: (852) 2802 7720/2802 7638 Fek 44.171) 830 1007 Fax: {441708} 371 850 
maik hongkong@eiucoms MI eave eon E-mail: london@eiu.com hipsAvwwelazamn 





The Americas 

The Economist intelligence Unit 

The Economist Building, N} West 57th Street 
New York, NY 10019, US 

Tek 4.212} 554 0600 Fax: 0.232) 586 Lat 

Emai: newyork@eiu.cani hipuvwweriucom 


EIU 


The Economist 
Intelligence Unit -: 








| INTERNET 
COMPANIES 
WANT TO GO 
PUBLIC, THEY 
CLICK HERE. 


You're a high-tech company with fresh ideas and aggressive 








These deals appear as a matter of record only. 


been through several rounds of financings already to reach 





your present level, Now you're ready to take the big step 
and go public. Where do you turn? 
‘To the firm that leading Internet companies turn to - 


Bear Stearns. That’s because we place the highest priority on 


ark af The Bea Stearns Cordpenies Hie 












thoroughly learning our client's business and individual needs. 
We pull together our resources, including corporate finance, 
-strategic and financial advice, sales & trading and research 
< to deliver superior execution and distribution. And we're 
there after the IPO, building long-standing relationships 
‘through superior after-market service, 

— It's commitment like this that makes everything click for 

— Internet companies going public. And it's the kind of client 


service, innovation and performance we deliver. Every day. 





goals, You've worked hard to be a player, and probably have 





$86,250,000 


K miningco.com 


Initial Public Offering 
March 1999 





BEAR 
STEARNS 


$168,000,000 


prodigy 


Hrottgy Cormenani psi Magee 


Initial Public Offering 
february 1999 





$57,375,000 





Ininal Public Offering 
February 1999 










$47,840,000 


M 


MODEM MEDIA , POPPE TYSON 


Initial Public Offering 
February 1999 





$161,460,000 


foamed 


Initial Public Offering 


January 1999 


$ 112,700,000 


rama ATE, 
A EREDI TYEE 
a citysearch.com 
Initial Public Offering 
December 1998 








f 


$64,400,000 


®) 


XOOM 
Initial Public Offering 


December 1998 


$33,810,000 


BART H WES 


initial Public Offering 


November 1998 

















$31,335,003 


theglobe.coa 


initial Public Offering 
November 1998 











$25,500,000 





Initial Public Offering 
August 1998 








75 YEARS of CLIENT SERVICE, INNOVATION & PERFORMANCE. | 

















MAY 22ND 1999 





The rot in Pakistan 


66 EVELOPMENT”, wrote James Wol- 

fensohn, the president of the World - 
Bank, earlier this year, “requires good govern- 
ance, meaning open, transparent, account- 
able public institutions.” Over the past year 
or two of economic turmoil in Asia—turmoil 
caused, in the view of many, by a lack of gov- 
ernmental accountability--Mr Wolferisohn’s 
prescription has become a favourite theme in 
the corridors of the World Bank and the me. 
So when a government sets about under- 
mining the institutions designed to hold it in 
check, it is time to start thinking about shut- 
ting off the flow of money. 

Pakistan has been run by such dreadful 
governments for so long that it seems barely worth remarking 
on any deterioration. But whereas previous governments 
were chaotic in their awfulness, this one has turned out to be 
systematic. Over the past two years Nawaz Sharif, the prime 
minister, has been picking off individuals and institutions 
that he believes pose any threat to his own power. He has seen 
off a president and the chief of the army staff, and is now try- 
ing to push through a constitutional amendment that would 
give him sweeping powers to ignore Pakistan’s legislature and 
provincial governments in the name of Islamisation. 

The judiciary at first tried to check Mr Sharif, but has giv- 
en up, When the chief justice of the Supreme Court, Sajjad Ali 
Shah, took the president's side in an argument with the prime 
minister in 1997,.a mob from Mr Sharif’s party stormed the 
Supreme Court and Mr Sharif sacked Mr Shah. The courts 
have given Mr Sharif little trouble since. 

This year it is the turn of the press. A few months back, the 
Jang Group of newspapers had its bank accounts frozen and 
its newsprint confiscated. Now Najam Sethi, a newspaper 
publisher and editor (and a former correspondent of The Eco- 
nomist), is being held without charge, accused, by govern- 
ment press releases, of working for both the cia and Indian 
intelligence. The government insists that his arrest has nothing 
todo with a campaign against the press—which makes it odd, 
then, that all copies of his paper, the Friday Times, were 
seized last week, and that its website has been jammed. 

All this is unfortunate for Pakistanis, of course, but should 
it really matter to those who hand out the money? Yes. With- 
out an independent judiciary and a free press, there is little 
chance of the accountability and openness that Mr Wolfen- 
sohn regards as essential to development. 

Signs already abound that money which should have 
been spent on development is being wasted. A scheme to help 
poor Pakistanis become taxi-drivers has involved the distribu- 
tion of concessional loans at politicians’ discretion. Neither 
the grand Islamabad-Lahore highway nor the unnecessary 
new airport at Karachi is justified by economics. 
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Mr Sharif’s predecessor, Benazir Bhutto, 
has just been sentenced in absentia to five 
years in jail for corruption. Mr Shah, the 
sacked chief justice, had agreed to hear cor- 
ruption charges against Mr Sharif, but was 
sacked shortly afterwards. Mr Sharif’s family 
has been tainted by a High Court judgment in 
London against his father and two brothers 
in March, ordering them to repay $32.5m in 
loans taken out from a Saudi finance house 
for a paper mill owned by the family. Mr 
Sethi had written a sharp editorial comment- 
ing on this judgment the week before he was 
arrested. 

Before the end of the month, the imr’s 
board is due to consider releasing the next tranche of a $1.6 
billion loan. It should think long and hard about whether Mr 
Sharif’s Pakistan is really likely to use the money well. Of 
course, there are many badly governed countries in the world, 
but some of them, often thanks to prodding from outside, 
have been moving in the right direction. Pakistan under Mr 
Sharif is moving in the wrong direction. It seems perverse to 
give it more cash to speed it on its way. 

The counter-argument that carries most weight with the 
United States—which has much influence in these matters— 
is that the alternatives to Mr Sharif’s government are even 
nastier. Afghanistan, over the border, is run by the Taliban, a 
bunch of fearsome Islamic zealots. Pakistan is a nuclear pow- 
er. Nobody in the West wants a nuclear Taliban. 


Who’s the bogeyman? 


This argument is favoured by many unattractive govern- 
ments. It often works. It got the sanctions that had been ap- 
plied after Pakistan’s nuclear test last year lifted only six 
months later. It got Boris Yeltsin boatloads of money: all he 
had to do was hold up the spectre of the ultra-nationalist Vla- 
dimir Zhirinovsky, or the Communists, or both, and another 
cheque was written. The procedure has the merit, sometimes, 
of genuinely preventing villains from taking over. Its flaw, 
though, is that it usually prevents any decent alternative to 
the gang in power from emerging. 

Anyway, the bogeyman threat is even less convincing in 
Pakistan than it was in Russia. Pakistanis show little enthusi- 
asm for Taliban-style politics. Fundamentalist parties got 5% 
of the vote in the last election. They hate each other even more 
than they hate the secular elite, so it would be hard for any 
one group to impose its views on the country. And the further 
Mr Sharif goes in undermining the few checks on his own 
power, the harder it will be to tell the difference between him 
and the bogey that might replace him. Pakistan needs an ac- 
countable government; then the money can follow. 
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The real menace 





America’s Federal Reserve should have raised interest rates to ward off the 
threat of inflation. Soon, it will have no choice but to do so 


-LAN GREENSPAN, chairman of America’s Federal Re- 
serve, is sometimes credited with the power of an in- 
vincible Jedi knight who can protect the economy from all 
evil forces: inflation, deflation, recession or global financial 
turmoil. Yet this week, Mr Greenspan’s chosen weapon 
looked. like a battered tennis racket, not a mighty lightsabre. 
Despite the first signs that inflationary pressures could be on 
the rise, the Fed left interest rates unchanged at 4.75%, and 
chose merely to hint that it might tighten policy in future. 
This sounds prudent but is actually risky: if the beast of in- 
flation escapes, the increase in interest rates needed to recap- 
ture it will then have to be bigger. And by holding rates stea- 
dy, the Fed continues to fuel a share-price bubble that if 
(when?) it bursts will damage the whole economy. 

America’s economic performance has been undeniably 
impressive under Mr Greenspan’s care. The economy is en- 
joying its longest-ever peacetime expansion and its lowest un- 
employment rate for almost 30 years; and, until now, in- 
flation has remained remarkably subdued. It is possible that 
the jump in America’s headline inflation rate to 2.3% in April 
was a blip, caused by special factors. After all, the rate of 
growth of wages has been declining. If so, it is argued, the Fed 
was wise to hold its fire. But there were other reasons why the 
central bank should have been more on its guard than usual. 
The pace of growth of real domestic demand—7% at an an- 
nual rate in the first quarter--was much too fast for comfort. 
And the labour market seems dangerously tight. If unem- 
ployment continues to fall, wages will certainly accelerate. 
The only question is when. 

Despite talk of a “new paradigm”, a large part of the fall 
in American inflation over the past two years has itself been 
caused by one-off factors, notably lower oil and commodity 
prices, and a strong dollar. This is not to deny that America 
has seen real economic improvements. New technology and 
increased competition seem to have boosted productivity 
growth (see page 37), though this might not last. But the wor- 
ry is that these gains have combined with a lax monetary pol- 
icy to encourage speculative excesses. Several signs of frothi- 
ness have emerged. The level of share prices is hard to justify 
even on the most optimistic assumptions about future prof- 
its; the stockmarket boom is starting to spill over into other 
assets, such as prime city property and fine art; there has 
been a surge in borrowing by firms and households; and the 
current-account deficit has risen to record levels. These look 
like the classic symptoms of an overheating economy. 

Some economists argue that, because of uncertainties 
about whether and how the relationship between growth 
and inflation has changed, and because forecasters have con- 
sistently overestimated inflation and underestimated growth 
in recent years, the Fed is still right to play safe until more da- 
ta confirm that inflation is reviving. An unnecessary interest- 
rate rise, it is said, risks cutting the expansion short too soon. 
But is this really the “safe” option? 

The Fed, remember, cut interest rates three times last au- 











tumn, by a total of three-quarters of a percentage point, in re- 
sponse to fears about a credit crunch in the wake of Russia's 
default. Since then fears of a crunch have faded, the Dow 
Jones Industrial Average has gained 40%, and the American 
economy has proved to be growing even more briskly than 
had been predicted. The Economist's poll of forecasters has 
lifted its average forecast for growth in 1999 to 3.6%, up from 
less than 2% last October. Economic prospects in the emerging 
world also look brighter, so several of the one-off factors 
holding down American inflation may soon go into reverse. 
Oil prices have already bounced up and commodity prices 
have stopped falling. As growth abroad recovers, America 
will become more vulnerable to inflation unless its domestic 
demand slows. There is therefore a strong case for reversing 
some of last year’s easing. 


An eternal fight, twixt good and evil 


To argue that it is safer for the Fed to wait until it sees inflation 
actually rising before it acts is like saying that there is no rea- 
son to brake a runaway car until it is a few feet from the cliffs 
edge. It takes at least a year for interest-rate changes to have 
their main impact on the economy, which is why policy must 
be forward-looking. Indeed, with domestic demand rising so 
rapidly, the safe policy would surely have been to nudge rates 
up by a quarter-point. This would have acted as a backstop 
in case activity does not slow of its own accord (as the Fed has 
repeatedly, and wrongly, forecast). It would also be a timely 
reminder to financial markets that there are still such things 
as risks and downsides. 

By cutting interest rates three times last year, Mr Green- 
span may have inadvertently sent a message to the markets 
that he will do all he can to prevent a financial crash. Indeed, 
the dangerous (and flawed) notion that the Fed has abolished 
the business cycle and so ensured ever-rising share prices 
may well have given investors, firms and consumers a decep- 
tive feeling of security, which has encouraged them to take on 
excessively risky positions. 

Just as the hype surrounding Japan’s economic strength in 
the 1980s eventually spun out of control, so America’s genu- 
ine recent economic gains have been over-hyped. Had the 
Fed acted earlier to let some air out of Wall Street’s bubble, 
America’s economy might not now be looking so dangerously 
unbalanced. The central bankers should not bear all—or even 
most—-of the blame, for it is devilishly difficult to tell the dif- 
ference between a market that is rationally exuberant and 
one that is affected by a speculative bubble. Interest rates are 
a blunt weapon to wield in such circumstances; it is impos- 
sible to predict how far share prices could fall once they turn, 
or how severe the economic consequences might be. 

These are understandable concerns. They are not, how- 
ever, areason for Mr Greenspan to go soft on the real menace: 
inflation. It is past time for him to demonstrate that the force 
is still with him. ; 








Barak on the job | 


It is great to have a new Israeli prime minister, but he now needs to move fast 


RAISE be, Israel has a new prime minister. On Monday, 

an unexpectedly high proportion of Israelis showed that 
they wanted to see the back of Binyamin (Bibi) Netanyahu, 
who, although skilled on television—he conceded the elec- 
tion, and resigned as the Likud’s leader, with commendable 
grace--was a disastrous man to have in charge of a country. 
Ehud Barak, the Labour Party’s leader, and now Israel’s too, 
has a head start simply by not being Bibi. The election results 
leave him with problems in building a strong coalition (see 
page 51). But if he is to bring Israel the peace he has promised, 
he must move swiftly on the Arab front. 

Of course, he will have to bargain hard and thoughtfully 
for the best deal he can get that is compatible with an endur- 
ing peace. But there is no advantage for Israel in going slow: 
every day of unnecessary delay builds up resentment at the 
painful compromises that are integral to such an agreement. 
Above all, any delay gives opportunities for the anti-peace 
lobby, Israeli and Palestinian, to organise disruptive dissent. 

Mr Barak has already promised to bring Israel’s soldiers 
home from Lebanon in a year’s time. Since this can be done 
safely only in the context of a peace deal with the Syrians, 
who pull the strings that control Lebanon’s Hizbullah guerril- 
las, talks with Syria need to be restarted quickly. Their success 
will partly depend on the hidden agenda of Syria’s foxy presi- 
dent, Hafez Assad. But, given a degree of goodwill, a land-for- 
peace deal, with security provisions, should be within rea- 
sonably easy grasp: the Israelis cannot expect to continue 
their occupation of Syria’s Golan Heights, but nor can the 
Syrians expect to regain unconditional control. 

Peace with the Palestinians is a far more complicated, 
multifaceted and passionate affair. The general outlines of a 
permanent Israeli-Palestinian settlement have already been 
worked out, providing the basis for negotiation on the cru- 
cially important detail. In theory, there is no reason why it 
should take more than a year—maybe much less—to punch 


German banks under fire 


It is time for German politicians and regulators to stop coddling their banks 


HEAGMENTED, distorted by state subsidies and unprofit- 
able: with complaints like these, you might have thought 
hat the best way to make German banks stronger would be 
o encourage domestic consolidation—and not least for the 
erman states to privatise their Landesbanks. German regu- 
ators have hit on a different plan: to protect their charges by 
igging international rules in their favour. Nothing new there, 
verhaps: has not the European Commission been fruitlessly 
crutinising subsidies to Landesbanks for years? Yet there are 
topes that the commission will issue a negative ruling soon. 
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these fuzzy half-agreements into a firm shape that a majority . 
of Israelis would accept in exchange for peace with their 
neighbours, and that a majority of West Bankers and Gazans 
would accept in exchange for a viable state. But, once again, 
this is dependent on a solid foundation of goodwill. 

Israel’s shortcut to goodwill is, quite simply, to note what 
the previous government did and do the opposite. Mr Barak 
has already said that he will redirect money away from settle- 
ment expansion to various good causes: he could underline 
his commitment by suspending activity on that most contro- 
versial of all Jewish settlements, Har Homa in East Jerusalem. 
Beyond that, he has to pick up the pieces of the Wye agree- 
ment that Mr Netanyahu left broken and scattered: Israel is 
committed to withdrawing from another chunk of the West 
Bank, releasing political prisoners and creating a passage be- 
tween the West Bank and Gaza. These are promises to be 
swiftly fulfilled before moving on to the next stage. 


The threat from Hamas 


A harder task faces the Palestinians, now that the Israelis 
have chosen a leader not opposed to the Oslo peace process. 
For the past three years, they have been the “virtuous” ones, 
required to do little more than swallow their grievances as the 
world growled at an Israel defaulting on its signed under- 
takings. In the process, Palestinian frustration has been fer- 
menting, and the methods used by Yasser Arafat and his men 
to quell dissent have been crude, and sometimes cruel. Now, 
however welcome the change, Mr Arafat's job can only be- 
come harder. For, whatever settlement he is able to wrestle 
out of Israel, most Palestinians outside the West Bank and 
Gaza, and many inside, will be opposed to it. 

Nothing should temper the world’s relief at Mr Barak’s 
election. But complacency would be folly: the closer Israel 
and the Palestinians get to a permanent peace, the more dis- 
senters, on both sides, will be determined to capsize it. 





ali via 
And Germany is under attack elsewhere. The favouritism 
shown by German regulators to their banks lies at the root of 
an acrimonious dispute between Germany and America over 
revising the Basle Accord, which specifies the amount of cap- 
ital that banks must keep against their lending. 

This favouritism is foolish in lots of ways (see page 83). It 
is imprudent because history suggests that coddled banks, 
supported by regulatory fiat, tend to be weak ones (ask the 
Japanese). It is unreasonable because, if German banks are to 
compete internationally, then they surely have to play by the 
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_ game rules as everyone else. This indeed is the rationale both 
for Europe's single market and the Basle Accord. Germany is 
<- making a mockery of both. » 

_ Although the commission’s investigation into the Landes- 
banks was started at the request of Germany’s private banks, 
bankers in other countries increasingly complain that, as the 
Landesbanks venture overseas, cheap finance on the back of 
their state guarantees gives them an unfair advantage. Ger- 
man regulators have responded with a studied silence. Per- 
haps, the charitable suggest, this is because the issue is politi- 
cally sensitive. Or they point out that Germany is by no 
means the only European country—look at France, for exam- 
ple—where state ownership and subsidies distort the banking 
market. Yet two wrongs hardly make a right. 


Blocking Basle 


Besides, German regulators, the less charitable point out, are 
in a league of their own, as their behaviour over Basle shows. 
As the years have passed since the accord was agreed in 1988, 
its terms have come to seem ever more arbitrary and capri- 
cious. The amount of capital it demands often conflicts with 
banks’ own assessment of asset riskiness. Securitisation has 
made it easy to shed assets that seem to require too much cap- 
ital, which has contributed to a general deterioration in the 
quality of banks’ balance-sheets. Bill McDonough, president 
of the Federal Reserve Bank of New York, who became chair- 
man of the Basle committee last year, has therefore been try- 
ing hard to get it to revise the accord to reflect more closely 
bank assets’ true riskiness. Although insiders concede that the 
proposed revisions are far from perfect in meeting this aim, 






they are clearly a step in the right direction—and they are 
much better than the present accord. : 

Yet the revised accord is being held up by Germany. The 
Germans are insisting that their banks should be allowed to: 
put aside against commercial mortgages an amount of capital 
that most other regulators, and America’s in particular, think 
inappropriately meagre. On the liability side, they also insist 
that banks which buy Pfandbriefe, bonds issued by German 
mortgage banks, should continue to set aside only a minimal 
amount of capital, meaning that the mortgage banks get- 
much cheaper funding than do their rivals. A third, simmer- 
ing, problem, is the complaint that German regulators allow 
the country’s banks to issue a form of subordinated debt to 
bolster core capital that other regulators last year agreed not 
to countenance. 

The Germans are not entirely without a case. Commer- 
cial-property lending, for example, has indeed been less risky 
historically in Germany than it has been in other countries. 
But regulators in any country can always point to specific, less 
risky elements in their banking systems. Simple rules demand 
compromise and consistency. And a level playing-field de- 
mands an end to special subsidies. 

German intransigence over Basle and the Landesbanks is 
unacceptable. The government should press the states to priv- 
atise the Landesbanks, or at least to make them pay a market 
price for their capital. And Germany should back down over 
Basle. The present revision is a product of hard-fought com- 
promises in which everybody lost something. The longer the 
dispute rages, the greater the risk the whole thing will fall 
apart—-which even Germany cannot really want. 





One way or another, combat troops are needed to end this war 


ATO is not losing the war for Kosovo, but it is not win- 

ning it quickly enough either. Its bombing has inflicted 
terrible damage on Serb military targets, but not yet enough, 
it seems, to force Slobodan Milosevic to yield. Its record has 
been exemplary compared with almost any previous air cam- 
paign, yet the toll of mistakes and casualties—some of them 
civilians caught accidentally in the bombing, others deliber- 
ately herded into harm’s way by the Serbs—is bound to rise. 
Meanwhile, as NATO goes after every bridge, ammunition de- 
pot.and tank hideout that Mr Milosevic might need to conti- 
nue his ethnic cleansing in Kosovo, Serb forces there continue 
to do horrific things to those ethnic Albanians still inside the 
province and beyond western reach. To oblige the Serbs to 
halt the violence, and get the refugees back home, nato needs 
either a workable peace agreement soon—diplomatic efforts 
are once again under way—or the resolve to enforce a settle- 
ment using troops of its own. 

Indeed, the two requirements are closely linked. If the al- 
lies had looked readier for a ground war earlier this year to 
back up their threatened air strikes, Mr Milosevic might have 
been slower to pick a fight and keener to talk peace. Western 
governments had their reasons for caution. Building -a con- 
sensus among 19 nations even for an air war seemed hard 
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enough at the time, so any commitment to start a ground in- 
vasion to liberate Kosovo would have been politically much 
more divisive. This is God’s own partisan country, not the 
tank-friendly desert of Kuwait. Western public opinion, it 
was believed, had no stomach for the sorts of casualties that a 
ground war would have entailed. 

But public opinion in the West has proved stouter in sup- 
port of the air campaign than the politicians had expected. In 
most countries—including the United States, Britain and 
France—it remains firm. It is popular pressure, too, that has 
pushed governments to take in more refugees, though tempo- 
rary homes still need to be found for many more. And it is re- 
vulsion at the refugees’ reports of mass murder and rape, and 
the wholesale clearing and burning of villages, that has forged 
the cohesion in NATO to continue the air strikes. 

Still, the allies cannot afford to dawdle. For a start, unless 
Mr Milosevic is made to back down pretty soon, there will be 
no chance of getting most of the refugees back to their 
homes—those that are still standing—before winter sets in. 
Equally serious, the allies’ cohesion, firm as it has been so far. 
may not remain so. Mr Milosevic has been careful to let the 
world’s television cameras film only the limited damage frorr 
Nato's bombs and missiles, not the scorched earth and mas: 
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graves in Kosovo. Public opinion in the West, especially in the 

- wobblier countries such as Italy and Germany, gets queasier 

_ at every incident involving unintended civilian casualties. 
Any small fissures in NATO’s otherwise solid front encourage 
Mr Milosevic to sit tight, rather than sue for peace. 






The unthinkable is, alas, unavoidable 


The allies need to do two things. The first is to step up the air 
war. Although wave after wave of aircraft has been thrown 
into the fray, all along narto has been fighting the war with 
one wing clipped. Only now is it preparing to launch air- 
defence-stretching bombing raids from around the compass. 
Weeks ago America sent (an unmilitarily modest) two dozen 
of its supposedly fearsome Apache anti-tank helicopters to 
take the fight closer to those doing the Kosovo cleansing, but 
they have yet to see action, NATO needs lots more of them— 
and the permission to use them-—if it is to knock the fight out 


Down with disablement — 


If people are healthier, why are the numbers claiming welfare benefits 


on grounds of disability rising so fast? 


poe in the rich world are eating better, smoking less, 
exercising more and receiving better medical care than 
they did 30 or 40 years ago. But are all these healthy activities 
not just boring but positively unhealthy? So it would seem: 
more and more people are also living on welfare benefits in- 
tended for the disabled. The numbers in some countries are 
so dire that it is a wonder they can hobble along at all. In the 
Netherlands, for instance, 13% of the working-age population 
claims to be disabled (see page 81). In Britain, almost half the 
people of working age who claim a welfare benefit are receiv- 
ing money for being disabled or sick; one man in four aged 
between 60 and 65 is claiming incapacity benefit. In Norway, 
more than 57% of people aged between 55 and 64 are regis- 
tered as disabled. Can the figures be reconciled? Or is dis- 
ablement simply the rich world’s biggest welfare scam? 

Incontrovertibly, the health of the old has been improv- 
ing. Being old has never been much fun—the joke used to be 
that, if you woke up in the morning and nothing ached, you 
were probably dead. But life expectancy for people aged 65 
has continued to rise, and so have the number of years that 
older folk can expect to live for without suffering severe or 
even moderate disability. Most people can expect a couple of 
unpleasant years of incapacity at the end of their lives, but 
that period now typically arrives when they reach their mid- 
to-late 70s or even their 80s, rather than their 60s. Moreover, 
American research suggests that the decline in disability 
among older people has accelerated: it was faster in the first 
half of the 1990s than in the 1980s. 

So why the near-universal rise in the number of people of 
working age who claim to be disabled? The truth is that most 
claimants are merely suffering the pains of being past the 
prime of life and unwanted by employers. Plenty of rich 
countries have long used disability benefits as a way to shovel 
out of sight the most intractable group ofthe unemployed: 
people—mainly men—in their 50s and early 60s. Indeed, 
some governments have encouraged older workers to claim to 
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of the Serb forces in Kosovo. l 
Second, NATO governments need to start a build-up of 
combat troops in the region. NATO's spokesmen claim it is 
winning the air war, cutting Serb supply lines and separating 
Mr Milosevic’s forces in Kosovo so that they can no longer of- 
fer co-ordinated resistance. If this is indeed so, then NATO's 
commanders need to be ready to take advantage of their suc- 
cess and, with or without a peace agreement already in their 
pocket, be able to start clearing territory to escort the refugees 
safely home. And if it is not so, and Mr Milosevic has plenty 
of fight in him yet, then Nato will need more military options 
anyway to pile on the pressure. In either case, there could well 
be western casualties. This week Germany's chancellor, Ger- 
hard Schroder, said it would be “unthinkable” for German 
troops to take part in a ground war in Kosovo. Yet how much 
more unthinkable that NaTO’s desire for a risk-free. war 
should allow Mr Milosevic to win this one. ; 
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be disabled by obliging doctors to consider the state of the job 
market when deciding whether a patient should be registered 
as disabled. Germany, Italy and Finland all make access to. 
disablement benefits easier when unemployment is high. < 


Disabled or dissembled 


Using disability benefits to “solve” labour market problems is 
unwise and unkind. It inflates the cost of supporting older 
unemployed people, and deflects governments from search- 
ing for better solutions for their plight. But tightening the rules 
is politically fraught, as Britain’s prime minister, Tony Blair, 
has found: he has faced a furious parliamentary revolt over a 
plan to make disability benefits harder to claim (see page 65). 

Even when governments try to tighten the rules, people 
may find ingenious ways around them, if the incentive is 
great enough. In Britain, a rise in the number of supposedly 
disabled claimants seems to have coincided with tighter pol- 
icing of access to unemployment benefit. In the Netherlands, 
arguably the world leader in phoney disablement, a tougher 
government line on physical disability has encouraged more 
folk to claim mental disability. Proving that somebody does 
not suffer from disabling stress is even harder than proving 
that their backache is too bad for them to work. 

One option is to tighten the rules on what counts as dis- 
ability, and to administer them vigorously. Another is to 
change the balance of incentives. In many countries, benefits 
reward those who retire early, especially if their incomes are 
already low. It would be better to ensure that those who con- 
tinue to work in late middle age also continue to clock up ex- 
tra pension entitlement. A third possibility is to alter expecta- 
tions. Of course, some disabled folk cannot work and will 
never work. But, for many, a job would bring self-respect. If 
governments assumed that even the disabled should some- 
times work for their welfare, the truly disabled might be the 
most grateful of all. 
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“I need | 


priority 
service 


from my 
Oaar bank” 


When you're leading a busy life, it can be hard to give your 
personal finances the priority they deserve. Well, the great 
news is you don’t need to worry. All you need is a good idea. 
Like Priority Banking from Standard Chartered in Jersey. 
This personalised banking service assigns you your own 
Customer Relationship Manager, who will help you set up your offshore banking 
arrangements to ensure you enjoy maximum convenience and return, All our 
Customer Relationship Managers complete the Securities Institute Investment Advice 
Certificate, and their first task when you become a Priority Customer will be to review 
your personal finances with you and suggest ways to achieve your financial goals. 

Priority Customers enjoy many other exclusive benefits, including: the 
Priority Extra Value Deposit Account with its automatic overdraft facility and 
preferential charges; the Gold International Debit Card, which gives you instant 
access to your offshore funds wherever you see the VISA symbol; and the 
opportunity to conduct your banking transactions in the privacy and comfort of over 
50 Priority Banking Centres around the world. 

The service is entirely free to customers holding a minimum of £100,000 or 
currency equivalent on deposit or in investments with us. Priority Banking is just one of 
a whole bank of ideas, created by a Bank of Ideas, in response to the needs of our. , 
customers, For more information, please post or fax us the coupon below or call us on 
Jersey +44 (Q) 1534 507001. 
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The Priority Banking Service is available to customers holding 2 minimus of £400,000 or currency equivalent on deposit, 
of in other investments with Standard Chartered Bank (Ci) Limited, The principal place of business of Standard Charterect 
Bank (Ch Limited is Jersey, and its paid-up capital and reserves excead £48 milion, Copies of the latest audited accounts 
are avaiable on request, Deposits made with the office of Standard Chartered Bank (Cl) Limited in Jersey are not 
covered by the Deposit Protection Scheme under the UK Banking Act 1987, Jersey is not part of the LK, 


To: Mrs Noreen Le Cornu, Standard Chartered Bank (Cl) Limited, PO Box 830, 
Conway Street, St Helier, Jersey JE4 OUF, Channel Islands. 

Tel: +44 (0) 1534 507001. Fax: +44 (0) 1534 507112. 
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Mexico continues to face a challenging year with the uncertainty of the upcoming elections, 
attempts to control inflation, constrained negotiations with Congress, low oil prices and high 
interest rates. Mexico is not a safe haven and there is little room to manoeuvre. As the Mexican 
economy continues to rely on trade and foreign capital inflows, it must continue to look at the 
world market. 


Programme highlights: 


_ © What are the risks for Mexico if regional and global conditions worsen? 

e Will political events have a long-term consequence for US trade and investment? 
* How will low oil prices effect Mexico's economic outlook? 

é Will another “sexenio” crisis occur? 

¢ How will Mexico fight external shocks? 

¢ What is the future of NAFTA? 

e How can corruption and crime be combated? 

What are the risks for investors, and how are operations being managed? 
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; $ ; i i ə Carlos Ruiz Sacristán, Minister of Communication and 
© 6 Debrah Riner, Chief Economist, American Chamber of Transport r e 
::: Commerce 








REGISTRATION FEE: US$2,000 per delegate 


Sponsored by 








TV AZTECA 








PLEASE FIND A CHEQUE MADE PAYABLE TO THE ECONOMIST CONFERENCES FOR US$. 





I: WOULD LIKE TO PAV BY AMEX QO VISA Ù MASTERCARD UG DINERS CLUB EUROL 








NAME ON CREDITCARD ee SIGNATURE l ee 


ye ee THE Economist BUILDING 
= H1 West 57TH STREET 
New York, NY 10019 


The Economist 


EXPIRY DATE : 5 a 
Fann. Rh OO CC rE Con fe rences 


CARD NUMBER. 








For additional information or to register by telephone, please contact Amanda Morison at (1.212) 698-9730 or (1.800) 938-4685. o 





WASHINGTON, DC 


2001: A Gore Odyssey 





He’s vice-president; he’s heir apparent. But who is Al Gore, and what does he 


believe in? 


OR months, Al Gore’s selection as the 

Democratic nominee for president in 
2000 has looked unavoidable. For months, 
until now. In short order, a credible rival has 
emerged in the gangling shape of Bill Bradley 
(see Lexington), and the party’s nagging 
doubts about Mr Gore have been given voice 
by Bill Clinton himself. The president, talk- 
ing privately to colleagues and by telephone 
to the New York Times, admitted that he was 
worried by the campaign’s slow start and by 
the candidate's lack of forcefulness. Other 
Democrats agree. Although Mr Gore still 
beats Mr Bradley with ease in polls among 
Democrats, he always trails both George W. 
Bush and Elizabeth Dole, two Republican 
contenders, when a broader national pulse 
is taken; and his extraordinary fund-raising 
prowess has never been matched by a set of 
convincing ideas. 

The media's attention is now fixed on 
the wobblings of the Gore electoral machine. 
The recent appointment as campaign man- 
ager of Tony Coelho, a former congressman 
renowned for his fund-raising skills, gives 
sceptics only slightly more confidence, for 
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Mr Gore’s image already suffers from his ob- 
session with money. But these are early 
days, when any campaign is unformed. 
Rather than agonising over Mr Gore's day- 
to-day fumblings, his critics would do better 
to investigate how “Prince Albert” differs 
from King Bill, and what he is offering his 
country. 

If you ask Mr Gore’s campaign organis- 
ers what Gore-ism is, you get two rather 
careful and wary answers. The first is that it 
is too early to say: the campaign must stick to 
its initial priorities, raising money and har- 
vesting grass-roots endorsements in key pri- 
mary states. The second is that, to under- 
stand Gore-ism, one need only look at 
Clintonism. Over the past seven years, Mr 
Gore has been the president’s most durably 
influential adviser, with the exception of 
Hillary Clinton; other intimates, like the 
pollster Dick Morris, have proved ephemer- 
al. It follows that a Gore administration 
would continue Mr Clinton’s policies, since 
these are in large part Mr Gore’s anyway. 

There is, admittedly, much truth in this 
second answer. Unlike most presidents, Mr 
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Clinton chose a deputy who resembled him 
in many ways: a youngish southerner, a pol- 
icy wonk, a centrist. Moreover, shared years 
in the White House have increased the bond 
between the two men. Past presidents have 
disparaged their deputies, but Mr Clinton 
has always been commander-in-chief of the 
Gore fanclub. In the suite of offices occupied 
by the vice-presidential staff, the walls are 
lined with photographs showing Mr Gore in 
a series of intimate moments with the presi- 
dent: walking alone together down a corri- 
dor, exchanging confidences at a conference 
table, embracing at a rally. Hence the dam- 
age done when Mr Clinton’s private doubts 
were aired. 

The Clmton-Gore bond extends to the 
people who advise them. Many prominent 
members of Mr Gore’s kitchen cabinet have 
also been part of Mr Clinton’s. The top Gore 
economist, for example, is Larry Summers, 
just nominated as Mr Clinton’s treasury sec- 
retary. Mr Gore’s chief of staff, Ron Klain, 
once worked on Mr Clinton’s staff at the 
White House. Mr Klain’s predecessor, Jack 
Quinn, went on to be Mr Clinton’s chief 
counsel. Elaine Kamarck, a Harvard aca- 
demic charged with developing policies for 
Mr Gore’s presidential campaign, has 
known and advised Mr Clinton since 1990. 
Chris Edley, another Harvard professor and 
Gore policy guru, worked in Mr Clinton’s 
budget team and advised him on race issues. 

Shared years in the White House have 
also developed in Messrs Clinton and Gore 
some common political reflexes. Having 
plunged abruptly from victory in 1992 to 
humiliation in the mid-term elections of 
1994, both men are risk-averse. Mr Gore, 
like Mr Clinton, seems to believe in stroking 
interest groups, even when he has the 
strength to defy them. He listens carefully to 
pollsters, rather than risk getting ahead of 
public opinion. He raises pots of campaign 
money, even though he damages his boy- 
scout image in the process. 


Third-term Clinton? 
In keeping with this political caution, Mr 
Gore seems to share Mr Clinton’s belief that 
modest proposals are better than grand de- 
signs: they serve the political function of reg- 
istering concern, but are too small to provoke 
opposition. This is the lesson learned from 
the defeat of Mr Clinton’s ambitious health 
reform in 1994. Asked about Mr Gore’s ideas 
on health care now, a top aide waffles for a 
while. But then he adds, with sudden clarity 
and emphasis, that the vice president’s pro- 
posals will be “hard todemonise”. 
Thanksto similar centrist instincts, over- 
lapping staffs, and the shared experience of 
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AME 
-the White House, many Gore administra- 
< tion policies would indeed resemble those 
that America hás grown used to. On the 
economy, for example, Mr Gore emphasises 
fiscal prudence. He resists Republican calls 
to spend the current budget surplus on tax 
cuts, preferring to put money aside for the 
day when demography drives government 
finances back into deficit. He prefers to shore 
up the big pension and health-care pro- 
grammes, rather than experiment with their 
privatisation. He favours cautiously redis- 
tributive tax and spending policies, arguing 
that technology and globalisation are tend- 
ing to increase gaps between rich and poor, 
and that public policy should mute this. 
Like Mr Clinton, Mr Gore favours free 
trade; but he may not be inclined to take 
risks for it. In the past, some of his finest mo- 
ments have come on this issue: against Dick 
Gephardt, then arival in the Democratic pri- 
maries, for proposing anti-trade policies in 
1988, or against Ross Perot over NAFTA in 
1993. But these days Mr Gore seems to sense 
that the political winds have turned. His ad- 
visers talk-of trade liberalisation, but they 
add that this must be “appropriate”. That 
means that new trade deals must include 
concessions to the environmental and la- 
bour lobbies. 
Mr Gore’s foreign policy is also likely to 
resemble Mr Clinton’s. It will be pragmatic, 
‘adhoc, lackingin.a grand design; but its basic 
“instincts will be sensible. As vice-president, 
Mr Gore has veered between amoral real- 
politik, as when he visited China but made 
few public statements about human rights, 
and moralistic sermons,.as when he deliver- 


ed a lecture to the Malaysian hosts of last — 


year’s APEC summit, criticising the trial of 
Anwar Ibrahim, the country’s former depu- 


ty prime minister. Rather like Mr Clinton, ” 


Mr Gore promises to defend American val- 
ues with gusto when the price is low, but to 
be tactful when dealing with big countries 
thatcan damage American interests. 

MrGore has alsoemerged asa believer in 
African debt relief, development pro- 
grammes aimed at the poor world’s under- 
educated girls, and generally in the idea that 
rich countries will suffer in the end if large 
chunks of humanity are left behind to lan- 
guish. As he noted at the World Economic 
Forum in Davos last January, one in three 
adults in the developing world—872m of 
them—cannot read or write; 125m children 
of primary-school age are not attending 
classes. This is compassionate, internation- 
alist stuff, but it shares Mr Clinton’s taste for 
the eclectic. 


Those little differences 

Despite all these similarities, Gore-ism and 
Clintonism will differ. For one thing, cir- 
cumstances will compel a difference. Two of 
Mr Clinton’s main policy aims—reducing 
the fiscal deficit and reforming welfare— 
were accomplished during his first term, 
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obliging Mr Gore to look for new frontiers to 
conquer. For another, Mr Gore does have 
personal interests, and personal quirks, that 
distinguish him from the president. Most 
strikingly, Mr Gore is interested in. science: 
his famous concern for the chemical balance 
of environment is matched by similar pas- 
sions for the Internet, the genome map, new 
research on learning. 

if you measure Mr Gore ona left-right 
scale, he looks like a conventional centrist. 
He surrounds himself with clever. techno- 
crats: people who are on the whole unat- 
tached to union interests and uncommitted 
to the traditional welfare’ state. The excep- 
tions, such as Harvard’s Chris Edley (a self- 
proclaimed “paleo-liberal”) tend only to 


confirm Mr Gore’s centrism. The vice-presi- 
dent, Mr Edley points out, is tough on crime; 
he supported welfare reform; he is a fiscal 
hawk: there is no way that he could be iden- 
tified with the Democratic Party’s liberal 
wing, Mr Edley concludes regretfully. The 
archetypal Gore man is Mr Klain, the chief 
of staff, a super-smart lawyer with no 
known ideology. 

But the left-right measure is not the most 
telling gauge of the vice-president. Indeed, if 
you ask Mr Gore’s tribe of advisers what he 
is like, adjectives like “left” or “right” do not 
feature in the answer. Instead, you are liable 
to hear a lot about his “futurism”, his fasci- 
nation with “complex systems”, his taste for 
methodical analysis. If Mr Clinton is in his 
element chairing a town hall discussion on 
race, or empathising with the victims of a 
school shooting, Mr Gore is drawn to long- 
run, abstract themes. He worries about acid 





rain. He brain-storms about the Internet. He 
calls in management gurus to help reinvent 
government. He is fascinated with the sci- 
ence and social science that shape the “new 
economy”. He is, as Ms Kamarck (one of his 
chief government reinventors) gushingly 
says, “a creature of the next century”. 

To illustrate this futurism, Mr Gore's ad- . 
visers draw. attention to his record before he 
became vice-president. In the 1980s, they - 
like to point out, Mr Gore focused on global 
warming: he even predicted, amid muchde- 
rision at the time, the demise of the internal 
combustion engine. History, say Mr Gore’s 
boosters, is already proving him right: last 
year Jack Smith, the chairman of General 
Motors, declared that no car company that 
relied solely on the internal combustion en- 
gine would thrive in thenext century. Equal- 
ly, Mr Gore spoke passionately during the 
1980s about the importance of linking com- 
puters together, and claims to have coined 
the term. “information. superhighway”. : 
-2 Again, history ison his side: the 
ts Internet is everywhere. 

The Gore campaign: 
will play up this record of 
canny futurism, Already 
Mr Gore peppers his speech- 
es with grand predictions. In his re- 
y cent Davos appearance, he foresaw 
~anage when “billions of ubiquitous in- 
telligent devices, connected to the global 
information superhighway, promise ul- 
timately to have an impact on our civil- 
isation larger even than that. brought 
about by the invention of writing.” And he 
showered his audience with breathless his- 
torical comparisons: the means of produc- 
tion have changed as dramatically as they 
did in the industrial revolution; the ways of 
thinking are changing as profoundly as dur- 
ing the Renaissance; the climatic balance is 
changing in ways it has not done since before 
the agricultural revolution. 

The Gore people are convinced that this 
message is a vote-winner. People under- 
stand, they say, that America’s prosperity is 
built on technology; they know that their in- 
dividual prosperity will depend on this. Peo- 
ple also suspect that most politicians know 
little about technology: after all, George 
Bush, the Republican front-runner, made 
money in oil and baseball; Elizabeth Dole 
ran the Red Cross until recently. Mr Gore 
wants to stand out as the man who can sus- 
tain the high-tech boom, and at the same 
time devise measures that protect the weak 
from technology’s more alarming conse- 
quences. 

What might this mean in policy terms? 
Mr Gore is likely to apply science-friendly 
instincts to all sorts of government challeng- 
es. If youask his advisers about crime policy, 
for example, you will hear all about the 
breakthrough that computerised patrol cars 
imply for police productivity. If you ask 
about schools, you will be told that the wir- 
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ing of the classroom will soon deliver a 
quantum leap in learning. The first applica- 
tions of a new technology, Ms Kamarck says, 
never realise its potential: when electricity 
arrived, some misguided companies ac- 
quired separate generators for each floor of 
their buildings. If an enlightened adminis- 
tration leads the way, Ms Kamarck goes on, 
America can accelerate the productivity 
gains of the information revolution. 

To this end, Ms Kamarck talks enthusi- 
astically of computer-focused teacher train- 
ing and pilot programmes that may improve 
applications of existing science. But she is al- 
so keen on basic science: on the search for the 
next Internet-sized breakthrough. She likes 
to note that the effort to map the human ge- 
nome began as a government project, and 
has been taken-over by private efforts now 
that the commercial potential has become 
obvious. Mr Gore has lately been passing 
around an article about the Human Ge- 
nome Project's public-sector origins, hoping 
to provoke ideas on its consequences for 
medicine. 

Next, Mr Gore’s advisers offer policies to 
improve the information revolution’s social 
consequences. Because of rapid technologi- 
cal change, they say, people must be pre- 


pared to change jobs frequently: therefore, 
pensions and health care should be portable. 
In order to change jobs, people must retrain: 


therefore, tax breaks should make adult 
education “as affordable and routine as 


buying a new appliance or financing a car,” 


as Mr Gore put it recently, But adult retrain- 
ing is not enough. Thanks to the information 
revolution, the rewards for university study 
are growing: in 1997 college graduates 
earned 77% more than high school gradu- 
ates, up from a differential of 58% in 1975. 
This “digital divide” worries Mr Gore: 
“How,” he asked in a recent speech, “do we 
make sure that everyone has the chance to 
compete and win in this new knowledge- 
based economy?” His answer is toextend Mr 
Clinton’s commitment to reducing class size, 
and to give children a better start by making 
pre-school education universal. 


Restless mind, heavy hand 


Thus far, Mr Gore’s scientism seems benign. 
The trouble is that it may be pushed further 
than this; for Mr Gore’s intellectual style is to 
push everything to its furthest limits. His 
brain-storming carries him to extremes: in 
“Earth in the Balance”, published in 1992, 
Mr Gore likens global warming to the Holo- 
caust, discerns its rootcause in the “dysfunc- 
tional civilisation” of the West, and de- 
mands “a change in our essential character.” 
The cliché holds that Mr Gore is a bore. 
There is some truth in this: the issues he 
loves, as Michael Kinsley, the editor of Slate, 
has pointed out, tend to be both obscure and 
politically uncontroversial, which makes for 
dull campaigning. But it-is also true that, 
were this man to get the presidency, he might 
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well be too interesting for comfort. 

You can hear traces of this hyperactive 
mind in the adoring praise from his advisers. 
Policy sessions with the vice-president, they 
say, are an intellectuals dream. Mr Gore will 
suddenly expound on the fifth law of ther- 


~-mo-dynamics and why this is a metaphor 


for reinventing government. He seizes upon 
the idea that government programmes 
should be evaluated according to their im- 
pact on families, rather than individuals, 
and demands a thorough re-analysis of anti- 
poverty policy. He loves, above all, to spot 
links between different subjects. “Environ- 
mentalism is not just about the health of the 
planet,” one Gore confidante explains, in his 
tribe’s signature style. “It has implications 
that extend to political stability. When the 
streams dry up, people migrate, and that 
causes instability and conflict.” 

The worry is that this restless mind may 
make for restless government. If America’s 


security ultimately depends on Bengali pol- 
‘lution and the education of African girls, 


presumably America’s president should fix 


these problems, just as he should help to: 
make teachers computer-literate. If the co- 


hesion of families goes a long way to deter- 
mine rates of poverty and illiteracy, presum- 


ably the president should devise ways of 


promoting families also. The more ideas Mr 


Gore grapples with, the more policy initia- 


tives he is likely to produce. Lately, forexam- 
ple, he has promised to grapple with urban 
sprawl, and to make the suburbs more “live- 
able”. This conjures up a new image of the 
American presidency, or one at least. not 
seen since Jefferson: the president as town 
planner. 

There are three possible dangers in Mr 
Gore’s restlessness. The first—which will be 
played up by Republicans—is that a Gore 
presidency would bring about a large expan- 
sion in the size of government. This seems, 
on balance, unlikely: Mr Gore’s restless in- 
tellect is checked and balanced by his Clinto- 
nian political caution. Ata recent conference 
on adult education, for example, Mr Gore 
laid out grand-sounding policy goals: “we 
must ensure that all of our people have good, 
up-to-the-minute information and counsel- 
ling on available jobs, the training needed to 
get those jobs, and the knowledge of where 
to get the resources to pay for it.” But the sug- 
gested means to these ends involved very lit- 
tle expansion in government. Mr Gore of- 
fered a tax break to employers that provide 
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college scholarships, and another to those 


that provide literacy and English training, 
He promised a token sum of money— 
$60m—to help alliances of employers, col- 
leges and unions to organise more training. 
And he announced a new Labour Depart- 
ment website with training information, 
Thisis hardly a harbinger of big government. 

The second danger in restless Gore is that 
America’s tax code will become even more 
complicated and unpopular than it is al- 
ready. To requite his policy passions without 
expanding government, Mr Gore will pro- 
pose tax incentives for an endless list of 
worthwhile pursuits, with the result that 
even accountants cease to keep track of the 
new loopholes in the system. This danger is, 
unfortunately, real: Mr Gore’s advisers con- 
cede that they mean to use tax breaks fre- 
quently. Far from denying this, indeed, they 
argue that it is fine: better to have a compli- 
cated tax code, they say, than a larger gov- 
ernment bureaucracy. This is debatable, to 
say the least. A bewildering tax code is eco- 
nomically inefficient, and frequently fails to 
promote the activities that it favours. 

But the biggest danger in restless Gore is 
the last one. It is that, preoccupied with in- 
novative small policies, he will fail to tackle 
the big challenges. In foreign policy, he will 
think interestingly about the interconnec- 
tedness of migration and war; but he may 
fail to clarify America’s muddled thinking» 
on military interventions. On the domestic 
front, his attention to urban sprawl may 
come at the expense of more presidential is- 
sues. 

Is this last danger real? Mr Gore usually 
appears methodical enough to stick to the 


‘big themes; he is, by nature, less distractable 


than MrClinton. But, occasionally, he seems 


« to lose a sense of perspective. “The person 
_ who-deserves to be our next president is the 


one who understands how tired working 
parents are,” he said on a campaign swing 
through lowa in March. This is nonsense. 
The person who deserves tobe the next pres- 
ident is the one who resolutely ignores pe- 
ripheral issues and attends to the big ones. 
When Mr Clinton frets about his micro-ma- 
naging vice-president, it is not merely cam- 
paign-management he is referring to. 
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Ground troops? 


The- resolve of some NATO 
governments to continue their 
military campaign against Yu- 
poslavia.was called into ques- 
‘tion. The leaders of Germany 
and Italy said that troops 
should not fight their way into 
Kosovo on the ground. Bri- 
tain’s Tony Blair argued that 
they might have to. President 
Clinton refused to be drawn 
either way. Peace diplomacy 
involving, among others, Rus- 
sia’s special envoy, Viktor 
Chernomyrdin, and Finland’s 
president, Maati Ahtisaari, 
continued. 


NATO’s bombing and Ser- 
bia’s ethnic cleansing also con- 
tinued. As many as 87 Koso- 
vars were accidentally killed 
in one NATO attack. The alli- 
ance claimed they had been 
used as human shields by the 
Serbs. Refugees kept arriving 
in Macedonia and Albania. 


Russia’s ailing president, Boris 
Yeltsin, got a political boost 
when the Duma, Russia’s 
lower house of parliament, 
not only decided against im- 
peaching him but also con- 
firmed his nominee, Sergei 
Stepashin, as prime minister 
in place of Yevgeny Primakov, 
whom Mr Yeltsin had sacked. 


The Dutch government, a 
three-party “rainbow” coali- 
tion led by a social democrat, 
Wim Kok, resigned after the 
smallest party withdrew. 


A left-wing lawyer, Massimo 
D'Antona, a former junior 
minister who had been advis- 
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ing Italy’s current labour 
minister, was shot dead in 
Rome. 


In the first round of an elec- 
tion for the Slovak presi- 
dency, the candidate of the 
reform-minded right, Rudolf 
Schuster, beat an anti-western 
populist former prime minis- 
ter, Vladimir Meciar. 


A newly elected Islamist 
member of Turkey’s parlia- 
ment, Merve Kavakci, was de- 
prived of her Turkish citizen- 
ship (and thereby her 
parliamentary seat) by the 
secular-minded authorities 
when it was found she had al- 
so taken American citizenship. 


A former British spy, Ri- 
chard Tomlinson, was accused 
of revealing on the Internet 
the names of more than 100 
of his ex-colleagues. 


Aliens 




















Sonia Gandhi, the Italian- 
born widow of Rajiv Gandhi, 
resigned as president of In- 
dia’s Congress party after se- 
nior officials said it should not 
be led by a foreigner. But oth- 
ers in the party said her lead- 
ership was vital in the coming 
general election. 


Mahendra Chaudhry became 
Fiji’s first prime minister of 
Indian descent. 


In a move seen as under- 
mining the autonomy of the 
territory’s legal system, Hong 
Kong asked the Beijing gov- 
ernment to overturn a ruling 
by the territory’s highest court 





that would allow in an addi- 
tional 1.7m people from the 
mainland. 


Bibi out 





Ehud Barak defeated Binya- 
min Netanyahu by a 12-point 
margin to become Israel’s 
prime minister. Since Mr Ba- 
rak’s Labour Party did less 
well than he did himself, he 
now has to decide whether to 
govern with a narrow coali- 
tion or invite in either the de- 
feated Likud or Shas, an Or- 
thodox party. 


Kuwait’s emir decreed that 
women should be allowed 
both to stand and to vote in 
Kuwaiti elections (though not 
the current one). 


Iran’s President Muham- 
mad Khatami paid a 
ground-breaking visit to Saudi 
Arabia, ending the long hostil- 
ity between Iran and its Arab 
Gulf neighbours. Iran and Bri- 
tain exchanged ambassadors 
for the first time in 20 years. 


Amid reports of fierce fighting, 
government and rebel forces 
in Sierra Leone agreed to a 
ceasefire that will come into 
effect on May 24th. This could 
lead to the end of eight years 
of civil war. 


With 1m people displaced by 
its intensifying civil war, An- 
gola is headed for a humani- 
tarian catastrophe. Its army 
chief of staff admitted that the 
rebel movement, UNITA, is do- 
ing better than the govern- 
ment’s forces. The rebels shot 
down a Russian aircraft. 
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A courtin Burundi sen- 
tenced five people to death for 
the murder of President Mel- 
chior Ndadaye in 1993. The 
murder provoked'a civil war. 


Gored 


To the embarrassment of 
America’s Vice-President Al 
Gore, President Clinton pub- 
licly pointed out weaknesses 
in his deputy’s campaign for 
the Democratic presidential 
nomination. 


An appeals court ruled that 
the Clinton administration 
had overstepped its authority 
two years ago by adopting 
stricter standards for clean 
air. 


The Senate—including more 
than half its Republican 
members—voted in favour of 
child-locks on handguns. 


Mexico’s ruling party, the 
PRI, announced that it would 
hold an open primary election 
in November to choose its 
presidential candidate, break- 
ing a long tradition in which 
incumbent Mexican presidents 
have chosen their successors. 


In a referendum notable for a 
low turnout, voters in Guate- 
mala rejected 50 proposed re- 
forms aimed at giving rights to 
indigenous people and curbing 
the security forces. Proponents 
saw this as a setback for the 
peace process. 


Brazil, the world’s second-big- 
gest soya producer is to allow 
the sale of genetically mod- 
ified soyabeans. Good for 
productivity, said farmers; da- 
maging to Brazil's main mar- 
ket in Europe, where consum- 
ers are leery of genetically 
modified crops, said critics. 


Falkland Islanders agreed 
to hold their first direct talks 
with Argentina since their 
1982 war. The talks will cover 
air links, visits by Argentines, 
and economic co-operation. 
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Keeping the lid on 


The Federal Reserve kept 
American interest rates 
unchanged but waved its stick 
about by announcing a “bias” 
towards tightening monetary 
policy in the future. The Fed’s 
statement came days after fig- 
ures were released showing 
that core consumer prices in 
April rose by 0.4%, twice as 
much as expected. Including 
volatile energy and food, the 
rise was a sharp 0.7%. Amer- 
ica’s trade deficit hit another 
new record in March—the 
third month in a row. Febru- 
ary’s figure was revised up. 





Interest-rate rises in America 


| may be unnecessary, said the 


orcD in its twice-yearly ec- 
onomic outlook, because 
economic growth should slow 
next year (though a separate 
OECD report on the United 
States hinted that rates might 
need to go up). With the worst 
of the Asian crisis over and 
the effects on Latin America 
less severe than expected, Eu- 
rope should take up the baton 
(hindered, however, by slug- 
gish Germany and Italy) to 
push global growth, says the 
OECD, towards 2.9% next year. 


Dress sense 


Marks and Spencer report- 
ed that pre-tax profits for the 
year to end-March had fallen 
by 41% to £656m ($1.09 bil- 
lion), at the high end of 
much-reduced expectations. 
Sales were flat at £8.2 billion, 
and the British retailer said its 
market share in clothing had 
fallen, for the first time in 
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years, from 15.1% to 14.3%. 
mas also anounced further 
restructuring, Its share price 
rose by 5%. 


After another mediocre quar- 
ter, in which J.C. Penney’s 
net profit dropped by 4% to 
$167m (better than analysts 
expected), the retailer said it 
would issue a tracking share 
for its Eckerd drugstore chain, 
a better performer than its de- 
partment stores, But first, the 
firm. said, it will reduce debt 
by outsourcing its credit-card 
operations and selling $4 bil- 
lion-worth of credit-card re- 
ceivables, The share price shot 
up nearly 10%. 


Barclays, a troubled British 
bank that has recently lost 
two chief executives, plans to 
cut 6,000 jobs out of its 
65,000-strong workforce by 
the end of the year. The cuts 
will come mostly in the 
bank’s retail operation, al- 
though no branches will be 
closed. 


Crossed wires 





Two-year-old Global Cross- 
ing, based in Bermuda and 
rapidly building a fibre-optic 
network worldwide, is to 
merge with US West, the 
smallest and most rural Baby 
Bell, in a $35.5 billion share 
swap that will create an 
American telecoms giant to be 
called Global Crossing Corp, 
worth some $60 billion. 


Once-unfocused Elektrim 
continues to reinvent itself to 
become Poland’s leading tele- 
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coms company with the 
$680m purchase of 15.8% of a 
mobile-telephone operator, 
Polska Telefonia Cyfrowa, tak- 
ing its stake to more than 50%. 


Tyco International, an ac- 
quisitive industrial conglomer- 
ate, is paying $2.94 billion for 
Raychem, a Californian 
maker of electronic compo- 
nents. In a separate deal Tyco 
paid Pta44 billion ($282m) for 
the undersea-cable operations 
of Spain’s Telefonica. 


New Holland, a big agricul- 
tural-machinery group that is 
majority-owned by Fiat of Ita- 
ly, is to take over Case, an 
American rival, in a $4.3 bil- 
lion deal. With combined net 
sales of about $10.8 billion a 
year, the new group would 
mount a challenge to John 
Deere, the world’s biggest agri- 
cultural-equipment maker, 
with sales of $13.8 billion, Re- 
flecting the miserable state of 
farming that also spurred the 
takeover, Deere reported that 
net profits in the second quar- 
ter had slumped from $365m 
a year ago to $150m. 


Frustrated by America’s De- 
fence Department in a bid to 
expand its military shipbuild- 
ing business, General Dy- 
namics, a defence supplier, 
has moved into the fast-grow- 
ing corporate-jet business, 
with a $5.3 billion purchase of 
Gulfstream Aerospace. 


With the hope of becoming 
the dominant health-care site 
on the web, Healtheon and 
WebMD are planning to 
merge via a share swap valued 
at $5.5 billion that will include 
big investments from such 
high-tech sources as Microsoft, 
Intel and Excite. 


In South Korea’s largest-ever 
foreign-equity deal, Philips 
Electronic is taking a 50% 
stake in LG Electronics’s liq- 
uid-crystal display unit, for 
$1.6 billion. The Dutch elec- 














will make it a leader in the 
rapidly expanding business of 
flat-panel screens for televi- 
sions and laptop computers. 


Shares in Allied Domecq 
jumped on reports that War- 
ren Buffett, through his 
Berkshire Hathaway invest- 
ment vehicle, is spending 


| some of its cash pile buying a 


stake of over 3% in the British 
firm, the world’s second-larg- 
est wine and spirits group, 
which also owns the Dunkin’ 
Donuts and Baskin-Robbins 
food chains. Allied Domecq 
has become a more attractive 
target since it began talks to 
shed its pub chain. 


Exchanging places 


Following the example of oth- 
er South African firms, Old 
Mutual, the country’s biggest 
life assurer and financial-ser- 
vices group, plans to list in 
London in July. The institu- 
tion, which has 3.2m policy- 
holders, hopes to raise £g400m 
($647m) to finance its interna- 
tional expansion. 


Two of Germany’s seven re- 
gional stock exchanges, Ham- 


| burg and Hanover, merged, 


saying they may also link with 
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Berlin and Bremen. They hope | 


the deal will cut technology 
costs and help them to hold 
on to trading that Frankfurt, 
Germany’s biggest exchange, is 
keen to poach. 


Dow Jones and Reuters 
formed a joint venture to 
combine their interactive op- 
erations to take advantage of 
the fast-growing business-in- 
formation. market. 



































Will Tax Harmonisation 
Harm Job Creation? 
By David Smith 


ince the mid-1970s, European econ- 

omies have generated only 3.5m net 

new jobs, versus over 30m in the US. 
Europe has also suffered chronic unemploy- 
ment, with a current rate of 10.5 % for the 
11 euro countries. If we are looking for 
reasons for this dismal record, high tax- 
ation levels have to be a prime factor. That 
is one reason why we must look carefully 
at current proposals for tax harmonisation 
within the EU. 

Harmonisation has a long history in 
the EU, beginning in 1969 with a 1% ceiling 
on indirect taxation of capital-raising oper- 
ations, and making most progress in 1992 
with the decision to set a 15% minimum 
rate of VAT (main rate). 

The current debate over withholding 
tax shows that each bit of progress towards 
harmonisation requires a period of political 
jousting and compromise. This does not 
mean, however, harmonisation will not 
happen. Indeed, some countries now see 
low business taxes in parts of the EU as the 
equivalent of illegal state aids, arguing that 
there is no fundamental difference between 
direct subsidies or grants, and low taxation. 

Applying this logic in the past would 
have had far-reaching consequences. If 
Ireland had not been able to establish low 
rates of corporation tax, would there ever 
have been the miracle of the “Celtic tiger” 
economy? I believe not. It could be that pot- 
ential future tigers, perhaps the new EU en- 
trants from eastern Europe, will be stopped 
at first base because of the requirement that 
they pay an “entry fee” for membership in 
adjusting their currently advantageous tax 
regimes upwards. 

The argument that tax harmonisation 
is needed, either for the proper functioning 
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of the Single Market, or of EMU, is funda- 
mentally wrong. Yes, large differences in 
VAT between neighbouring states will pro- 
duce distorted consumption patterns in 
border areas. And yes, there is a risk that 
powerful and footloose companies could 
force EU countries to engage in a tax bid- 
ding war, perhaps even bidding corporation 
tax rates down to zero, and leaving an un- 
acceptably large and disincentivising burden 
on the income tax rates faced by individuals. 
A Code of Business Taxation, of the kind 
the Commission is drawing up, is not neces- 
sarily a bad thing, as long as its aim is to 
prevent artificial, as opposed to beneficial, 
tax competition. 

Wage flexibility in Europe is already 
limited by the generosity and duration of 
welfare benefits. To add to this, additional 
burdens in the form of higher taxes on the 
incomes of individuals, or higher taxes on 
employment, would clearly be a step in the 
wrong direction. But that does not provide 
an argument for tax harmonisation, In fact, 
the anti-harmonisation argument is far 
stronger. The fact that there are significant 
tax variations between states in the US, 
when it is a more integrated area, is instruc- 
tive. Did Ireland, with its low taxes, steal 
jobs and economic activity from elsewhere 
in Europe? I think not. It merely provided 
a location for firms which would otherwise 
probably not have set up in the EU at all. In 
Europe you should be able to take your 
choice - some countries have higher taxes, 
but they also have skilled and qualified work- 
forces and a known business environment. 
Others have lower taxes (often time-limited) 
as a means of establishing themselves 
economically. If this process is stopped 
by harmonisation, the EU will become less 
converged economically, not more so. 

Under present economic and political 
circumstances, harmonisation will almost 





certainly encourage convergence around 
the levels of public spending and taxation 
currently being set by those countries where 
the share of the state in economic activity 
is largest - a kind of Gresham's Law of tax- 
ation, Tax competition, however, would have 
the opposite effect, and gradually result 
in pressure for high tax countries to reduce 
taxation and public spending. Nor would this 
necessarily be harsh medicine. A feature 
of public spending regimes in many Euro- 
pean countries is their inefficiency. 


For Europe’s 
uncompetitive economies, 
tax harmonisation 

can only make a bad 
situation worse. Tax 
competition, on the other 
hand, could help. 


It is possible to take an optimistic view, 
and argue that EMU will lead to a process 
in which high taxation levels and high soc- 
ial costs will be bid down by a process of tax 
competition. But this, I believe, is precisely 
what advocates of harmonisation hope to 
head off. 

In sum, tax harmonisation has clear 
and potentially worrying implications for 
job creation. For Europe’s uncompetitive 
economies, tax harmonisation can only 
make a bad situation worse. Tax competi- 
tion, on the other hand, could help. 

David Smith is economics editor of The Sunday 
Times of London. This article is based on his new 
book, Will Europe Work? (1999, £8.99), published 
by the Social Market Foundation (SMF, 11 Tufton 
Street, London SWLP, www.smf.co.uk, Tel: (0171) 
222 7060). To order the book, contact the SMF 


at info@smf.co.uk, 

















Indonesia's opposition revs up 


JAKARTA, 


As the election campaign begins, the choice facing Indonesia’s voters has 
become clear: back the party of ex-President Suharto or boot it from office 


A BYSTANDER might 
have concluded that Indo- 
nesia was going some- 
where. On May 19th, as 
campaigning began for its 
first free election in over 
four decades, supporters of the 48 contesting 
political parties—45 of them brand new 
paraded past the crowds lining the streets of 
the capital, Jakarta, generating the happy 
sights and sounds of a giant democracy stir- 
ring to life. There were colourful flags, lorries 
stuffed with each party’s faithful and scores 
of motorbikes trailing campaign banners. 
Supporters sang; horns honked. After a year 
of violence and seemingly unending tur- 
moil, people were smiling and having fun. 
They jeered the ruling Golkar party trium- 
phantly, and even tried todismantle some of 
its campaign vehicles, serving notice of the 
change tocome. 

All they need do now, it might appear, is 
to vote on June 7th and a new Indonesia will 
be born. It will certainly end a year of transi- 
tion begun by B.J. Habibie, Indonesia’s pres- 
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ident and the handpicked successor of ex- 
President Suharto, who ruled and plun- 
dered the country unchallenged for 32 years 
before stepping down last May. Mr Suhar- 
to’s resignation came amid riots and looting 
in Jakarta. When the unpopular Mr Habibie 
took over, he promised to convert Indonesia 
into a real democracy, one with a free press 
and free elections. 

During the past year, he has tried to keep 
his promise while distancing himself from 
his mentor’s legacy but still doing his utmost 
to help his Golkar party to win the election. 
His detractors have argued that these goals 
are incompatible. But despite Golkar’s un- 
popularity, it has looked like winning be- 
cause of its patronage, its widespread pres- 
ence in this vast archipelago of 200m people 
and an electoral formula skewed in its fa- 
vour. This has led many to doubt that any 
significant change will occur. 

In the past week, however, Golkar’s 
chances have been badly damaged. The first 
blow—-self-inflicted—was Golkar’s an- 
nouncement that Mr Habibie would be its 





presidential candidate. Next month’s elec- 
tion will not include a vote for the presiden- 
cy. Instead, voters will choose 462 members 
to sit in the lower house (which will also in- 
clude 38 nominated representatives of the 
armed forces). Later in the year, the 500 will 
join another 200 appointed delegates to 
form the People’s Consultative Assembly. 
This is Indonesia’s highest legislative body, 
and it will elect the new president. 

Before picking Mr Habibie, Golkar had 
tried to deflect criticism by including him in 
a short-list of five possible presidential can- 
didates, including the head of the armed 
forces, the party chairman, the economics 
minister and a popular sultan from central 
Java. Several influential Golkar members, 
including Marzuki Darusman, its deputy 
chairman, argued that nominating Mr 
Habibie would provide a clear target for op- 
ponents and intensify claims that Golkar is 
the party of the past. They did it anyway. 

The opposition pounced, On May 17th, 
the three most popular opposition leaders 
announced that they would form a “united 
front” to help dislodge the ruling party. Gol- 
kar’s detractors have argued for this. But the 
divisions between Megawati Sukarnoputri, 
the daughter of Indonesia’s first leader, 
Abdurrahman Wahid, leader of a large rural 
Muslim group and a champion of secular Is- 
lam, and Amien Rais, whois popular among 
urban Muslims and has recently been 
preaching a secular message of national uni- 
ty, have long prevented them from pulling it 
off. Their coalition, now single-mindedly 
concentrating on ousting Mr Habibie, has: 
dramatically shortened the odds that Indo- 
nesia will soon have new leaders. 

Despite Golkar’s long reach, it now 
seems less likely that it will win a significant 
share of the vote. Mr Habibie’s failure to or- 
der full investigations into the Suharto fam- 
ily’s business empire~which is probably 
worth billions of dollars—has, in many vot- 
ers’ eyes, cemented its ties to the past. One 
opinion poll this week gave the party only 
13% support, compared with a combined 
40% or so for the coalition parties—with 
Miss Megawati’s Indonesian Democratic 
Party of Struggle leading all the others. 

Though some people fear Golkar will try 
to buy its way to victory, others believe the 
election will be fair enough for the opposi- 
tion to win. In any event, Miss Megawati's 
party has some resources of its own. Mr Wa- 
hid does not think voters will respond to 
Golkar’s cash. “They will receive the money, 
but vote differently,” he says. “That is the 
thing Indonesians are famous for.” 

All this is encouraging for the new coali- 
tion, yet nobody really knows how the elec- 
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tions. will turn out. If the new coalition gets 
less than half the seats, the scramble to form 
alliances could be messy. Still, after a year of 
benefiting indirectly from Indonesia’s tangle 
of problems, Miss Megawati, Mr Rais and 
Mr Wahid could yet inherit them. 

If they do win, they will first have to try 
to end the ethnic and religious violence that 
has torn through the country, and about 
which they have frequently appeared to 
have no ideas. They will have to deal with a 
proposed vote in East Timor, which was bru- 
tally annexed by Indonesia in 1976 and has 
now been offered a choice between autono- 
my and freedom by Mr Habibie. This has led 
to even more bloodshed between pro-inde- 
pendence groups and diehards backed by 
the army. This week it was reported that Xa- 
nana Gusmao, the leader of East Timor’s re- 
sistance, currently being held under house 
arrest, will be released after the referendum. 

The winners will also have to deal with 
other separatists’ demands in provinces 
such as Aceh and Irian Jaya. And they must 
agree on a programme of economic reforms 
and deal with crimes by the army and scan- 
dals surrounding Mr Suharto’s family. On 
top of all that they have to heal the religious 
schisms in the largely Muslim country. 

In short, if Golkar loses, there will be lots 
of arguments in Indonesia. Since any sort of 
real debate was discouraged by Mr Suharto, 
and has so far been dodged by the candi- 
dates, that alone would represent a big 
change in Indonesian politics. Indeed, it 
could be even more dazzling than this 
week’s explosion of sounds and colours. 
penned 





india - 
The trouble with Sonia 


DELHI 





Will a second Mrs Gandhi ever become India’s prime minister? 


OME said it would be a presidential elec- 

tion. A popular prime minister, Atal Beh- 
ari Vajpayee, was up against Sonia Gandhi, 
bearer of India’s most revered political 
name. Now Mrs Gandhi has been wound- 
ed, perhaps fatally, not by het-rivals but by 
her supposed friends. Three senior members 
of her Congress party wrote a letter making 
the point her opponents have been making 
since a general election was called earlier this 
month: that somebody born in Italy is not 
Indian enough to be prime minister. It be- 
came public on May 16th, and on the same 
day she resigned as head of the party. 

She may not mean it. Many people think 
she will come back, after sufficiently loud- 
protestations of loyalty from her followers. 
The chief ministers of the four Congress- 
governed states and most members of the 
party’s top policymaking body have offered 
their resignations, saying they do not want to 
return until she does. Yet even if Mrs Gandhi 
relents, Congress will find it hard to recover 
in time for an election in theautumn. 

Mrs Gandhi took over Congress a year 
ago, after it had lost to Mr Vajpayee’s Bhara- 
tiya Janata Party (byp) in the last general elec- 
tion. She apparently quelled its internal 
strife, won back disaffected Muslim voters 
and re-established Congress as the main foe 


of the Hindu nationalism espoused by the 
aye. In November, Congress beat the sje in 
three state elections, which made the party 
think it could do the same at the centre. 

These achievements are now in jeopar- 
dy. The rebellion’s ring-leader is Sharad Pa- 
war, leader of the opposition in the lower 
house until it was dissolved last month and 
once the youngest ever chief minister of an 
Indian’ state. He remains the pre-eminent 
“secular” politician in Maharashtra, which 
Congress had counted on winning in the 
forthcoming election. He was never a favou- 
rite of Mrs Gandhi, but was too brainy and 
powerful to be sidelined. 

Gandhi loyalists paint Mr Pawar's revolt 
as the tantrum of a frustrated underling; a 
“cynical, low-down kind of move”, asa par- 
ty spokesman put it. But it is more than that. 
It suggests that, in Mr Pawar’s view, Con- 
gress’s renaissance ended with its failure last 
month to forma government after helping to 
engineer the collapse of Mr Vajpayee’s coali- 
tion. The episode made Congress look like 
the creature of old-timers willing to sacrifice 
its credibility for a last grab at power. Mr Pa- 
war had little hand in it. 

His betrayal is also a challenge to the 
popular view that India’s fragmented party 
system is sorting itself into two fronts, one 





OR 12 years Fiji has been trying to live 
down the shame of a military coup. The 
results of its general election, announced 
on May 18th, indicate that it now has the 
chance to make a new start. Sitiveni Rab- 


A peaceful change in Fiji 


did not take the prime ministers job. 

It was not a spectacular coup. Mr Rab- 
uka, then a colonel in the Fijian army, led a 
few soldiers into Parliament House and ar- 
rested some government ministers. But it 





uka, who led the coup in 1987, re- 
signed this week as prime minister 
after his party had been well bea- 
ten. The new prime minister is Ma- 
hendra Chaudhry, who was once 
jailed by Mr Rabuka. 

Fiji was, and still is, racially di- 
vided. Just over half the popula- 
tion of 800,000 claim islander an- 
cestry back to antiquity, and 
regard themselves as the true Fi- 
jians. Most of the rest are descend- 
ants of the Indians who were 
brought by the British in the 19th 
century to work in the islands’ sug- 
ar plantations. The 1987 coup fol- 
lowed the election of a coalition 
government in which an Indian 
party predominated, although it 





Party time for Fiji's Indians 
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was the first coup in a Pacific country. A 
few months later Mr Rabuka staged a sec- 
ond coup, seemingly to make it plain that 
Fiji was for the (indigenous) Fijians. He 
changed the constitution to bar Indians 
from power. Many Indians left, among 
them doctors, engineers and other profes- 
sionals, together with businessmen. The 
economy slumped and Fiji felt 
friendless. 

Since then, as a result of inter- 
national pressure, particularly 
from India, the constitution has 
again been revised to give Indian 
Fijians a fair deal. This month the 
Fiji Labour Party won 37 seats, a 
majority in the 71-seat parliament. 
Mr Chaudhry is the country’s first 
Indian prime minister; his two | 
deputies are indigenous Fijians. 
Mr Rabuka, whose party won on=- 
ly eight seats, said he would not. 
make trouble, although he accused | 
the Indians of engaging in racial 
politics. “We must put the past be- 
hind us,” said an optimistic. Mr 
Chaudhry. 





| 
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based on Congress, the other on the syr. Mr 
Pawar is evidently ready to risk expulsion 
from his party if that is the price he must pay 
to be a big shot from Maharashtra, making 
and breaking (and perhaps even leading) 
central governments as other regional bosses 
have been doing. His rebellion has given 
new heart to the “third front”--the group of 
mostly leftish parties that love neither Con- 
gress nor the ay. 

If Mrs Gandhi’s resignation is not with- 
drawn, Congress may have to resign itself to 
defeat in the election. It has no one else to 
compete with Mr Vajpayee's national ap- 
peal, and will no doubt revert to grubby in- 
fighting in her absence. Even if she returns, 
Congress’s task has become harder. It is un- 
certain whether Mr Pawar can remain in the 
party, and difficult to see Congress winning 
in Maharashtra without him. Unless it se- 
cures a big chunk of the state’s 48 seats in the 
545-member Parliament, Congress will be 
hard pressed to force the sje into second 
place, let alone to win a majority. Peace- 
makers in the party are struggling to hold on 
both to Maharashtra and to Mrs Gandhi. 

The sje primly observes that the dispute 
is an internal Congress matter, but can bare- 
ly hide its delight. The party has made itself 
ideologically innocuous by forming a “Na- 
tional Democratic Alliance” with several of 
its coalition partners. It plans to fight the 
election on a common manifesto free of the 
minority-baiting ideas that alienated many 
voters in previous elections. But the multi- 
headed alliance has still looked vulnerable 
to Congress’s claim that it could give more 
decisive leadership. With Congress’s main 
leaders now either in rebellion or, at least 
temporarily, in retirement, voters would 
have to be credulous indeed to buy that. 
Maanmnnape maaninen aa A a „M 


Nepal 
Seventh wonder 


KATMANDU 


NE of Asia’s poorest countries has been 
unable to do much about its poverty 
lately because of a fractured parliament that 
has produced six governments in five years. 
The result of the election that ended on May 
17th is therefore turning out to be a pleasant 
surprise: a single party, the centrist Nepali 
Congress, is on course to win a majority in 
the 205-seat lower house of parliament. That 
is not yet a certainty, and the size of the ma- 
jority will make a difference. If Congress 
wins outright, it could in theory give Nepal 
decisive and intelligent government for the 
next five years, untroubled by factions and 
feckless allies, In practice, Nepal is unlikely 
to be so lucky. 
Congress is winning in part because it 
stayed united while its rivals were falling 
apart. Its chief challenger, the Communist 
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Another mountain of votes for Koirala 


Party of Nepal (Unified Marxist-Leninist), 
failed to live up to its name. It is not terribly 
communist but, more damagingly to its ap- 
peal, it split in two before the election, as did 
the National Democratic Party, Congress’s 
rival to the right. 

Congress's election-day unity is fragile. 
Itis a product of an agreement by Girija Pra- 
sad Koirala, the prime minister in the outgo- 
ing caretaker government, to yield to Krish- 
na Prasad Bhattarai, who presided over an 
interim government after the restoration of 
democracy in 1990. No one thinks Mr Koi- 
rala, a tough 76-year-old known for his or- 
ganisational talents, deferred cheerfully to 
the more-jovial, conciliatory Mr Bhattarai, 
who is just a year younger. Their truce, and 
the party’s unity, may not last long. Con- 
gress had a majority in Nepal’s first demo- 
cratically elected parliament until squab- 
bling brought its government down. 

Politics as usual would wreck whatever 
chance Nepal has of reducing its Everest- 
sized problems. Just 38% of the population is 
literate, only 15% have access to electricity. 
Incredibly, Nepal. has yet to undergo the 
green revolution that boosted farm produc- 
tivity across large ‘parts of its giant neigh- 
bour, India. Agricultural production is ex- 
pected to rise only 2.2% in the fiscal year 
ending in July, about the same as the rate of 
population growth. That is largely why Ne- 
pal’s poverty rate is rising, to about 42% in 
the latest survey. Poverty feeds a three-year- 
old Maoist insurgency in which 800 people 
have died. If many Nepalis did not escape to 
the relative prosperity of India, discontent 
would be more acute. 

In recent years, Nepal has been tugged 
between foreign aid donors, which contrib- 
ute an inordinate share of the country’s bud- 
get, and politicians, who have been too pre- 
occupied with privilege and preferment to 
do much about the country’s rising poverty. 
It is not that nothing has been done. Al- 
though cpr growth is less than half the 
planned 6%, various governments have 
managed to control both inflation and the 
budget deficit. They have introduced a val- 
ue-added tax to supplement the state’s 





ASIA 
meagre revenue, priva- 
tised more than a dozen 
companies, let new- 
comers into financial 
services, built enough 
new schools so that 
most children can walk 
to one, passed a law to 
give more power to lo- 
cal government and be- 
gan a 20-year scheme 
to improve agriculture. 
But these reforms have 
been disastrously par- 
tial. In spite of the vat, 
government revenue is 
a scant 11% of GDP. 
Spending has been 
skewed away from development and to- 
wards perks and prestige projects like the 
forthcoming South Asian games. 

Nepalis apparently still think their dec- 
ade-old democracy can give them decent 
government. Despite widespread disen- 
chantment with their leaders, turnout in the 
election was over 60%, about the same as in 
1994. The two main challengers to democra- 
cy look subdued. Maoist guerrillas discour- 
aged voting in a few districts but caused less 
disruption than feared. The king, who gave 
up absolute power in 1990 and could con- 
ceivably grab it back again with the help of 
the army, which he still commands, has 
evinced no desire to do so. 

And now, with its second majority since 
democracy began in 1990, Congress has a 
chance to prove that it can really work. Con- 
gress is friendlier to the markets than its 
Marxist rivals, though it still describes its 
philosophy as “democratic socialism”. But 
its septuagenarian leaders are not fire- 
brands, and the party is cautious. Congress 
wants to get politics out of education, and 
will seek a “consensus” among political par- 
ties in order to do so, says Narahari Acharya, 
a spokesman. It is not a good idea to have 
rules which, for example, have obliged some 
private-sector banks to have public-sector 
partners, he agrees, but “the feeling of the 
masses” is that the state should keep some 
measure of control. Mr Acharya apparently 
wants to play down expectations. If Con- 
gress wins a majority, Nepalis should be 
raising their sights. 
tinned tp ie iin etnias aise fc | 


China 
Riding the tiger 


BELING 


HE mouthpiece of China’s Communist 
Party, the People’s Daily, says that 
NATO's bombing of the Chinese embassy in 
Belgrade on May 7th is further proof that 
“us-led anti-Chinese powers” are out toruin 
China's development. “They are racking 
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their brains how best to push a united, de- 
veloped and satisfied China into chaos and 
the abyss of division.” 

Strong words, perhaps the most xeno- 
phobic in a decade. Does this signal that the 
political running is now being made by Beij- 
ing’s know-nothings, those for whom the 
bombing. has brought out long-cherished 
grievances against more cosmopolitan re- 
formist leaders and against the world at 
large? On the contrary. The reformists, after 
afew wobbly days, appear to have regained 
the initiative. Zhu Rongji, the prime minis- 
ter, is out and about again, urging reform. 
The three state journalists, now “revolution- 
ary martyrs”, killed in the bombing have 
been displaced as the lead item in the eve- 
ning news with the “three emphases” cam- 
paign, a waffly exhortation to work hard 
and follow the party line. If anything, Chi- 
na’s reformers have stolen the language of 
the hardliners and put it to their own use: 
any attempt to embarrass them, runs the 
subtext, plays into foreign plotters’ hands. 

President Jiang Zemin and those closest 
to him, in other words, are having a reason- 


ably good war: At home, they have turned 
nationalist fervour to their advantage. Any- 
one thinking of marking the tenth anniver- 
sary of the Tiananmen killings on June 4th 
will presumably be having second thoughts. 
Abroad, Chinese indignation has not only 
discomfited Nato. It has also helped push 
the fierce negotiation over the terms of entry 
into the World Trade Organisation (wro) 
somewhatin China’s favour. 

Shortly before the bombing, China had 
made deep “concessions”, unpopular at 
home, that Bill Clinton had: rendered yet 
more unpopular by rebuffing, Allegations of 
widespread Chinese espionage made by 
Congress further weakened the hand of Chi- 
na’s negotiators. But China has not lost its 
determined search for advantage. Playing 
upon the Americans’ embarrassment, it will 
now press for better terms of entry to the 
WTO, its immediate foreign-policy goal. 

The next round of talks, which were 
meant to start in Beijing on May 18th, have 
been put off. Yet last week America, Europe, 
Japan and Canada all agreed in Tokyo that 
China should be allowed to join the wro be- 





fore the end of the year, if possible: The hia- 
tus is likely to be temporary. When bilateral 
talks resume, the Chinese will press America 
to remove some of the more outrageous con- 
ditions for China’s entry—such:as an insist- 
ence that Chinese steel should be more sus- 
ceptible to anti-dumping actions than that 
of other wro members. 

China, in other words, is back in busi- 
ness. But if the government can spout xeno- 
phobic nonsense from one side of its mouth 
while begging for foreign business from the 
other, can foreigners be expected to remain 
sanguine? This week the American cham- 
bers of commerce in Beijing and Shanghai 
were assuring congressmen in Washington 
that Chinese membership of the wro is as 
much in America’s interest as in China's. 
However, pictures of mobs stoning the 
American embassy have not helped their 
cause. In the end, the toughest decision will 
continue to be MrClinton’s. Can he afford to 
lose one of his main foreign-policy goals— 
the admission of a surly, unpredictable Chi- 
na into the family of trading nations? 





HONG KONG 


WONEN famously complain in glos- 
sy-magazine surveys that Hong 
Kong’s men are undersexed. The govern- 
ment, on the other hand, claims they have 
1.7m offspring across the border in main- 
land China, many of them illegitimate. For 
a territory of just 6.3m, this is quite a virile 
feat—and a highly implausible one, say the 
governmentť’s critics. 

The threat of these putative hordes 
swamping the territory—straining social 
services, stealing jobs and daily reminding 
Hong Kong wives of their husbands’ infi- 
delities—has brought to a head a growing 
constitutional crisis. In January, Hong 
Kong's Court of Final Appeal struck down 
an immigration law which ruled that chil- 
dren born before either parent had ac- 
quired Hong Kong residency were not 
themselves allowed to live in the territory. 
Whereas the government argued that the 
intention of the Basic Law, China’s mini- 
constitution for the former British colony, 
was to allow in only children born after 
their parents had acquired residency, the 
court decreed that the Basic Law plainly 
did not express that intention. It guaran- 
teed the right of residency to all children. 
On May 18th, the government announced, 
in effect, that it would not be bound by this 
ruling. It would instead ask the govern- 
ment in Beijing to overrule the court by re- 
interpreting the Basic Law. 

Few legal authorities dispute that the 
power of final interpretation of the Basic 





No vacancies in Hong Kong 





An emotional matter 


Law resides with the standing committee 
of China’s National People’s Congress 
(nec). What outrages the rule-of-law 
camp in Hong Kong is that the wording of 
the Basic Law is perfectly clear about resi- 
dency: there is simply no room for “rein- 
terpretation”. By appealing over the head 
of its highest court, the government has, at 
a stroke, undermined Hong Kong’s judici- 
ary and the territory’s autonomy. 

The Hong Kong government has been 
trying to make the best of a bad case. The 
burdens of such an influx, itsays, would be 
intolerable. Some $90 billion would be 





needed in extra capital spending over the 
next ten years, and another 6,000 hectares 
(15,000 acres) of land would have to be 
smothered in concrete—five times the area 
of the new airport. 

The government reckons that if the 
NPC “reinterprets” the law so as to allow in 
only children born after either of their par- 
ents becomes a permanent Hong Kong res- 
ident, then the eligible number falls sharp- 
ly, to a manageable 200,000. Yet its scary 
estimates of numbers and costs, almost all 
academics agree, are implausible. For one 
thing, they assume everybody eligible 
would come. 

Nor has the government made much 
of an attempt to advertise the economic 
benefits of immigration for Hong Kong's 
greying population. Merrill Lynch, an in- 
vestment bank, estimates that a large num- 
ber of new immigrants from the mainland 
could boost Hong Kong’s economic growth 
rate by a percentage point. i 

Too bad that the pro-democracy camp 
did not seize on this argument to bolster its 
case against reinterpretation. Martin Lee 
Chu-ming, the leader of the Democratic 
Party, declared the government's decision 
a “terrible, and possibly mortal” blow for 
the rule of law. On May 19th the pro-de- 
mocracy minority in the legislature, wear- 
ing black, walked out. Yet their protests 
have gone down poorly with ordinary 
people who, in this matter at least, are sol- 
idly behind the government. Hong Kong, a 
city of immigrants, used to be compared to 
the entrance hall of a railway station. As far 
as today’s residents are concerned, the last 
train has already pulled in, 
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North Korea 





Echoes from the hermit kingdom 


TUMEN RIVER CROSSING 


SA glimpse of the miserable life some North Koreans are escaping from can be 


found along the border with China 


CCT ORD, forgive my sin,” she says in a 
scarcely audible voice. With her face 
buried in her lap, Rim Sunhee (not her real 
name) is frightened to talk to a stranger from 
Seoul, the capital of South Korea, But the 15- 
year-old orphan from Chongjin, in north- 
eastern North Korea, is desperate for for- 
giveness. What has she done wrong? Two 
months ago she crossed the border into Chi- 
na, looking for food and shelter. Andis thata 
sin? Well, in doing so, she has abandoned 
her younger sister, leaving her ina famine- 
stricken land while she escapes to “para- 
dise”. She was lucky not to be picked up and 
sold to a Chinese brothel or karaoke bar. In- 
stead she met an elderly man who took her 
toanethnic-Korean missionary. 

For many North Koreans who have 
crossed the border into this grim part of Chi- 
na, paradise is having something to eat, in a 
shabby room with an outdoor public lavato- 
ry, despite the constant fear of being picked 
up and deported. Those they have left be- 
hind are far worse off. The shocking realisa- 
tion that they have been brainwashed into 
believing other countries were even nastier 
than North Korea makes these refugees an- 
gry at Kim Jong Il, who has now been elevat- 
ed to “Great Leader”, the title used by his late 
father, Kim Il Sung, the founder of this Stali- 
nist regime. 

At least 100,000 North Korean migrants 
are believed to have crossed into China in re- 
cent years, leaving another 23m behind with 
little or no idea of the world beyond. Al- 
though China recently strengthened its 
frontier controls, North Korea’s are relative- 
ly loose. Some people sneak out on foraging 
expeditions and return home, bribing the 
North Korean border guards as they go. Oth- 
ers, like Miss Rim, have chosen not to return. 

All tell tales of hunger, some even of can- 
nibalism. The listless life they fled from is 
clearly visible from the Chinese side of the 
Tumen River, which marks the border. In 
contrast to the Chinese slopes, the hills in 
North Korea are almost completely defor- 
ested. Below one of these hills lies a town of 
some 500,000 people, but the scene betrays 
few signs of life: some soldiers stand about, a 
factory that used to process timber is quiet, 
its trucks idle, its “workers” sitting aimlessly. 
Asiren sounds, signalling a lunch break, but 
few people move. A slogan hangs on a long- 
motionless crane: “We'll survive on our 
own”, it boasts. But will they? 

Some of those living in North Korea in 
the border region are soldiers or party loyal- 
ists, and as such are relatively well off. In the 
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restof the country the habitual food shortag- 
es could diminish slightly this year, reckons 
the United Nations’ World Food Pro- 
gramme (wep), thanks to good weather last 
year. There is also more “alternative food” — 
such as noodles made from wheat, maize 
cobs, leaves and grass-—but itis of little nutri- 
tional value and causes digestive trouble. 

In the past, the wrr has distributed most 
of its food to hospitals, nurseries and schools 
(about a third of the children who end upin 
hospital suffer from malnutrition). This 
year, however, the agency plans to reach 
more ordinary people, feeding 8m North 
Koreans in all, even though it has access to 
only 59 out of 211 counties, and must notify 
the North Korean authorities at least two 
days before making a visit to distribute sup- 
plies. Over 80% of the food it handles comes 
from America. 

A team of South Korean scientists is try- 
ing to help North Korea adopt more produc- 
tive agricultural methods, especially by in- 








Hungry and haunted 


creasing its maize crops. Kim Jong I, 
however, still orders farmers what to plant. 
This year it is potatoes—too bad about the 
latest virus. As ever, North Korea’s goal of 
self-sufficiency, juche, seems a long way off. 

Many of those who have fled to China 
blame ideology less than corruption among 
the elite and a breakdown in food distribu- 
tion. Haphazard since the early 1990s, the 
distribution system grew far worse after the 
death in 1994 of Mr Kim’s father. 

Over half the grain supplied by the for- 
eign aid agencies is taken by the party, the ar- 
my, the secret service and the police, says a 
former party member whocrossed into Chi- 
na 14 months ago. Much of that, and what- 
ever is smuggled in from China, is traded at 
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farmers’ markets. The going rate for a kilo of 
rice is twice the average monthly wage. 

Many of those who have fled across the 
border were part of the elite. One such is a 
North Korean professor who came to China 
last September tocarry outa survey of North 
Korean refugees. Until then he had not 
known aboutthe famine in hisown country. 
Hedecided not to return home, despite leav- 
ing a wife and daughter there, after seeing 
China and learning about South Korea from 
videotapes and books. He now feels be- 
trayed and is determined to work for the 
overthrow of Kim Jong I. 


Thecoup that failed 


A former lieutenant in a North Korean spe- 
cial-forces unit, whocrossed the Tumen Riv- 
er with his wife and son two years ago, says 
that overthrow has already been tried. The 
attempted coup, he says, took place soon af- 
ter the death of Kim Il Sung, and proceeded 
to a point at which missiles were turned to 
aim at the capital, Pyongyang, But the upris- 
ing was soon put down by the leadership. 
Now hiding in the mountains in China, the 
ex-officer would like to go to South Korea, 
but he has no money and does not know 
how to get there. His main hope is for his 
eight-year-old son, who will soon be sent to 
aschool run by an underground orphanage. 
Many of the South Korean Christian 
missionaries operating in China take North 
Korean children into their care, hoping that 
the children will eventually return home to 
help spread religion. Some of the refugees 
marry Chinese, but that does not entitle 
them to identity papers, so they still risk be- 
ing deported. Those who are caught are sent 
back to North Korea and a stretch in a labour 
camp. If they are fortunate enough to be re- 
leased after six months or so, they may well 
make the trek back across the Tumen River 
into China. South Korea is hoping its “sun- 
shine policy” of greater openness to the 
North will in time make life less grim for 
North Koreans, but no one imagines that 
this will happen soon. Until it does, or until 
the regime collapses, paradise across the bor- 
der in China will long beckon for those like 
Rim Sunhee, however great their heartache 
and no matter how perilous their existence. 
since ASE St tt OE N E S E atic att ec tact ae A 
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Mergers and Acquisitions services 


Y- met with the lawyers. The investment bankers. The auditors. You did your 
homework. Everything was legal and aboveboard. And a deal of enormous importance 
and even greater worth was completed. But somehow, something went wrong. Liabilities 
were misjudged. And the ones that were recognized were grossly underestimated. Now 
it’s the third quarter and you're about to report a substantial write-off. 

This is the real-world companies live in. When things go wrong, they go wrong on a 
large scale. And if your company is not properly covered, the world becomes an ugly place. 

How can AIG help? By doing things others cant. By taking what you know about 


“insurance” and turning that notion on its head. 


Who insures 





Take our Mergers and Acquisitions services. Few scenarios demand the speed and 
creative thinking that an M&A deal does. And that is precisely what we pride ourselves on. 
At AIG, we know that in any deal there is always a surprise, and it is never a good one. 

More than merely providing insurance, the AIG Companies plan for problems others 
don't see, create coverages others can’t, manage risks others shy away from. We have the 
resources and industry-specific knowledge that allow us to guide you through most 
any M&A issue you face. So whether a deal is known or merely being contemplated, 
our M&A team is prepared to help minimize existing and potential future liabilities to 
make deals happen. 

We've built. our ‘reputation on fulfilling promises. Which is why we've grown in 
80 years to become one of the world’s leading insurance organizations. And because our 
reputation is solidly backed by Triple-A—rated financial strength, you can rest assured 
that the AIG Companies will be there for you. 

No matter what the risk, no matter where the risk, the AIG Companies possess the 
experience and sophistication to help protect you from the unexpected. 

Call your broker or e-mail us at mé&a@aig.com to find out more about our Mergers 
and Acquisitions division. 


What’s the worst that could happen? That’s what we think about every day. 


WORLD LEADERS IN INSURANCE AND FINANGIAL SERVICES 
LL PORMS-OF COMMERCIAL INSURANCE « PERSONAL AUTO AND HOMEOWNERS INSURANES + LIPE. ACCIDENT : 
a HEALTH INSURANCE: = RETIREMENT PRODUCTS AND MUTUAL FUNDS THROUGH SUNAMERICA «vee i T0 : 


i Mibuahoe coverage podde ty menier qutibanes af Amean bigean Gia ng, ioe erage is sublec] 1G luulereiling. Please tafar bribe achad policy By a compere daacription of scope ane! diniitations of coverage, 



















































PARTIAL SALE OF 
GOVERNMENT OF INDIA'S STAKE IN : 
INDIAN PETROCHEMICALS CORPORATION LIMITED 


This announcement is neither a prospectus nor an offer or invitation for sale to the public of shares, securities or debentures. 
EXPRESSION OF INTEREST 


The Government of India ("GOI") as a part of its divestment programme wishes 
to sell 25% of its shareholding in Indian Petrochemicals Corporation Limited 
(“IPCL” or the “Company”) to a long term strategic investor (the “Strategic 
Investor”), and to transfer control to manage the affairs of IPCL to the Strategic 
Investor. Warburg Dillon Read, a division of UBS AG has been retained as Global 
Advisor to the GOI in connection with the proposed sale. 


IPCL is a leading Indian integrated manufacturer of polymer, fibre and fibre 
intermediates and other chemical products from hydrocarbon feed stocks. The 
Company has been a pioneer in the Indian petrochemical industry since its 
formation in 1969. IPCL has three manufacturing facilities in Western India with a 
gross installed capacity to produce approximately 2.7 million tonnes per annum 
of petrochemicals intermediates and products and has an extensive countrywide 
distribution network in place. In the financial year ended 31 March 1998, IPCL 
had a turnover of Rs. 30,949 million and a networth of Rs. 30,283 million. 


Companies interested in participating in the proposed divestment in IPCL 
(“Interested Parties”) are required to submit to either of the under mentioned 
persons their Expression of Interest together with the latest audited Annual 
Report and a Company Profile describing their business and operations (the “EOI 
Package”) by no later than 1st June 1999. l 









Mr. Ajay Sondhi Ms. Manisha Girotra 


Managing Director & Country Head Director, Warburg Dillon Read 

Warburg Dillon Read No. 9, 9th Floor, Meridien Commercial 
Hoechst House, 2nd Floor Tower (West), 8 Windsor Place 

Nariman Point, Mumbai - 400 021 India. Raisina Road, New Delhi - 110 001 India. 
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Return of the Dread-I? 


WASHINGTON, OC 


FTER months of benign economic news, 
it came as a bolt from the blue. On May 
14th, the Labour Department announced 
that consumer prices rose by 0.7% in April, 
the highest headline increase since October 
1990 (and, the real surprise, “core” inflation, 
which excludes food and energy prices, 
jumped 0.4%). On May 18th the Federal Re- 
serve said it was leaning towards raising in- 
terest rates, citing “the potential for a build- 
up of inflationary imbalances”. Is America’s 
dream ticket of fast economic growth and 
low inflation coming to an end? 

The answer, as so often in economics, 
depends on whom youask. Optimists see lit- 
tle risk of serious price pressure. America’s 
economy, they argue, has a higher speed 
limit and is structurally less inflation-prone. 
They suggest that April’s Consumer Price In- 
dex (cr1) could be a blip (it follows several 
months of extraordinarily low inflation fig- 
ures); they point to buoyant productivity, 
restrained wage costs. and signs that the 
economy is slowing moderately of its own 
accord. The gloomsters retort that a tempo- 
rary run of anti-inflationary luck—caused 
by falling oil prices, a strong dollar and ec- 
onomic weakness abroad—-is coming to 
an end. As the global economy streng- 
thens, they argue, America’s domes- 
tic consumption binge spells high- 
er inflation. 

The optimists have recent 
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history on their side. In the past couple of 
years, economic forecasters, from Wall 
Street to the Federal Reserve, have consis- 
tently overpredicted inflation and under- 
predicted economic growth (see chart). So 
far, the optimists also have contemporary 
facts on their side. Beyond April’s crt fig- 
ures, concrete evidence of inflationary pres- 
sure is—-as yet—hard tocome by. As the Fed- 
eral Reserve itself pointed out, “Trend 
increasesin costs and core prices have gener- 
ally remained quite subdued.” Monetary 
policy, however, must be forward-looking, 
taking action today to stem future inflation- 
ary pressure. That is why the analysis of 
why inflation is low (and hence the proba- 
bility of whether it will stay low) should car- 
ry more weight than today’s statistics alone. 

Exhibit number one for the optimists’ 
case is productivity growth. If American 
workers produce more per person, then the 

economy’s safe speed limit 

rises. For several years, the 

productivity debate has been 
f caricatured as being between 
f “new-paradigmers”—who be- 
f” lieve that innovation, especially in 

information technology, has dramat- 
ically raised productivity growth and 
vanquished inflation forever-—-and adher- 
ents of the old school, who were sceptical 
that there had been any productivity im- 
provements at all. Fortunately, the debate 
has now become more subtle. America’s re- 
cent growth in measured labour productiv- 
ity—-approximately 3% in the year to March 
1999 (4% at an annual rate in the first three 
months of 1999), compared with a less than 
1% annual rate in the early 1990s—has been 
impressive. It is hard to argue that there has 
been no productivity improvement. At issue 
now is whether it is structural or cyclical, 
temporary or permanent. 

Alan Greenspan, the Fed chairman, has 
argued most eloquently that the productiv- 
ity shiftis structural. In a speech on May 6th, 
he explained at great length how innova- 
tions in information technology have boost- 
ed labour productivity and improved firms’ 
profitability. That does not, he cautioned, 
imply a “new era”, nor does it mean that 
higher productivity growth will last for ever, 
but it does suggest that more than cyclical 
factors are at work. While this structural eco- 











GDP growth 


% increase on a year earlier 


Consensus poll 














nomic shift is, at least for the moment, rais- 
ing America’s trend growth rate, it may also 
help to explain the unusual relationship be- 
tween unemployment and inflation, exhibit 
number two for the optimists. 

Encouraged by high returns, firms have 
been investing furiously. And high capital 
investment may itself have changed the tra- 
ditional relationship between unemploy- 
ment, the physical capacity of firms, and in- 
flation. Since the mid-1990s, capacity 
utilisation (the amount of slack in the econ- 
omy) and unemployment (the best measure 
of the tightness of the labour market) have 
no longer been in lockstep. Unemployment, 
now at 4.3%, has hit record lows, but high 
rates of investment have also held down 
capital-utilisation rates. With plenty of slack 
capacity, firms have little pricing power, 
making it hard to pass higher wage. costs 
through into higher prices. 

These factors, coupled with the tempo- 
rary disinflationary bonus of low commod- 
ity prices and a strong dollar, have kept in- 
flation surprisingly quiescent. Low inflation 
itself has fuelled a virtuous circle by reduc- 
ing inflationary expectations: hence surpris- 
ingly tame wage rises. And these lower ex- 
pectations suggest that inflation is unlikely 
suddenly to take off, which is why the opti- 
mists can feel sanguine about one month’s 
rise in consumer prices, 

Sceptics, in contrast, are reluctant to ac- 
cept the arguments about structural change. 
Far more likely, they argue, is that America’s 
economy has had a long run of luck. Some 
suggest that the unusually high productivity 
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growth solate in an economic cycle is merely 
making up for sluggish productivity earlier 
in the 1990s. Others argue that productivity 
has been surprisingly high in recent months 
because firms were caught out. Expecting a 
sharp economic slowdown in late 1998 and 
1999, corporate America was cautious about 
new hiring. When domestic demand proved 
to be surprisingly vigorous, employees had 
to work harder and productivity automati- 
cally increased. 

More important, they place great weight 
on the temporary anti-inflationary props of 
recent years. Several economists argue that 
positive supply shocks—especially falling 
import prices—account for all America’s 
disinflation over the past couple of years. 
They may be right. It is possible that the rela- 
tionship between unemployment and infla- 
tion is alive and well, just temporarily ob- 
scured by lower input prices and by 
surprising restraint on benefit costs (which 
have further subdued overall employment 
costs). Nor is there any doubt that some of 
these benign influences, especially low oil 
prices, have already been reversed. Besides, 
America’s large and rising external imbal- 
ances—-March’s trade-deficit figure was 
spectacularly high—may well put pressure 
on the dollar in the end. 

Equally, it is hard to deny that demand 
in America has been growing at levels that 
are unsustainable, even allowing for pro- 
ductivity improvements, Domestic demand 
grew by 7% at an annual rate in the first three 
months of 1999, far in excess of potentially 
safe growth rates. Eventually, all but the 
mostextreme optimists agree that such over- 
heating will generate price pressure. 

Which leads to the most important 
question in today’s debate, and one which 
does not hinge at all on whether there have 
been structural economic changes. Will 
America’s economy slow sufficiently, of its 
own accord, to fend off such price pressure? 
Many claim that it will. The orco, the Paris- 
based organisation of rich countries, 
claimed in its semi-annual Economic Out- 
look, published this week, that consumption 
and investment will both slow as the year 
goes on, making interest-rate rises unneces- 
sary. (Indeed, in April housing starts suf- 
fered their biggest monthly drop since Janu- 
ary 1994). But then again, recent history 
suggests that the opposite may happen. 

Given this extraordinary uncertainty, 
the divisions between optimists and sceptics 
really lie over the balance of risks. By placing 
less weight on temporary factors and greater 
weight on the effects of lower inflation ex- 
pectations, the optimists reckon that infla- 
tionary pressures, if they arrive, will be 
moderate. By concentrating on transient 
(and fading) temporary factors, the sceptics 
fear a sudden inflationary backlash. On bal- 
ance, the Federal Reserve has sided with the 
optimists. 











Foreign policy 
The ABC club 


WASHINGTON, OC 


N THE seventh year of the Clinton presi- 

dency war is no longer, as Clausewitz said, 
“the continuation of politics by other 
means” on the international stage. It has be- 
come a way for American politicians, in the 
absence of significant domestic decision- 
making, to embarrass one another on the 
domestic stage. The upshot is that the war in 
Kosovo and American foreign policy may 
both be going worryingly awry. 

Consider the decision torule out ground 
troops at the start of the bombing campaign 
(something that Bill Clinton said this week 
was being reconsidered). In public, the ad- 
ministration claimed the decision was taken 
to avoid upsetting Russia and to prevent a 
paralysing debate within Nato. In private, 
however, officials concede that the calcula- 
tion was largely domestic: the president 
reckoned the public and Congress would 
not tolerate the loss of American lives. And 
Vice-President Al Gore feared his presiden- 
tial chances could become collateral damage 
in aground war. 

Kosovo is not the only case of domesti- 
cated foreign policy. The bombing of the 
Chinese embassy in Belgrade has plunged 
relations with China to their lowest point for 
a decade. Yet the public debate focuses on 
questions such as: Is the Clinton administra- 
tion keeping proper watch over America’s 
military secrets? Did China’s military chiefs 
seek to buy political influence through illegal 
campaign contributions? (Obviously, yes.) 
Are maps being properly used by American 
military planners? (Obviously, no.) These 
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are significant matters, no doubt, but-they 
are not primarily about China. ° 

They are, however, influencing. policy 
towards it. Last month, Mr Clinton refused 
to back China’s bid to join the World Trade 
Organisation, even though it made conces- 
sions which, by common consent, exceeded 
what most American negotiators had ex- 
pected. The president feared congressional 
hostility because of the spying and cam- 
paign-finance scandals. China’s anger at this 
rebuff has contributed greatly to the wors- 
ening of relations between the two sides. 

Trouble abroad is not necessarily evi- 
dence of policy failure. Shifts happen. And 
in America, more than in most nations, do- 
mestic constituencies have long played an 
important role in deciding what to do 
abroad. But, at the moment, the “domestica- 
tion” of foreign policy has reached an ex- 
treme pitch. And that suggests. something 
may be going wrong with the foreign-policy- 
making process itself. 

Zbigniew Brzezinski, President Carter’s 
national security chief, argues that Ameri- 
can foreign policy works best either when 
the president himself formulates it or when 
a strong secretary of state does. Neither is 
happening now. Mr Clinton is interested on- 
ly intermittently in foreign affairs, usually 
when some sort of peace deal is in the offing. 
And his secretary of state, Madeleine Al- 
bright, is not a dominant figure in the tradi- 
tion of John Foster Dulles or Henry Kissin- 
ger. Mrs Albright was not closely involved in 
planning a vital presidential trip to China 
last year; and, for much of the past six years, 
Mr Gore has shaped policy towards Russia 
with the aid of Viktor Chernomyrdin (Boris 
Yeltsin’s last prime minister but two). 

Instead, it is the head of the National Se- 
curity Council, Samuel (Sandy) Berger, who 
is the prime formulator of foreign policy. He 
chairs the weekly meetings on Kosovo of the 
so-called asc club (Mrs Albright, Mr Berger 
and William Cohen, the defence secretary). 
His deputy, Jim Steinberg, chairs the meet- 
ings of the next tier of officials, who are pri- 
marily responsible for executing foreign- 
policy decisions. The National Security 
Council’s pre-eminence is not necessarily a 
problem, but it does reflect the president’s 
domestic bias. Mr Berger is a cautious law- 
yer, skilled at gauging congressional opinion. 
But no other national security chief has had 
as little foreign experience as he has. 

Even those sympathetic to the Clinton 
administration rarely claim more than com- 
petence for the team. Critics are scathing. 
“The worst foreign-policy team since the 
second world war,” says Richard Perle, now 
an adviser to George W. Bush. “There are no 
strategic thinkers in the system,” argues Ri- 
chard Haass, the director of foreign policy 
studies at the Brookings Institution. 

Itis unfair to blame the officials alone for 
domesticating foreign policy. Congress has 
played its part, too. In the House of Repre- 


sentatives, for example, the Republican 
chief whip, Tom DeLay, has dubbed the 
Kosovo campaign “Clinton’s war”, as if it 
were a piece:of partisan legislation rather 
than a NATO action. 

And inside the administration there are 
exceptions to the general picture. In interna- 
tional economic policy, the Treasury team of 
Larry Summers and Robert Rubin has pro- 
vided a clear view of what went wrong dur- 
ing the Asian crisis; a consistent, if contro- 
versial, prescription for what needed to be 
done; and a reliable if heavy-handed rela- 
tionship with the international bodies con- 
cerned, the International Monetary Fund 
and the World Bank. 

But, by and large, the president has cho- 
sen to follow domestic concerns in making 
foreign policy; and even where, as in Kos- 
ovo, the initial decision to go to war was in- 
ternationalist and moral, that impulse has 
been thwarted by manoeuvrings on the 
home front. The consequences have been 
sobering. The United States has not been at 
loggerheads with Russia and China simulta- 
neously since Nixon’s visit to China in 1972. 
NATO’S peacekeeping role has been put in 
doubt. Meanwhile, nine-tenths of the Koso- 
var Albanians have lost their homes. And in 
Washington, war continues to be a proxy for 
politics. 





Gun control 


Giving ground 


WASHINGTON, DC 


pP ee in the art of wartime spin, 
Major-General Oliver Smith refused to 
acknowledge defeat. Overwhelmed by Chi- 
nese forces during the Korean war, the Ma- 
rine said: “Retreat, hell! We're just attacking 
in a different direction.” In the same way, 
Republicans are reluctant to admit how 
much their party has had to retreat in the 
battle over gun control. In fact, the reaction 
to last month’s school killings in Littleton, 
Colorado, has made the party re-examine its 
whole approach to the subject. 

After two weeks of wrangling over a bill 
to curb juvenile violence, the Senate voted 
overwhelmingly on May 18th to require that 
all handguns be sold with child-safety de- 
vices, a major concession by the Republi- 
zans. A week earlier, Republicans had made 
another concession over checks on people 
uying weapons at gun shows. Surprised by 
he criticism they got after defeating a Dem- 
xratic proposal making such checks man- 
latory, they offered an almost identical pro- 
rosal the next day. They have also backed 
off from earlier resistance to curbs on the sale 
f very big ammunition clips. 

Things have changed since the Littleton 
dllings. Public support for tough gun restric- 
ions has risen, and some Republican lead- 
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LITTLE ROCK 


| HAT do handguns, “gentlemen’s 

magazines”, Sheryl Crow and 
Prince have in common? All have been re- 
moved or banned from the shelves of 
Wal-Mart, America’s fifth-largest drug- 
store chain. Now Wal-Mart has added an- 
other item to the list: Preven, the “morn- 
ing-after” contraceptive pill, which will 
not be available at any of its more than 
2,000 pharmacy counters. 

Preven differs from ru-486, which 
can be used to induce an abortion within 
49 days of unprotected sex, in that it does 
not work once the egg is implanted in the 
uterus. This makes it slightly less contro- 
versial. Although ru-486 is not available 
in the United States, the Food and Drug 
Administration approved Preven last Oc- 
| tober, accepting that it might prevent 
many of the almost 1.4m pregnancies that 


Wal-Mart takes a stand | 








result each year from contraceptive fail- 
ure. But Pharmacists for Life Internation- 
al, a lobbying group, maintains that Pre- 
ven can abort a fertilised egg, and has 
passed on its worries to Wal-Mart. 

Ever since Sam Walton founded Wal- 
Mart in Bentonville, Arkansas, the com- 
pany has drawn a large number of its cus- 
tomers from rural or small-town Ameri- 
ca. It insists that its decision not to stock 
Preven was purely economic—a convic- 
tion that Preven wouldn’t be popular— 
and nothing to do with moral scruples, 
since ordinary contraceptive pills can be 
obtained at its counters with no trouble. 
But customers in those small towns, most 
of them without women’s clinics or any 
alternative pharmacies, might well have 
been grateful if Wal-Mart had at least of- 
fered them the choice. 








No Preven available here 
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ers think their party had better take note. Ina 
recent Washington Post/asc News poll, 
89% of those asked supported background 
checks on gun-show buyers, and 75% were 
in favour of safety locks. The House speaker, 
Dennis Hastert, who in the past has opposed 
much gun-control legislation, now supports 
raising the minimum age for purchasing a 
handgun from 18 to 21. 

All this may tell a wider story about the 
Republicans. In more combative ‘days, 
when Newt Gingrich was speaker of the 
House, the Republicans were perfectly ca- 
pable of, well, shooting themselves in the 
foot rather than accepting any compromise 
at all. Today, most of the Republicans’ lead- 
ers recognise that this sort of thing hurt the 
party. Sensing that itis now starting to recov- 
er from its poor showing in last year’s elec- 
tions, they may have decided that doing the 


unpopular thing about gun-control legisla- 
tion would be stupid. 

In the end, though, the change in the 
party’s attitude may prove permanent only 
if the Republicans believe that Americans 
will still be feeling strongly about gun control 
in next year’s elections. It is not impossible 
that, by then, today’s passions will have fad- 
ed. Tragedies like the shooting at Littleton 
usually produce a loud demand for tighter 
gun restrictions, yet the demand often dies 
away as the event recedes into the past. If the 
current enthusiasm for gun control conti- 
nues to gather momentum, the party may 
find it has no choice but to accept tough gun 
laws; the alternative would be a pasting at 
the polls. But if the voters lose interest, the 
party’s present manoeuvres will look more 
like a tactical retreat than anything else. 
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The urban scene 


Rebranding 
South Central 


LOS ANGELES 


T IS hard to think of a less promising can- 

didate for “rebranding” than South Cen- 
tral Los Angeles. This part of the city notonly 
produced, in 1992, some of the worst riots in 
modern American history, which killed 58 
people, injured more than 2,000 and caused 
$1 billion-worth of damage. It is also the 
stomping-ground of gangsta rappers, who 
rhapsodise about killing cops, and gang- 
bangers, who believe in the death penalty 
for sartorial errors. But one of the area’s most 
important organisations, watts Health Sys- 
tems (see box), thinks that rebranding is in- 
deed the way forward. 

The company is therefore trying to take 
the menacing “central” out of the area’s 
name, on the ground that it immediately 
summons up images of mayhem. It is also, 
more convincingly, drawing attention to the 


area’s assets: the $10 billion a year that its in- 
habitants have to spend; the. 27,000 local 
manufacturing businesses; the fact that, 
alonein the city, house prices here have been 
rising relentlessly for the past decade. 

The company points out that South La 
includes pockets of wealth such as Baldwin 
Hills, a stretch of Beverly-Hills sized man- 
sions, and a dazzling variety of cultures. The 
signs of the great Latino influx can be seen in 
the proliferation of taco stands and the fe- 
verish conversion of abandoned shops into 
Pentecostal churches. But plenty ‘of other 
groups have left their mark: behind one 
stretch of Crenshaw Boulevard all the gar- 
dens are planted with bonsai trees, the work 
of a colony of Japanese who settled there af- 
ter internment during the second world war. 

The locally based University of South- 
ern California—University of South Central 
to its rivals—is equally keen on the rebrand- 
ing effort, for obvious reasons, and is cur- 
rently spending heavily on upgrading its 
surroundings. The area near the university is 
now a thriving tourist spot, with a natural 
history museum, an African-American mu- 
seum, and a superb new science centre, 





LOS ANGELES 


F SOUTH CENTRAL is far from being a 

regular ghetto, warts Health Systems is 
far from being a regular poverty-fighting 
organisation. It is a health-care company 
that provides a lot more than health care; a 
conscience-driven organisation that runs 
itself like a business; and a product of the 
American inner-city that, in its latest in- 
carnation, owes its inspiration to South 
Korea. Its chief executive, Clyde Oden 
(who boasts an MBA as well as a string of 
medical qualifications), presides over a 
growing empire that includes a bank, a 
black business “expo and trade show” and 
a community centre com- 
plete with a credit union, a 
café and a school. 

watts Health Systems 

is a result of America’s am- .. 
bivalent reaction to riots 
that took place in 1965 in the 
Watts district of Los An- > 
geles. The government first- 
threw money at Watts, then 
ignored it. The only way 
that the orphans of the 
money-throwing stage 
could survive was by be- 
coming self-financing. 
watts Health Systems 
quickly picked up enough 
business to expand, includ- 
ing contracts to administer 
Medicare and Medicaid. 





Healthy, wealthy and wise 


Blacks and Koreans. can get along 


The company pioneered all sorts of 
techniques for bringing health care to the 
poor, from health maintenance organisa- 
tions (H Mos) to “medicine on wheels”. Its 
original free clinic has grown into a huge 
all-purpose medical centre. Its HMO, UHP 
Healthcare, caters for more than 100,000 
people. Its ten mobile vans provide every- 
thing from mammograms to x-rays to the 
housed and the homeless alike. 

The company increasingly found that 
providing health care shaded into fighting 
poverty. But its decision to expand its job- 
definition with a vengeance resulted from 











which attracted 2m visitors in its first year. 

Locals are keen on telling these tourists 
about the attractions farther south. There 
are mega-churches, such as the West Angeles 
Church of God in Christ, that puton services 
for more than 2,000 people. There is the Mu- 
seum in Black, a museum of racial stereo- 
types where you can find gollywogs, water- 
melon candles and a poster for “a dainty 
morsel”, a chocolate bar that advertises its 
delights with a picture of a black child being 
devoured by a crocodile. Most extraordin- 
ary of all, there are the Watts Towers, three 
crazy structures built out of bits of discarded 
glass, tile, shell, chicken wire and bed springs 
by an Italian immigrant who devoted more 
than 30 years to the project. 

Rebranding seems to need a lot of hotair. 
But, given that South Los Angeles has long 
been an enthusiastic practitioner of “the riot 
ideology”—the belief that the best way to 
squeeze money out of the white establish- 
ment was to exaggerate your deprivation—a 
little hot air can be forgiven. Talking up your 
neighbourhood is better than talking—or 
burning—it down. 











a trip by Dr Oden and his colleagues to 
South Korea in August 1992. The trip was 
meant to cheer up the city’s Koreans, who 
had suffered dreadfully at the hands of 
black rioters. But while in Seoul the Ange- 
lenos came across Kon-Kuk University, 
which linked health care to a larger pro- 
gramme of urban regeneration. 

The Korean example led to a flurry of 
activity. warts Health Systems acquired a 
controlling interest in a local bank, in order 
to encourage local home ownership, and 
purchased the Black Business Expo to 
nourish entrepreneurialism. It is getting 
deeply involved in urban regeneration. It is 
also playing the role of peacemaker be- 
tween the area’s Latinos and its blacks: ev- 
ery year it sponsors a “diversity Christmas 
parade”, for example. 

Is there a danger that 
watts Health Systems is 
biting off more than it can 
chew? Dr Oden, who has 
seen the company’s annual 
income grow from $ı2m to 
$200m, has agonised over 
the fact that itis diversifying 
at a time when sensible 
businesses are consolidat- 
ing. But the company’s core 
skill is arguably less its abil- 
ity to run a clinic than its 
knowledge of South Los 
Angeles and its credibility 
not just with all the diverse 
groups that live there, but 
with the businessmen who 
run the rest of the city. 
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The man who won't say why 


NE of the more odious things about modern presidential poli- 

tics is the attempt to create “character” by injecting what 
screenwriters like tocall “backstory”. Already the Republican Party 
is rewriting the life of George W. Bush into the Texan equivalent of 
“Henry V”, a responsible young king emerging from a misspent 
| youth. Now Al Gore, apparently panicking that his spinners have 
not woven enough tales of their own, has recreated himself as the 
father of the Internet (see pages 23-25). No such antics for the man 
probably lying in third place, Bill Bradley. After several days trail- 
ing after him in New Hampshire, a frustrated group of reporters, 
| desperate for even the smallest personal detail, asked the former 
senator to name his favourite book. “I'd rather not go down that 
road,” came the slightly mumbled 
reply. 

This is odd because, with the 
possible exception of John McCain, 
a Republican senator who was once 
a prisoner of war in Vietnam, Mr 
Bradley has more backstory than 
anybody else in the race. Born in a 
small Missouri town, the son of a 
banker, the lanky young man with 
huge hands first achieved fame by 
leading the American basketball 
team to victory over the Russians at 
the 1964 Olympics. Then he became 
a New York Knick. A Rhodes scholar 
and a Princeton graduate, he wrote 
an intelligent book about being on 
theroad with the Knicksand then, as 
if to prove his seriousness, married a 
professor of comparative literature 
(something itis hard to imagine Den- 
nis Rodman doing). Turning to poli- 
tics, he represented New Jersey in 
the Senate for 18 years, fending off 
several pleas to run for president. In 
1996 he resigned his seat, declaring politics to be “broken”, took up 
some teaching posts, earned several million dollars from consulting 
and wrote more worthy books. Now he has reappeared from this 
period of reflection, saying he is ready for the main job. 

This is the sort of hinterland that Messrs Bush or Gore would 
love. Yet Mr Bradley refuses to discuss his private life. He occasion- 
ally mentions long-dead relations, such as a racist aunt, and he of- 
ten starts with a lame joke about basketball. But he is reluctant todo 
“hoops” for the cameras, and his living family is kept resolutely off- 
limits, Nor is this some act. His decades as a star seem to have left 
him with a gentlemanly reserve thatin other countries might be de- 
scribed as aristocratic. There is no shortage of people in New Jersey 
who have known him for a long time, trust him, but still do not un- 
derstand him. Asked what sort of friends one might meet chez Bra- 
dley, one close adviser immediately answers that he has never been 
to the house—-“except of course on business.” 

Mr Bradley is equally unrevealing about his ideas. In terms of 
voting records, there is not much to choose between him and Mr 
Gore. But, while the vice-president seems to have positions aplenty, 
Mr Bradley insists that he is still in the listening stage of his cam- 
paign; the policies will come later. The media too are having to wait. 
The talk shows have been turned down so often that they have giv- 
en up calling. As for segments on the nightly news, he may not be a 
worse public speaker than Mr Gore, but his speeches remain idio- 
syncratically empty of soundbites. One shudders to think what his 








television commercials will be like. 

Yet Mr Bradley's own form of anti-politics seems to be doing 
pretty well. Some polls show him catching up with Mr Gore. The 
Republicans have started running background checks on him. 
Despite limiting himself to:individual contributions of no more 
than $1,000, he is on course to raise around $20m—enough to 
give Mr Gore a fight. Of course, this prominence owes quite a lot 
to luck: if any other Democrat had chosen to challenge Mr Gore, 
Mr Bradley would not be the sole repository of anti-Gore feeling. 
Purely by turning up, he has put himself in the semi-finals of the 
competition to be president. Yet, in New Hampshire at least, the 
evidence is slightly more than just good fortune: in nursi ng 
homes, companies and schools, Mr 
Bradley seems to be clicking with his 
listeners, an alarming number of 
whom, from Mr Gore’s point of 
view, have already met the vice- 
president. 

One common theory has it that 
even if Mr Bradley does well in 
small, rich, well-educated New 
Hampshire, he will follow the path 
of other ideas-politicians, such as 
Gary Hart and Paul Tsongas, and be 
crucified once the race becomes 
more televisual. That may be likely, 
but it is not inevitable. Messrs Hart 
and Tsongas were both knocked out 
of their primaries by Democrats 
with more ofa common touch than 
Mr Gore. And this time New York 
and California, two huge states 
where Mr Bradley seems to be doing 
well, hold their primaries much ear- 
lier than in previous years. Momen- 
tum could count fora lot. 

But only if Mr Bradley says a lit- 
tle bit more about where he stands. There is a limit to how many 
times you can host debates about Social Security or education 
without saying what you will do about them; you also need some 
ideas of your own. Two of his pet issues may come in useful. 
Campaign-finance reform is a sly way of embarrassing Mr Gore. 
The quest for racial understanding, a perennial Bradley theme, 
looks more complicated. In his favour, he has in his pocket a 
cheque for $1,000 from Michael Jordan and a long record of 
standing up for blacks (a constituency Mr Clinton is supposed to 
deliver to Mr Gore). Yet his focus often seems two-tone rather 
than multicoloured. During a keynote speech on race at Phillips 
Exeter Academy, one young Asian listener went to sleep “be- 
cause he wasn’t saying anything about me.” She still went to get 
his autograph at the end. In states like California, non-black mi- 
norities may be less forgiving. 

However, the real thing that Mr Bradley will eventually have 
to reveal is himself. That does not mean discussing on “Oprah” 
whether he wears boxers or briefs: after Bill Clinton, many 
Americans will yearn for a president with some degree of reserve. 
But it does mean saying, at least, what books you read. For all his 
decency and intelligence, there is a lurking suspicion that Mr Bra- 
dley isa bit of an odd fish. Some doubts seem trivial. Why, for in- 
stance, did he seem to lose all interest in basketball once he stop- 
ped playing? Others are immense. In particular, he still has not 
fully explained why exactly he is running for president. 
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The new rules of Latin 


America’s political game 


MEXICO CITY 


As democracy becomes more of a habit in Latin America, voters are starting to 
be consulted on matters once reserved to their leaders. Three reports, first on 
primaries in Mexico and Chile, and then on Guatemala’s referendum 


EXICO this week launched a new 

game. It is one the whole family, in- 
deed the whole country, will enjoy, and may 
even take a small part in. All the main play- 
ers must follow the rules; or if they do not, 
they must at least pretend to do so convince- 
ingly. And the lucky winner will end up as 
president of Mexico—maybe. 

The game is the presidential nomination 
of the Institutional Revolutionary Party 
(pri). For six of the pri’s seven decades in 
power that has been a rather strange contest, 
since it has always involved only one play- 
er—the incumbent president—and only one 
rule: the president would choose the candi- 
date, who would then duly succeed, either 
because the people voted for him, or because 
the electoral commission (which is to say the 
government) said they had. 

Now the electoral commission is inde- 
pendent, and the pri can no longer take vic- 
tory for granted. In an election in 1997, it lost 
its majority in Congress for the first time. 
Even so, the pri may still win next year’s 
presidential race, but to do so it must avoid 
splits, Recent state elections have highlight- 
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ed that risk. Where the party has held pri- 
maries, and done socleanly, it has gone on to 
win the state governorship. Elsewhere, it has 
sometimes had problems: on three occa- 
sions, state elections have been won for the 
opposition by pri renegades denied their 
party’s nomination. 

Such experiences seem to have persuad- 
ed President Ernesto Zedillo and the pri’s 
bigwigs of the need for radical change in the 
presidential-nomination game. Mr Zedillo 
hinted at this last year, famously promising 
to end the traditional selection method 
known as the dedazo, or finger-pointing, by 
saying “I will cut off my finger.” But when in 
March he suggested a primary-election sys- 
tem similar to that in the United States, with 
votes staggered over several months, sceptics 
reckoned that would let him secure a com- 
manding lead for his favoured candidate by 
choosing which states would hold early bal- 
lots. “One must not forget that hands have 
ten fingers,” said Jesus Silva-Herzog, himself 
passed over for the presidency in the 1980s, 

The rules announced on May 17th am- 
putate several more fingers, as Mr Silva-Her- 








zog conceded. The whole country will vote 
in a single primary on November 7th. In- 
stead of being restricted to party activists 
and sympathisers—dubious, since the PRI 
does not even have a complete list of mem- 
bers—the ballot will be open to all registered 
voters. Candidates must win as many as 
possible of 300 electoral districts of roughly 
equal size, forcing them to spread their ef- 
forts evenly around the country. There will 
be limits on campaign spending and on tele- 
vision and radio time. Those hopefuls who 
are already littering the airwaves must now .. 
desist until August ist, when the 14-week 
campaign begins. 

Nonetheless, few people doubt that Mr 
Zedillo favours one man in particular: Fran- 
cisco Labastida, his 56-year-old interior 
minister, who this week resigned his job and 
announced his candidacy. Like the presi- 
dent, he is from the pri’s reformist, free- 
market wing. Moreover, suggests Joy Lang- 
ston, a political scientist at cipe, a Mexico 
city graduate school, asa protégé of the presi- 
dent, Mr Labastida might be more likely to- 
protect Mr Zedillo from the opprobrium 
that some recent Mexican. presidents have 
faced after their terms ended. 

But Mr Labastida trails in most opinion 
polls, and faces a powerful challenge from 
traditionalists, such as Roberto Madrazo, © 
the governor of Tabasco state, who has led 
two recent polls, and Manuel Bartlett, until 
recently the governor of Puebla. How can 
Mr Zedillo help his man? The rules are not 
perfect. The primary will be supervised not 
by an independent body, but by a pri com- 
mittee under Fernando Gutierrez Barrios, a 
former interior minister and wily master of 
the old game. The spending limits, and how 
they will be enforced, are still matters to be 
decided; at any rate, their details remain un- 
announced. And for all Mexico’s undenia- 
ble moves towards full democracy, claims of 
overspending, ballot-rigging and vote-buy- 
ing still dog almost every local election. Even 
the left-wing Party of the Democratic Revo- 
lution, which makes most such claims, was 
last month riven by charges of foul play in its 
internal leadership contest. 

But the pri knows its election must be 
seen to be free of all visible manipulation. 
Even so, Mr Zedillo is not quite fingerless. 
Mexico’s long tradition of one-party rule has 
endowed the central government with myr- 
iad ways of getting local politicians and trade 
unions to mobilise their supporters. And Mr 
Zedillo himself has been working behind the 
scenes. He invited both Mr Bartlett and Mr 
Madrazo for coffee last week. Earlier this 
month Miguel Aleman, governor of the state 
of Veracruz, popped over for breakfast and 
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stayed four hours. Mr Aleman drew support 
from all wings of the party. And on May 
19th, he announced that he would not be 
running (asdid Esteban Moctezuma, like Mr 
Labastida a moderniser). 

What was agreed over breakfast is un- 
clear. But one of Mr Aleman’s advisers be- 
lieves that he will use his influence both in 
public (his father and namesake was a still- 
remembered president) and in private (he is 
a hugely rich and well-connected business- 
man as well as governor) in favour of Mr La- 
bastida. That would strengthen Mr Zedillo’s 
favourite enormously. And all within the 
rules of the game. After all, they say nothing 
about using your fingers at breakfast. 


Consternation 


SANTIAGO 


VER since General Augusto Pinochet 

stepped down as its dictator in 1990, 
Chile has been governed by acentre-left coa- 
lition, known as the Concertacion. It has de- 
livered both gentle social reform and (until 
recently) high economic growth. Political 
analysts have confidently assumed that the 
coalition would win a third term of office in 
the presidential election due to take place in 
December—especially since the general’s ar- 
rest in London last October served to remind 
voters of the less-than-democratic origins of 


their right-wing opponents. 

Yet their confidence looks a little prema- 
ture. The chances of the Concertacion stay- 
ing in office may well turn on the outcome of 
Chile’s first full-scale presidential primary 
election, which is due on May 30th. This pits 
Ricardo Lagos, a moderate Socialist, against 
Andres Zaldivar, from the centrist Christian 
Democrats. For months, opinion polls have 
suggested that Mr Lagos, a leading opponent 
of General Pinochet in the dictatorship’s dy- 
ing years anda minister in both the coalition 
governments, would not only win the pri- 
mary with ease, but in due course carry off 
the presidency too. 

That is still probable, but no longer cer- 
tain. Mr Lagos’s fate depends partly on 








Still waiting to be heard 


Fear and cynicism in Guatemala 


CY: THE many problems bequeathed to 
Guatemala by almost four decades of 
civil war, three stand out. Its indigenous 
people, who make up almost two-thirds of 
the total of 11m, remain downtrodden; its 
army is still over-mighty; and active citi- 
zenship is a right exercised only by a mi- 
nority. Now that third failing seems to 
have thwarted an attempt to remedy the 
other two. 

On May 16th Guatemalans were asked 
to vote, in a referendum, on some 50 pro- 
posals to change the constitution. These in- 
cluded measures that, by giving official 
status to 24 indigenous languages and to 
traditional Mayan forms of justice, would 
have recognised that Guatemala is a multi- 
ethniccountry. Other changes would have 
modernised the army, removing its re- 
sponsibility for internal security and plac- 
ing it more firmly under civilian control. 

Some of these proposals formed part of 








the 1996 agreement that ended a civil war 
in which perhaps 200,000 people had died 
(most of them Mayan civilians killed by 
the army). In October, the changes were 
backed by all the main political parties in 
Congress, which confusingly multiplied 
the original ten proposals fivefold. 

Yet all were defeated last weekend, and 
clearly so. Less than a fifth of the electorate 
bothered to turn out to vote. Many of 
those, especially in Guatemala city, the 
capital and home to the ladino (mixed- 
race) elite, were swayed by a No campaign 
which claimed that the new proposals 
would cost a fortune, create a “Balkan- 
ised” Guatemala, and unfairly give May- 
ans more rights than others. 

Elsewhere, the vote for change was a 
little higher. Yet among Mayans the turn- 
out was particularly dismal. Why? One ex- 
planation is the continuing fear of repres- 
sion: three days before the vote, Roberto 


Gonzalez, a member of a small left-wing 
party with origins in the former guerrillas, 
was murdered. Other factors included 
widespread illiteracy, and the failure of the 
political parties to explain the proposals. 
But voter turnout has long been low in 
Guatemala. Cynical resignation and gen- 
eral distrust of politicians, of left as well as 
right, may have played a big part too. 

Whatever the cause, the outcome leav- 
es the peace process looking worryingly in- 
complete. It follows other setbacks. The 
government has failed to conduct a credi- 
ble investigation into the murder a year ago 
of a prominent bishop, killed two days af- 
ter he had presented a report blaming the 
army for most of the wrongdoings of the 
war. In February a second report, this one 
froma “truth commission”, confirmed the 
murdered bishop's findings. That brought 
only two, very grudging, apologies: one 
from the government and the other from 
Bill Clinton, for the c1a’s role during the 
civil war (which it had helped to cause). 

Any further effort at change must now 
await the presidential election on Novem- 
ber 7th. Some analysts fear that Mr Gon- 
zalez’s murder may have been the first in- 
cident in what could be a violent cam- 
paign. The referendum gives scant support 
to the electoral claims of the leftist alliance. 
The next president is likely to come either 
from the National Advancement Party 
(pan) of Alvaro Arzu, the current presi- 
dent, or the right-wing Republican Front 
of Efrain Rios Montt, Guatemala’s dictator 
during one of the war’s bloodiest periods. 

Even so, some of the proposals in the 
referendum could yet be carried out. Al- 
ready the army is smaller and less intransi- 
gent than of old. Oscar Berger, the mayor of 
Guatemala city and the pan’s likely presi- 
dential candidate, has said that if elected 
he will find other “mechanisms” to ap- 
prove the reforms required by the peace 
agreement. A constitutional assembly per- 
haps? But then that, too, would depend on 
people coming out to vote. 
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whether enough voters turn out in the pri- 
mary to outweigh the efforts of the Christian 
Democratic machine, which is stronger and 
more disciplined than his own. And that in 
turn partly hinges on the smooth organisa- 
tion of the primary. This has already suf- 
fered one setback. Some 5m ballot papers 
have had to be thrown away, after Mr Zaldi- 
var (somewhat belatedly) objected to the de- 
sign. New forms have been printed, but fur- 
ther such not-quite-accidental mishaps 
cannot be ruled out. 

Eduardo Frei, Chile’s current president, 
also faced a primary before his election in 
1993. But that was a tailor-made operation, 
in which the votes of party delegates carried 
disproportionate weight. It was designed to 
allow Mr Lagos, then also a strong candi- 
date, to stand down without losing face. This 
time the contest is real, and so are the risks 
for the coalition. As the Concertacion’s 
largest party, the Christian Democrats are 
unwilling to relinquish Chile’s presidency, 
which they have held for the past ten years. 
With no backroom deal on offer, the three 
smaller left-wing parties that back Mr Lagos 
pushed for an open primary, to capitalise on 
their man’s popularity. They gotit. 

The upshot is a primary in which all reg- 
istered electors will be able to vote, providing 
they are not members of opposition parties 
and are willing to sign a declaration of sup- 
port for the coalition’s guiding principles. A 
recent opinion poll suggested that almost 
half the electorate of 8m might turn out. But 
will they actually do so? Abstention in 
Chile’s national elections has been rising, 
even though voting is compulsory. A turn- 
out of around 1.5m should be enough to give 
Mr Lagos a convincing triumph. His aides 
says he will get it. But since Chile has no pre- 
vious experience of open primaries, pollsters 
are not so sure. 

A further worry for Mr Lagos is that he 
needs a convincing victory. Anything else 
risks disgruntling Christian Democrats, 
never easy bedfellows with the Socialists, 
and could tempt them to vote for the right- 
wing opposition in December. On the other 
hand, a slim victory for Mr Zaldivar (the 
most that he can hope for, even on a low 
turnout) might do him little good either, giv- 
en his disappointing campaign and poor 
standing in the opinion polls. Mr Lagos’s 
supporters would feel cheated, and many 
might abstain in December. 

Even so, the coalition is unlikely to split 
over the result. It has always been more ro- 
bust than its opponents would like to think. 
Neither the Christian Democrats nor the 
left-wing parties are strong enough to govern 
without each other and the left, at least, has 
nowhere else to go. The bigger risk is not to 
the unity of the Concertacion, but to its hold 
on power—especially if the lacklustre Mr 
Zaldivar squeaks home in the primary. 

Chile’s fractious right has managed to 
unite behind Joaquin Lavin, the mayor of 
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Santiago’s prosperous Las Condes district 
and a fan of General Pinochet (not that he 
has wanted to play that up recently). Dis- 
missed by some analysts as a lightweight, 
better on traffic lights than serious political 
issues, he has been rising in the polls. Cir- 
cumstances could yet favour Mr Lavin. The 
economy isin recession, and the general may 
still be detained by the London courts until 
after December. Indeed, Mr Lagos’s aides 
concede that Mr Lavin will not be an easy 
opponent. But first their man must see off 
Mr Zaldivar, and resoundingly so. 


Brazil 


Work cut out 


SAO PAULO 


E currency is stable again, interest rates 
have tumbled to their lowest level in 
nine months, and the public finances are 
looking better. For a country written off by 
many only months ago as destined for melt- 
down, Brazil’s main economic figures seem 
bright. Remarkably, despite the turmoil 
caused by January’s chaotic devaluation, 
the economy actually grew in the first three 
months of this year—by 1%, over the previ- 
ous three months. 

Yet in Sao Paulo, Brazil’s largest industri- 
al centre, the newspaper headlines have a 
darker hue: jobless man tries to throw him- 
self off tower block; thousands of unem- 
ployed queue for food handouts; 50,000 ap- 
ply for jobs sweeping the city’s streets, which 
pay only the minimum wage of just 136 reais 
($81) a month. Such gloomy stories under- 
line that, though the economy in general 
may be recovering, the job market is not. 

At 8%, Brazil's official unemployment 
rate is still not high by international stan- 
dards, but it has:risen sharply over the past 
two years. And this figure excludes many 
people who would regard themselves as out 
of work, such as those who were notactively 
looking for a job in the one week in the 
month when the survey was taken. A sepa- 
rate survey by preese, a union-backed re- 
search group, uses a broader measure (of 
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adults not fully employed). It puts their 
numbers in greater Sao Paulo at almost 20% 
of the workforce (1.7m people). 

Whoever is right, it is the rise in unem- 
ployment in a country unused to it which 
puts the government under pressure. Worse, 
many economic changes that are in them- 
selves good for Brazil are likely to mean more 
job cuts. These include the restructuring of 
recently privatised utilities (and other priva- 
tisations still to come), and the government's 
drive to cut the public-sector payroll. Private 
industry, too, is shedding labour, as it adapts 
toa more open economy. Sao Paulo has been 
hit especially hard, losing 560,000 industrial 
jobs since 1994. 

Until recently, booming service firms 
could take on labour made idle by industry. 
No longer, says Antonio Prado of DIEESE. 
Some service businesses, such as fast-food 
restaurants, are still hiring. Many others are 
starting to cut jobs, often replacing people 
with machines. Petrol stations, for example, 
are installing self-service pumps and auto- 
matic car-washes. 

This increase in productivity means that 
economic growth no longer produces the 
jobs bonanza it once did. Though Brazil's 
birth rate has declined sharply since the 
19708, the country. still needs economic 
growth of 5% just to absorb the young people 
entering the labour market each year, ac- 
cording to piegse. And this year Brazil will 
be lucky ifits economy shrinks by only 2%. 

Unsurprisingly, union leaders are press- 
ing for government job-creation. This week 
some of them presented President Fernando 
Henrique Cardoso with a 900m reais plan 
to create 1m temporary jobs, so that those 
leaving them would become more employ- 
able. In fact, the government has already 
spent a similar amount on job training 
schemes over the past four years. But one of- 
ficial says that these schemes have produced 
unimpressive results in the big cities, where 
the political demand for them is strongest. 

Demands to do something about the 
“social crisis” caused by rising unemploy- 
ment are grist to a long-running argument 
within Mr Cardoso’s centre-right coalition 
government, between the partisans of “de- 
velopment” (expansionary economic poli- 
cies) and those of “stability” (fiscal austeri- 
ty). Butas Pedro Malan, the finance minister 
and stabiliser-in-chief noted this week, the 
“developmentalists” are missing the point. 
Only continuing stability can produce the 
kind of sustained, long-term economic de- 
velopment needed to create enough jobs and 
get the unemployed back to work on a per- 
manent basis. On the other hand, his critics 
could counter that swifter progress in redi- 
recting public spending away from a vora- 
cious bureaucracy and towards the needy 
might ensure that the jobless are still alive to 
enjoy the fruits of stability when they even- 
tually mature. 





We needed to broaden our network.To find 
a site where we could reach more customers. 
Easy access to 1.5 billion consumers seemed like 
a good place to begin, A stable tax-free 


environment free of bureaucracy was another 


At this point we moved our 


computer business 
to Jebel Ali Free Zone. 


obvious attraction. As was the easy availability of 


labour, warehouses, and a | sophisticated 
infrastructure, World class pore facilities, close 
proximity to an international airport, efficient 


administration and engineering services. and 


unbeatable business incentives within a growing 
economy completed what we considered the 
ideal workstation. And since we moved down to 
the Jebel Ali Free Zone, our fortunes seem to 


kave gone only one way. Up. 
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Israel trades Bibi for Barak 


JERUSALEM 


Mr Barak is safely in place as Israel’s new prime minister. But who will be his 


partners in government? 


WO earthquakes, not one as generally 

supposed, shook Israel on May 17th. 
Ehud Barak, a former army commander 
who now heads the peace camp, roundly 
trounced the prime minister, Binyamin Net- 
anyahu, in Monday’s general election. The 
peace process with the Arabs, which has 
been all but strangled over the past three 
years, can breathe again. But, in a 
politically no less momentous up- 
heaval, the Sephardic-Orthodox 
party, Shas, emerged with its 
strength greatly increased. It is now 
close to overtaking the Likud as Is- 
rael’s second-largest party. The 
keynote of Shas’s campaign was its 
strident insistence that its leader, 
Aryeh Deri, who was convicted in 
March of taking bribes, is the inno- 
cent victim of persecution by “the 
Ashkenazi [western] elitists” —the 
intelligentsia, the press, the state 
prosecutors and the courts. 

For many of Mr Barak's sup- 
porters on the left, Shas’s triumph 
has dulled the edge of their rejoic- 
ing. The phenomenal growth of 
this religious revivalist party —it 
came into being only 15 years ago— 
appals and frightens the secular 
liberals who make up the bulk of 
the Barak camp. For Mr Barak 
himself, Shas’s success makes the 
job of translating his decisive (56% 
to 44%) victory over Mr Netan- 
yahu into a solid and workable 
Knesset coalition a dauntingly del- 
icate and complex task. 

Mr Barak’sown One Israel par- 
ty (Labour plus two satellite 
groups) fared far worse than he 
did, ending up with just 26 seats in a Knesset 
of 120 members, compared with the 34 that 
Labour won on its own at the last election. 
The Likud has 19, sharply down from the 32 
it got last time, when it included two other 
small parties. Shas triumphed with 17, 
against ten last time. On paper, Mr Barak 
could cobble together a majority if he took in 
the three Arab parties (ten seats between 
them), the leftist-secularist Meretz (ten), the 
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liberal-secularist Shinui (six), the Centre 
Party (six), the Russian immigrants’ party 
Yisrael B’Aliyah (six) and One Nation, a La- 
bour splinter party (two). 

But that would hardly accord with his 
declared determination, reiterated in a series 
of victory speeches this week, to bring “a 
new dawn” of healing and reconciliation to 





Wow, I really made it 


Israel’s divided society. A narrow and politi- 
cally homogeneous government of moder- 
ate, mainly non-religious, parties, depend- 
ent on Arab votes, would exacerbate 
resistance from the right and the religious 
when it sought to trade land for peace. 

Mr Barak, therefore, will probably want 
to bringin either the much chastened and re- 
duced Likud or the still-jubilant Shas. Since 
he himselfis not saying much, a vigorous de- 


bate has been joined in his party, and among 
its would-be partners, as to which of them 
he should prefer. Both are eager to be asked, 
their recent campaign protestations not- 
withstanding. The Likud, after Mr Netan- 
yahu’s swift and elegant resignation as lead- 
er within minutes of the television exit polls, 
has installed the outgoing foreign minister, 
Ariel Sharon, as its interim chairman until a 
new leader is elected later this year. Mr Sha- 
ron and a string of other likely contenders 
are all signalling that they would welcome 
seats in Mr Barak's cabinet. 

Shas, although its rabbis endorsed Mr 
Netanyahu before the election and its party 
workers canvassed energetically on his be- 
half, now says it was not really all that en- 
thusiastic about him and could comfortably 
serve under Mr Barak. To further that end, 
Mr Deri announced on May 18th 
that he was retiring from the Knes- 
set and from daily political life, 
though he would stay on as party 
chairman, devoting himself to the 
party’s network of religious, edu- 
cational and welfare services. 

That is plainly disingenuous. 
The anti-Shas or, incongruous 
though it sounds, pro-Likud lobby 
around Mr Barak argues that keep- 
ing Shas out of government, denied 
the generous finance and patron- 
age that government service pro- 
vides, would weaken and deplete 
the movement. Other, perhaps 
more perceptive, voices counsel the 
new prime minister against this 
analysis. The sources of Shas’s 
strength, they say, are rooted not 
only in poverty and social resent- 
ment but also in a pervasive spread 
of religious fervour that may defy 
materialistic rationalisation. Re- 
sponsible national leadership, they 
argue, requires grappling with the 
problem, not artificially margin- 
alising it. Shas, after all, won more 
than 400,000 votes. One Israel it- 
self won only 670,000. 

Co-opting Shas could be awk- 
ward, though. Shinui and Meretz 
say they will refuse to serve with 
Shas. And if Shas keeps up its verbal barrage 
against the legal system, Mr Barak may find 
himself trapped in the same crisis of incom- 
patibility that eventually brought Mr Net- 
anyahu down. For the defeated prime min- 
ister, it was the huge loss of support among 
recent Russian immigrants—a vital part of 
his coalition—that ensured his defeat. Many 
of the Russian newcomers bridled both at 
Shas’s war with the courts and at its ham- 
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mer-lock on the Ministry of the Interior, 
which rules on immigrants’ rights to.citizen- 
ship under the Law of Return. If Mr Barak 
were allied to Shas, and if Shas’s excesses 
continued, he might find members of his 
own party in revolt against him. 

Shas, on the other hand, can be counted 
on for support in the peace process. The par- 
ty's rabbis are moderate on West Bank is- 
sues, even if some of its rank-and-file are 
not. Admitting the Likud might mean a re- 
turn to the policy paralysis of the 1980s, 
when Labour and the Likud ruled jointly in 
a series of governments of national unity. 

That, though, was before the quasi-pres- 














idential direct-voting system was intro- 
duced for electing the prime minister. Today, 
the prime minister is much less vulnerable, 
since he cannot be removed without the 
Knesset falling too. And that, as Mr Netan- 
yahu amply showed, gives him a certain 
measure of immunity, at least for the first 
half of his term, when most Knesset mem- 
bers are loth to relinquish their hard-won 
and hardly warmed seats. 

Mr Barak says he will spend this week- 
end weighing up these arguments, and then 
make his move. The others, winners and los- 
ers alike, wait, hoping soon to sit and serve. 
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Nigeria 
Champagne, 
and then pain 


LAGOS 


T WILL bea fine party on May 29th when: 

Nigeria’s first elected president in 16 years 
is inaugurated. But once the champagne 
corks have stopped popping and the fire- 
works have fizzled out, hangovers will be the 
least of the new government's troubles. Lav- 
ish praise has been heaped on Nigeria’s new 
head of state, Olusegun Obasanjo, a retired 
general aged 62, by visiting dignitaries. But 
as the army beats its retreat to the barracks, a 
glance at the mess it has left behind reveals 
the horrendous scale of the problems that 
the new men are facing. 

Twenty years ago, Nigeria, with more 
than 70m people, had hopes of being a lead- 
er of the developing world. Now, econom- 
ically, politically and morally, it is in free- 
fall. Its civil service, once relatively efficient 
and uncorrupted, has been all but de- 
stroyed. Education and health services have 
collapsed. Industry is working far below ca- 





KUWAIT CITY 


N THE diwaniyns, Kuwaiti men’s night- 
ly get-togethers for coffee and chit-chat, 
talk had turned to politics. Traffic signs 
were slowly disappearing under a press of 
posters. Local caterers had run out of the 
huge mock-bedouin tents kitted out with 
air-conditioning that are de rigueur for any 
serious candidate. In short, the campaign 
for Kuwait’s parliamentary election on Ju- 
ly 3rd was proceeding as normal—until 
Sheikh Jaber, the emir, dropped his bomb- 
shell. On May 16th, out of the blue, he de- 
| creed that women could vote and stand in 
| elections, with the same rights as men. 
Women voted and stood in nearby Qa- 
tar’s recent municipal elections, and they 
sit in Oman’s semi-elected advisory coun- 
cil. But Kuwait, which has the Arab Gulf 
states’ closest equivalent to a full-blooded 
parliament, had banned women from any 
formal political role. The deal is still not 
quite done: the decision does not affect the 
present election, and the forthcoming all- 
male parliament must confirm it before 
women can take part in subsequent polls. 
There isa slim chance that it might not. Not 
all Kuwaiti women support the change, 
and many Islamist politicians are up in 
arms. One of the biggest Islamist factions 
says it will oppose women candidates 
while conceding them the right to vote. An- 
other has flatly rejected any change. 
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But even the Islamists are torn. Some 
are unconcerned. Others, while railing in 
public against what they view as an at- 
tempt to undermine Kuwait's traditional 
Islamic culture with western values, pri- 
vately suggest that the newly enfranchised 
women may swell Islamist ranks. Certain- 
ly, Kuwaiti women voting in elections for 
student councils and suchlike have helped 
preserve a conservative Islamist lock on 
the contests. In any event, it would be po- 
litically difficult for the new National As- 
sembly to overturn the decision, against 
the express wish of theemir; . 

If, as expected, the decree is confirmed, 
it still may not have an earth-shattering ef- 
fect on Kuwaiti politics. Ferninist activists 
concede that many Kuwaiti women will 
not register to vote—let alone stand for of- 
fice. Some. suspect that rural. tribesmen, 
who make up almost half the present par- 
liament and are already in trouble for 
holding illegal primaries to stitch up their 
constituencies, will not allow their wives 
and daughters to take part. Since women 
cannot attend the diwaniyas, where 
much of the campaigning is conducted, 
they will have a hard time attracting atten- 
tion. Many men and women alike dismiss 
the National Assembly as a vapid forum 
for show-offs and social climbers. 

Indeed, until the shocking news, the 


paralysis of political life in Kuwait was the 
main talking-point of the election. The roy- 
ally appointed government and the elected 
parliament have spent the past three years 
at odds, managing to agree on only four 
new laws. Kuwaitis call about a third of 
their representatives “service” mps, be- 
cause they are solely concerned with 
bringing the bacon home to their districts. 
The remainder, the “ideological” mrs, are 
divided into bickering cliques of liberals, 
Islamists and nationalists. About a fifth of 
the debates during the last session had to 
be cancelled for lack of a quorum. Al- | 
though the government could normally | 
muster a majority with the help of the ser- 
vice Mps, it still did not get on with the end- 
lessly discussed economic reforms. Sheikh 
Saad, the crown prince and prime minis- 
ter, seemed incapable of galvanising his 
cabinet, while various princelings in it 
spent. more time jockeying for position 
than making decisions. 

The election is unlikely to improve 
things. Sheikh Saad will almost certainly 
stay on as prime minister. Ideological mes 
claim that the royals are supporting ill- 
educated, apolitical candidates in the hope 
of securing an even more vacuous parlia- 
ment, incapable of confronting the gov- 
ernmentatall. Many Kuwaitis suspect that 
the emir took sucha dramatic step so unex- 
pectedly in the middle of an election cam- 
paign to highlight how little the obstreper- 
ous ideological types in the outgoing 
parliament had actually achieved. 
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pacity. Agriculture is so wretched that the 
country has become a big food importer. So- 
cial problems, such as crime, drugs and a1ps, 
are on the rise. Nigerians are endowed with 
patience and ebullience. But an explosion 
seems possible, unless things change soon. 

Mr Obasanjo’s most pressing problem is 
the Niger Delta, the oil-producing region 
that provides most of the country’s wealth 
and is now its biggest headache. The answer, 
most people believe, lies in long-term devel- 
opment. The delta’s people are among the 
poorest in Nigeria: most of them are unem- 
ployed, many are malnourished and servic- 
es are almost non-existent. But development 
requires a certain amount of calm. This 
week, people in the region were afraid that 
youngsters belonging to the jaw ethnic 
group might use the birth of the civilian re- 
gime to seize oil installations or land belong- 
ing to other groups. In the past, the army 
cracked down hard. But Mr Obasanjo’s gov- 
ernment might feel such a response inappro- 
priate to the new Nigeria. 

The temptation to pour money into the 
region is thwarted by the fact that there isnot 
much money to pour. The economy, and 
government finances, are in a mess. General 
Abdulsalami Abubakar, Nigeria’s military 
ruler, who is now handing over to an elected 
government, admitted earlier this month 
that the country’s foreign reserves had 
plunged from $7 billion last June to $3.1 bil- 
lion at the end of April. An official reckoned 
that Nigeria would be lucky to find half that 
still in the till on May 30th. 

The reason seems clear. Since the begin- 
ning of this year, according to the Nigerian 
press, the departing military regime has 
handed out dozens of lucrative multi-mil- 
lion dollar contracts to its friends, Not just 
Nigerian friends. Many top European con- 
struction companies have close links with 
Nigerian officials and have recently been 
awarded fat contracts. 

Economists agree that Nigeria should rid 
itself of the 1,000-plus state-owned compa- 
nies that drain the country of its wealth. Mr 
Obasanjo has gradually come to accept the 
need for a market economy. His economic 
advisers say he will push ahead with both 
privatisation and deregulation. Last Decem- 
ber, General Abubakar deregulated the fuel- 
import business and, as a result, the coun- 
try’s five-year fuel shortage is easing. 

The country’s social problems present a 
tougher challenge. The high incidence of 
AIDS is a looming disaster that has never 
deen seriously tackled by any administra- 
ion. Mr Obasanjo, like all his predecessors, 
ooks likely to ignore it. On the campaign 
Tail, he made many promises about health 
ind education that he will find hard to fulfil. 
ven to get services back to the condition 
hey were in a few years ago will need cash 
hat Nigeria does not have—and will not 
ind unless there is a leap in the oil price. 

Nigeria’s politicians, not a particularly 
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inspiring lot, have spent recent weeks argu- 
ing about who will get the top jobs in the new 
administration. Nobody has been discuss- 
ing policies. Members of the opposition par- 
ties, the All People’s Party and the Alliance 
for Democracy, have been tumbling over 
each other for government jobs. Clement 
Nwankwo, the respected head of the pro- 
democracy umbrella body, the Transition 
Monitoring Group, has suggested that many 
of the people now surrounding Mr Oba- 
sanjo used to be close to Sani Abacha, the 
military ruler who died last June, whose re- 
gime was infamously kleptocratic. If he is to 
win respect, says Mr Nwankwo, Mr Oba- 
sanjo must pick a government of relatively 
clean politicians. Indeed he must. 

-—rencenananmrcetntonitinimesabinridnks thins eara meetin enaa fil 


Malawi 


Free, but poor 


LILONGWE 


I last time Malawi held an election, 
the issue was simple. The voters had to 
choose whether or not to continue under 
Kamuzu Banda, who had ruled them since 
independence. In Banda’s day, opponents 
were jailed and sometimes tortured. A spy 
network reported any signs of dissent. The 
doctor-turned-dictator lived simply but 
used the fortune generated by a state compa- 
ny to push through his pet schemes, such as 
Kamuzu Academy, an imitation English 
public school in the bush where students 
wore boaters and blazers, and learned an- 
cient Greek, While ordinary Malawians 
wore shoes hacked from old tyres, he drove 
around in an open-topped Rolls-Royce. For 
keeping quiet about apartheid, the South 
Africans rewarded him with a new capital 
city and a grandiose palace. 

Foreign donors made Banda call an elec- 
tion in 1994, in which he lost to Bakili Mulu- 
zi, a former cabinet minister. Banda was ar- 
rested and charged with murder, but died in 
1997. Malawians now take democracy and 
human rights for granted. But they are still 
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horribly poor. Gor per person is about $200 
a year. Arps has cut the average life expec- 
tancy to 43 years, and the country had no 
television station until last month. Voters at 
this year’s presidential and legislative elec- 
tions are looking for leaders who will make 
them less destitute. 

Policy differences between President 
Muluzi’s United Democratic Front (upr) 
and the opposition alliance, which includes 
Banda’s old Malawi Congress Party (mcr), 
are negligible. Both are broadly in favour of 
liberalisation and doing what the aid donors 
advise. How competently either might put 
good ideas into practice is another question. 
The organisation of the election hardly in- 
spires confidence—it has twice been delayed 
because of logistical foul-ups, and it is now 
provisionally scheduled for June 8th. 

Yet there have been reforms. The gov- 
ernmentis trying to encourage small farmers 
to grow a wider range of crops and reduce 
dependency on tobacco, Malawi’s main ex- 
port. Privatisation has progressed at a rea- 
sonable pace, given the not-exactly-frenzied 
demand for Malawian state assets. Mr Mul- 
uzi’s abolition of fees and uniforms has 
nearly doubled school enrolment. 

But still many Malawians feel worse off. 
Banda kept maize cheap, and the towns rel- 
atively free of crime. Agricultural liberalisa- 
tion has allowed enterprising farmers to 
prosper, but others have suffered from the 
loss of subsidies. The disbanding of the gangs 
of thugs, called the Young Pioneer Corps, 
means that the government's opponents no 
longer live in fear. But neither do muggers, 
and violent crime has surged. Tobacco prices 
aredepressed, and alternative sources of for- 
eign currency have not materialised. Manu- 
facturing in landlocked Malawi is tiny. The 
country is delightful, and a few tourists do 
make the trip to admire Lake Malawi, but its 
game reserve does not compare with those of 
the neighbours. 

Land is scarce, and Malawi is crowded 
by African standards. In an effort to raise 
agricultural productivity, which would lift 
many Malawians out of poverty, the gov- 
ernment hands out “starter packs” of fertil- 
iser and hybrid seeds to farmers each year. 
Almost all such programmes depend on for- 
eign donors for money. Donor goodwill is 
determined largely by whether Malawi's 
public-spending plans make sense. Spend- 
ing spun out of control in 1998, sending in- 
flation alarmingly high, but is now back on 
budget. Economic growth rates fluctuate 
wildly, mostly according to rainfall. 

With luck, whichever party wins the 
election will govern more soberly than it has 
campaigned. Without much evidence, the 
upr has accused the opposition of plotting a 
revolt. The mcr, with more cause, accuses 
the upr of incompetence. And Mr Muluzi 
has warned any areas that fail to vote for the 
upr that they will miss outon development. 
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Mr. Hans van der Velde, President and CEO of VISA International EU, and Mr. Matti Alahuhta, President of Nokia Mobile 
Phones have a lot in common. They both have international careers that benefitted from attending a senior general 
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Diplomacy amid the rubble 


As NATO’s bombing of Serbia goes on, diplomacy speeds up 


FTER the brief hiatus that followed 
NATO’s mistaken bombing of the Chi- 
nese embassy in Belgrade on May 7th, the 
search intensified this week for a diplomatic 
deal to end the violence in Kosovo, even as a 
public dispute broke out within naTo’s 
ranks about whether ground troops would 
be needed to bring the war to a swifter end. 
But the two questions that have dogged the 
search for an enforceable peace still remain 
unanswered. Will President Slobodan Mil- 
osevic of Yugoslavia accept all five condi- 
tions that the West and Russia put forward 
earlier this month? And who will provide 
the core of the troops needed to enforce the 
peace: NATO, as the West insists, or the Unit- 
ed Nations, as others, including Mr Milos- 
evic, would prefer? 

By mid-week, officials from the Group 
of Seven rich countries, plus Russia, were 
polishing up a proposal to put to the un Se- 
curity Council that would encapsulate the 
conditions for a deal. This would be based 
on the five conditions: an end to Serb vio- 
lence against the Albanians in Kosovo; the 
withdrawal of Serb forces from the prov- 
ince; the deployment of an international 
force to ensure that the first two conditions 
were met; the swift return of the 1m or so Ko- 
sovar refugees; and a political settlementgiv- 
ing the Kosovo Albanians a large measure of 
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self-government in their province. 

Having spent much of the week in a 
semi-permanent huddle, Russian, Ameri- 
can and European diplomats and politicians 
were beginning to sound slightly more opti- 
mistic that such a deal could eventually be 
struck. It was left to Russia’s envoy, Viktor 
Chernomyrdin, to try out their proposals on 
Mr Milosevic in Belgrade, where he went on 
May 19th after talks with the Americans in 
Finland. 

The idea that seemed to be emerging was 
toget a strong enough resolution through the 
uN toshow the world that Mr Milosevic had 
lost, without breaking apart the fragile con- 
sensus between Russia and the West. Bri- 
tain’s foreign secretary, Robin Cook, had 
started the week calling for “ground troops 
to take the refugees back” without waiting 
for a formal peace deal (though even he 
ruled out Nato fighting its way into Kosovo 
against organised Serb resistance). By the 
time Mr Cook headed for Washington, 
where he was due on May 20th, the British 
were talking about a “road map” for how the 
diplomacy should proceed. 

Gerhard Schroder, Germany’s chancel- 
lor, and Massimo D'Alema, Italy's prime 
minister, who both govern in shaky coali- 
tions, had floated the idea of a pause in the 
bombing to let Mr Milosevic comply with a 





peace deal, Britain’s Tony Blair, the most 
consistent Nato hawk, had stuck firmly to 
his policy of stepping up the military pres- 
sure. These squabbles could now be over- 
come if, as British officials were hinting in 
mid-week, diplomacy pulls off a settlement 
that satisfies all 19 of the alliance’s members. 
But even this would be hard enough, if only 
because of Russian insistence that a NATO 
ceasefire should precede any un Security 
Council resolution. 

Even if such a resolution were passed, 
however, the outstanding sticking-points 
would probably remain: whether Mr Milos- 
evic should be allowed to keep soldiers on 
Kosovo's borders and, even trickier, who 
should make up the peacekeeping force. The 
Russians still insist that, though such a force 
could be partly composed of Nato soldiers, 
as long as they put on uN hats, it certainly 
could not be led by a bombing country’s gen- 
eral. NATO no longer insists on commanding 
such a force, so long as its soldiers, even if 
they wore uN hats, made up its core. 

Mr Milosevic’s readiness to contemplate 
a robust un force would in itself be quite a 
concession. The word in Belgrade is that he 
may in fact be ready to swallow a deal that 
brought in a short-term uN administration, 
so long as it explicitly affirmed Yugoslavia’s 
sovereignty. But finding a peacekeeping for- 
mula that both he and Nato, let alone the 
United States’ Congress, could live with— 
perhaps a commander from a neutral coun- 
try~-remains fiendishly difficult. 

Should this diplomacy come to naught, 
a ground war would by no means be certain 
to follow: the alliance remains divided even 
about the need to prepare for one. Mr Cook, 
who had been hoping to drum up American 
support for ground troops on his trip to 
Washington, especially after Bill Clinton’s 
assertion this week that he had not ruled that 
option out, finds himself increasingly isolat- 
ed in Europe. Mr Schröder has called the 
idea “unthinkable”. The French, who have 
contributed the most European aircraft to 
the nato operation, and the Italians are also 
dragging their feet. 

The reasons for not sending in soldiers 
without a peace to enforce are familiar. It 
might well split an alliance that has so far 
stuck together well in a war that many 
thought the West would have no stomach 
for. Kosovo’s mountainous and wooded ter- 
rain make it hard for tanks to operate and 
relatively easy for Serbs to hide. TheYugos- 
lav military machine remains largely intact, 
despite the bombing and reports of deser- 
tions. And public opinion in the West, al- 
ready queasy after the bombing of the Chi- 
nese embassy, might turn against the war 
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once NATO soldiers began to return home in 
body bags. 

Yet the case for air power alone is becom- 
ing harder to sustain. With the campaign 
now in its ninth week, and naro claiming, 
seemingly by the day, that it has carried out 
its “heaviest bombing raids yet”, Mr Milos- 
evic does not look much weaker—though 
this week there were, for the first time, anti- 
war protests in three Serbian towns: Krusev- 
ac, Aleksandrovac and Pancevo. The 
protesters, mainly women, stoned munici- 
pal buildings. Many army reservists had 
been called up nearby. narto claimed that 
several hundred reservists had deserted. 

How many soldiers would be needed for 
a ground force depends on what it would be 
doing: policing a peace, fighting an all-out 
war, or something in between, such as es- 
corting refugees back with scattered Serb 
troops still in hiding. Even under the most 
favourable conditions, NATO now says that 
it would take up to 50,000, nearly twice the 
number originally envisaged. So far, NATO 
has in place just 16,000 in Macedonia. “We 





are not going to hang around in Macedonia,” 
Mr Cook declared this week, “until there’s a 
grand signing ceremony in front of the flags 
and the cameras.” His friends in the alliance 
still do not appear ready to back him. 





The Arabs and Kosovo 


Mixed feelings 
about the war 


BEIRUT 


HE day narto started bombing Yugosla- 

via, Arab newspapers, like European 
and American ones, carried banner head- 
lines about the raids. But on the editorial 
pages the view was generally very different: 
whereas NATO's leaders seemed to expect 
praise from Muslim Arabs for the defence of 
their co-religionists in Kosovo, they earned 
mainly rebukes for side-stepping the United 
Nations and “taking the law into their own 










































DUBROVNIK 


OME towns have all the luck. First, a 

brutal medieval siege at the hands of 
the (Serb-led) Yugoslav army destroys 
much of your priceless trove of monu- 
ments. Next, your neighbours in the near- 
by hinterland—the Bosnians—are ravaged 
in a war whose mayhem spills across the 
region. You may take some comfort that 
your country comes out top in the Bosnian 
war. But then, just as you have spruced 
things up after a decade of fear and chaos, 
along comes another war to scare off the 
tourists, your main source of income. Such 
has been the fate of Dubrovnik, once the 
jewel among Croatia’s coastal cities. 

Not so long ago, it was expecting some 
30,000 tourists for Easter. A week after 
NATO's bombardment of Serbia began, it 
gotjust 400, most of them war correspond- 
ents and un people whostill come down to 
the sea for a spot of relative relaxation. For 
anyone who lives farther afield, Croatia 
still seems too dangerous. Lloyd's of Lon- 
don, the insurers, has declared the entire 
Adriatic coastline, bar that of Greece and 
Italy, a war zone. 

In fact, ever since Yugoslavia fell apart 
at the end of the cold war, Dubrovnik, de- 
spite its exquisite architecture, sunny 
beaches and good restaurants, had been 
down on its luck. Average monthly in- 
come, at $400, is nowadays half what it 
was in 1989. The collapse of tourism has 
robbed the town of 70% of its income. And 
it has found no alternative. “The wars 
have shown us that tourism should be our 


Another buffeting for Dubrovnik 


cream, not our cake,” says Vido Bogdanov- 
ic, the mayor. Dubrovnik, he thinks, 
should go back in history (it was more or 
less independent from 1359 for four-and- 
a-half centuries), reinvent itself as a mer- 
chant outpost, and again become a trade 
and shipping centre but serviced anew 
with the latest in high technology. 

At first glance, Croatia’s economy as a 
whole could have turned out worse. Be- 
tween 1994 and 1997, it grew on average by 
more than 6% a year. Its currency is stable, 
unemployment low. Zlatko Matesa, the 
prime minister, has reacted swiftly to the 
downturn caused by the war in Kosovo, 
sharply revising this year’s budget and 
putting off big projects. Overall, though, 
the outlook is grim. Economic growth 
slowed sharply last year, to about 3%, and 
is set to dip even more. The trade deficit is 
wide, underemployment rife, many banks 
rotten. In the Central European race tojoin 
the £u, Croatia is dropping down the list. 
Kosovo could push it even further down. 

Croatia’s government and people 
seem at one in believing that regional sta- 
bility, a precondition for prosperity, will 
not return while Slobodan Milosevic runs 
Serbia. “Now the world understands what 
we've been saying all along,” says a fisher- 
man in the harbour of Split, up the coast 
from Dubrovnik. “Milosevic is a butcher.” 
Nearby, a girl pushes back her sunglasses: 
“Normally I hate bombs—but it’s only the 
Serbs, isn’t it?” she says smiling. “They had 
a good slapping coming.” 


hands”. One columnist in a London-based 
Arabic daily claimed that “the present of- 
fensive against Serbia shows that NATO is 
determined to strip the international com- 
munity of its power.” 

Many Muslims in the Middle East do, of 
course, sympathise with the Kosovars. Any 
Egyptians, Syrians, Jordanians and Suda- 
nese who paid attention at school remember 
thatit was Albanian converts to Islam—such 
as Muhammad Ali, a 19th-century pasha of 
Egypt—who once ruled their countries. On 
airliners, in schools, at mosques and on the 
street, many Arabs have been digging deep 
into their pockets for Kosovo. The be- 
jewelled ladies of a Kuwaiti women’s group 
sent a planeload of aid, and the poorer citi- 
zens of Sidon, in Lebanon, have been throw- 
ing banknotes on to sheets carried through 
the streets by a local Islamic group. The Red 
Crescent, the Muslim world’s equivalent of 
the Red Cross, has set up refugee camps in 
both Macedonia and Albania. 

Governments, especially in the rich Gulf 
Arab states, are also doing their bit on the 
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A jewel wit 





hout sparkle 

Many Croatians would like somehow 
to opt out of the Balkans altogether, just as 
Slovenia has. But geography and history 
deem otherwise. Little Slovenia, hugging a 
border with Austria and digging back to its 
Habsburg roots, has proved beyond the 
reach of Serbian nationalism. Croatia’s 
own recent record, by contrast, is much 
more stained in Balkan blood. Its devotion 
to multi-party politics is still questionable, 
its civil society still weak. And its president, 
Franjo Tudjman, has in the past been as 
cynical and ruthless in his exploitation of 
nationalism as his neighbour, Mr Milos- 
evic. Croatia, and Dubrovnik, are trapped, 
for now, in the Balkan quagmire. 
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humanitarian front. The United Arab Emir- 
ates, famously, has set up a “five-star 
camp”, complete with satellite telephones, 
security guards and its own airstrip. Al- 
though the United Nations High Commis- 
sioner for Refugees has complained that the 
camp is so luxurious that its occupants are 
reluctant to move on to longer-term accom- 
modation, well-wishers in the Emirates in- 
sist that three hot meals a day and spotless 
loos are the least the Kosovars deserve after 
their ordeal. 

But when it comes to what naro is do- 
ing, most Arab governments sing a different 
tune. Unsurprisingly, countries like Libya 
and Iraq came out quickly in support of Yu- 
goslavia, no doubt seeing a prospective new 
member of the rogue-states club. But among 
the West's allies in the region only the Emir- 
ates has offered to send troops as peacekeep- 
ers—though not, even then, as part of a 
nATO-led force. Others, such as Saudi Ara- 
bia and Egypt, have mumbled platitudes 
about ending aggression, but little more. 

Why the reluctance to applaud action 
designed to get the Kosovars back to their 
homes? In part, after the West’s pretty inef- 
fectual bombing of Iraq, a lot of Arabs fear 
that NATO will just make a mess of it: many 
Arab officials agree with Saddam Hussein 
that the weapons the western powers “use to 
scare the world are incapable of changing 
things.” In part, they fear setting a precedent 
that might come back to haunt them. Four 
Arab countries—Lebanon, Libya, Sudan 
and Iraq—have been the targets of Ameri- 
can bombs, shells or missiles in the past 20 
years. Even Israel's foreign minister, Ariel 


Russia 











Muhammad Ali, Albanian-Egyptian 


Sharon, has expressed some misgivings, pre- 
sumably hoping to be heard by the Palesti- 
nians of the West Bank and Jerusalem, In 
part, Middle Eastern governments simply 
do not want to stir up those of their citizens 
who tend to get angrier about what NATO 
does than about Serb atrocities. 

On the other hand, there have been 
street protests against the Serbs, notably in 
Lebanon and the Palestinian territories, two 
parts of the Middle East where people know 
what it is like to be ejected from their homes. 
Editorials all across the region complain that 
Arab governments are standing idly by. In 


A skull-cracker wins 


MOSCOW 


A new prime minister talks tough. But can he deliver? 


N THE day his nomination was con- 
firmed by a handsome (301-55) major- 
ity of Russia's sulky deputies, the new prime 
minister thought it wise to clarify his real 
identity. “Iam not General Pinochet,” he de- 
clared. “My name is Stepashin.” 
Appearances —_ notwithstanding—the 
Russian politician’s pink, chubby face is 
usually described as babyish rather than 
hawkish—this disavowal of the Chilean dic- 
tator will not reassure many Russians. For 
Sergei Stepashin’s past career—as a veteran 
of Russia’s security establishment who most 
recently headed the (fairly loyal and battle- 
ready) troops of the Interior Ministry— 
seems to provide good evidence of the whip- 
cracking potential of the man selected by Bo- 
ris Yeltsin to head the government during the 
dying months of his presidency. Mr Step- 
ashin was.a member of the clique of security 
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bosses who directed Russia’s war in Chech- 
nya in 1994-96. Unlike the others, he admits 
it was a disaster. 

In any event, in his presentation to the 
Duma, which was still licking its wounds af- 
ter the humiliating collapse of its bid to im- 
peach Mr Yeltsin on May 15th, Mr Stepashin 
implied that any passing resemblance to the 
policies of Chile’s former dictator would be 
felt in Russia’s economy, not the police cell. 

He did promise a crackdown of sorts but 
insisted that its main targets would be every 
kind of criminal business, from capital flight 
to tax-dodging by producers of alcohol. Inan 
eight-point plan that reflected the influence 
of Anatoly Chubais, Mr Yeltsin’s former 
chief of staff and chief advocate of reform- 
ing the economy with western help, Mr 
Stepashin pledged to ram through as quickly 
as possible the laws demanded by the imr as 





EUROPE 
the popular view, the Kosovars’ plight calls 
for intervention by the United Nations or by 
Muslim countries. Few Arabs trust NaTo’s 
claim to be acting out of concern for the Ko- 
sovars. Some say that Nato is flexing its 
muscles merely to let the world know whois 
boss. Others suggest that it knew its bombing 
would speed up the Serbs’ ethnic-cleansing 
campaign, and so rid Europe of Muslims; 
and that the attacks on Christian Serbia are 
just a way of softening up Muslim opinion 
for the next blitz on Iraq. Discussion of the 
issue is notexactly calm. 

The one Muslim country in the region 
where reactions have been relatively enthu- 
siastic is non-Arab Turkey. The Turks, who 
conquered Kosovo in the 14th century and 
abandoned the local converts to Islam when 
they retreated in the 19th century, feel 
strongly about their historical, religious and 
cultural ties to the Kosovars. No fewer than 
3m Turks, including many influential poli- 
ticians and businessmen, are of Albanian 
descent. On the other hand, Turkey--a 
NATO member—itself has a less than spot- 
less record with minorities: its Armenians 
suffered hugely during the first world war; 
and the Kurdish part of thecountry has been = 
having a rough time for years past. : 

So most of Turkey’s generals and politic- 
ians are happy to stand by Nato, especially: 
when Greece is being less enthusiastic. The 
Turks have put their aircraft into the bomb-. 
ing campaign, and their bases at NATO's dis- 
posal, no doubt hoping that in return their 
NATO partners will now nag them a bit less 
about Turkey’s own current problems with 
its Kurds and its Islamists. 
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the price for the $4.5 billion needed to save 
Russia from external default. The Fund 
wants higher taxes on alcohol and fuel, and 
better tax collection. 

Anticipating noisy objections from the 
Duma, Mr Stepashin threatened to call a 
confidence vote over the imr-backed laws, 
triggering a fresh political and constitutional 
row which would lead to the parliaments 
early dissolution, Assuming continued sup- 
port from the Interior Ministry’s 180,000 or 
so troops, of whom only about a third are in 
good trim, the Duma’s forced closure—at an 
angry president's behest—-looks more think- 
able under the new prime minister than un- 
der his predecessor, Yevgeny Primakov. 

Still, the programme also struck some 
populist and protectionist notes, meant. to 
soothe the anxieties of those who preferred 
the cautious, consensus-based and reassur- 
ingly Soviet style of government practised by 
Mr Primakov and his team. Mr Stepashin 
promised to. pay arrears to public-sector 
workers and pensioners (Russians. have 
heard that one before), and link wages to in- 
flation. And he'said:he would boost domes- 
tic industry and food production. 

The fact that his nominee won so hefty 


61 





EUROPE 





| Come back, Visegrad 


PRAGUE 


ARD times and the war in Kosovo 
havesparked a revivalof the Visegrad 
group, an informal alliance that the Hun- 
garians, Poles and Czechoslovaks (as they 
still were) declared when their leaders 
gathered in a Hungarian town to ponder 
the future after the fall of communism in 
1991. On May 14th the leaders of the four 
countries (as they now are) met again in 
Slovakia’s capital, Bratislava, and pro- 
claimed a fresh start. 
The group’s original purpose was 
sound enough. Its founders hoped to lead 
their countries out from under the linger- 








Slovakia’s co-operative Schuster 


ingshadowof Russia and towards regional 
co-operation based on shared history and 
aspirations. The countries’ combined pop- 
ulation of 64m would give them a clearer 
voice in Brussels and Washington and cre- 
ate a common economic area worth taking 
seriously. The Visegrad group’s Central 
European Free-Trade Area (CEFTA) was 
meant to scrap tariffs (it has, in fact, got rid 
of quite a lot of them) and to perk up re- 
gional trade. The free-trade area has since 
expanded to embrace Romania, Bulgaria 
and Slovenia. 

Visegrad soon, however, fell victim to 
national interests, especially after the 
Czechs and Slovaks divorced each other in 
1993. Vladimir Meciar, the Slovaks’ thug- 
gishly populist prime minister at the time, 
steered his fledgling state into anti-western 
isolation. Vaclav Klaus, his Czech counter- 
part, reckoned that the alliance might 
hamstring the Czechs’ drive towards early 
membership of the European Union. 

But circumstances have changed. The 
eu has told the Visegrad bunch that region- 
al co-operation is almost a precondition 
for joining the club. And the Poles, Czechs 
and Hungarians have had to become more 
neighbourly by virtue of their recent ad- 
vent into NATO. The trio now find their 
governments are constantly in touch over 
defence. Slovakia, still outside NATO, has 
been particularly keen to ride the alliance’s 
coat-tails; Poland, easily the biggest power 
in the group, has been keen to let it tag 
along. And the Slovaks were bolstered in 
their new westward-looking stance on 
May 16th when Mr Meciar, who had co- 


sied up to the Russians during his time in 
office (until ousted in a general election last 
year), was soundly beaten by a pro-west- 
erner, Rudolf Schuster, in his first-round 
bid for the presidency; the run-off is on 
May 29th. In addition, whereas Poland 
and Hungary are prospering, the Czech 
Republic, under Milos Zeman, is less self- 
confident than it was under Mr Klaus. So 
the Czechs, with their banks shaky and 
their state industries hobbling the econ- 
omy, are chastened enough, these days, to 
treat their Visegrad fellows as equals. 

Still, it will not be plain sailing. Real co- 
operation between Central European 
countries is still novel. In Soviet times, such 
ideas, if they were to get anywhere, de- 
pended entirely on the Kremlin. Even to- 
day, talk far exceeds action. Vaguely moot- 
ed ideas for such worthy things as a pooled 
purchase of fighter aircraft or a new re- 
gional road network are far from realisa- 
tion. The nearest to a common approach 
was a recent declaration by the Visegrad 
countries’ environment ministers that 
their region’s woeful ecological state must 
be improved. 

Atthe same time, a wider array of lead- 
ers from what can broadly be called Cen- 
tral Europe met this week in Lviv, the main 
city of western Ukraine. Among others, 
the presidents of Austria, the Czech Re- 
public, Germany, Bulgaria, Romania and 
Slovenia turned up. They condemned Yu- 
goslavia for its behaviour in Kosovo and 
called for, yes, more talks on how to make 
the Balkans stable. At the Bratislava meet- 
ing, the Czechs’ prime minister, Mr Ze- 
man, summed up the underlying message 
from Central Europe when he rather airily 
declared: “Co-operation will speed up our 
entry into the European Union.” 














an endorsement from the Duma is, on the 
face of things, an impressive tactical victory 
for Mr Yeltsin and the odd coalition of forces 
clustered around the Kremlin. The success 
looks even odder in the light of Mr Yeltsin’s 
physical frailty—he was too unwell to see 
Jose Maria Aznar, Spain's prime minister, 
on May 17th—and his abysmal standing in 
the eyes of the public. 

But whatever his own condition—al- 
ways a great imponderable of Russian poli- 
tics—there are people around him who are 
alive, well and determined that Mr Yeltsin’s 
term should not end too badly for the presi- 
dential camp. Apart from Mr Chubais, they 
include the tycoon and power-broker Boris 
Berezovsky, who seems to be enjoying sweet 
revenge after a narrow escape from prosecu- 
tion at the behest of Mr Primakov. 

Apart from Mr Berezovsky’s financial 
power and the media he controls, the Krem- 
lin has several other trump cards, all used to 
good effect in thwarting the five impeach- 
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ment motions. One is its successful practice 
of political and financial trade-offs with 
Russia’s regional bosses, many of whom 
view the Duma as little more than a nui- 
sance. Another is the bizarre and extreme- 
nationalist figure of Vladimir Zhirinovsky 
who has provided Mr Yeltsin with loyal sup- 
port under a smokescreen of feverish rheto- 
ric. (Arguing against the impeachment mo- 
tion, he said it was no time to be changing 
presidents when a western attack on Russia 
might only be a month or so away.) The final 
source of the Kremlin’s renewed self-confi- 
dence is its belief that its role as a mediator in 
the Balkans, providing moral but not mate- 
rial support to Serbia, has become indis- 
pensable to western governments. 

The various forces now grouped under 
Mr Yeltsin’s banner, ranging from pro-west- 
ern economists to Mr Zhirinovsky, have 
been lined up on several previous occasions 
during his presidency. In October 1993, 
when a similar coalition of reformers and 


skull-crackers prevailed over the rebels 
holed up in Russia’s parliament, the result 
was less benign than it initially seemed: the 
security chiefs who helped Mr Yeltsin shell 
Moscow’s White House then went on—cat- 
astrophically—to bash the Chechens. 

This time, too, the strategy of police- 
backed economic reform faces risks. One is 
that Mr Yeltsin will die suddenly, before Mr 
Stepashin, aged 47, has had a chance to con- 
solidate his power as prime minister. Anoth- 
er is that popular discontent, perhaps after a 
further fall of the rouble, will spiral out of 
control. A third is that a bloodier war over 
Kosovo will make it impossible for the 
Kremlin to face down demands from some 
of Russia’s generals to back Serbia more 
whole-heartedly. Even though Mr Primak- 
ov did little more than steady Russia after 
the financial crash last August, his reign as 
prime minister may soon be remembered as 
a period of enviable tranquillity. 

a 
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Germany 


To the polls 


RONN 


Ore two winners look set to emerge 
from the election of a new German 
president on May 23rd. One is Johannes 
Rau, the Social Democrat who has long 
yearned for the job and now, barring a last- 
moment hitch, seems bound to get it at last, 
The other is Dagmar Schipanski, Mr Rau’s 
main rival, who during the campaign did 
herself and the Christian Democrats who 
sponsored her a power of good. 

But surely the presidential election bat- 
tle is of little importance? After all, under the 
modern German constitution the presiden- 
cy has far less clout than it did during the ill- 
fated Weimar republic that preceded Hitler. 
Today, it is the head of government, the 
chancellor, who calls the shots—not the 
head of state. 

This is true, but with two riders. One is 
that a popular president, like the bitingly 
eloquent Richard von Weizsacker, who held 
the job from 1984 to 1994, can put pressure 
on and even discomfit a government, de- 
spite the post’s largely ceremonial role. The 
other is thata presidential election often puts 
the unity of a government coalition to the 
test, and can change the balance of party po- 
litical power. 

So itis this time, at least in part. Gerhard 
Schréder’s governing coalition of Social 
Democrats and Greens has already had a 
bumpy first seven months, and last week 
narrowly averted a split over the war in Ko- 
sovo. A break-up might well become inevi- 
table if the Greens failed to back the Social 
Democrats’ Mr Rauin the Bundesversamm- 
lung, the federal convention that meets ev- 
ery five years to elect the president. 

The Greens had threatened to pull out of 
the coalition unless Mr Schröder offered 
them one of the two top jobs due to Germa- 
ny in the new European Commission. Now, 
with the Greens likely to get their wish, Mr 
Rau seems all but home and dry. The Social 
Democrats and Greens together have 661 
votes in the 1,338-seat convention, which is 
made up of members of the Bundestag, the 
lower house of parliament, and representa- 
tives chosen by Land (state) parliaments. 
They need to pick uponly nine more votes to 
bring their total to 670, and so secure the ab- 
solute majority that Mr Rau needs. If hedoes 
not make it on the first or second ballot, then 
a simple majority will give him the job in a 
third and final round. 

Pity Mrs Schipanski, his rival, then? Not 
necessarily. Her chances of pipping Mr Rau 
may be slim. She would need not only the 
sacking of the 547 Christian Democrats and 
‘heir Bavarian allies, but also of most Free 
Democrats (liberals), ex-communists (who 
are fielding a candidate of their own) and 
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Schipanski could take flight 


probably a smattering of turncoats from the 
government camp too, Next to no one thinks 
she can manage that. 

Yet the 55-year-old physics professor 
from the eastern state of Thuringia could 
emerge smiling from the convention all the 
same. Almost unknown until a few months 
ago, Mrs Schipanski has earned popular sup- 
port for her humour and down-to-earth ap- 
proach. Even her occasional faux pas have 
won sympathy. She is seen as a refreshing 
contrast to the “old pro” Mr Rau, aged 68, a 
former candidate for the chancellorship and 
for 20 years a state premier. 

A good launching pad for another shot at 
the presidency in five years? Probably. After 
all, this is Mr Rau’s second go. In 1994, he 
came in behind Roman Herzog, who decided 
not to stand this time. Moreover, Mrs Schi- 
panski’s plucky performance could boost the 
Christian Democrats in the elections due to 
be held in several eastern states (including 
Thuringia) later this year. Eastern Germans 
have not had many national political figures 
to be proud of. Mrs Schipanski is something 
ofa standard-bearer. 

‘Anemia onnenn inaani binnvenrnuianedn ll 


Spain's Socialists 
Who next? 


MADRID 


Te sudden resignation of Jose Borrell as 
the Spanish Socialists’ candidate to be 
prime minister has left his party in a gloomy 
mess—and with no obvious figure to replace 
him. Most of the possible contenders, start- 
ing with Felipe Gonzalez, the Socialists’ 
long-serving former prime minister, have 
ruled themselves out. A general election is 
due by May next year at the latest, but the 
party bigwigs have decided to put off picking 
a new candidate until after next month's 
elections to the European Parliament and 
polls to elect some of Spain’s regional and lo- 
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cal assemblies, 

On the face of things, Mr Borrell’s resig- 
nation, barely a year after he won the party's 
first ever primary to choose a candidate for 
the prime ministership, was caused by alle- 
gations of financial wrongdoing by two offi- 
cials who worked alongside him when, as a 
junior finance minister under Mr Gonzalez, 
he pursued rich and famous tax-evaders. 
Soon after the row broke out, Mr Borrell ac- 
knowledged that his wife, from whom he is 
now separated, had invested Ptaim ($6,400) 
in a fund set up by the two officials; he con- 
fessed to “errors of judgment”. 

Buthe had anyway got on the wrong side 
of his party’s string-pullers. The academical- 
ly brilliant son of a Catalan baker, he at first 
sparked much enthusiasm among the party 
faithful. But several senior party figures 
were annoyed by his decision to stand in the 
primaries in the first place, because Mr Gon- 
zalez had nominated a successor when he 
stepped down as leader in 1997—Joaquin 
Almunia, another former minister. The up- 
shot was an awkward dual leadership, with 
Mr Almunia keeping the post of secretary- 
general while Mr Borrell failed to convince 
as a future prime minister. 

Now the party is in a muddle over who 
should replace Mr Borrell—and how. Left- 
wingers want another set of primaries or a 
special party conference. Mr Almunia dis- 
agrees: smaller committees of party officials, 
he thinks, should decide. 

Opinion pollsters say that Mr Gonzalez 
is still Spain’s most popular politician, even 
though the current prime minister, Jose Ma- 
ria Aznar, has been doing quite well and his 
conservative People’s Party is still ahead of 
the Socialists in the ratings. But Mr Gonzalez 
has himself been tainted by the scandals 
that dogged his party during its last years in 
office; court cases to do with the “dirty war” 
against Basque separatists when he was in 
power are still pending. He seems more com- 
fortable among Europe's elder statesmen 
than steeling himself for another roughcam- 
paign on the Spanish hustings. 

Other possible candidates have draw- 
backs, too. NATO’s secretary-general, Javier 
Solana, is preoccupied with Kosovo: his 
term running the alliance does not end until 
December. Jose Bono has has made a good 
impression as regional president of Castille- 
La Mancha, south of Madrid, but is wary of 
running. Rosa Diez, a Basque socialist, is 
keener, So is Mr Almunia. But neither has 
the look of a winner. 

The irony is that Mr Aznar’s own party 
has been on the defensive—also asa result of 
some financial scandals, Mr Aznar has not, 
so far, had a particularly “good war” over 
Kosovo. Inflation is threatening the econ- 
omy. Unemployment, though down, is still 
a worry. For the government, Mr Borrell’s 
fall—and its effect on the Socialists—have 
been a marvellously lucky bonus, 


















Carlo Azeglio Ciampi, 


NY Italian politician who lists German literature as his only 
hobby in the Italian “Who’s Who” must, you would think, 
raise eyebrows among a fair number of voters. But Carlo Azeglio 
Ciampi, Italy’s new president, is not exactly a politician. He has 
never been a member of Italy’s parliament, though he was chosen 
for his new job, in the main, by mes. Indeed, he has never before 
been elected to anything at all: probably a bonus, given that Italy’s 
political establishments still regarded with suspicion. But now Mr 
Ciampi will have to use his untried skills to help nudge Italy to- 
wards a more stable and sensible political system. And, with luck, 
he should be a big improvement on his old-guard predecessor, Os- 
car Luigi Scalfaro. 

By any standard, Mr Ciampi is unusual—and for the most part 
admirable. Cautious, studious and widely respected during his 
long career as a civil servant, he spent 
almost half a century at Italy's central 
bank, one of the country’s few institu- 
tions that have been notably and con- 
sistently effective and scrupulous; for 
the last 14 of his years there he ran it. 
Then, in 1993, after a wave of corrup- 
tion scandals washed away many of 
the old “pols” who had run Italy since 
the second world war, he was appoint- 
ed as a (stop-gap) prime minister. He 
did well, lasted a full year, and helped 
put Italy back on an even keel. Then, 
after Romano Prodi and hiscentre-left 
coalition had won a general election in 
1996, Mr Ciampi became treasury 
minister. He started to sort out Italy’s 
public finances and helped bring the 
lira into Europe's single currency. So 
when, last October, Mr Prodi was re- 
placed by an ex-communist-turned- 
social-democrat, Massimo D'Alema, 
most Italians were relieved that Mr 
Ciampi was asked to stay on. 

Still, at 78, the Goethephile Mr 
Ciampi can hardly be deemed a “new 
man”. Even his Christian name has 
rather an old-fashioned ring to it: these 
days, teenage Azeglios are pretty hard 
tocome by. But Mr Ciampiis certainly 
noteasy to pigeonhole. One Italian who has watched him for many 
years says he combines the assurance of a seasoned British aristo- 
crat, gliding through the establishment, with a grand French bu- 
reaucrat’s sharp and dutiful efficiency and the number-crunching 
thoroughness of a German Bundesbanker. Butin many other ways 
Mr Ciampi isa typical middle-class Italian. His family owns an op- 
tician’s shop in Leghorn, on the Tuscan coast. He is a good family 
man whostill plays cards with his wife of many years, Franca, and 
regularly goes to mass without sounding holier-than-thou. On the 
rare occasions when he doffs his suit, the stumpy Mr Ciampi can 
often be spotted on the beach at Santa Severa, near Rome, board- 
ing a pattino, a little rowing boat that the less rowdy sort of plea- 
sure-seeker tends to hire for a Sunday afternoon outing. 

Mr Ciampi will have to row hard to make himself felt. Italy’s 
presidency, as currently constituted, carries few direct powers— 
except the considerable one of being able to pick the country’s 
prime minister. Usually, when there is a general election, the presi- 
dent chooses the leader of the winning coalition. But often things 








Italy's new president 


are far less straightforward. In his seven-year term, Mr Scalfaro 
tapped six prime ministers, of whom only two, Silvio Berlusconi 
on the right and Mr Prodi on the centre-left, had actually won an 
election. In the midst of crises, Mr Scalfaro picked the other four, 
including the incumbent, Mr D’Alema, and Mr Ciampi himself. 

What, though, does Mr Ciampi believe in? For one thing, he is 
a convinced European. Europe's Union, he says, must not stop at 
the single currency; political union must come too. His acceptance 
speech on May 18th wascrammed with references to Europe. “We 
must broaden our conception of Europe,” he declared, and strive 
to enlarge the European club. “Europe’s political space must 
eventually coincide with its geographical border,” he had previ- 
ously said. Mr Ciampi certainly thinks that tragedies such asthe 
one in Kosovo make the creation of stronger European institu- 
tions all the more urgent. 

His preoccupation with Europe 
springs from his own past. “In the sum- 
mer of 1939,” he recalls, “I was an 18- 
year-old language student in Germa- 
ny. There were youngsters from Eng- 
land, France, Spain, Italy, America. We 
used to hang out on the banks of the 
Rhine—and would talk about ending 
up as enemies as if it were a joke. And 
then it happened.” Soon afterwards, 
the young Ciampi was serving in Italy’s 
army of occupation in (guess where) 
Kosovo. Such experiences made their 
mark. In his inaugural speech, he called 
for a Pax Europea which might turn the 
Balkans from a hotbed of animosity 
between “small nationalist states” into 
ahaven of prosperity under the watch- 
ful eye ofa benevolent “Europe”. 

Mr Ciampi, however, has been 
chosen not for his European views but 
for his non-partisan acumen on the 
home front. It was remarkable that he 
was elected on a first ballot, with well 
over two-thirds of the 1,010 Italian 
worthies in the electoral college (a large 
majority of them parliamentarians, 
with a smattering of regional bigwigs) 
plumping for him. Both Mr Berlusconi 
on the right and Mr D'Alema on the left reckoned he would be a 
safe pair of hands. 

Italy badly needs a more efficient and accountable form of 
politics, Mr Ciampi, with the enviably broad backing that he evi- 
dently enjoys, should encourage moves towards devolution 
(which Italians call “federalism”). He should urge the creation ofa 
new electoral system that would bring about a more bipolar par- 
liament, less in hock to the whims of small parties. And, while he 
is about it, he might even risk his own job—by calling for a directly 
elected president. 

He would probably win. But whether, at his age, he would be 
the right man for a more taxing version of the seven-year Job, and 
whether Italy really needs a president with bigger powers, must 
be doubly moot. Indubitably Mr Ciampiisa formidable operator, . 
however divorced he has been from party politics. The bigger 
question is whether the Italian people, most of whom did not - 
bother to vote in a crucial referendum on the constitution only last ` 
month, have the will to revamp their constitution. es 
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INDIA AND PAKISTAN 


Vajpayee and Sharif shake hands on hope 


Not cricket 


F YOU go to the main border crossing between 

eastern and western (Indian and Pakistani) Pun- 
jab at sundown any day of the week, you can watch 
a curious ritual. Wearing an expression of patriotic 
hauteur, a red-crowned border guard from each 
side marches towards the other with perfect syn- 
chrony, lowers his national flag and furls it, hoping 
to outdo the other in speed and precision. This 
prickly display, reminiscent of a stand-off between 
peacocks, is a symbol of kinship between the two 
countries that used to be one. But it is also a remind- 
er that their bloody partition, their three wars and 
their continuing quarrel over Kashmir remain un- 
forgotten. Their common border is meant to be con- 
templated rather than crossed. 

Until recently, at least. On February 2oth In- 
dia’s then prime minister (and now caretaker pend- 
ing elections due in the autumn), Atal Behari Vaj- 
payee, crossed the Punjabi customs post in a 
gold-coloured bus to meet his Pakistani opposite 
number, Nawaz Sharif. That bus journey launched 
a regular service between Delhi, India’s capital, and 
Lahore, the capital of Pakistani Punjab, aimed aten- 
couraging ordinary traffic in people, goods and 
ideas between estranged neighbours that now bran- 
dish nuclear weapons. Whatever their differences, 
Mr Vajpayee and Mr Sharif promised, they would 
be settled peacefully. 

That promise seemed to pull India and Pakistan 
out of a subcontinental tail-spin. Their tit-for-tat 
nuclear tests in May 1998 had brought them oppro- 
brium and economic sanctions, but they had also 
made the world sit up and notice them. Although 
South Asia's seven countries have a population 
larger than China’s, and the biggest concentration of 
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English-speakers outside the United States, their 
low levels of income and literacy had made them 
easy to ignore. When people still talked about the 
Asian century, they rarely thought of South Asia— 
and when they did, few were optimistic about it. 

South Asia seems one of the likelier places on 
earth for some sort of Armageddon—if not caused 
by a nuclear explosion, then perhaps by some pop- 
ulation or environmental bomb. Lesser cataclysms 
happen all the time. Violence, or the threat of it, is 
part of the ambient noise. Ghazi Salahuddin, a 
Pakistani journalist, calls India and Pakistan “two 
jinxed countries”. 

Mr Vajpayee’s bus trip lightened the mood. It 
made nuclear war seem less likely and offered hope 
that India and Pakistan would end a rivalry that has 
distorted the development of both countries. Mr 
Vajpayee and Mr Sharif seemed to be saying not just 
“Let’s be friends” but also “Let’s be normal.” 

This survey is about the prospects for normality 
in South Asia’s two most populous countries. Nor- 
mality, of course, is a loaded word. As Samuel Hun- 
tington famously argued, what is normal in the 
West may not be normal in other civilisations. And 
civilisation is a word that means a lot in India and 
Pakistan. India’s multi-layered culture has a literary 
and religious history stretching back to the Rig Veda, 
written about 3,000 years ago; Pakistan has that, 
plus a national commitment to Islam. These tradi- 
tions blended and clashed and bumped into others, 
producing achievements and sensibilities shared 
with no other part of the world. The last thing India 
and Pakistan want is the sort of normality that 
would wash their civilisations away. 

What they do need, this survey will argue, is a 
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normality of norms. These norms are few, basic and 
ought to be universal, but India and Pakistan have 
trampled on them too often, compromising the lives 
and welfare of their people. They include abjuring 
violence, starting from the assumption that people 
are equal, and distinguishing public duty from pri- 
vate preference. Both countries are beset by vio- 
lence, inequality and corruption. 

Such sweeping assertions require immediate 
qualification. Anything you say about two coun- 
tries with a total of 1.1 billion people, especially two 
as diverse as these, will be wrong much of the time 
for many of the people. It is natural to allow head- 
lines to sum up a place, but in India and Pakistan it 
is more often than usually wrong. 


All their fault 

To what extent should India and Pakistan blame 
their woes on each other? They achieved independ- 
ence and separation in searing circumstances. In- 
dia’s founding fathers, Mohandas Gandhi and Ja- 
waharlal Nehru, were Hindus but wanted India to 
be a tolerant country embracing all its many reli- 
gions and peoples. Muhammad Ali Jinnah, Paki- 
stan’s founder, did not trust them. India’s Muslims, 
he thought, could achieve equal rights and dignity 
only in their own homeland. The departing British 
carved India into Muslim- and Hindu-majority 
states, bisecting Punjab and Bengal and creating a 
Pakistan of nearly equal parts a thousand miles 
apart. It was a bloody business. Muslims in Pakistan 
turned on Hindus and Sikhs; Hindus and Sikhs in 
India slaughtered their Muslim neighbours; and 
victims on both sides retaliated. In all, perhaps a 
million people died and 17m fled to whichever state 
offered them the security of majority status. 

South Asians have tried to forget this unforget- 
table event, says Ashis Nandy, an Indian scholar 
who is rescuing its memory by recording the testi- 
mony of witnesses. “There is a tremendous silence, 
and yet it informs public life at every stage.” This is 
true in some obvious ways. Pakistan devotes a 
crushing share of its resources to defence, mainly 
against the threat from India. Pakistan has been on 
a war footing all its life, and has been ruled by mil- 
itary governments for nearly half of its 52 years. In- 
dia’s obsession with Pakistan is less intense, and its 
effect on the country’s evolution has been subtler. 
Ayesha Jalal, an historian, argues controversially 
that the Indian National Congress, which ejected 


the British from India and ruled the country for 
most of its first 50 years of independence, could 
have stopped Jinnah from breaking away by decen- 
tralising (perhaps more than any victorious party 
would have done). Instead, it took over the state ap- 
paratus of the Raj. These insufficiently accountable 
institutions are responsible for much of what is 
wrong with India and Pakistan today. 

That each country exists is a reproach to the oth- 
er. Pakistan was founded on the “two-nation theo- 
ry”, which holds that Hindus and Muslims are de- 
fined most potently by their religion, making it 
impossible for them to live together. That idea justi- 
fies Pakistan’s claim on Kashmir, India’s only state 
with a Muslim majority, and suggests that India’s 
120m or so Muslims—almost as many as in Paki- 
stan—are living in the wrong country. Indians on 
the right of the political spectrum cannot forgive 
Pakistan for rupturing their country; those on the 
left cannot accept the two-nation logic on which 
Pakistan was founded. In 1971 India helped Bangla- 
desh break away from western Pakistan. To India, 
the secession by Bengali-speaking Muslims showed 
that language and culture are thicker than religion. 
To Pakistan, it was proof of India’s malign intent. 

In Pakistan, the suspicion lingers that India will 
try again. The smaller country’s internal divisions 
seem an invitation to mischief. Three of its prov- 
inces are restive about the dominance of the fourth, 
Punjab. Fanatics among the Sunni majority are kill- 
ing members of the Shiite minority, who have their 
own murderous fanatics. Some people worry that 
fundamentalists returning from Pakistan-backed 
jihads in Afghanistan and Kashmir will try to puri- 
fy Pakistan with their Kalashnikovs. 

India, meanwhile, sometimes wonders whether 
it really is one nation. Many of its 25 states are big 
enough and different enough from each other to be 
large countries in their own right. Bids by various re- 
gions for more autonomy were accommodated 
(most of the time), bought off or suppressed by the 
Indian government with varying degrees of finesse. 
Clashes of caste, class and creed periodically under- 
mine order, if not India’s territorial integrity. India is 
pocked with small wars, from the tribal insurgen- 
cies of the north-east to the caste wars of Bihar, 
where upper-caste private armies slaughter dalits 
(formerly known as untouchables), and Naxalite 
(Maoist) militias murder landlords in return. 

Only Kashmir, though, could drag India into a 
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The story so far 


August 1947: India and Pakistan are 
partitioned and gain independence 
from Britain. About a million people die 
in sectarian violence. 

October 1947: An invasion of Kashmir 
by Pakistani tribesmen triggers the first 
war between India and Pakistan. The 
Hindu maharaja of the Muslim-major- 
ity state agrees to accession to India. 
April 1948: A un Security Council reso- 
lution calls for the withdrawal of Paki- 
stani forces from Kashmir and the hold- 
ing of a plebiscite, with a choice between 








accession to India or Pakistan. 

October 1962: China invades India and 
defeats its army. 

October 1964: China conducts its first 
nuclear test. 

September 1965: Pakistan’s invasion of 
Kashmir provokes an Indian counter- 
attack against Pakistani Punjab. 
December 1971: The third Indo-Paki- 
stani war results in the secession of East 
from West Pakistan, creating the new 
state of Bangladesh. 

July 1972: In the Shimla agreement, In- 


the status quo until they settle their dif- 
ferences peacefully. 

May 1974: India tests its first nuclear 
bomb. 

July 1989: Insurgency against Indian 
rule breaks out in Kashmir. 

May 1998: India tests five nuclear de- 
vices; Pakistan answers by testing six. In- 
ternational sanctions are imposed on 
both nations. 

February 1999: In the Lahore declara- 
tion, India and Pakistan agree to discuss 
Kashmir and take steps to avoid the risk 
of nuclear war. 
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wider war. Disgruntled Kashmiris have a powerful 
patron in Pakistan; a 50-year-old un Security 
Council resolution accords them the right to choose 
between India and Pakistan by referendum. Given 
the chance, they would leave India, demolishing the 
one-nation theory on their way out. 


Mirror, mirror 


Secular, democratic India v sectarian, coup-prone 
Pakistan: no question, surely, which would win a 
political beauty contest? Set India’s $30 billion of 
foreign-exchange reserves against Pakistan’s near- 
bankruptcy, India’s world-class software engineers 


awarding the economic prize looks just as easy. Yet 
the comparison is not as lopsided as it seems at first. 
Travellers to Pakistan are often surprised to find its 
people looking more prosperous than Indians. Paki- 
stan’s income per head is indeed higher than In- 
dia’s, even leaving aside the giant black-market 
economy. Pakistan also appears to be a more equal 
society, even though most members of parliament 
still belong to the landed elite. India may boast that 
democracy has churned the social make-up of its 
political class, yet the caste system, despite half a 
century of deliberate erosion, still blights Indian so- 
ciety. In Pakistan, you would not see a scene wit- 
nessed by your correspondent on a railway plat- 
form in Mysore: a small, dark-skinned man being 
shooed off a bench by a corpulent, lighter-hued 
woman as though he were a stray dog. As for Paki- 
stan’s fabled lawlessness, Delhi's murder rate last 
year was roughly the same as Karachi’s. 

Scholars such as Ayesha Jalal argue that Indian 


against Pakistan’s outdated cotton mills, and . 
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democracy is more formal tharrreal, and there is not 
much to choose between India’s and Pakistan’s civil 
institutions. This is overstated: India has checks and 
balances and a democratic tradition the absence of 
which is leading Pakistan astray in increasingly sin- 
ister ways. Pakistan’s bureaucracy, police and pub- 
lic services are so infested with corruption and polit- 
ical favouritism, and so starved of resources, that 
few Pakistanis expect anything from government 
except employment, made gainful by bribe-taking. 
India’s courts are more independent and its press 
less subject to harassment, but corruption is equally 
pervasive, What Ronald Reagan, in his presidential 
days, was fond of calling “waste, fraud and abuse” 
hobbies the state at all levels in both India and Paki- 
stan, Less of it would mean a healthier and better 
educated population, a more robust infrastructure, 
more competitive enterprises. 

There could be less of it if India and Pakistan 
make genuine peace. The sense of siege each instils 
in the other has the usual effect of threats on na- 
tions: making people think that citizens ought to 
serve the state, rather than the other way around. 
The governing classes have exploited this sentiment. 
Again, a qualification is in order. The two countries’ 
mutual obsession with each other recedes in pro- 
portion to the distance from Delhi and Lahore. In 
Tamil Nadu it is not the contest between the Ra- 
mayana and the Koran that rankles, but the victory 
of the northern god Rama over the Dravidian anti- 
hero Ravana. Kashmir stings less in North West 
Frontier Province than it does in Punjab. 

If these two Asian laggards inspire both pity and 
fear, both also have reservoirs of resilience and san- 
ity that make hope a third option. India has a few 
leaders who seem to understand that the state 
should serve its electors rather than its elect. In Paki- 
stan, there are remarkable examples of the private 
sector taking over the duties of a corroded state and 
performing them well. Mr Vajpayee’s visit in Lahore 
to the tower marking the spot where Jinnah called 
for the creation of a Muslim state was a hint that the 
old arguments over one nation or two nations may 
be coming to an end. But hope depends on whether 
Pakistan and India, perhaps without Mr Vajpayee 
at the helm, are prepared to let the logic of Lahore 
overrule a half-century of national instinct. 


The most dangerous place on earth? 


66°F" HE arms race between India and Pakistan 

poses perhaps the most probable prospect 
for future use of weapons of mass destruction, in- 
cluding nuclear weapons,” said the director of 
America’s Central Intelligence Agency. That was in 
1993, more than five years before the two countries 
came out of the nuclear closet one year ago. 

And now? The chief spy’s gloomy assessment is 
no doubt still accurate. It is harder to say whether 
last May’s nuclear tests warrant deeper gloom. The 
tests set in train two contradictory processes. They 
forced India and Pakistan to own up to their nuclear 
capabilities, to think hard about nuclear deploy- 
ment and to talk to each other about ways to reduce 
the risk of war. That is encouraging. On the other 
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hand, nuclear deterrents are designed not for hopes 
of peace but for threats of war, however remote. 
They have a momentum of their own. Ina crisis, the 
risk that nuclear weapons will be used depends as 
much on the minutiae of methods of deployment, 
intelligence capabilities and command-and-control 
systems as on the wisdom of political leaders. 

The initiative lies with India. It has more mon- 
ey, more fissile material for making bombs, and 
more nuclear know-how than Pakistan. Unlike 
Pakistan, India aspires to be a great power, which 
means that it may not want its nuclear deterrent to 
be seen as second-rate in Washington. Most impor- 
tant, the remote threat for which India will design 
its nuclear arsenal comes not from Pakistan but 
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from China, which has a bigger and more sophisti- 
cated nuclear capability than either subcontinental 
country can aspire to. 

China did almost as much damage to India’s 
self-esteem as India has done to Pakistan’s with its 
invasion in 1962, marching deep into Indian territo- 
ry and humiliating India’s army. Although China 
pulled back, it still occupies 38,000 square kilo- 
metres which India considers its own. China’s claim 
does not end there: its maps show all of Arunachal 
Pradesh as Chinese, and tiny Sikkim as independ- 
ent of India. Most irksome has been China’s alliance 
with Pakistan, which gave Pakistan a nuclear capa- 
bility and China a way of dividing India’s energies. 

More recently, relations have improved. The 
two countries signed a Peace and Tranquillity 
Agreement in 1993, and another pact to lessen the 
risk of clashes along the disputed border in 1996. 
China has also started leaning less obviously to- 
wards Pakistan. With the end of the cold war China, 
like the United States, began to correct its bias 
against India. It now hints that Pakistan should ac- 
cept the un line of control in Kashmir as the border, 
the solution most Indians but few Pakistanis would 
accept. China cannot afford to spoil relations with 
“our second-biggest neighbour”, says Cheng Rui- 
sheng, once China’s ambassador to India and now 
deputy director of its Centre for International Stud- 
ies. He calls China’s policy in South Asia one of 
“non-involvement”. 

But there are limits. China needs Islamic 
friends, first of all to curb a separatist movement in 
Xinjiang, a province with a Muslim majority which 
some analysts consider more dangerous to China 
than Tibet. Islamic friends are also handy for mak- 
ing America rethink projects like the proposed “the- 
atre missile defence” for Taiwan and Japan. There is 
a hawkish school in India that scents malicious in- 
tent behind China’s professions of goodwill. Brah- 
ma Chellaney, convenor of the government's na- 
tional security advisory group, castigates China for 
refusing to provide maps that indicate the “line of 
actual control” along the border. Indians think that 
China is the brains behind Pakistan’s instant ri- 
postes to Indian nuclear and missile tests. And last 
May’s nuclear blasts were a setback from which Si- 
no-Indian relations are only now recovering. 

India’s quarrels with China have nothing like 
the explosive power of the dispute over Kashmir. In- 
dia now has military parity along the border with 


China, which makes war even less likely. Yet it is for 
war with China that India’s nuclear planners must 
prepare. Their tricky task is to arm India against its 
bigger neighbour without provoking an arms race 
with the smaller one. 


How many nukes keep you safe? 


India has not said much about what its nuclear ar- 
senal will look like. There are doubts about whether 
India has the capacity to put a nuclear warhead ona 
missile that would carry it to China. Some scientists 
think last May’s tests did not yield enough in- 
formation to be sure, a suspicion flatly denied by In- 
dian officials. If true, however, it would mean that 
India would need further nuclear tests to develop a 
nuclear deterrent that would threaten China. Since 
it has already declared a moratorium on further 
testing, that would be politically costly, even if the 
election delays the signing of the Comprehensive 
Test Ban Treaty. 

The two pillars of its strategy are a “minimum 
credible deterrent” and a doctrine of “no first use” 
of nuclear weapons. It is developing missiles that 
can take a nuclear warhead far enough to threaten 
Chinese population centres. Brajesh Mishra, India’s 
national security adviser, says India will not seek 
nuclear parity with China, which has a med- 
ium-sized arsenal. Yet, for its deterrent to be cred- 
ible, it needs nuclear weapons in sufficient num- 
bers, and sufficiently dispersed across the country, 
to enable them to survive a first strike and cause 
“unacceptable damage” to the aggressor. Mr Mishra 
says that India knows, but is not saying, how many 
it needs and how they will be deployed. 

Everyone else has to guess, and the guesses are 
all over the place. V.R. Raghavan, a former director- 
general of military operations now working at the 
Delhi Policy Group, a think-tank, reckons that since 
the attacker will know where the missiles are, India 
will need a lot of them to ensure that enough sur- 
vive. And to make the threat credible, the warheads 
would have to be ready for immediate launch. 

This is the sort of deterrent that the United 
States, for one, devoutly hopes India will not build. 
It requires infallible command-and-control systems 
to ensure the weapons are not launched accidental- 
ly or in panic. Non-Indian strategists are, perhaps 
unfairly, sceptical about India’s capacity to control 
nuclear weapons on a hair trigger. “If you say they 
have to be ready to go and have to be dispersed, you 
have to trust more and more people,” notes Gregory 
Jones, an analyst at the RAND Institute in Cali- 
fornia. “The Indian prime minister [Indira Gandhi] 
was assassinated by her own hand-picked guards.” 

Not everyone thinks India needs such an elab- 
orate armoury. C. Raja Mohan, a well-informed 
correspondent for the Hindu, a daily newspaper, 
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thinks India can get away with relatively few war- 
heads stored well away from any border, which 
would be coupled to missiles only after a nuclear at- 
tack. India would need more time to counter-attack, 
but the nukes would be less likely to go off without 
deliberation. That is the sort of “non-deployed 
weaponised deterrent” Pakistan has in mind. But its 
policy depends on what India does. Whatever that 
may be, “Pakistan will have to come up with a 
matching response,” says Rifaat Hussain, a profes- 
sor at Quaid-i-Azam University in Islamabad. A 
top Indian official says that “depending on talks 
with Pakistan, there is flexibility” on how India de- 
ploys its nukes. 


Let’s talk 

Such talks will be one of several simultaneous con- 
versations between India and Pakistan, all with the 
object of reducing the risk of war. Most components 
of this “composite and integrated dialogue” have 
nothing directly to do with nuclear weapons. They 
are about things like fostering trade, settling border 
and water disputes, and ending a tiny but ridicu- 
lously costly war atop a Himalayan glacier. Progress 
depends largely on how Kashmir is handled. India 
wants normal relations with Pakistan as quickly as 
possible; Pakistan thinks being too matey will mean 
surrendering to the status quo. Fortunately both 
sides have agreed to keep nuclear issues apart from 
their argument over Kashmir. When India and 
Pakistan tested missiles in April, they notified each 
other in advance, as promised at Lahore, 

Barring proper peace, India and Pakistan 
should be able to continue what Ashley Tellis, an- 
other boffin, has described as “ugly stability”. He 
has argued that neither country has a big enough 
conventional edge over the other to win a reason- 
ably short war. There is, therefore, little temptation 
for Pakistan to make a grab for Kashmir or for India 
to invade Pakistan. The fear of nuclear attack makes 
adventurism even less appealing. To believe in the 
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impossibility of war, however, is to be willing to 
court the risk. 

Some academics think that Pakistan has the 
confidence to back the insurgency in Kashmir only 
because since the mid-1980s it has had the capacity 
to build a nuclear weapon. India retaliates only 
within Kashmir or by firing across the line of con- 
trol, but it is easy to imagine that a future harder- 
line government might have other ideas. Pakistan 
might misinterpret a punitive strike as an attempt to 
dismember it, and might respond by exploding a 
small nuclear weapon over an Indian tank battalion 
rather than a city. Would India then consider itself 
released from its no-first-use pledge? Faulty in- 
telligence, mixed signals between governments or 
within them, or a breakdown in command and 
control could raise the risk of resorting to nuclear 
weapons with each step up the ladder. 

Because nuclear weapons make such miscalcu- 
lations so costly, they make them less likely. But the 
risk will remain as long as India and Pakistan are at 
loggerheads over Kashmir. The issue most likely to 
provoke war is the one on which least progress was 
made at Lahore. 

——S ~ ss 





The Valley of the shadow 


F. ap of the main road from Srinagar, 
Jammu & Kashmirs summer capital, to 
Anantnag is lined with workshops that fashion the 
local willow into cricket bats. There is something 
cheering about these little enterprises making a liv- 
ing from South Asia’s favourite pastime in the re- 
gion’s most contested territory. 

The cheer quickly dissipates. Gulam Qadir (not 
his real name) says he shifted his stock from road 
level to the first floor of his shop because counter- 
insurgents, former anti-Indian militants who have 
changed sides, have been harassing him. Sometimes 
they just demand free bats; when angry, they “take 
up these sticks and beat us,” Mr Qadir claims, ges- 
turing towards the stacks of unfinished planks. He 
wants what almost everyone in the Kashmir Valley 
seems to want, azadi—independence. But like most 
businessmen, Mr Qadir has a pragmatic streak. “Be- 
fore azadi, we want a relaxed atmosphere,” he says, 
“which is not happening.” 

Mr Qadir and his fellow Kashmiris are caught 
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up in one of the world’s most intractable disputes. 
There is a legal side to it, there is a fiendishly com- 
plex issue of self-determination, there is a regional 
tussle that involves China as well as India and Paki- 
stan, and then there are the realities on the ground, 
kept rigid by the power of the gun. These forces pull 
in different directions. But India is happier with the 
status quo than are the other main players, Pakistan 
and the Kashmiri people, and it is with India that a 
solution must start. 

The Kashmir problem is part of the aftermath of 
partition. The Hindu maharaja of Kashmir wanted 
independence, but hurriedly acceded to India in 
1948 after Pakistani tribesmen invaded his realm. 
The principle that Kashmiris be allowed to deter- 
mine their own future was established at the begin- 
ning. India’s first prime minister, Jawaharlal Nehru, 
struck a deal with the maharaja, but thought that 
his (mostly Muslim) subjects should be the the true 
masters of Kashmir. A 1948 un Security Council 
resolution, designed to end the first hostilities be- 








Why Kashmir 
remains at daggers 
drawn 
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of Pakistani forces, followed by a plebiscite allowing 
Kashmiris to choose between joining India or Paki- 
stan. It never happened. The state remains divided 
into zones of Indian, Pakistani and—because the 
Pakistanis let them have it and China occupied a 
chunk on its own—Chinese: control. Pakistan re- 


‘gards union with the rest of Kashmir as “the unfin- 


ished business of partition’. India, for its part, 
deems the state an integral part of its territory. Chi- 
na says it will talk about its slice once the other two 
have reached adeal: 
Missed opportunities 


India might have won a plebiscite had it not govern- 


ed Kashmir so badly. Nehru had an ally in Kash- 


mir’s most popular leader, Sheikh Muhammad Ab- 
dullah, who thought of himself as a Kashmiri first 
and a Muslim second, and preferred Indian secular- 
ism to Pakistani sectarianism. It was a rocky rela- 
tionship. Abdullah flirted with independence, and 
the central government never reconciled itself to the 
autonomy it had granted Kashmir. India’s best 
friend in the state was imprisoned twice for a total 
of 18 years between 1953 and 1975. He won Kash- 
mir’s first genuinely free election in 1977. Yet in 1984 
his son, Farooq, was dismissed as chief minister by 
Nehru’s daughter, Indira Gandhi. There followed a 
period of obtuse and thuggish rule by the central 
government, a flawed election in 1987 that gave a 
more obedient Farooq another spell in power, and 
the outbreak of violence two years later. 

It has been an ugly war that does none of the 
parties involved much credit. The 400,000 or so 
troops that India keeps in Kashmir have often 
shown the same brutality as their foes. So far, about 
24,000 people have died in the decade-long in- 
surgency, say the police, The militants say 60,000. 
Either way, more have been killed than in all three 
Indo-Pakistani wars put together. 

Pakistan insists on sorting out the mess by hold- 
ing the plebiscite as envisaged in the un resolutions. 
That would bring more self-determination than at 
present, but not much. Jammu & Kashmir’s pop- 
ulation of gm-10m is far from being all Muslim (see 
map). The Kashmir Valley has become almost all 
Muslim. Jammu has a Hindu majority and Ladakh 
a Buddhist one. It is a safe bet that in a plebiscite 





tween India and Pakistan, calls for the withdrawal- 





both would vote to remain with. India but be 


dragged into union with Pakistan by the overall 
Muslim majority. In that event the Kashmir prob- 


“Jem might well go on, with oppressor and oppressed 


swapping identities. 

More important, the uN-mandated plebiscite 
does not offer Kashmiris what most of them really 
want: azadi. A 1995 poll found that 72% of the Val- 
ley’s inhabitants wanted independence. Being 
mostly Muslims does not make them Pakistanis. 
Their separate identity is based on place, kinship 
and culture as much as on religion. 

In India’s view, Kashmiris would become loyal 
citizens again if only Pakistan would stop interfer- 


“ing. It sees the insurgency as a proxy war, which 


would end as soon as Pakistan stopped giving mil- 
itants money and weapons and letting them infil- 
trate Kashmir across the line of control. Most mil- 
itants, India claims, are foreign zealots imported 
from other holy wars, such as that in Afghanistan. It 
regards separatist political groups, two dozen of 
which are grouped under the All Parties Hurriyet 
Conference, as stooges of Pakistan. 

Pending a diplomatic solution, India thinks the 
war is going well. “We are happy,” says C.S Pokhar- 
ia, deputy inspector-general of the Border Security 
Force, which keeps order in Kashmir. Fewer mil- 
itants are infiltrating from Pakistan, and “the killing 
of militants during encounters is quite favourable.” 

Mr Pokharia has some grounds for smugness. 
After a period when militants ruled the roost in big 
towns like Srinagar and even ran a parallel adminis- 
tration, the government now has the upper hand. 
Militants have been pushed out of the towns and 
the bazaars bustle again, though there are still spo- 
radic shoot-outs even in the middle of Srinagar. The 
security forces are trying harder to target combat- 
ants and spare civilians. Elections in 1996, which 
were boycotted by the separatists, replaced direct 
rule from Delhi with a government headed by Fa- 
rooq Abdullah. 

Normality is relative. Srinagar still looks like a 
city dumped inside a maximum-security prison, 
with guns poking through piles of sandbags on 
nearly every corner. Tourism, Kashmir’s biggest in- 
dustry, is still way below its pre-insurrection peak. 
Without the money spent by soldiers and their fam- 
ilies, the economy would be flat on its back. And the 
war is far from over. The militants 
lie lower but strike harder, some- 
times at the security forces, some- 
times at innocents who happen to 
be Hindus. Casualties among secu- 
rity forces last year just fell short of 
the 1995 record. 

The security forces have be- 
come choosier, but no less brutal. 
Ravi Nair, head of the South Asian 
Human Rights Documentation 
Centre, says that captured foreign 
militants are summarily executed 
in faked “encounters”. Detainees 
are routinely tortured. Kashmir is 
still subject to laws that permit se- 





es 46.04 


curity forces to shoot suspects and 
destroy property. And when they 
abuse their powers, there is no re- 








ree: Census 1981, Gav of india. 


dress. Parveena Ahanger speaks for 
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| the parents of 300 missing children, including her 


| son, who disappeared in 1991 after the National Se- © 


curity Guard arrested him: “Not one person has 
been found, not one person has been punished.” 


| Why peace is hard todo 

Competing claims of sovereignty and self-determi- 
nation can never be resolved to everyone's satis- 
faction. Even modest ambitions, such asa lessening 
of violence, have been frustrated because every 
concession has been looked upon.as a surrender of 
principle. It is unlikely that the Indian and Pakistani 





Compromises offered by either country always fall 
short of the other side’s minimum demands. Thus 





nent border, and Pakistan is willing to talk about 
holding a plebiscite in Kashmir by region rather 
than for the whole state, which would allow the 
parts populated by Hindus and Buddhists to vote to 
remain with India. But the crunch issue for both 
| countries remains the disposition of the-Muslim- 
| dominated Kashmir Valley. i 

Mr Sharif is as close to being soft on Kashmir as 
| 

| 

} 


| 
| India might accept the line of control as the perma- 
| 


any Pakistani leader is likely to get. Looking over his 
shoulder are Islamic fundamentalists, who have al- 
ready branded his meeting with Mr Vajpayee a be- 
trayal of Kashmir; the armed forces, whose budgets 
depend on continued tension with India: and Inter- 
Services Intelligence, the part of the armed forces 
thought to be arming and training fighters both in 
Afghanistan and Kashmir. 

In India, there are two distinct schools of 
thought on Kashmir. The weightier one, to which 
Mr Vajpayee and probably his electoral rival, Sonia 
Gandhi, belong, argues that there can be no com- 
promise over the sovereignty of Indian-held Kash- 
mir. But there are others who see merit in giving 
Pakistan some say in the affairs of the Valley— 
though such creative solutions are unlikely to be 
tried for years to come. 

There need not be a grand settlement for things 
to improve in Kashmir, but two things will have to 
| happen: Pakistan will have to squeeze the supply of 
| violence and India will have to discourage the de- 

mand for it. If violence inside Kashmir goes down, 
India could reduce its security forces in the interior. 
l Will Pakistan rein in the rebels? It denies giving 
| them anything other than moral and diplomatic 
| support, and claims to have limited power to curb 
| them. It probably exaggerates its impotence. It has a 
| large army along the line of control, which it uses se- 
| lectively. The mujahideen of Lashkar-e-Taiba, one 
| of the main guerrilla groups, mill about their office 
| 
| 
f 
| 
| 
| 
| 
| 





in Lahore impressively armed in full view of the po- 





Sorry states 


T office of Muhammad Adeel, deputy speaker 
of the assembly of North West Frontier Prov- 
ince, one of Pakistan’s four provinces, is laid out like 
a small amphitheatre. Petitioners occupy the banks 
of chairs that encircle his desk. One wants admis- 
sion for his daughter to college. Another wants a 
permit to mill flour, someone else a visa to India. “It 
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| prime ministers bent their principles in Lahore. 
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lice. Mr Sharif is under intense pressure from the 
United States—which controls the flow of money to _ 
Pakistan’s bankrupt economy—to reduce tensions < 
with India. But he is also on the hit-list of one of the 
extremist Islamic groups, and may be reluctant to. : 
provoke such groups further. India’s behavi 
wards its Kashmiri citizens should not depend on — 
the number of terrorists infiltrating across the bor- 
der. Farooq Abdullah’s National Conference gor 
ernment in Kashmir, which had a flimsy mand; 
to begin with, has lost whatever popularity it had 
because of its clumsy administration and its failure. 

to fulfill its promise to win back some of Kashmir's 
autonomy. Moreover, Kashmiris feel t ing 
ruled not by a popularly elected government b 
policemen who behave more like an occupati 
force. Secessionist leaders, who repre nt an impor- 








































tact with the people they claim to represent. 

Mehbooba Mufti, a member of the state as- 
sembly from the Congress party, thinks the govern- 
ment should open an “unconditional dialogue” 
with militant groups and their political representa- 
tives. So far the separatists have held out for tripar- 
tite talks with India and Pakistan—‘“the only kind 
we will accept,” says Yaseen Malik, leader of the 
pro-independence Jammu & Kashmir Liberation 
Front. But Ms Mufti reckons that even hardened 
separatists would agree to talk to the government on 
its own. “Militant boys wanta- normal life—with 
honour, not with surrender,” says:Ms Mufti. She 
may be wrong. But if India is to prevail over the sep- 
aratists, it will have to persuade rather than simply 
punish them. | 





is a tragedy for our country,” says Mr Adeel when _ Both India’s and 

he manages to escape the throng. To get a telephone, Pakistan’s i 
a street light, even a hospital bed, “you have to have institutions are 

a recommendation.” And even then, sometimes, s 

enough cash to pay off the appropriate official. crying out for 





Wherever you find politicians in Pakistan and T 
India, you will find swarms of supplicants. Like the l 
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Poorest and most deprived 





queues outside Moscow shops in Soviet days, they 


attest to a cock-eyed relationship between citizens: 


and the state. The state hoards resources; to get at. 


them, citizens mustoften prove their merit with loy- 
alty or cash. But the problem is not always that the 
state is too strong, as it was in communist countries. 
In many spheres, the Indian and Pakistani states are 
too weak. This has often caused them to make a 
mess of jobs that communists did relatively well, 
suchas health and education. 

Although Pakistan and India have pursued dif- 
ferent economic policies, their social achievements 
are almost equally dismal. India cut itself off from 
the world economy for 40 of its 50 years of inde- 
pendence whereas Pakistan remained relatively 
open. Pakistan had constant balance-of-payments 
crises, whereas India was a raré suppliant at the 


heavy industry, developing huge 


stan has little industry worth men- 
tioning. Nonetheless its economy 
outgrew India’s until recently, and 
its Gop per head is a good 20% 
higher. 

No matter. Pakistan and India 
are clustered together at numbers 

» 438 and 139 respectively in the 
UNDP’s..174-country ranking of 
-human development, which takes 
into account such components of 
well-being as life expectancy, edu- 
cation and gender equality. Two 
years ago the Human Develop- 
ment Centre (now the Mahbub ul 
Haq Centre) in Islamabad de- 
scribed South Asia as the “poorest, 
the most illiterate, the most mal- 
nourished, the least gender-sensi- 
tive—indeed, the most deprived 
region in the world”. India and 
Pakistan account for the bulk of 
South Asia’s population. 

One mitigating factor is that 
deprivation is not evenly spread. 
Literacy and life expectancy in 
Kerala in southern India are near- 

ly as high as in developed countries, and its birth 
rate fell to replacement level ten years ago. Yet in Ut- 
tar Pradesh, India’s biggest state, the literacy rate for 
everybody over the age of seven was only 56% in 
1997, and in Bihar, the second most populous state, 
it was below 50%. It is also true that many forms of 
deprivation have diminished, even in the poorest 
regions. Illiteracy and infant mortality have fallen 
slowly but steadily in both India and Pakistan, 
whereas life expectancy has risen. The share of In- 
dia’s population living in poverty has dropped, 
from half in 1951 to about a third in 1995. Nonethe- 
less, rapid population growth has meant that the 
number of people living in misery has risen even as 
the proportion has been shrinking. Pakistan has a 
slightly lower poverty rate than India. 

In South Asia, income and development do not 
march in step. Pakistan is richer than India, yet its 
literacy rate is lower and its women are more de- 
prived. Among India’s richest big states, Punjab, 
Haryana and Maharashtra, only the last has a re- 





me: India- poured money. into 


steel.and refining industries. Paki- 





-spectable literacy rate (74%). Conversely, in Kerala, 


India’s star development pupil, income per head is 
below average. 


Not just money alone 


The combination of rapid growth and better in- 
frastructure, health and education has eluded both 
India and Pakistan largely because their institutions 
are weak, or obstructive, or both. The failings start 
with their priorities. Both governments spend too 
little on health and education: 5.1% of Gop in India, 
4.5% in Pakistan. The average for developing coun- 
tries is 5.6%. Both have allowed interest payments to 
consume an excessive share of public spending. 
Pakistan compounds the problem by lavishing re- 
sources on its military establishment, to the tune of 
4.9% of apr last year compared with India’s 2.6%. 
India splashes out on subsidies which supposedly 
benefit the poor but end up helping the well-off. In 
both countries tax revenues are below 15% of GDP 
and come largely from customs, which discourages 
imports, or from other indirect taxes. The rich are 
unsoaked: only about 1% of the population in either 
country file income-tax returns. 

A brief survey of the shelves of any bookshop 
one institution that gives good service in both coun- 
tries—will tell you what Pakistanis and Indians 
think of the state of their nations. Recent titles in- 
clude “Pakistan: the Economy of an Elitist State”, 
“Who Owns Pakistan?”, “The Corrupt Society” 
(about India), “Foul Play: Chronicles of Corruption 
1947-97” (ditto), and so on. In April a Pakistani 
court convicted the leader of the main opposition 
party, Benazir Bhutto, of corruption, at the behest 
of a government widely regarded as corrupt. In In- 
dia, the leaders of the biggest political parties in Bi- 
har and Tamil Nadu are both fighting corruption 
charges. The frequent coupling of crime and politics 
is evidence of a deeper malaise. “The political class 
has an extractive relationship with the society in 
which it lives,” says a diplomat in Islamabad. “Ev- 
erything else flows from it.” 

It would be too easy to ascribe economic failure 
to the ruling classes’ greed. The correlation between 
corruption and deprivation is imperfect. One aca- 
demic argues in a forthcoming book* that in India 
political greed has helped economic liberalisation. 
“Governing elites”, he writes, “were attracted by the 
potential of liberalisation to provide new sources of 
patronage to substitute for some of those forfeited 
by the shrinkage of the state’s regulatory role.” 

In both India and Pakistan, the decrepitude of 
the state sector has made room not just for mafias 
but also for vibrant private initiatives. In Karachi 
the bus system is run by single-vehicle entrepre- 
neurs, and many of the schools in its poorest neigh- 
bourhoods are run by non-government organisa- 
tions. In India, NGos run a host of public services, 
from toilets to farm irrigation. 

But where the state is left in charge, all too often 
its agents demand bribes in exchange for services, 
fail to deliver services to which taxpayers are entit- 
led, and conspire with the private sector to plunder 
public resources. At the simplest level, corruption 
acts like a tax, which often falls on those least able to 


*Democratic Politics and Economic Reform in India”, by Rob Jen- 
kins. Cambridge University Press, 1999 
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afford it. In one famine-plagued district of Orissa, 
families entitled to 10kg of subsidised grain end up 
getting 4kg after bureaucrats and middlemen have 
taken their cut. 

Greed combined with lack of accountability un- 
dermines essential public services such as educa- 
tion. In a recent surveyt of schooling in some of In- 
dia’s poorest and most populous states, researchers 
making unannounced visits to schools found hard- 
ly any teaching going on. They reckoned that, on av- 
erage, schoolchildren got one minute per day of in- 
dividual attention from a teacher. In Pakistan, 
teachers pay a tenth of their salaries to divisional 
education officers for the right not to teach, says Ha- 
mid Maker, director of a charity in Karachi called 
The Helpline Trust. The same recipe pits the roads, 
clogs the drains and generally chips away at the 
quality of life for most Indians and Pakistanis. 

Nor is that all it does. In Pakistan, outright cor- 
ruption has knocked the stuffing out of the econo- 
my. The bad loans that have crippled the country's 
banks are the “accumulation of 15-20 years of pa- 
tronage,” says a banker. Cotton spinning, which still 
accounts for more than half the country’s industry, 
has been wrecked by subsidies and scams. Until 
1993 cotton mills were permitted to buy raw materi- 
al at 20-40% below world market prices, which 
meant they could make money with little invest- 
ment and no management skill, and attract in- 
vestors. Now that subsidies and easy capital have 
stopped flowing, mills have closed in droves. Ram- 
pant tax evasion has pushed the government close 
to bankruptcy; theft of electricity has undermined 
the public-sector utility. Pakistan’s latest mr loan 
comes with conditions that would puta stop to such 
pillage, but will they stick longer than those at- 
tached to the loan’s 16 forerunners? 

By comparison, India looks virtuous. Unlike 
Pakistan, it had little strategic value to the West dur- 
ing the cold war, so it could not count on periodic 
bail-outs. Yet tax evasion and electricity theft hurt 
India’s public finances almost as much as they do 
Pakistan’s. In many anti-poverty programmes, “the 
non-poor go to the head of the line, the poor to the 
back,” according to a recent World Bank report. 

The state performs its most basic function—the 
protection of life and property--perhaps least well. 
Indians regard the police as corrupt, brutal, un- 
professional and politicised, says G.P, Joshi of the 
Commonwealth Human Rights Initiative. Four- 
fifths of the country’s prison inmates are awaiting 
trial rather than serving sentences, and the convic- 
tion rate has dropped steadily in the past 30 years 


'“Public Report on Basic Education in India”. Oxford University 
Press, 1999 


A capacity to scare 


ce ESTERN democracy will never work. We 

will have the kind of revolution Iran 
had... it will be a bloody revolution.” This is not the 
fulmination of some religious zealot but a gloomy 
prediction by a mild-mannered office worker in Ka- 
rachi. Wherever you go in Pakistan, you will hear 
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from around 60% to 40%. Well-off criminals are 
likely to enjoy freedom for years while their cases 
drag through the courts. Killings of less fortunate 
suspects in “encounters” are frequent in both India 
and Pakistan. “Police are paid hardly 2,000 rupees 
($38) a month,” notes Jameel Yusuf, head of the Ci- 
tizens-Police Liaison Committee in Karachi. But 
they do have automatic weapons “and the power to 
book you, which could lead you to the death cell.” 
That is why they take bribes, says Mr. Yusuf, and 
“why we have torture and extra-judicial killings”. 
So the ante-rooms of bureaucrats and politicians fill 
up with supplicants who cannot get. satisfaction 
from the state any other way. 


The politics of corruption 


Many of the politicians are as bent as the systems 
they should be straightening out. According to one 
study, 40 mes in India’s last parliament but one had 
criminal records. And the unindicted are not neces- 
sarily honest. “The two Marxist parties are the only 
ones with genuine party elections and practically no 
corruption,” says an Indian top civil servant. 

Pakistani politicians are equally self-serving; 
but despite these similarities, the political config- 
urations in the two countries are strikingly different. 
India’s outgoing parliament, the shortest-lived in its 
history, was a melange of nearly 40 parties plus in- 
dependents, with the largest party having just a 
third of the seats. In Pakistan the ruling party has a 
comfortable majority on its own. India has several 
regional barons, any one of whom can make or 
break a government. Pakistan has just two politic- 
ians with national clout, one of whom, Miss Bhutto, 
has now been barred from political life. Indians are 
enthusiastic voters, with an average election turn- 
out of around 60%. In Pakistan, at the last election 
only a third of the electorate went to the polls. India 
may bemoan the instability created by its riotous, 
fragmented political system; but it does look health- 
ier than Pakistan’s brittle monolith. 





that something drastic is about to happen: an Islam- 
ic revolution, a military coup, or the break-up of the 
country. Even in Washington, pc, the cartoonish 
spectre of mullahs with nukes is taken seriously. 
That is why, last November, the American govern- 
ment prodded the mr to lend Pakistan $1.6 billion 









































Is Pakistan living 
at the edge of 
disaster? 
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SA, 
| Miss Bhutto vanishes 


for its 17th bail-out. Pakistan used to live off its stra- 
tegic importance to the West; now it trades on its ca- 
pacity to scare. 

Few parts of the world seem more combustible. 
The government is broke, the police and courts have 
been discredited, the three smaller provinces are 
bridling under the domination of Punjab, Sunni 
and Shia extremists are murdering each other, and 
Pakistan is sponsoring holy wars in Afghanistan 
and Kashmir that some think will turn on Pakistan 
itself. In Nawaz Sharif, Pakistan has a prime minis- 
ter who flirts with the excesses of Pakistan’s past. 
Like his political mentor, General Zia ul Haq, who 
ruled Pakistan from 1977 to 1988, he is pushing 
Islamisation as the cure to the country’s ills. And 
just as Zia executed Zulfikar Ali Bhutto, a former 
prime minister, Mr Sharif has arranged to have 
Bhutto’s daughter, Benazir, put out of political ac- 
tion, depriving the country of its main opposition 
leader. 

Toa visitor, Pakistan does not look like a country 
on the verge of explosion. Its cities are cleaner than 
India’s, and its people appear more prosperous. 
Smuggling, and cash from their compatriots in the 
Middle East, keeps many Pakistanis fed and 
clothed. Karachi, the famously violent capital of 
Sindh, has calmed down since November, when Mr 
Sharif imposed direct central rule on the province. 

Ijaz Gilani of Gallup Pakistan, a polling firm, 
says Pakistanis are indeed disgruntled, more with 
lawlessness than with the economy. But, he says, 
“there is no feeling of despair to the extent you hear 
it amongst the select elite.” Most people still regard 
elections as the best way to remove a failing govern- 
ment. Voters are looking for leaders who can pro- 
vide competent administration, employment, de- 
cent schooling and reliable courts. “That is not the 
image religious-party candidates have,” says Mr Gi- 
lani. In elections, religious parties in total consistent- 
ly win less than 15% of the vote. 

Pakistan is not Afghanistan, where 20 years of 
war so enfeebled the state that an extremist religious 
faction such as the Taliban could march into power 
largely unopposed. But Pakistan's state is far from 
healthy, and “Talibanisation” is far from being the 
only threat. 

If its borders were inscribed by ethnicity or lan- 
guage rather than religion, Pakistan might be six na- 
tions instead of one. Baluch tribesmen are the main 
inhabitants of Baluchistan; Pathans dominate 



































North West Frontier Province (Nwep). Rural Sindh 
is populated mainly by Sindhis, but the big cities 
have been settled largely by mohajirs, Urdu-speak- 
ing Muslims who migrated from India. Punjab con- 
tains two main groups: most people speak Punjabi, 
some Seraiki. 

There has been strife among the smaller nations, 
but the most serious rift is between Punjab and the 
three smaller provinces. With 56% of Pakistan’s 
population, Punjab dominates the country in more 
ways than one. Punjabis control the central bureau- 
cracy and are over-represented in those of other 
provinces. Most of the provinces’ money comes 
from centrally collected taxes, distributed according 
to population. That gives Punjab the lion’s share, 
even though Sindh produces two-thirds of the reve- 
nue, thanks largely to Karachi’s port, banks and 
multinationals. 

Mr Sharif has sharpened the resentment caused 
by these inequalities. He broke the unwritten rule 
that a Punjabi prime minister should be partnered 
by a non-Punjabi president. He enraged Pathans by 
deciding to build a dam they fear will flood much of 
nwep. Erstwhile allies, like nwrr’s Awami National 
Party, have pulled out of Mr Sharif’s coalition. Last 
year, nationalist parties formed the People of the 
Oppressed Nations Movement. 

The oppressed nations do not want to leave 
Pakistan, but they would like to see a drastic over- 
haul. Muhammad Adeel, deputy speaker of NwFP’s 
assembly and a member of the Awami National 
Party, would leave only four powers with the feder- 
al government: foreign affairs, defence, internation- 
al communications and the currency. That might be 
too much decentralisation for any government. 

Mr Sharif has shown his softer side to the reli- 
gious fundamentalists, of whom there are many dif- 
ferent kinds. What they have in common are politi- 
cal agendas that do not square with ordinary 
notions of democracy. Mr Sharif’s strategy of co- 
opting some Islamists while cracking down on oth- 
ers is a perilous one, especially when dealing with 
armed groups. There are two sorts of these. The first 
might be called “jihadist”, Pakistan-linked militias 
that fight alongside the Taliban in Afghanistan, or 
against India in Kashmir. Pakistan began its patron- 
age of such groups with the enthusiastic backing of 
the United States in 1979, after the Soviet Union in- 
vaded Afghanistan. The second, “sectarian”, sort 
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concentrate on Pakistan itself. They have made the 
most noise in central Punjab, where terrorist groups 
presenting themselves as defenders of the Sunni 
and Shia variants of Islam have committed ghastly 
atrocities against members of the rival community. 
The government is fighting sectarian groups 
while it succours jihadist ones, but can the two 
kinds be kept apart? Mujahideen returning from 
Afghanistan and Kashmir know little beyond an in- 
tolerant form of Islam and the use of a gun. “They 
fall into the hands of people who say, “Why just kill 
non-believers in Afghanistan?’ ” says one official. 
So far, radical Islam has failed to attract wide- 
spread support, but there are pockets of the country 
where fundamentalists make the law. Members of 
Jamiat-ul-Ulema-e-Islam, a party that is part of Ba- 
luchistan’s government, recently shut down video 
shops in Quetta, the state's capital. Along the Af- 
ghan-Pakistani border in nwrp, controlled by Path- 
an tribal leaders rather than the government, dis- 
putes are settled and crimes punished according toa 


rough form of justice that combines sharia Islamic. 


law and the tribal code. In cases of rape, the tribal 
code says the death penalty can be imposed on both 
rapist and victim. “The imam in the villages says the 
same things as the Taliban,” points out Rahimullah 
Yusufzai, Peshawar bureau chief of the News, an 
English-language newspaper, and himself a Pathan 
tribesman. That does not mean that the villagers 
embrace the Taliban’s political creed. But Mr Yusuf- 
zai gives warning that: “If alienation with the sys- 
tem of justice continues, that would accelerate the 
Talibanisation of Pakistan.” 

Would the army, which has so often decided 
Pakistan’s fate, go the same way? The United States 
is worried enough about fundamentalism in the ar- 
my to be considering resumption of a training pro- 
gramme suspended after the nuclear tests. Stephen 
Cohen, an analyst of the Pakistani army, thinks 
such fears are overblown. “Most generals and colo- 
nels reflect Pakistani society,”, he says. “They want 
to be liked by the West, they want Pakistan to be Is- 
lamic and they are afraid of Taliban elements.” 


The law is what I say it is 
Mr Sharif realises that establishing the rule of law is 
the reform that would give force and meaning to all 
others. He seemed well-placed to achieve this, be- 
coming prime minister for the third time in Febru- 
ary 1997 with what looked like an overwhelming 
mandate. His Pakistan Muslim League won two- 
thirds of the seats in the lower house of parliament 
(see chart 5), albeit on a low turnout. With his de- 
feated foe, Benazir Bhutto, tainted by charges of 
corruption, Mr Sharif promised to make ehtesab— 
accountability—the hallmark of his administration. 
Instead, he has made himself perhaps the most 
powerful civilian prime minister in Pakistan’s his- 
tory. Dissent within his party is suppressed. He 
weakened the presidency with a constitutional 
amendment, saw to it that a crony got the job, and 
ousted a recalcitrant chief justice of the Supreme 
Court. Reversing the traditional balance of power 
between the military and civilian government, Mr 
Sharif has seen off an army chief, Jehangir Karamat. 
Mr Sharif has now pressed the army into mundane 
service. It runs the main public utility company, 
and was briefly in charge of summary anti-terrorist 
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courts in Karachi, until the Supreme Court insisted 
they be turned over to civilians. And recently his 
government has embarked on a campaign of ha- 
rassment and intimidation against those members 
of the press who question his misuse of power. 

Taming the army is not a bad idea, nor is clip- 
ping the wings of an over-powerful president. But 
Mr Sharif seems to have no notion what to put in 
their place. And the Ehtesab Bureau he set up to root 
out corruption in government is a mere appendage 
of the prime minister’s office. The bureau’s energies 
have been largely consumed by the pursuit of Miss 
Bhutto and her husband for corruption. Miss Bhut- 
to may have deserved her conviction, and anyway 
is NO paragon of democratic virtue. But she was the 
only political leader in Pakistan who could have un- 
seated Mr Sharif in an election. While she is side- 
lined, it is hard to see how normal demacratic poli- 
tics can resume. 

Mr Sharif’s other big idea is to install sharia as 
the supreme authority in Pakistan, upsetting the 
balance between fundamental rights and Islamic 
values. This looks like a clever way to co-opt the 
fundamentalists, the only group bar the army that 
might bring his government down, 
while giving voters the swift, sure 
judicial procedures they crave. But 
sharia in the form Mr Sharif has 
proposed would be a disaster; The 
intended constitutional “amend- 
ment would give the government 
the power to “prescribe what is 
good and to forbid what is wrong”, 
which on some readings would 
give Mr Sharif absolute power. 

It would also further skew a constitution and a 
legal system that already discriminate against wom- 


en and minority groups. The constitution deems 


Pakistan an Islamic republic and endows it with a 
Council for Islamic Ideology and a sharia court to 
ensure that laws pass religious. muster, But the re- 
sulting legal practices disadvantage women and 
non-Muslims, In trials for first-degree murder, for 
example, a woman’s evidence is deemed insuffi- 
cient as a basis for handing out the maximum sen- 
tence. Reserved seats in parliament for Hindus and 
Christians, a measure meant to protect them, in fact 
cut off these minorities from the political main- 
stream. 

There is enough life left in Pakistan's institutions 
to slow Mr Sharif down. The upper house of Parlia- 
ment has so far refused to pass the sharia bill, The 
Supreme Court struck a blow for judicial independ- 
ence by disbanding the military courts in Karachi, 
though the new anti-terrorist courts to take their 
place will not be much less draconian. 

Mr Sharif is probably congratulating himself. In 
his two years in office Pakistan has dodged bank- 
ruptcy with the help of the mr, proclaimed its mil- 
itary prowess while opening peace talks with its 
main enemy, shown that ex-prime ministers are not 
above the law, kept the army out of politics and 
brought down crime in Karachi. Such achieve- 
ments, by another leader in another place, would be 
worth celebrating, But Pakistanis have seen before 
what happens when their leaders confuse muscular 
government with good government. 
‘romney a ~ 
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Creative chaos 


India’s democracy 
is a work in 


progress 































“T HE world’s largest democracy”: India’s boast 
has many subtexts. You are meant to under- 
stand that India is not just big (which makes it im- 
portant) and democratic (which makes it better 
than, say, China), but also that there is a tension be- 
tween the two characteristics. India’s diversity and 
size sometimes make it difficult to enact reforms or 
to be totally fastidious about human rights. The ap- 
pellation is partly a plea for understanding. 

As an accolade, it is largely deserved. India is in- 
deed vibrantly democratic, and democracy is one of 
the few things that command the universal rever- 
ence of a diverse people. Voters eagerly exercise their 
rights: a study by the Election Commission found 
that in the past 11 parliaments an Mp had on average 
only a 25% chance of being re-elected to the lower 
house. According to Yogendra Yadav, a political sci- 
entist at the Centre for the Study of Developing So- 
cieties in Delhi, India experienced a “second demo- 
cratic upsurge” in the 1990s, with a sharp increase 
in voting and other forms of political participation 
by dalits (formerly untouchables) and members of 
tribes and other economically and socially deprived 
groups. India may be the only country in the world, 
says Mr Yadav, where the lower down the social 
scale people are, the more likely they are to vote. 

This makes India the world’s largest paradox: a 
land of appalling poverty and stunning social in- 














equality, despite the assertiveness of the downtrod- 
den, Some 300m people still live below a meanly de- 
fined poverty line. According to a recent report by 
Human Rights Watch, based in New York, violence 
against India’s 160m former untouchables (a status 
formally abolished by the constitution in 1950) is 
rising, Indians sometimes wonder whether democ- 
racy has denied them the relative well-being and 
equality that China enjoys. All the same, there are 
reasons to hope that Indian democracy is beginning 
to find ways of curing its own defects. 

Few would deny that Indians have a talent for 
political revolution. They showed it when Nehru 
and Gandhi demolished the British Raj, and again 
after independence, when lower-caste leaders de- 
manded access for their constituents to government 
jobs and education. But they have shown no equiv- 
alent flair for social or economic revolution. This is 
not to deny that for most of them living conditions 
have improved dramatically since independence, 
thanks to higher agricultural productivity and bet- 
ter health care. The disappointment is that India has 
done so much less well than it might have done. 

Once elected, politicians join what amounts toa 
political caste, consumed with intrigues and minu- 
tiae of no interest to the voters. Detachment is en- 
couraged by ideologies that at best address only one 
dimension of a citizen's well-being. Thus the Com- 
munists of Kerala are good at promoting literacy but 
bad at encouraging growth. The Bharatiya Janata 
Party, ousted from government in April, is good at 
instilling pride in India’s Hindus, but bad at making 
Muslims and other members of minority groups 
feel like fully fledged Indians. Caste-based parties 
do wonders for the self-esteem of lower castes, but 
little for their living conditions. Laloo Prasad Yadav, 
the popular former chief minister of Bihar, was 
once accosted by a constituent who complained 
about the quality of roads in the state. His retort 
was, roughly: “You elected me to build roads? | 
thought it was to give you dignity.” As India has be- 
come more democratic, it has become more chaotic. 
The erosion of the Congress party’s monopoly of 
power, which began in 1967, opened the door to a 
host of regional parties. Most ideological and caste- 
based parties are also, in effect, regional parties. In- 
deed, there are only two truly national parties: Con- 
gress, which has not won a majority in parliament 
in 15 years, and the Hindu-nationalist BJP, which 
has never had one. The chances are that whichever 
of these comes out on top in the election due in the 
autumn will still have to scrabble around for coali- 
tion partners among the minnows. 

The government that collapsed on April 17th, an 
18-party fricassee, had been the fifth since 1996. 
During its 13 months in office barely a day went by 
when one of its constituent parties did not hold it to 
ransom. Some people hope for a two-party system, 
or at least a two-block system, and see signs of it in 
the decline of a “third force” that had opposed both 
national parties but has constituents that are now 
gravitating towards Congress. The clash between 
Congress’s secularism and the gyr's emphasis on the 
Hindu way of life (Hindutva) is titanic enough, 
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| they believe, to become the principle around which 
politics is organised. But there are complications. 
| Several states have their own two-party systems in 
| which at least one of the main players is not one of 
the two national parties. 

It is easy to overlook what India has gained from 
democratic profusion. For one thing, small parties 
have had a tempering effect. The syp’s coalition 
partners curbed the party’s nationalist agenda, in- 
sisting that it drop ideas such as the withdrawal of 
Kashmir’s constitutional right to autonomy and the 
introduction of a uniform civil code, which would 
| have denied Muslims their personal law. 
| Caste-conscious politics began in southern In- 
| dia, which in the 1950s expanded reservations in 
| 
| 
| 





government jobs from the lowest (“scheduled”) 
castes to intermediate (“other backward”) castes, 
States such as Karnataka and Kerala now reserve 
more than half their government jobs for members 
of lower castes. Reservations have created the core 
of the lower-caste middle class, opening avenues 
| that would have been closed by religious and social 
| stigma. “Other backward castes” got reservations 
| for central-government jobs only in 1990. If the 
| south’s relative prosperity and better governance 
are linked to the early assertiveness of its lower 
castes, there may yet be hope for Mr Yadav’s constit- 
| uents in Bihar. 
| With the rise of regional parties able to dictate 
| terms to the centre, power has shifted from Delhi to 
the states, Thanks also to liberalisation, they now 
compete for investment and negotiate directly with 
lenders such as the World Bank. India is nota feder- 
ation, but unlike Pakistan it has used federalism in 
the past to contain regional yearnings. Yet federal- 
ism can go too far. A battle is looming in 2001 when 
| the allocation of seats by state in the lower house of 
| parliament, which has been frozen for more than 
| 20 years, is due to be revised to reflect shifts in pop- 
| ulation. States that have done a good job controlling 
| their population, such as Tamil Nadu and Punjab, 
| are already arguing that they should not be penal- 
| ised for their good performance. If their argument 
| succeeds, it could lead to one of India’s worst consti- 
| tutional crises since language riots forced the re- 
| drawing of state boundaries 43 years ago. India 
l 
| 
| 
| 
| 





might gradually begin to resemble a confederation, 
something very different from the dreams of its 
founding fathers, 


Try the parish pump 

After a half century of democracy, the gears of poli- 
tics may at last be meshing with the concerns of or- 
dinary people. There is something of a fad among 
| States for panchayati raj, rule by elected village 
| bodies. Amendments to the constitution in 1992 re- 
quired states to hold their first panchayat elections, 
but gave states considerable discretion over how 
much power to devolve to panchayats and the oth- 
| er two tiers of local government. Plenty of states, 
| jealous of their powers, have starved the pan- 
chayats of money and power. But a few have been 
willing to give them a try. 

West Bengal, for example, is using panchayati 
raj to reform an education system that had been 
compromised by the ruling Communist Party's 
penchant for appointing party hacks as teachers 
and leaving them in the jobs for life. The state is es- 
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tablishing new types of primary schools supervised 
by management committees on which parents hold 
three-quarters of the seats. Teachers are now ap- 
pointed on renewable one-year contracts. The West 
Bengal government also turned the management of 
tube wells for irrigation over to their users. 
Panchayati raj speeds up social change as well, 
since under the constitution elected bodies must re- 
serve a third of their seats for women and a portion 
for scheduled castes. Even where states are reluctant 
to cede much power to the panchayats, the reserva- 
tions bring new blood into politics. Kripa Ananth- 
pur, an academic who has produced a series of ra- 
dio programmes to popularise panchayati raj in 
Karnataka, tells of several devadasis—women 
bound to a form of religious prostitution--who be- 
came members of their village assemblies and “felt 
recognised as human for the first time”. 
Chandrababu Naidu, the visionary chief minis- 
ter of Andhra Pradesh, is trying to make govern- 
ment more transparent and responsive by making it 
electronic. He has automated the recording and is- 


sue of property titles, cutting down waiting times . 


from days to minutes and eliminating middlemen 


who funnelled bribes from citizens to bureaucrats, . 


With the help of McKinsey, a consultancy, Mr Nai- 
du has produced a report called Vision 2020 thatof- 
fers an inspiring picture of what Andhra Pradesh 
might be like in two decades: a state free from pov- 
erty and illiteracy, a government made responsive 
and efficient by high technology, a business envi- 
ronment that beguiles investors. 

Digvijay Singh, his counterpart in Madhya Pra- 
desh, is more interested in grass roots than fibre op- 
tics. He is devolving power to villages and hasset up 
an innovative education guarantee scheme, which 
promises a school within three months to every 
community with 40 potential students that de- 
mands one. During the first 18 months of the 
scheme, nearly 20,000 new schools were created. 
Mr Singh’s re-election last November shows other 
politicians that devolving power may be a good way 
to retain it. 

These experiments are still too new to judge. Mr 
Naidu in particular has his critics. His high-tech 
passions, they say, leave the countryside cold, and 
he may not win re-election later this year, Yet Mr 
Naidu is making a point which India desperately 


needs to take note of: that there is no conflict be-' 
tween efficiency and social justice, and that en- 


terprise need not be the enemy of equality. The sort 
of revolution Mr Naidu is aiming forin Andhra Pra- 
desh—a managerial, not an ideological one—~is ex- 
actly what India needs. 
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Bee isan unfinished quality to the work be- 
gun at partition and independence. India’s con- 
stitution is full of clues to irresolution. It proposes a 
uniform civil code for all citizens, yet Muslims and 
Christians are governed by their own personal law; 
it sets a deadline for ending caste reservations in 
parliaments, but the date keeps shifting; it says Eng- 
lish will wither away.as an official language, but its 
use persists. Pakistan sees itself as an Islamic repub- 
lic ‘but is not sure how much authority religion 
should carry, and whether it should subsume eth- 
nic and regional identities. With no colonist around, 
Pakistan and India have accused each other of 
thwarting national oneness. 

The political drama in both countries turns 
largely on ideologies that would banish ambiguity: 
Nawaz Sharif’s attempt to fix Pakistan’s character 
through sharia, and the pyr’s championship of 
Hindutva, which suggests that the Hindu way of 
life is India’s defining characteristic. To their promo- 
ters, these ideas continue the process of self-deter- 
mination that began when India and Pakistan 
chucked out the British in 1947. Those sovereignty- 
boosting bombs added an extra flourish. 

But to many Indians and Pakistanis, other is- 
sues of self-determination matter far more. The in- 
surgents of Assam and Nagaland in India’s north- 
east shout that message with their rifles, but you can 
hear it, too, in the grumbling of Sindhis and Ba- 
luchis in Pakistan or in the self-assertion of India’s 
dalits. Jean Dréze and Amartya Sen, in a book 
about Indian development, call poverty “ultimately 
a matter of ‘capability deprivation’ ”, a variation on 
the problem of self- determination. 

It is sometimes argued that the fate of the 1.1 bil- 
lion people of India and Pakistan hinges on whether 
the 10m of them who happen to live in Kashmir get 
self-determination. This survey has argued that, 
rather, it is the failure of both countries’ institutions 
to protect the vulnerable, to represent the aggrieved, 
to give opportunity to the ambitious that denies 
self-determination to so many. Even more than rel- 














The signatures that started it 


atively homogeneous countries, polities as diverse 
as India and Pakistan need a liberal institutional 
framework to protect rights and promote choice. 

Normality in civil and political life could bring a 
missing element of ordinariness to the two coun- 
tries’ relations in other spheres as well. Since 1985, 
the seven nations of South Asia have been part of 
the South Asian Association of Regional Co-oper- 
ation (SAARC), a relative newcomer among regional 
groupings which has proved a slow starter. Despite 
a preferential trade arrangement for the region, 
trade among the seven accounts for less than 4% of 
their total trade. Evaluating the record of sAaRc in 
July last year, a group of experts noted tartly that the 
grouping’s food-security reserve had not been used 
to alleviate shortages, and that conventions on ter- 
rorism and drug trafficking “have had no impact”. 

Turning propinquity into partnership is never 
as easy as it should be. For saarc, it has been made 
more difficult by the frostiness between India and 
Pakistan. Pakistan, in violation of World Trade Or- 
ganisation rules, has failed to extend most-fa- 
voured-nation trading status to India, though it is 
said to be reconsidering. As a result, India’s official 
trade with Pakistan is a fifth of its trade with Ban- 
gladesh, a considerably smaller economy. In frus- 
tration, India has struck bargains outside the sAARC 
framework: a free-trade agreement with Sri Lanka 
has been signed and one with Bangladesh is in the 
works. 


If only 


The opportunity for Pakistan to trade more with In- 
dia is certainly there. For example, politics permit- 
ting, Pakistan could generate or transport much of 
India’s energy. One big project, a proposed pipeline 
bringing natural gas from Turkmenistan to India, 
through Afghanistan and Pakistan, has been put on 
hold because of Afghanistan’s war. But another, a 
$2 billion plan to bring gas from Iran to India across 
Pakistan, looks likely to go ahead. Visionaries talk of 
a South Asian Economic Union. 

If South Asia is indeed headed for integration 
along European Union lines, it would be unwise to 
force the pace. Pakistan suspects that India would 
use commerce as a way to undermine its fidelity to 
Kashmir. Behind that lies the fear that India wants 
to absorb Pakistan into an India-dominated South 
Asian union. 

Mr Vajpayee tried to reassure Pakistan symbol- 
ically at the Minar-e-Pakistan in Lahore, the spot 
where Jinnah proclaimed an independent Pakistan; 
but a senior party official still talks of “confeder- 
ation” with Pakistan. Yet Pakistanis are not Indians 
who happen to go to mosques on Fridays. They look 
as much towards Central Asia and the Middle East 
as to South Asia, all the more so since Bangladesh 
broke away. They have no interest in “confeder- 
ation”. At best, some day the two countries may 
achieve the same degree of concord as two other nu- 
clear powers once ruled by a single sovereign that 
have fought wars in the past but now regard each 
other with amused disdain: France and Britain. 

ii wll 
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Wheelchairs in 





Whitehall 


a. 


Spending on benefits for the sick and disabled has quadrupled in 20 years. But 
radically reforming the system may prove beyond the Blair government 


NDER Tony Blair, backbench Labour 

MPs have become notorious for their 
docile loyalty. Ever ready with a sycophan- 
tic question for the prime minister, nervous- 
ly checking their pagers for fresh instruc- 
tions from the leadership, New Labour mps 
seem incapable of rebellion. 

Except on welfare. On May 2oth, as The 
Economist went to press, the government 
was facing its biggest ever backbench rebel- 
lion. Asmany as 60 Labour mrs were expect- 
ed to vote against government proposals to 
reform disability benefits. The only time the 
government has faced a similar revolt was 
early in its term—when 47 backbenchers 
opposed proposals to cut benefits for single 
mothers. New Labour mrs may be able to 
swallow cuts in income tax but slicing wel- 
fare benefits is apparently a bridge too far. 

Itis, of course, a fine thing to have princi- 
ples. It is just a shame that, in this case, they 
seem to be so misplaced. Virtually everyone 
agrees that genuinely disabled people de- 
serve taxpayers’ help. But the growth in the 
numbers of people registered as sick or dis- 
abled defies belief in a society which is gen- 
erally getting wealthier and healthier. Some 
2.9m people of working age—8% of the po- 


THE ECONOMIST MAY 22ND 1999 


tential work-force—now get benefits for 
sickness and disability. Spending on sick 
and disabled people has quadrupled in 20 
years to around £25 billion ($40 billion) a 
year. Over the past four years, as the unem- 
ployment rolls have shrunk, the number of 
people claiming some sort of disability bene- 
fit has continued to rise (see chart on next 
page). More than 40% of working-age bene- 
fit recipients claim for illness or disability. 
Plenty of people smell a rat. But the poli- 
tics of reform are hyper-sensitive. Under the 
Conservatives, it became so easy to qualify 
for Invalidity Benefit that there were cases of 
javelin-throwers and mountain-walkers 
claiming. But Tory attempts to reform this 
benefit were portrayed as heartless. Staff at 
Richmond House, the social-security de- 
partment’s headquarters, had to thread 
their way to work through a picket-line of 
protesting wheelchair users. Ministers were 
forced to water down the test for Incapacity 
Benefit, which replaced Invalidity Benefit. 
Reforms of other disability benefits were 
placed on hold. And even a major extension 
of disabled people's rights in the Disability 
Discrimination Act failed to shake the Tories’ 
reputation as hard-hearted scrooges. 





The Labour government started with an 
advantage and a handicap. On the plus side, 
Labour had earned the goodwill of many 
disability groups by championing their 
cause in opposition to the Tories. But in do- 
ing so, Labour had also raised expectations. 
Tony Blair had repeatedly stressed his wish 
to cut the £100 billion social-security budget 
in order to pay for health and education. But 
he had not prepared disability groups to 
think that the axe would fall on them. 

So in office, Labour has been forced 
gradually to dilute its plans. When rumours 
of reform first surfaced in the autumn of 
1997, the Disability Benefits Consortium, a 
group of charities, protested directly to the 
prime minister. This did not prevent minis- 
ters continuing to mull over significant 
changes in benefit rates and entitlement 
conditions through the following spring. But 
fear of revolts led to much more limited 
changes in the consultation paper on dis- 
ability reform published last October. 

Instead of trying directly to confine dis- 
ability benefits to the genuinely disabled, the 
government is now trying a more oblique 
approach. The old slogan about cutting the 
bills of social and economic failure has been 
replaced by a new one: “work for those who 
can, security for those who cannot.” Hugh 
Bayley, a social-security minister, estimates 
that over 1m people on disability benefits 
would like to work. So the government plans 
toadvise disabled people who want to work, 
is encouraging employers to take them on, 
and is piloting changes to the benefit rules to 
help disabled people take jobs. 

Much of this is laudable. But itis all car- 
rot, nostick. “Disabled” people will in future 
be interviewed about work, but will be un- 
der no obligation to do any even if they are 
capable of it. And the government tacitly ad- 
mits that some undeserving claimants will 
continue to receive benefits. Incapacity Ben- 
efit, for example, is meant to be paid only to 
people incapable of work. But the govern- 
mentis proposing to allow claimants to keep 
£15 a week of earnings on top of their benefit, 
acknowledging that many claimants are ca- 
pable of some work. This contrasts with the 
increasingly tough line the government is 
taking with unemployed people not on dis- 
ability benefits. On May 19th, David Blun- 
kett, the employment secretary, announced 
that young unemployed people who persist- 
ently refuse jobs will in future lose benefits 
for six months. No such sanction will apply 
to people claiming disability benefits. 

But if the government’s reforms are so 
timid, why have Labour backbenchers 
kicked up such a fuss? In part, because some 
think that a Labour government should be 


65 














-BRITAIN 














aiming to spend more, not less, on disabled 
people. Two particular measures have 
drawn their fire. The government wants to 
restrict Incapacity Benefit to people who 
have paid national-insurance contribu- 
tions—a payroll tax—in the two years before 
making their claim. And it plans to taper off 
Incapacity Benefit payments to people with 
early-retirement pensions of over £50 a 
week. Backbenchers claim these two mea- 
sures will mean £750m less for the disabled. 
Nonsense, retorts the government. The 
changes will not apply to existing claimants, 
and the savings, particularly in the early 
years, will be small. Indeed, claims Mr Bay- 
ley, taking account of new disability spend- 
ing on younger or poorer disabled people, 
there will be no net reduction in spending on 


Trial by jury 


An irritation 








disability for the foreseeable future. 

In fact, the specific cuts look like a pretext 
for the revolt rather than its cause. lan Bruce, 
the co-chair of the Disability Benefits Con- 
sortium, says that the government could 
have avoided the revolt by offering token 
concessions two or three weeks ago. But the 
disability lobby is annoyed at being under 
valued and misrepresented by the govern- 
ment. After the government’s general wel- 
fare strategy was published, it set up a Dis- 
ability Benefits Forum to give disability 
charities the chance to put their case to gov- 
ernment ministers. But Mr Bruce claims that 
the government in some cases refused even 
to consider evidence put to it by forum 
members, and that the responses of over 300 
disability groups to a government consulta- 
tion paper were ignored. 

Worse, Mr Bruce says that government 
ministers used the existence of the forum to 
argue, wrongly, that disability charities sup- 
ported their proposed reforms. In frustra- 
tion, on May 11th, a group of disability char- 
ities walked out of the forum. This week’s 
parliamentary revolt was a chance for the 
disability lobby todisplay its formidable po- 
litical power, and to bludgeon the govern- 
ment into treating it with more respect. Ex- 
pect more wheelchairs in Whitehall. 

e 





The government is abolishing an ancient English liberty. Oh well, it might 


save some cash 


HE late Lord Devlin, a Law Lord and 

distinguished legal thinker, once argued 
that ifa tyrant took over England, one of his 
first acts would be to diminish trial by jury 
“for no tyrant could afford to leave a sub- 
ject’s freedom in the hands of twelve of his 
countrymen.” England’s attachment to jury 
trial, he claimed, is “the lamp that shows 
that freedom lives”. If Jack Straw, the home 
secretary, gets his way, that lamp will shine 
less brightly in the future. 

In a speech to the Police Federation on 
May 19th, Mr Straw announced plans to 
eliminate the right of defendants to choose a 
jury trial in cases that deal with a host of 
middle-ranking crimes such as theft, inde- 
cency, or possession of an offensive weapon 
or soft drugs. Currently, these can be tried ei- 
ther in a magistrates’ court or in a Crown 
Court before a jury. Magistrates can send a 
case to the Crown Court if they feel their sen- 
tencing powers are not great enough—they 
can only impose six months imprisonment 
or a £5,000 ($8,000) fine—or if the case is 
complicated or serious. But defendants can 
also demand a jury trial in the Crown Court 
in such cases, even if the magistrate dis- 
agrees. Some 18,500 defendants did so last 
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year. Although the number who exercise 
this right has been falling for years, Mr Straw 
now wants to eliminate it, reserving jury 
trials only for the most serious offences such 
as murder, rape or robbery. 

Mr Straw’s stated aims are to save mon- 
ey, and to reduce the “irritation” to police of- 
ficers, victims and witnesses caused by de- 
fendants who demand a jury trial “for no 
good reason other than to delay proceed- 
ings”. All but 10% of those who chose a jury 
trial last year changed their plea to guilty 
before the end of the case, he 
points out. Eliminat- 


ing the right toa jury trial in these sorts of 
cases should save a lot of bother, and about 
£70m annually. 

As shadow home secretary, Mr Straw 
lambasted similar proposals backed by his 
Tory predecessor, Michael Howard, as “un- 
fair, short-sighted and likely to prove inef- 
fective.” He has changed his mind, he ad- 
mits. What distinguishes his plans from 
those of the Conservatives, he says, is a pro- 
vision which will also give defendants a right 
to an immediate appeal to a Crown Court 
judge when they dispute the magistrate’s re- 
fusal to send the case along for a jury trial. 
No other country allows defendants a right 
to a jury trial for such middle-ranking of- 
fences, he claims. In Scotland. prosecutors, 
rather than judges or defendants, decide 
whether defendants will get a jury trial. In 
1993 the Royal Commission on Criminal 
Justice recommended ending defendants’ 
rights to elect for a jury trial in less serious 
cases, as did the Narey Review into delays in 
the criminal justice system in 1997. 

All these previous attempts to limit jury 
trials foundered in the face of a storm of crit- 
icism from the legal profession.and civil lib- 
erties groups. Mr Straw’s proposals, too, are 
being roundly criticised by them. For once, 
they may have the public on their side. The 
English attachment to jury trials is deep, 
long-standing and a matter of national 
pride, as Mr Straw seemed to recognise by 
arguing that, contrary to popular opinion, 
the right to a jury trial does not go back to the 
Magna Carta. Even the law-and-order Dat- 
ly Mail opposed the move, criticising Mr 
Straw for “stripping away the most treasur- 
ed right of all, essentially tosave money.” 

Critics charge that Mr Straw’s plans 
could result in two-tier justice, with magis- 
trates granting middle-class defendants jury 
trials in the Crown Court supposedly be- 
cause they have a reputa- — 
tion to lose from being 
convicted even fora 4 
minor offence, 4 
while denying j 
jury sill 
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trials to the local washerwoman or those 
with a previous conviction. Blacks could be 
especially hard hit. Many donot trust magis- 
trates, most of whom are white and well-off, 
and prefer to take their chances with a jury. 
This is also a rational move for many de- 
fendants, black or white. About 40% of 
those tried before a jury in the Crown Court 
are acquitted, compared with 25% in magis- 
trates’ courts. Many defendants learn the 
precise nature of the charges and evidence 
against them, points out Roger Ede of the 
Law Society, only after they choose a jury 
trial. And many subsequently plead guilty 
after charges are reduced, which is why so 
many do not goon tocontest the case. 

John Wadham, director of Liberty a civ- 
il-liberties group, dismisses Mr Straw’s safe- 
guard of an appeal to a Crown Court judge 
as “peculiar”. How many judges will wantto 
accede to a defendant's claims that he may 
not get a fair trial in a magistrates’ court? If 
some defendants are exploiting loopholes or 
seeking delays, says Mr Wadham, “the solu- 
tion is to fix the faults in the system by im- 
proving the quality of magistrates’ courts or 
speeding up Crown Court trials, not to take 
away all defendants’ rights.” 
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Northern Ireland 


UU-turn 


BELFAST 


N RECENT months the British and Irish 
prime ministers have taken a clear line on 
Northern Ireland’s stalled peace process. 
Sinn Fein, the political wing of therra, could 
not take seats in the cabinet of a new North- 
ern Irish government, until the ra began to 
disarm. It was no coincidence that this was 
exactly the position of David Trimble, 
Northern Ireland's first minister designate, 
and the leader of the Ulster Unionist Party 
(vup). The governments reckoned that with- 
out decommissioning, Mr Trimble might 
lose the support of his own party and the 
Good Friday peace deal would unravel. 
Now that policy has been dramatically 
reversed. At the end of yet another mara- 
thon negotiation on May 14th in Downing 
Street, Tony Blair and Bertie Ahern proposed 
appointing ministers to the power-sharing 
executive before any move on weapons. The 
international decommissioning body head- 
ed by John De Chastelain, a Canadian gen- 
eral, would then liaise with the representa- 
tives of paramilitary groups and report back. 
Faced with intransigence from Sinn Fein, the 
two prime munisters have given up, re- 
moved their protection from Mr Trimble 
and adopted the republican side of the argu- 
ment. They seem to have decided that since 
Mr Adamscannot (or will not) do what they 
ask of him, Mr Trimble must make the im- 
possible concessions. 





Trimble’s baffling smile 


This is, in effect, a reversion to the tactics 
that have kept the “peace process” on the 
road to date, The republicans have always 
resisted demands for decommissioning— 
progress has only ever been made when the 
issue was fudged, as it was in the Good Fri- 
day Agreement. The mystery is that at the 
May 14th meeting, when the British and 
Irish back-tracked on decommissioning, Mr 
Trimble and his deputy John Taylor, did not 
protest. Indeed, they left the prime ministers 
and other parties convinced that they ac- 
cepted the new deal. Mr Trimble’s aides, by 
contrast, were visibly shocked. While still in- 
side Downing Street, they tried to tell their 
boss the new plan was unsellable, and that 
his leadership would be doomed if he 
pushed it. A notably volatile man, Mr Trim- 
ble nonetheless emerged looking unruffled. 

At subsequent meetings with the uup’s 
Assembly members, Mr Trimble made no 
real attempt to sell the deal. His deputy Mr 
Taylor’s tactic was apparent frankness. 
Though flawed, this was the best deal avail- 
able, he said. The most obnoxious features of 
the previous plan, like the scaling down of 
the security forces, hadbeen removed. But 





Ode to a laureate 


BRITAIN 
since the previous plans focus on 
decommissioning had also disappeared, 
there were no cheers. Mr Trimble’s usual al- 
lies were scarcely more supportive than his 
usual critics. 

Mr Trimble’s body language, detached 
and uncharacteristically low-key, sparked 
renewed speculation that he is toying with 
the idea of resigning. In the past year he has 
repeatedly suggested he hankers for “life af- 
ter politics”. In efforts to woo party doubt- 
ers, Mr Trimble has apparently also suggest- 
ed in the past that he will threaten Mr Blair 
with his resignation if pushed too far. The 
next month will try him. Sectarian tension is 
simmering in Northern Ireland as politics 
languishes and the summer marching sea- 
son approaches. Loyalist attacks on Catholi- 
cs living or working in largely Protestant dis- 
tricts have been stepped up. 

The annual July sth “Drumcree” clash 
looms between Orange marchers and Ca- 
tholic residents near Portadown. Having 
won his party leadership largely by cham- 
pioning the Drumcree Orangemen, and af- 
ter years of denouncing Catholic residents’ 
groups as republican agitators, Mr Trimble 
has recently begun peace-making meetings 
with the residents’ representatives and other 
local councillors. He is now denounced by 
Orangemen. He recently arrived in Porta- 
down to face anti-agreement unionists 
shouting “traitor”. 

In response to this backlash, Mr Trimble 
seems to have hardened his position again. 
He walked out of another Downing Street 
meeting on May 19th proclaiming “no guns, 
no government”. For its part the British gov- 
ernment has set a new “final deadline” for 
devolution-—June 30th. But the authority of 
this declaration is dimmed by the record of 
previous scrapped deadlines, and the bra- 
zenness of the decision to switch pressure 
from republicans to unionists, with its ac- 
companying whiff of desperation. 


Andrew Motion, appointed this week to the post 
of poet laureate, published a biography of Keats 
last year. Keats now replies: 


Tosing on high of domes and princes royal, | 
Now Motion climbs the dais and takes his wreath; | 
I wish him luck, he shall not want for toil: | 
A wretched burden Blair did him bequeath. | 
| | Forall wholive will scrutinise his muse | 
| | poo A And tease some sport from his less gainly rhymes. 
But pity? No. What is this man to me? 

He did dissect my life and watch my times | 
As ifl were a frog, and not some man of verse. 
He writes quite well, they say; but not so well as me. 
i 
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Whatever it takes | 


O DECENT person can be unmoved by events in Kosovo. But 

what accounts for the special activism of Tony Blair? In recent 
days he has seemed to stretch the gap between Britain and its NATO 
allies, promising in defiance of their apparent caution to do whatev- 
er it takes to defeat Slobodan Milosevic and return the Kosovars 
home. Itis admirable, in a way. But why Blair? Why Britain? 

Something fell into place for Bagehot this week while watching 
Ehud Barak taking command of Israel. Mr Barak’s “One Israel” 
(formerly Labour) Party won his victory thanks in part to advice re- 
ceived and tactics copied from Mr Blair's New Labour (formerly La- 
bour) campaign team at Millbank Tower in London. Britain’s prime 
minister is admired the world over for rebranding his party, dump- 
ing outmoded ideas and luring for- 
mer enemies into a “big tent” in the 
centre of politics. Gerhard Schréd- 
er, now Chancellor Schröder, has 
copied him in Germany. Mr Barak 
has copied him in Israel. It must be 
flattering. But ask yourself: is it 
boring to be Blair and not Barak? 

Mr Barak’s famous exploits in- 
clude donning a wig and mowing 
down Israel's enemies in Beirut. 
Mr Blair’s ruthless moment is said 
to have been deceiving a rival, Gor- 
don Brown, over a meal in Isling- 
ton. Like One Israel, New Labour 
came to power promising to bind 
the nation’s wounds, But in Bri- 
tain’s case, these were hardly mor- 
tal: Thatcherism’s big trauma was 
the poll tax, a quarrel over munici- 
pal finances. Mr Barak’s funda- 
mentalists wear black hats and ask 
the Almighty to chastise a godless 
state. Mr Blair’s fundamentalists 
are genial old socialists such as To- 
ny Benn and Roy Hattersley. 

Unlike Israel, in short, Britain 
is in the happy position of having 
boring politics. But it is not just Mr 
Barak who makes Mr Blair’s life 
look more ordinary. Timing ts 
against him as well. Margaret Thatcher’s luck was to win power just 
when a crusader’s zeal was needed to build a new sort of Britain 
from the industrial wreckage of the 1970s. She could do big things: 
defang the unions, sell off the steel industry, the telephones, rail- 
ways, shipyards and car factories. New Labour's tepid sequel is 
privatising the Tote, a bookmaker. Poor Mr Blair will not even have 
the satisfaction of digging Britain out of a recession, now that his 
chancellor has contrived to avoid one. The prime minister’s biggest 
domestic headache this week was a protest against plans to tinker 
with handouts for the disabled. 

So boredom at home makes Mr Blair a hawk in Kosovo? Your 
columnist exaggerates for effect. Mr Blair has not been afflicted with 
ennui these past two years. He has promises still to keep, which 
keep him busy enough: modernising Britain, honing the meaning of 
his “third way”, building Jerusalem in England’s green and pleas- 
ant land. Nor does British politics lack for vivid issues, such as the 
civil war in Northern Ireland, in which. Mr Blair has invested so 
much time, and which, to his great credit, he has come tantalisingly 
close to ending. Mr Blair has the chance to end halfa century of va- 








cillation about Britain’s relations with the European mainland. 
Besides, do not forget the striving for good government, social 
justice, competent economic stewardship: even in times of peace 
and plenty, in settled countries, politicians find these things pret- 
ty hard to deliver. You certainly do not need a war to make your 
mark on history. 

But what if one happens along? Then your understanding of 
your vocation as a politician helps to shape the way you behave. 
Nothing in his gentle ascent through Britain’s politics prepared | 
Mr Blair for the wanton butchery unfolding in Kosovo, It has | 

| 
| 
| 





plainly shocked him to the core. He has visited the tented cities, 
listened to the stories of the refugees, vouchsafed to deliver them 
safely home. His wife has gone too, 
weeping on camera. Those who 
say that Mr Blair sought power for 
its own sake could not have been 
more mistaken. This is a man, for 
goodness sake, whose eyes glitter 
with moral fervour when he talks 
about Downing Street’s new so- 
cial-exclusion unit. His ardour is 
the frightening thing about him. 
And now in Kosovo he has found a 
cause worthy of his high purpose. 

The moral outrage is not 
unique to Britain. But in acting on 
it, Mr Blair enjoys an advantage 
over many of his Nato partners. 
He is at the height of his powers ata 
time when Bill Clinton has laid his 
powers waste. In domestic politics 
he is wonderfully unconstrained. 
Michael Howard, the shadow for- 
eign secretary, chips away every | 
week with forensic skill at the | 
flaws in NATO’s bombing cam- 
paign. But who notices? In the | 
matter of the Balkans, Mr Blair is | 
the master of Parliament. There is 
no Congress to hold him back, no 
Bundestag, no awkward coalition 
partner standing in his way. Nor— 
and such things matter—are Brit- 
ons haunted as Americans are by the awful ghost of Vietnam, or 
Germans by the even worse memory of what they did, and had 
done to them, in the Balkans in the second world war. If Mr Blair 
has a ghost it is the shade of Mr Gladstone, a stern moralist who 
got endlessly worked up about the Balkans. 

Pat Buchanan, an American opponent of the war, called Mr 
Blair the “mouse that roared”, observing that while Mr Blair 
mounts his high horse and invents doctrines to save the world 
from barbarism, it is the Americans as usual who pay the butch- 
er's bill. That is too cynical, especially if it is intended to imply 
that Mr Blair poses as NATO’s superhawk in some calculated way 
in order to win laurels without taking risks. The impressive and 
somewhat scary thing about Mr Blair in Kosovo is precisely his 
lack of calculation. A talented but under-employed 19908 poli- 
tician, more wonk than warrior, stumbles from the comfort of Is- 
lington into the atavism of the Balkans and decides in disgust to 
put on a tin hat and issue a call to arms. His good intentions are 
not in question. His moral instinct is admirable. His judgment is 
on trialasnever before. ; 
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Higher German growth 
once emerging markets 
stabilize 


This year, Germany will register the lowest economic growth 
rate of any country in the euro area, not least because its 
companies have been hit harder by the crisis in the emerging 
markets than their competitors in Western Europe. But as 
the situation in these markets begins to stabilize, the econ- 
omic expansion should regain its momentum, enabling 
Germany to start closing the gap with the rest of the EU. 














International presence: 
Almaty, Amsterdam, 
Antwerp, Atlanta, Bangkok, 
Barcelona, Beijing, Beirut, 
Bratislava, Brno, Brussels, 
Bucharest, Budapest, 

Buenos Aires, Cairo, Caracas, 
Casablanca, Chicago, 
Copenhagen, Dublin, Geneva, 
Gibraltar, Grand Cayman, 
Hong Kong, Istanbul, Jakarta, 
Johannesburg, Kiev, Labuan, 
London, Los Angeles, 
Luxembourg, Madrid, Manama, 
Mexico City, Mumbai, Milan, 
Minsk, Moscow, New York, 
Novosibirsk, Paris, Prague, 
Rio de Janciro, San Francisco, 
Sao Paulo, Seoul, Shanghai, 
Singapore, St. Petersburg, 
Sydney, Taipei, Tashkent, 
Tehran, Tokyo, Toronto, 
Warsaw, Zagreb, Zurich, 


AFTER THE disappointing winter 
months, Germany is likely to 
achieve real GDP growth of only 
1.6% this year, making it the 
euro area's weakest performer. 
The other countries without Ger- 
many should average 2.4%. The 
marked difference reflects a sub- 
stantial slowing of economic 
activity, which began during the 
second half of 1998. 


THE MAIN REASON for the sharper 
slowdown was that the German 
economy has been much more 
strongly affected by the emerging 
markets crisis than the other 
Western European economies. 
Previously, 9.6% of Germany's 
exports went to the economies of 
East Asia now in recession, to 
Russia and to Brazil, compared 
with 6.4% for France and 5.0% for 
Spain. 


COMMERZBANK 


THe ADVERSE IMPACT has been com- 
pounded by the structure of Ger- 
man exports to these ailing econ- 
omies. Before the crisis, capital 
goods accounted for-60% of total 
German deliveries, while at 
around 40%, the proportion for 
both France and Spain was far 
smaller. As business investment 
is in any case extremely sensitive 
to cyclical fluctuations, and high 
real interest rates further damp- 
ened demand.in the countries in 
question, a disproportionately 





As coNDITIONS in individual 
emerging markets appear to be 
on the mend, the repercussions of 
the crisis on the German economy 
should gradually subside. This 
suggests that the pace of Ger- 
maniy's economic expansion will 
quicken to 2.8% in the year 2000 
— but probably only match the 
average for the euro area over the 
next few years. 


A piscrepancy in growth rates 
would be nothing new. Since 


Growth in Germany temporarily weaker than in euro area 


percentage changes in real GDP 


strong decline in their imports of 
capital goods took place. 


Deuivery times for investment 
goods are often quite long, and so, 
although German exports to Asia, 
for example, have been declining 
steadily since end-1997, the full 
impact of the cutbacks in capital 
spending was felt only gradually. 
By contrast, French deliveries fell 
off sharply immediately after the 
crisis in East Asia came toa head 
in the winter of 1997/1998, but 
have now recovered somewhat. 


SINCE LAST SUMMER, weaker sales 
prospects abroad have made 
German firms much more cau- 
tious, which has also hit capital 
spending. Thus, Germany's low 
rate of domestic demand growth 
compared with some of the other 
economies of the euro area can 
surely be explained in part by the 
adverse changes in the country's 
external trade situation. 






euro area without Germany 


1994, Germany has lagged be- 
hind the other countries parti- 
cipating in Emu, but the dispar- 
ity has recently become more 
pronounced. In part, weaker per- 
formance in the past reflected the 
burden of unification and also the 
greater dynamism of the econ- 
omies which started from a lower 
base. All the same, a comparison 
with the Netherlands -where per 
capita GDP is roughly the same 
as in Germany but growth rates 
have been consistently higher 
over the past few years—indicates 
that there must also be structural 
reasons for Germany's weaker 
performance. 


For more information about 
Commerzbank’s broad scope of 
research capabilities and finan- 
cial services, just contact the 
bank's head office in Frankfurt. 
Fax +49 69 136-298 05 
www.commerzbank.com 
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Putting the bounce back into 


Matsushita 


YOKOHAMA 


In Japan, even such hidebound com 


panies as Matsushita are changing the 


way they pay their employees, and what they expect in return 


OT so long ago, Matsushita freshmen 

lived four to a room in company dor- 
mitories. These days, the Japanese consum- 
er-electronics giant is converting its sarari- 
man barracks into single bedrooms. Even 
so, Akihiro Fujimoto was not tempted, Un- 
der a new payment plan, Mr Fujimoto gives 
up perks such as cheap company housing. 
Instead, he has a bigger salary and arranges 
his own accommodation. “I guess Matsush- 
ita wants us to be more independent,” says 
Mr Fujimoto, who joined the company last 
year as a software engineer. “Until now, we 
vave relied on the firm for everything.” 

To regard Matsushita as a pioneer in per- 
ionnel may seem outlandish. After all, even 
Matushita’s own top brass would hardly 
‘laim to be at the cutting edge of Japanese 
nanagement. Matsushita’s problems are all 
o0 familiar in Japan. Deflation and falling 
lemand for its products are squeezing prof- 
ts. This week, the firm announced a 43% fall 
n consolidated pretax profits for the year 
nding March 1999, to ¥202.3 billion ($1.6 
llion). It blamed these sorry results largely 
m falling prices for semiconductors and 
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other important products. 

Yet Matsushita still has too many em- 
ployees and too many lame businesses. Ri- 
vals such as Sony and Fujitsu seem to be toy- 
ing with such funny foreign ideas as 
managing themselves for their shareholders’ 
benefit. Matsushita, by contrast, has so far 
settled for little more than a modest restruc- 
turing and a share buyback programme, 
measures that seem more like a sop to awk- 
ward foreign shareholders than a sincere at- 
tempt to reform. 

In one area, however, Matsushita is 
leading, rather than trotting behind. It has 
revolutionised the way it pays its employ- 
ees~-and its example is now being widely 
followed by other big Japanese firms. The 
company has been a groundbreaker in this 
area before. In 1920 Konosuke Matsushita, 
the company’s founder, opened a staff orga- 
nisation to sponsor company cultural and 
sporting events. The idea caught on; rather 
like Russian companies in Soviet days, big 
Japanese firms still tend to provide social 
services such as housing, recreation and wel- 
fare that are left to the individual or the state 





in other countries. 

Matsushita’s innovation is that it is now 
heading in the opposite direction. It is taking 
aim at seniority-based pay and lifetime em- 
ployment, twin bastions of the traditional 
approach to pay. Since March 1998, new 
recruits have been offered three options. 
Under the most traditional, employees can 
live in company accommodation, go to free 
social events and buy subsidised services 
such as banking from group companies. 
They can still get a retirement bonus equal to 
two years’ salary, a relic of the white-hot la- 
bour markets of the 1960s and 1970s when 
Matsushita and many other firms promised 
the best graduates jobs for life. Under a sec- 
ond version, employees forgo the retirement 
bonus in return for more money now, but 
keep perks such as cheap company housing. 
Under the third, they lose both, but receive 
even more money now. Last year, only 3% of 
graduates chose the third option. But 41% 
chose the second scheme. Matsushita thinks 
that the proportions are similar among the 
recruits who joined this April. 

The company is also changing the per- 
formance-related pay scheme for its 11,000 
managers. In the past, the traditional twice- 
yearly bonus depended almost entirely on 
seniority: the more years a manager had 
worked for the firm, the more he received. 
Now, performance matters too. This year, 
for the first time, Matsushita plans to make 
the appraisal process transparent by show- 
ing its managers how it arrived at their 
scores—this is very unJapanese behaviour 
and most revolutionary, thinks Atsushi Mu- 
rayama, the company’s personnel director. 
As for the even more unJapanese practice of 
offering stock options to high fliers, so far 
Matsushita has confined them to the board. 

Since Matsushita announced these 
changes, other big companies have fol- 
lowed, Fujitsu has said it is replacing its se- 
niority-based pay system with a payment 
scheme based on individual performance. 
Fuji Xerox, a photocopier maker, has jetti- 
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soned seniority-based promotions. Asahi 
Glass plans to stop automatic pay increases 
based on years of service and to expand its 
performance-related pay scheme for man- 
agers. Asahi Breweries will soon promote its 
managers on merit, not length of service. 
Kansai Electric says it is looking for more 
mid-career workers with marketing, plan- 
ning and other expertise. In April, Itochu 
Corporation ended seniority-based promo- 
tion and began introducing bonuses based 
on performance. A government survey last 
year of 2,000 publicly listed companies 
found that more than 90% intended to intro- 
duce some measure of performance to their 
pay and promotion systems. 


Pay dirt 

Management practices such as lifetime em- 
ployment and placing workers’ welfare first 
supposedly reflect some inherent character- 
istics of Japanese behaviour. Even Mr Mu- 
rayama warms to the thought of “democrat- 
ic” Matsushita regarding its staff as “family 
members”. 

Yet Japanese firms are no less creatures 
of circumstance than are businesses else- 
where. Lifetime employment once made 
sense, says Mr Murayama, because the com- 
pany’s strength lay in production engineer- 
ing, and the ability to innovate through 
small engineering improvements requires a 
good deal of experience. 

As the company. has moved into new, 
“creative” industries such as software engi- 
neering and network-communications 
technology, Matsushita no longer values ex- 
perience so highly. Mr Murayama points out 
that some of the company’s brightest ideas 
are corning from its youngest people, whose 
voices tend to be stifled by the seniority- 
based system. Matsushita cites a notebook 
computer that has a built-in camera and a 
port for a mobile telephone; and an Internet 
service provider run by some of the firm’s 
younger employees. 

Besides, says Matsushita, when the Ja- 
panese economy was barrelling along, fast 
growth kept the average age (and hence cost) 
of the company’s workforce low, as it 
recruited more and more staff each year. In 
the 1960s, the average age of its employees 
was around 25. Now that the economy has 
slowed toa crawl, the average has risen to 35. 
Payment based on seniority and lifetime 
employment has become far too expensive. 

At the same time, because Matsushita is 
bound by its promises of lifetime employ- 
ment toexisting staff, itcannot sack them. So 
hiring youngsters is ever harder. Indeed, one 
of the ironies of Japan's economic troubles is 
that the country facing the greatest contrac- 
tion in the supply of youngsters on to the job 
market—and with little immigration to swell 
the workforce—is also seeing a sharp rise in 
unemployment among the young (see chart 
on previous page). 

In some ways, Matsushita is merely 
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crystallising something that is happening 
throughout Japan, as the country moves 
away from strict social hierarchies based on 
age and position. In the past few years, Mat- 
sushita has shed a few intermediate mana- 
gerial gradations. (The climb up the greasy 
pole in Japan is still along one, however. Un- 
der an accelerated “fast-track” scheme, Mat- 
sushita men must still serve for at least ten 
years before promotion to section chief, and 
18 years to become a division chief.) Mean- 
while, because the end of lifetime employ- 
ment implies greater job specialisation as 
workers hop from one company to the next, 
Matsushita has begun advertising internal 
jobs in its in-house magazine, and it talks 
with American earnestness about encourag- 
ing employees to “self-actualise”. 

In other ways, Matsushita’s designs are 
grander still. It wants to emulate what it sees 
as desirable western behaviour by promot- 
ing individuality and risk-taking among its 
staff and by attracting new people with 
these qualities, Perhaps its culture will slow- 
ly change. Matsushita points out that, for 
several years, the majority of its managers 
have voted in favour of performance-based 
bonuses. But then again, perhaps here at 
least Matsushita is racing too far ahead of Ja- 
panese society. “Our schools and our uni- 
versities produce people who are very obe- 
dient to the organisational objective,” 
admits Mr Murayama. Until that changes, 
Matsushita’s new individualists are likely to 
retain a decidedly collectivist bent. 


Asian semiconductors 


Flat screens, fat 
profits 


War tedious regularity, South Korea’s 
government berates the country’s 
massive conglomerates, the chaebol, for not 
hiving off enough of their overgrown busi- 
nesses. But it is not all the chaebol’s fault: 
most of these businesses are in industries al- 
ready plagued with global overcapacity 
cars, steel, concrete, shipbuilding and the 
like—and generous buyers are hard to find. 
There is one glaring exception, however: liq- 
uid-crystal display (LCD) 





memory chips, the other big Asian semicon- 
ductor industry—are rising fast. 

Itis no surprise then that cps should be 
central to the biggest deal in South Korea 
since the Asian crisis broke in 1997.On May 
18th, Philips Electronics agreed to buy halfof 
LG LCD, an arm of tc Electronics, for $1.6 bil- 
lion. The agreement was hailed in South Ko- 
rea as a much-needed sign that at least one 
chaebol was at last taking restructuring seri- 
ously. But outside the country the bigger 
message may be about the tcp market itself. 

Fewer than a dozen companies around 
the world make the sort of big, “active ma- 
trix” tops that LG specialises in. These 
screens, which range in size from 12 to 15 
inches, cost between $300 and $600 each, 
and can account for up toa third of the price 
of a notebook computer. Demand is driven 
notonly by growth in notebook rcs, but also 
by the rise in flat-screen monitors to replace 
bulky cathode-ray tubes. Today, flat screens 
can cost two or three times as muchasa con- 
ventional monitor, which is why only 1m 
flat-screen monitors were sold last year. But 
that number is expected to triple this year 
and, as the technology improves and costs 
drop, flat screens should eventually displace 
cathode-ray tubes almostentirely. 

Memory chips were once a boom mar- 
ket too, but are in the midst of the longest 
slump in their history. Companies can enter 
the market relatively easily. That has led toa 
chronic oversupply in recent years, and 
pushed most of the industry into the red. 
LCDS, on the other hand, are inherently less 
cyclical. They are much harder to make— 
Leps are basically one big semiconductor, so 
that whereas a single fault on a wafer would 
ruin just one of several dozen memory chips 
cut from that wafer, it could render an entire 
Lep screen useless, And the usual technique 
for increasing capacity in the memory busi- 
ness quickly by squeezing more, smaller 
chips on toa wafer does not work with Leps: 
the demand is for larger screens, not smaller 
ones. 

By next year the tcp market will be as 
big as the memory market and should over- 
take it next time the memory market turns 
down (see chart). Prices are up by 20% or so 
and the growth of the overall market this 
year will add some $5 billion to the revenues 
of tcp makers. LG, which is the market lead- 
er, stands todo particular- 





screens of the sort found in 
flat-panel personal-comput- 
er monitors, television sets, 
and notebook computers. 
This industry is the fastest- 
growing bit of the semicon- 
ductor business; the market, 
worth $5.5 billion last year, 
will be $10 billion in 1999. 
And it is dominated by 
South Korea and Japan. 
Moreover, Lcp prices and 
profits—unlike those of 





ly well. Philips says it ex- 
pects LG LCD's sales to rise 
more than threefold this 
year, to $1.8 billion. Good 
news for Philips, no 
doubt. But remember 
who ultimately pays: Dis- 
playSearch, a consultan- 
cy, predicts that more ex- 
pensive teps could soon 
add $150 to the cost ofa 
notebook ec. 
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We’re behind the 
dot. Mika Hakkinen is behind 
the wheel. Everyone else is just behind. 


Speed, reliability, high performance. Sun has it. 
McLaren has it. Which makes them a mighty good 
match. And a power to be reckoned with. Our net-based 
technologies work for McLaren both on and off the track to 
make them the number one team in the world. From our 
enterprise systems to Java” software platform, Sun” technologies 
are not only used to design and test cars, they constantly 
monitor their every move. This allows the team to make 
instantaneous decisions so that Mika, once again, ends up 
in the winners circle drenched in champagne. To find 
out where Mika uncorked his last bottle, check 
McLaren.co.uk. (Oh, Sun powers that, too.) 
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LIFE 


IS NEVER 
PERFECT. 


OR IS IT? 
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lagine if every business stay went better than planned 


Imagine if all your dining « xperiences were flawless, ev in your room, 


iagine if vour smallest needs were not only met. but inticipated. From Tokyo to Sing ipore, each and every time you ist. Sound 
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We get you closer to the 
2 ASO! S'OS 


between Asia and Europe than anyone else. 


No one brings the East and the West closer 
together than us. With 84 flights a week from 
Asia to Frankfurt and the most Convenient 
connections to over 100 European cities, we 
put Europe right at you doorstep. For further 
information, visit www.lufthansa-asiapacific.com 


Lufthansa 





Telecoms 


Gold from fibre 


NEW YORK 


HEN the history of the great Internet 

madness of the 1990s is written, a spe- 
cial chapter may be devoted to Global Cross- 
ing. Founded two years ago, the Bermuda- 
based company has just one operating as- 
set—a fibre-optic cable across the Atlantic. 
Yet since going public last August its market 
capitalisation has risen fivefold to $23 bil- 
lion. In March it made an $11.2 billion bid for 
Frontier, a long-distance carrier. Last month, 
it offered $890m to buy the undersea cable 
business of Britain's Cable & Wireless. Now, 
ina piece of social climbing that might make 
Cinderella gasp, it is marrying us West—and 
the Denver-based Baby Bell is assuming 
Global Crossing’s name. 

Global Crossing, it should be said, is a 
well-run outfit. Its founder, Gary Winnick, 
spotted that the Internet would create a need 
for high-speed data links, and had the cour- 
age and access to investors (he used to work 
at Drexel Burnham Lambert) to get it built. 
Global Crossing’s link across the Atlantic is 
the fastest available and the first to be inde- 
pendently owned. Still ahead of its more bu- 
reaucratic peers, Global Crossing is planning 








Lay some more, and we'll buy AT&T 


to build a worldwide network of fibre-optic 
cables linking the world’s biggest cities. Its 
next target is a trans-Pacific link. 

This all makes for a nice little business— 
and, by Internet standards, one relatively 
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well-endowed with real-world assets. All 
the same, as Craig Moffett of the Boston 
Consulting Group points out, it will be hard 
to spot the original Global Crossing’s contri- 
bution in the newly merged firm’s financial 
statements. In 1998 Global Crossing made a 
net loss of $87.9m on revenues of $424m. us 
West made a profit of $1.5 billion on sales of 
$12.4 billion. If every boy in Colorado rang 
his girlfriend twice as often, it would have 
more material impact on the figures. 

As for assets, Global Crossing’s transat- 
lantic cable is a splendid thing. But it would 
cost us West only a couple of billion dollars 
to build one itself. And, with several other 
bigger, faster transatlantic links already be- 
ing mooted, the opportunity to charge extor- 
tionate rents on its monopoly will be brief. 
Prices are already coming down. 

The two companies are inevitably 
championing their union as a triumph of 
synergy, offering a “seamless, end-to-end lo- 
cal-to-global broadband network”. The im- 
mediate chances for synergies may be limit- 
ed by the fact that the area that us West 
serves produces relatively little internation- 
al traffic. Frontier’s long-distance network 
may be more useful—although the Federal 
Communications Commission sets condi- 
tions for letting the Baby Bells into the long- 
distance market that us West has not yet be- 
gun to meet. Global Crossing may be able to 





Old media’s Internet boom 


EW media, goes the conventional 

wisdom, will grow at the expense of 
the old. In the long run, this is probably 
right. In the short run, though, the opposite 
seems to be happening. In America, which 
is at the sharp end of this battle, the growth 
in promotional spending by Internet com- 
panies is contributing to a boom in adver- 
tising in what are these days quaintly de- 
scribed as “traditional media”—and 
especially on the broadcasting networks. 

According to Competitive Media Re- 
porting, a New York company that tracks 
these things, advertising by Internet com- 
panies in traditional media in 1998 was up 
by 78% on the previous 
year. In the first two 
months of this year it was 
nearly three times as high 
as it was in the same period 
of 1998. 

Online companies are 
spending so fast because 
the Internet resembles a 
gold rush at the moment. 
Current thinking among 
Internet strategists is that, 





vivors will be those with the strongest 
brands; so firms are spending like crazy to 
make sure their brands are the victors. 

The competition is driving companies 
to ever-wilder promotional excesses. The 
Super Bowl, which attracts around 90m 
viewers, the largest audience of the year, is 
the ultimate brand-building slot, and Su- 
per Bowl advertisements are the most talk- 
ed about of the year. The Super Bowl has a 
place in computing history. In 1984 an un- 
known company called Apple used it to 
launch the Macintosh as a machine that 
would free people from a grim Orwellian 
future. This year, Hotjobs, a classified- 
recruitment site on the In- 
ternet, spent nearly half of 
its annual revenue ona$2m 
spot—which prompted a 
competitor, Monsterboard, 
to buy not one Super Bowl 
spot but two. 

The broadcast networks 
are well placed to benefit 
from this spree because they 
offer a much bigger reach 
than other media compa- 





when things settle down, | /*MAMILASONOJ & nies. Broadcasters have in 
there will be a few firms “inhaitiyeartoendof month | recent years been losing 
Source: Competitive Media Reporting 


left in each sector. The sur- 





THE ECONOMIST MAY 22ND 1999 


ground to cable, because 





broadcast ratings are falling, cable ratings 
are rising and cable prices are cheaper. But 
cable still cannot offer the sort of big-bang 
advertising that broadcast does. Most 
newspapers and magazines, similarly, are 
better for niche buys than for creating a 
brand from scratch. 

Thecoming year is looking remarkably 
good for the broadcast networks. Accord- 
ing to Merrill Lynch, an investment bank, 
their advertising revenues are likely to 
grow by 9-10% in the year from this au- 
tumn. css and Fox are expected to benefit 
most, followed by Disney’s asc network, 
and then by nec, whose ratings have been 
collapsing. One reason for this robust 
health is the vigour of the American econ- 
omy, but Merrill Lynch’s analysts point to 
spending by Internet companies as one of 
the principal factors fuelling demand. 
Broadcasting executives agree. “The Inter- 
net,” says Gil Schwartz, senior vice-presi- 
dent of communications at css, “has 
pumped an enormous shot of adrenalin 
into the advertising market.” 

Over the long haul, the prospects for 
the broadcast networks remain glum. 
Their ratings will continue to shrink. Al- 
ready, they are barely profitable—al- 
though even that is more than can be said 
for most of their cyberspace rivals. In the 
meantime, though, they remain the best 
way there is to sell something fast. 
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raise money a little more cheaply to build its 
network—not that it has had any difficulties 
on that account so far. 

In the end, the deal seems to be as much 
about sentiment and culture as anything 
else. For Mr Winnick, who has seen a $15m 
investment spiral into one worth more than 
$5 billion, it offers a chance toconvertat least 
some of the sparkling fairy dust of Internet 
wealth into real assets. For us West, the sub- 
ject of takeover rumours, it not only pro- 


vides an answer to the perennial question of 
how the Baby Bell will cope with the dereg- 
ulation of its local market; it also provides a 
bridge to the new world of young Internet- 
based telecoms companies. Denver is al- 
ready something of a cluster for new tele- 
phony; with Mr Winnick on its arm, the Ba- 
by Bell may be invited to more of its young 
neighbours’ parties. Whether that will per- 
suade us West's shareholders that the deal 
makes sense is another matter. 





Car retailing 


Break down 


The high road to profitability in the car industry passes through the dealer’s 
yard. Hence the revolution in distribution and marketing 


OST car companies are lucky to make 

net profit margins of 5% even in a mar- 
ket as healthy as America’s is today. So how 
could the industry double its profits and still 
keep its customers happy? Forget better cars 
or more efficient factories: the holy grail of 
the motor industry is now more efficient dis- 
tribution and retailing of its products. 

At present, distribution can account for 
one-third of the sticker price of the average 
vehicle. The traditional way of working, cer- 
tainly for America’s Big Three car makers, 
has been to produce huge volumes of cars, 
and then tolean on their approved dealers to 
“move the metal” and “sell the lot”. The the- 
ory was that, if dealers had a yard full of 
wax-coated new cars fresh from the factory, 
they would be under pressure to sell. In ef- 
fect, the makers used the dealer network as a 
sponge to absorb excess production with 
huge discounts, noisy marketing promo- 
tions—and lower profit margins. 

Now car makers all over the world are 
trying to switch toa more sophisticated retail 
“pull” model rather than one that relies on 
production “push”. Jeff Sinclair, a manage- 
ment consultant in the Cleveland office of 
McKinsey, calculates that a system of mak- 
ing and supplying cars to the customer's 
specification could double the rate at which 
the American car industry turns over its 
stocks. That, he says, would take $25 billion 
of cash out of the car-making system, and 
should give customers the car they want, 
with the options they want, within a couple 
of weeks. Apply the same approach world- 
wide and the cost of supplying cars should 
fall by $50 billion, which could be shared 
among car makers, distributors and perhaps 
even consumers. 

Elements of this sort of demand-pull 
production and distribution are more ad- 
vanced in Europe than elsewhere. Prestige 
models such as Jaguars and sMws are made 
to order: the German company has famous- 
ly flexible production lines that can make 
whichever versions of its three main prod- 
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ucts are selling best. But now car makers are 
trying to combine mass production of high- 
volume models with customised ordering. 

Most cars going down volume produc- 
tion lines already have an electronic trans- 
ponder that holds the details of their specifi- 
cation and destination when completed. But 
this is still based purely on what dealers 
forecast they will sell over the coming couple 
of months. Renault is thought to have taken 
the process furthest: it is able to accept late 
changes in dealers’ orders that are placed di- 
rect with the factory where the model is 
manufactured, The resulting cut in work-in- 
progress stocks is one factor behind the 
French company’s dramatic return to profit 
in the past three years. 

Now all manufacturers are scrambling 
to shorten their “order-to-delivery” cycle 
times. That will require more efficient fore- 
casting, smoother logistics and more effi- 
cient stock management. But it will also call 
for “customer relationship marketing”: get- 
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ting so close to the customer that you can al- 
most predict when he or she is going to want 
to buy a new car. If your local Ford dealer 
had enough information about you on his 
database to realise that your baby twins had 
grown rather large, he would be able to sug- 
gest that you might want to trade up from a 
baby-sized Ford toa family “people carrier”. 
Such a nudge might trigger a sale and keep 
you loyal to Ford. 

Car companies were once closer to their 
customers, says Glenn Mercer, another 
McKinsey consultant and one of the authors 
of a report on global automotive retailing 
published by the Economist Intelligence 
Unit, a sister organisation of The Economist. 
“But now that cars do not break down and 
have to be taken back to the dealer every 
three months, that connection has gone.” 
Rebuilding the link is crucial to cutting 
heavy retailing costs. Mike Moran, head of 
marketing for Toyota in Britain, points out 
that most big car companies find that, al- 
though eight out of ten customers are satis- 
fied with the car they buy, only four out of 
ten buy the same make next time. “Since cus- 
tomer retention costs a quarter of customer 
acquisition, the financial incentive to build 
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customer loyalty should be very high on all 
makers’ agendas.” 

Information technology and the Inter- 
net are the keys to rebuilding these links. rr 
allows networks of car dealers to collect, 
store and analyse customer data. The Inter- 
net, at first viewed as a threat by both car 
makers and dealers because it made con- 
sumers dangerously knowledgeable about 
comparative price and product data, is now 
seen as a possible helpmate, because it en- 
gages customers in a dialogue. In America 
last year about 30% of car purchases were 
made with some use of the Internet, from 
basic viewing of cars through to setting up 


DRESDEN 


T HAS mopped up hundreds of billions 

in investment. But eastern Germany’s 
economy is still in the doldrums. Amid the 
gloom, however, is the odd shaft of light, 
such as the high-tech clusters forming in 
the ruins of communist-era industry. 
Hamburg has its publishing, Frankfurt its 
finance; might Saxony become as well- 
known for high technology? 

Saxony? The idea is rather like predict- 
ing a new Silicon Valley in downtown De- 
troit. Indeed, the low-lying area around its 
capital, Dresden, was known in East Ger- 
man times as the “valley of the clueless”, 
because locals could not tune into western 
television. Yet today, it is also the east’s best 
hope of creating a valley of the silicon kind. 

The area has seen a wave of investment 
by western technology firms. Amp, an 
American microchip maker, is spending 
$1.9 billion on a greenfield plant that will 
eventually employ 1,800 people. Siemens 
and Motorola, between them, have hired 
more than 2,500 people for their own chip 
ventures. In April Mattson Technology, a 
fast-growing Californian firm, even chose 
Dresden as its research and development 
hub for Europe. In all, 420 fully-fledged 
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deals via websites. Sites such as those of Au- 
tobytel allow a customer to specify a partic- 
ular model, and a mouse click produces a 
quote from a nearby dealer. 

The car companies are realising that the 
Internet can bring them closer to customers. 
According to David Ropes, manager of Gen- 
eral Motors’ website, “we are moving from 
the era of the electronic catalogue to the age 
of one-on-one customer engagement.” The 
interesting question is whether growing use 
of the web will bring car maker and car 
buyer closer--at the expense of the dealer. A 
new venture called CarsDirect.com, backed 
by Michael Dell, of Dell Computers, and 





BUSINESS 


Goldman Sachs, has started selling cars di- 
rectly to consumers over the Internet, by- 


passing dealers altogether. 


Recent surveys in America have shown 
that few car buyers actually want to close a 
deal over the Internet. But the growth of 
web-using intermediaries such as Autobytel 
could soon winnow out surplus dealers. 
America has already seen a big fall in the 
number of dealerships (see chart on previ- 
ous page); Europe still has 90,000, com- 
pared with 22,750 in America and only 
17,000 in Japan. The traditional shady car 


dealer could soon be history. 
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technology companies and 
2,000 of their suppliers have set 
up in and around the city, 
whose technology park cannot 
build fast enough to meet de- 
mand. No wonder employ- 
ment in the local chip industry, 
which fell until the mid-1990s, 
has subsequently soared (see 
chart). 

Even zmp, once the pride of 
the communist chip industry, 
has found a niche as a scaled- 
down maker of circuits for cars 
and hearing aids: its new own- 
ers also saved the plant that 
made the smoke-belching Tra- 
bant car. Investors are attracted 
by two main things. The first is 
the labour. High unemploy- 
ment means that skilled engi- 
neers are available at bargain- 
basement prices, Although they 
are less productive than west- 
ern workers, they will also work longer 
hours without grumbling. Union mem- 
bership in eastern Germany has fallen by 
more than half since 1991, and only a quar- 
ter of workers are bound into the collec- 
tive-bargaining system that still predom- 
inates in western Germany. Workers at 
AMD are on the kind of flexible 12-hour 
shifts that would send many a west Ger- 
man unionist into fits. “It feels like West 
Germany must have in the 1950s,” enthus- 
es one manager. 

The other attraction, odd though it 
sounds, is Saxony’s government. The state 
administration, led since 1990 by Kurt Bie- 
denkopf, a canny west German, was quick 
to nurture investment. Foreign investors 
get grants worth up to half their outlay, on 
the assumption that the money will even- 
tually flow back in taxes. “Only new tech- 
nology makes new jobs,” thunders Rein- 
hard Bornert, head of the state-backed 











Ashes to chips 


Society for Technology Transfer, whose 
team of “troubleshooters” advises local 
start-ups with good ideas but little experi- 
ence. Local politicians have shown none of 
the fondness for red tape that has stymied 
investment in other eastern regions, such 
as Berlin, and much of the west. “If this 
was western Germany we’d still be in court 
arguing over permits. We haven’t lost a sin- 
gle day to bureaucracy,” says Martin Gillo, 
an Amp director. Nor have foreign work- 
ers’ children: with ministers’ backing, 
Dresden has established a special school 
for expatriate “chip kids”. 

Other east German states now hope to 
emulate this success. For instance, hilly 
Thuringia is promoting its “Biotech Moun- 
tain” with generous incentives. But Saxony 
has a head start. Mr Biedenkopf’s goal is to 
turn the state into a second Bavaria, a rich 
west German state admired for its techno- 
clusters. At this rate, he might get there. 
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Fiat al Fresco 


This week’s takeover of Case is evidence of the determination of Paolo Fresco, Fiat’s newish 
chairman, to apply lessons learned at General Electric. But what can he do with the car division? 


aes bey big for Italy maybe, but too small 
for the world,” Giovanni Agnelli mused 
recently of his family’s car firm, Fiat. The patri- 
arch’s latest solution was his recruitment of 
Paolo Fresco last August. He may now be get- 
ting more than he bargained for. 

At first sight Mr Fresco seems just another 
suave, silver-haired, cosmopolitan Italian 
lawyer, with a Swedish wife, an interest in 
chess and a summer house in Cortina. In fact, 
unlike other smooth consiglieri who glide 
through the upper reaches of Italian business, 
Mr Fresco spent 30 years working on the har- 
der edge of American capitalism—for Jack 
Welch’s General Electric. Ever since taking 
over the sprawling conglomerate in 1981, Mr 
Welch, a less coiffed figure than Mr Agnelli, has 
pushed and bullied Ge through a succession of 
often brutal revolutions, turning it into Amer- : i 
ica’s most admired company. Mr Fresco was i 
one of his chief lieutenants. 

Mr Fresco's job assignment is simple: to do the same at Fiat. 
This means making fast decisions, forcing people to take respon- 
sibility for their actions and ditching unpromising businesses. 
Such savagery is decidedly unltalian. The Agnelli fashion has been 
to keep fingers in every pie. Many Italians predicted an early bust- 
up between Mr Frescoand the lieutenants who run Fiat’s operating 
divisions. Mr Fresco’s trump card, however, is the support of Mr 
Agnelli, who seems to have decided that a little American barba- 
rism is needed to keep his legacy in good enough shape to support 
his family in the manner to which it is accustomed. 

Some Welchian effects are already discernible at Fiat. Before 
Mr Fresco arrived, Fiat's tiny headquarters unit for scouting out ac- 
quisitions and business alliances would humbly hand over its 
ideas to any of the company’s ten operating divisions, which might 
then talk to the putative partners. All too often, the divisions—and 
the deals—got lost in arguments over details. Now, when an idea 
that makes sense comes along, the corporate people take the initia- 
tive and drive the deal through. The details are tidied up later. 

The real meat-and-bones of Mr Welch’s strategy, however, 
was to make Gr number one or two in all of its businesses—or to get 
out. This week’s $4.3 billion takeover by Fiat’s farm-machinery 
and construction-equipment subsidiary, New Holland, of Case, 
an American group based in Wisconsin, looks a classic Ge-style 
step. It will create a company that will rival John Deere for leader- 
ship on the farm side and America’s Ca- 
terpillar and Japan's Komatsu on the con- 
struction side (see chart). 

A smaller deal at the end of March 
was also a hint at the Fresco effect. The 
company spent $350m on a private 
American company called Progressive 
Tools and Industries Co (Pico), which 
makes machinery to assemble car bodies. 
Adding Pico turns Comau, Fiat’s existing 
robotic and automation company, into 
the global leader, ahead of such giants as 
ABB. And there were earlier deals too: last 
November, for instance, Fiat and Renault 











merged their foundry divisions into a compa- | 
ny two-thirds owned by Fiat that is the 
world’s leader in producing for the car indus- 
try parts made of cast iron, aluminium or (the 
coming material) magnesium. 

Meanwhile, Fiat has sold or closed down 
such businesses as pharmaceuticals and tele- 
coms, which had been a distraction. It nearly 
closed its rail business before a huge order 
from Virgin Rail in Britain made it worth 
teaming up with a bigger company, Alstom, to 
capitalise on Fiat’s advanced technology for 
tilting high-speed trains, which are much 
cheaper than conventional high-speed trains 
that need purpose-built tracks. 





Carsinajam 

Thus, ten months into the Fresco regime, Fiat 
has become a global leader in three industrial 
sectors and a promising contender in one oth- 
er. But what if you apply the ce way to the car 
division? Its present strategy is to go for growth in emerging mar- 
kets, which will soon account for a third of the world market for 
cars and commercial vehicles. All very well—but the two biggest 
car markets in the world are still America and Europe. Fiat long 
since abandoned the first, and is losing ground in the second. Fiat 
lacks the scale of the leaders, such as Ga, Ford, DaimlerChrysler, 
Toyota and Volkswagen, all of which make between 4m and 8m 
vehicles a year (Fiat is still below 3m). An operating loss of 211 bil- 
lion lire ($117m) on cars in the first quarter of this year underlines 
this weakness. Without a partner to take it back into the American 
market, Fiat is stranded: it is the only European or American car 
maker losing money in the middle of a car boom. 

Mr Agnelli’s first way out of this mess was to try to buy Volvo, 
including its cars, lorries and construction-equipment business. 
Bolting Volvo’s upmarket models and North American distribu- 
tion on to Fiat Auto would have solved the group’s car problems 
inone bound. But Volvo chose instead to sell its car business alone, 
to Ford. An earlier pass by Fiat at mw was haughtily rejected by 
the Bavarian company. So how can Fiat fix its car business? 

Welchian regime or no, a sale of Fiat is surely forbidden by the 
Agnelli family. So Mr Fresco’s options are acquisitions or a friend- 
ly merger. Having failed to find a convenient partner, might Fiat 
merge with Honda, which would deliver the American market 
but needs a leg-upin Europe? Another possibility might be joining 
the DaimlerChrysler empire, which 
would give the German group a real pres- 
ence in the European volume car busi- 
ness. Getting into bed with Mercedes 
would be seen by the Agnellis as an hon- 
ourable strategy. The Italians would 
bring to Mercedes some cunning new 
technology they are developing for mak- 
ing cars profitably without today’s ex- 
pensive assembly lines. 

Short of some such stroke, Mr Fresco 
is unlikely to deliver a Ge result in Fiat's 
core business. He may one day wish he 
had remained an Italian outsider. 
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THE DUTCH MODEL 


The high road that leads out of 
the Low Countries 


Many people think that recent economic reforms in the Netherlands—which 
faces a new election after its government broke up this week—offer a successful 
halfway house between Anglo-American free markets and continental 
welfare states. Frits Bolkestein, a leading Dutch politician, begs to differ. More 
liberal reforms are needed, he argues—everywhere in Europe 


Ik JUNE 1997 President Bill Clinton laud- 
ed the Dutch model of economic policy as 
a “success story”. It deserved imitation, he 
said. Economic editors of most international 
newspapers also praised the economic per- 
formance in the polder behind the dykes. 
They wrote about “The third way” (New 
York Times), our “sturdy neighbour” (Wirt- 
schaftswoche) or a “Dutch cure” (Die Zeit). 
This newspaper called it “Dutch delight”. 

Such favourable comments refer to the 
above-average economic growth (compared 
with other member states of the European 
Union), the increase in employment, the 
low rate of inflation and the reduction of the 
budget deficit. According to these foreign 
commentators, this economic performance 
stems from a number of characteristics typ- 
ical of the Dutch economic order. It has even 
been given a name: the poldermodel. But 
opinions differ on what that concept means, 
This article attempts to explain such ambi- 
guity, and explore its consequences. 

To do that, it needs to answer the follow- 
ing questions: (1) Which variants of capital- 
ism exist? (2) What are the characteristics of 
the Dutch economy? (3) How successful is 
that economy in fact? (4) What more should 
be done? 


Of models and capitalisms 


In his well-known book “Capitalisme 
contre capitalisme”, a former director of the 
French planning agency, Michel Albert, 
made the following distinction. On the one 
hand, he said, there is a continental, West 
European type of capitalism (the “Rhine- 
land” model); on the other an Anglo-Saxon 
capitalism (in Great Britain and the United 
States of America). 

The Rhineland model may be seen as a 
regulated market economy with a compre- 
hensive system of social security. Govern- 
ment, employers’ organisations and labour 
unions consult each other about economic 
goals and on the policy instruments to be 
used. In the Rhineland, therefore, the wel- 
fare state is combined with a so-called “con- 
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sultation economy”. 

Rhineland participants in the economic 
process (widely known as “stakeholders”) 
try toachieve a harmony of interests. In such 
astakeholder economy the primary goal, itis 
said, is not the maximisation of short-term 
profits for the benefit of the shareholders. 
The main concern is a sustainable, stable 
and continuous economic growth. 

In contrast to the stakeholder economy 
there is the American or Anglo-Saxon “sha- 
reholder economy”. Under the American 
form of capitalism, private enterprise is 
about maximising short-term profits for 
those who invest. It is less regulated than in 
the Rhineland. Its focus is said to be not on 
any harmony of interests, but on competi- 
tion and if necessary confrontation. In going 
for profits, Americans are more willing to 
take risks. Where Europeans may be risk- 
avoiders, Americans are risk-lovers. Under 
the Anglo-Saxon type of capitalism individ- 
ual responsibility plays a more important 
role than in the Rhineland, with its orga- 
nised care and solidarity. In the Nether- 
lands, the Social and Economic Council (an 
advisory semi-corporatist council for social 
and economic affairs) and the Labour Foun- 
dation (a council for employers’ organisa- 
tions and unions) have fulfilled important 
functions. Employers’ organisations and 
unions are called “social partners”. 

Many in the Netherlands attribute their 
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success to harmonious relations between 
these social partners. They appear to think 
that this is what the poldermodel boils down 
to, both in the past and in its recently mod- 
ified form (of which, more later). The previ- 
ous minister of social affairs—a social demo- 
crat~said “Ich bin ein Rheinldnder.” 
Certainly such good relations play a role. But 
itis other factors which have caused the pol- 
dermodel’s recent success. 

in the view of Wim Duisenberg, a 
Dutchman who is now president of the Eu- 
ropean Central Bank, the success of the 
Dutch economy stems from: an improve- 
ment in state finances; a pruning of the sys- 
tem of social security; a more flexible labour 
market; and a stable exchange rate between 
the Dutch guilder and the German mark. 

It has been claimed that the so-called 
Wassenaar Agreement of 1982 has made 
Dutch success possible. At Wassenaar, a sub- 
urb of The Hague, employers’ organisations 
and unions reached an agreement on wage 
modernisation and the creation of jobs. But 
this agreement in fact led to an erosion of the 
Rhineland model. It brought centralised 
wage bargaining to an end and led to a re- 
lease of market forces. Decentralisation was 
a move away from the consultation econ- 
omy and towards the market. 

Tax cuts played an important part in 
wage moderation. They increased people's 
purchasing power and thus made it possible 
tolimitincreases in wages. Wage moderation 
has therefore not led to a shortfall in de- 
mand, as originally feared by some. The tax 
cuts coincided with a decrease of the budget 
deficit as a percentage of national income. 
Both were made possible by a sizeable re- 
duction of public spending following upon 
restrictions in social security, Between 1980 
and 1997 the purchasing power held by 
those on the minimum wage went up by 
28.8% in France. In the Netherlands it went 
down by 21.3%. Hence the remarkable 
growth in jobs. Annual increases in Dutch 
jobs have averaged 1.6% over the past 15 
years. That is four times the European aver- 
age and is equal to the American employ- 
ment machine. Cutting taxes, not raising 
them, is the way to create jobs. 

Moreover, the Dutch welfare state has 
become increasingly unDutch. Cuts in pub- 
lic spending were heavily criticised by the 
unions and applauded by employers’ orga- 
nisations. The biggest post-war union dem- 
onstrations took place in the early 1990s in 
protest against them. 

The success of the poldermodel was in 
fact made possible by a decisive break with 
the traditional. semi-corporatist welfare 
state. The power of social partners to man- 
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THE DUTCH MODEL 
age social security was broken. The Social 
and Economic Council became a mere shad- 
ow of its former self. It was no longer the 
crown jewel of policymaking machinery. 

The Rhineland model was thus not 
strengthened: rather the contrary. The re- 
duction of the tax burden owing to the slim- 
ming of public finance; the policy to stop 
matching any increase in wages with an 
equal increase in minimum social benefits; 
the decentralisation of collective bargaining 
agreements; the reduction of benefits for the 
disabled; and the privatisation of health in- 
surance: all these went against the grain of 
consensual politics. 

But how much success has the Dutch 
economy actually had? First, one can mea- 
sure it by Gpp per head. According to Euros- 
tat, in 1998 the Netherlands was still only 
ninth among the 15 European Union coun- 
tries. Second, employment. Job opportuni- 
ties for low-skilled people remain scarce. In 
the retail trade, American employment fig- 
ures are 60% higher than Dutch ones. Also, 
notwithstanding low official Dutch unem- 
ployment (on this, the Netherlands scores 
better than Germany, France and Italy), in- 
activity remains high. If statistics were to 
take into account all those who are able to 
work but who receive social benefits instead, 
unemployment figures would rise to over 
20% of the labour force. 

Viewed in this light, the recent success of 
the Dutch economy is merely relative to a 
worse past. Of course, improvements have 
been made. The share of public expenditure 
in national income was 66% in 1985. Now it 
is 50%. The government has made social se- 
curity less collective by allowing privatisa- 
tion and introducing market elements. In so 
doing, it has supported the setting of wages 
in private markets. It has also invested in in- 
frastructure. But a favourable trade cycle 
helped too. More structural reforms are 
needed to improve Dutch performance and 
increase participation in the labour market. 


The case for further liberalisation 


In 1997, consultants at McKinsey published 
areporton the Dutch economy. Four impor- 
tant barriers were seen to play a key role in 
keeping the Netherlands behind other coun- 
tries. First, a lack of competition. Consumer 
goods are approximately 20% more expen- 
sive in the Netherlands than in the United 
States. Higher margins signify less competi- 
tion. Dutch legislation on competition has in 
the past been relatively lax. Recently the 
Dutch government passed a new law on 
competition which sets stricter rules. To 
boost growth the Netherlands will have to 
enforce those rules vigorously. 

The second barrier is formed by labour- 
market rules, including those on working 
hours and on hiring and firing, and by strin- 
gent collective bargaining agreements. In the 
OECD Jobs Study of 1995 a ranking was 
made of the extent of labour market regula- 
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tions, in which the Netherlands scored 
worse than the United States, Britain, Den- 
mark and Japan. On a scale from o (over- 
regulation) to 10 (very little regulation), the 
Netherlands scores 4 points against the 
United States’ 7. 

The third barrier has to do with the un- 
attractive climate for setting up new compa- 
nies in what are or should be fast-growing 
sectors. Strict regulation drives up labour 
costs. This is particularly true for small busi- 
nesses. A recent international comparison of 
administrative costs in eight countries (in- 
cluding Germany and the United States) 
shows that the cost of hiring the first em- 
ployee are highest in the Netherlands. 

The fourth barrier consists in the lack of 
incentives for the low-skilled to find jobs. 
Social security benefits in the Netherlands 
are still among the most generous in the 
world. Many of the unemployed are there- 
fore stuck in a poverty trap. Wider margins 
between benefits and wages should lead to 
jobs becoming available for those who can 
work but now depend on social security. 

These recommendations imply that the 
Netherlands should keep moving in the 
same direction as in the past few years. 
Through deregulation the functioning of 
market mechanisms should be further im- 
proved and social security trimmed. In par- 
ticular, the government must get a grip on 
the mounting number of registered disabled, 
of which there are many morein the Nether- 
lands than in Germany or Belgium. Official- 
ly, 13% of the working population is now dis- 
abled. If a genuine figure, that would make 
the Netherlands the unhealthiest place in 
north-west Europe, despite having the high- 
est life expectancy. 

In short, the Dutch economic order will 
have to move even further towards the An- 





glo-Saxon model of capitalism. Policies 
which point in that direction have begun to 
bear fruit. And such policies should not be 
construed, as many choose to, as a reinforce- 
ment of the Rhineland model. Quite the 
contrary. 

If the Netherlands still has a long way to 
go, that goes even more for those European 
countries which are still firmly stuck in the 
Rhineland rut. France’s prime minister, Li- 
onel Jospin, has proposed public works pro- 
jects as an answer to unemployment. But 
such projects are financed either by raising 
taxes or by increasing the budget deficit. In 
the first case the number of jobs created by 
the additional public works will be smaller 
than that of jobs lost in the rest of the econ- 
omy. Governments which want to avoid this 
problem by deficit financing will run into 
the obstacle of Emu’s anti-deficit rules. 

European unemployment is a man- 
made disaster. Policy harmonisation would 
cause this blight to spread. At the European 
summitin Austria last autumn, the chancel- 
lor of that country, Viktor Klima, said that 
co-ordination of economic policies was “the 
key to creating employment”. Such calls are 
usually supported by governments which 
espouse unsuccessful policies. They say they 
fear that tax rates will suffer a race to the bot- 
tom. Harmonisation, though, is more likely 
to result in a race to the top. Altogether, it 
would lessen the pressure to carry out neces- 
sary but unpopular structural adjustments 
to the welfare state. 

In order to make the euro work, more 
flexibility in the labour market is needed 
since the instrument of devaluation no long- 
erexists. Rhineland governments are uneasy 
about this—if not downright hostile. By cre- 
ating the euro they have thus made a stick 
for their own back. They must either dereg- 
ulate or infringe the rules of the emu. But this 
thought has yet to sink in. 

Should the Netherlands go all the way? 
Should it change to the type of market econ- 
omy that exists in the United States? The An- 
glo-Saxon model has its own problems. 
Maximising utility in the short term leads to 
too few savings and insufficient investment. 
Americans have not invested enough in 
public provisions like infrastructure and 
education. In the Rhineland, savings are 
considerable and investments are on an al- 
together higher level. Social security will 
have to be trimmed but the essentials of the 
system can be retained, provided public ex- 
penditure is kept durably under control. 

Asynthesis of the Anglo-Saxon and Rhi- 
neland models ought to be possible. A“ Mid- 
Atlantic” model really would unite the posi- 
tive elements of both. But that model has not 
yet been reached in the Netherlarids. More 
liberalism is required if the Dutch economy 
is to achieve its potential and to raise living 
standards—and the same applies to the rest 
of the European Union, but even more so. 
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Germany's protective wings 


FRANKFURT AND LONDON 


On two fronts, Germany faces accusations that it is shielding its banks from 
competition. Both battles have far-reaching consequences 


Famous, Germans like to do things by 
the book. But what if the book is open to 
sneaky interpretation or, worse, its rules are 
rigged? These questions are being asked in 
two separate disputes about the advantages 
that German banks enjoy over their rivals. 
The first centres on competition-distorting 
subsidies to the powerful, state-owned Lan- 
desbanks, which are the subject of a Euro- 
pean Commission probe. The second pits 
Germany’s financial regulators against their 
American peers, who accuse the Germansof 
olocking changes that would improve global 
rules on banks’ capital adequacy. 

Although the tiffs are not formally link- 
zd, both find Germany accused of obstruct- 
ng efforts to create a “level playing-field” for 
danks active in international financial mar- 
sets, And both are important. As markets 
come more competitive, banks have 
nuch to lose from even the slightest disad- 
vantage. Accusations fly that, like the Japa- 
1ese in the 1980s, the Germans hope to use 
egulatory tricks to support their banks and 
o strengthen Frankfurt’s pretensions to be- 
ome Europe’s leading financial centre. 

The Landesbanks attract criticism on 
wo main grounds: that the state has provid- 
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ed them with capital on subsidised terms, 
and that they benefit unfairly from an im- 
plicit public guarantee that allows them to 
raise capital cheaply. All of which, say com- 
mercial bankers, distorts markets and sty- 
mies much-needed consolidation among 
Germany’s 3,400 banks. These privileges 
caused little fuss so long as the Landesbanks 
kept off commercial rivals’ turf and stuck to 
their job as bankers to Germany’s state- 
owned savings banks and to its 16 states. But 
in recent years several have started to com- 
pete aggressively with private-sector banks 
for corporate clients both at  _.. 
home and abroad. Olivier 
Szwarcherg of Barclays Capital 
reckons that, at the most pushy 
Landesbanks, commercial as- | 
sets now outweigh those linked | 
to traditional business. 
The benefits of a state guar- | 
antee are obvious. The Landes- | 
banks generally carry the same | 
credit rating (usually, the top | 
one, AAA) as the state thatbacks | 
them, despite operating on wa- | 
fer-thin margins and making an | 
average return on equity of only 








5%. Credit-rating agencies, such as Moody’s, 
usually give them a lower financial-strength 
rating, which strips out external supportand 
reflects banks’ intrinsic creditworthiness 
(see chart). By one estimate, it costs the big- 
gest Landesbanks 15 basis points (hun- 
dredths of a percentage point) less than their 
healthier private competitors to raise mon- 
ey. An internal study by the European Com- 
mission says the advantage is even bigger, at 
DM250m-500ọm for every DM100 billion 
($55 billion) borrowed. As private banks’ 
ratings have fallen (Deutsche Bank was 
downgraded by two notches earlier this 
month) they have become more agitated— 
and, as the Landesbanks have spread their 
wings overseas, so have foreign competitors. 
The Landesbanks think they need not 
wotry for now, since the current Brussels 
probe is only into transfers of capital that six 
of the Landesbanks received at knock-down 
rates from other state bodies. For instance, 
Westdeutsche Landesbank, the biggest, pays 
just 0.6% annual intereston DMs.9 billion of 
core (or “tier-one”) capital it got from a state 
housing-development group in 1992. Paying 
the difference between that and market rates 
would be painful, but not crippling. That is 
the likely outcome of the commission ruling, 
which is expected in the next month or two. 
It could, however, be the start of some- 
thing bigger, if Brussels then turns its atten- 
tion to the guarantees behind the cheap 
funding. For most of the Landesbanks, los- 
ing the state guarantee would mean a sharp 
drop in credit rating, and the loss of whatev- 
er franchise they still have. That will not 
happen within the next year or so. But were 
the guarantee to come under threat, the Lan- 
desbanks would eventually—perhaps with- 
in three to five years—face some awkward 
choices. They could keep the guarantee, but 
start paying a hefty fee for it; or they could 
simply withdraw from commercial busi- 
ness. Or they could split themselves into two 
parts: a guaranteed bit for public-remit busi- 
ness and an unguaranteed one for commer- 
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cial banking. 

Another option would be for the Lan- 
desbanks to merge with clusters of their sav- 
ings banks. In that way, they would gain ac- 
cess to their cousins’ cheap retail-deposit 














| Cire 


Ra 


- 


funding, as their own credit-ratings fell (the 
Landesbanks have no retail business of their 
own). Some are already thinking ahead: the 
break-up idea is being tried in. the western 
state of Baden-Wiirttemberg, while the sav- 
ings-banks-merger option is under discus- 
sion in Saxony. 

A more radical solution would be full 
privatisation. That would appeal to some of 
Germany’s private-sector banks, which are 
keen to speed up the so-far glacial pace of 
consolidation across different parts of Ger- 
many’s financial sector. It might also appeal 
to Landesbank-owning states that are keen 
to plug holes in their budgets. But most com- 
mercial banks would rather snap up the re- 
tail-oriented savings banks than the Landes- 
banks, which would become less attractive 
targets once stripped of state support. More- 
over, attempts to fuse public and private 
German banks have been as unsuccessful as 
they have been rare. The boldest, the cre- 
ation of Bankgesellschaft Berlin in 1994, has 
been disastrous: with restructuring stalled 
by politics, its bad loans have multiplied and 
its share price has crashed. 













The second battlefield—the Basle Com- 
mittee—could be just as bloody. Since last 
summer regulators have been discussing a 
wholesale revision of the Basle Accord on 
bank capital. Passed in 1988, the accord has 
long been regarded by bankers and regula- 
tors alike as outdated. Through a series of 
compromises, the committee seemed to be 
moving towards a new draft. But the new 
proposals, originally due out last month, 
have been held up by a wrangle between 
Germany and America (which has support 
from some others). 

The Americans contend that German 
regulators have put the interests of their own 
banks above a revision of the accord. There 
are already two areas of conflict and a third 
may erupt soon. The first is the treatment of 
commercial-property lending. Germany 
wants its banks to continue to put only 4% 
capital against these assets, instead of the full 
8% that other regulators require. This seems 
absurd to some. Although everyone agrees 
that retail mortgages are good assets, banks 
in many other countries (Britain, America, 
Sweden, Japan) have found, to their enor- 








In-house sales? 


RIVATISATION has not gone with a 

bang in Germany. Although the gov- 
ernment has sold stakes in Deutsche Tele- 
kom and Lufthansa, the national carrier, 
control has stayed in government hands. 
And, despite years of preparations, the 
post office is unlikely to be sold until next 
year. But at least the process has been fairly 
transparent. Over the past year, however, 
things have gone rather cloudy. There 
have been suggestions that, instead of con- 
centrating on securing the highest price, 
the politicians have been more worried 
about responding to populist concerns, 
and that, in selling state assets as in bank- 
ing, Germany looks after its own. 

Take some recent deals. The federal 
government, needing some DM2o0 billion 
($11 billion) for the budget, is selling three 
sets of assets: Tank und Rast, a monopoly 
chain of motorway service-stations; an es- 
tate of 112,600 homes for workers and reti- 
rees on the national railway; and houses 
earmarked for members’of a civil-service 
union. (In the former West Germany, only 
42% of homes were privately owned last 
year; in East Germany, just 31% were). A 
consortium including Allianz, an insurer, 
won the contest for Tank und Rast after an 
unexpected round of rebidding. It beat the 
London-based principal-finance arm of 
Nomura, a big Japanese securities firm. 

More controversial is the sale of the 
railway homes, which the transport minis- 
try says it expects to complete over the next 
couple of months. The winning bidder, 


again against Nomura, is an 18-strong con- 
sortium dominated by state-owned devel- 
opment corporations, witha DM7.1 billion 
bid—DM1 billion less than Nomura’s. 
Even though preparations for the sale have 
been going on for well over a year, its com- 
pletion has been held up for months by 
railway unions opposed to the whole con- 
ceptof privatisation. This is odd, given that 
the houses are merely being passed from 
one branch of government to another. Also 
curious is that, outside the opinion co- 
lumns of the business press and the Bavar- 
ian taxpayers’ association, there has been 
no outcry at this apparent wastage of pub- 
lic Funds. 

In spring last year, the Japanese securi- 
ties firm was reported to have a done deal. 
After all, its London-based principal fi- 
nance group had made hundreds of mil- 
lions of pounds for its Japanese owners 
(and tens of millions for its head, Guy 
Hands, a 39-year-old former Eurobond 
trader at Goldman Sachs) by buying up 
thousands of British defence-minis- 
try quarters, pubs and trains. 
Unlike traditional investment- 
banking, principal finance in- 
volves a bank using its own 
capital to acquire assets, rath- 
erthanactingasanagent.Typ- — 
ically, the bank then issues 
bonds against the expected cashflows and 
sells or retains the rump asset. Using the 
same valuation techniques, Nomuracame 
up with a DM8.1 billion value for the rail- 





way-houses estate, based on regulated 
rentals which were to rise to market levels 
over ten years. Their German rival is be- 
lieved to have come up with a lower price 
based on the currently low yields. 

Once it appeared certain that Nomura 
had won the bid in spring 1998, opposition 
among residents to a Japanese landlord 
grew. At one public meeting a concerned 
tenant asked if the rent would be collected 
by a Japanese man; there were fears that 
tenants would be evicted. In Stuttgart poli- 
ticians from the Social Democratic Party 
tabled an urgent motion in the. regional 
parliament of Baden Württemberg to pre- 
vent the sale of the flats to “a large Japanese 
bank.” They argued that the then Chris- 
tian Democratic-led government should 
not choose the best financial offer, but the 
one that best met “social obligations.” 
Hans jochen Henke, a senior civil servant 
in the transport ministry, then began to or- 
ganisea higher offer from the German con- 
sortium. Last summer, the ministry de- 
clared that the German consortium had 
won, with its DM7.1 billion bid. 

The Bavarian taxpayers association is 

one of the few bodies to have object- 
ed to the sale: they believe the 
flats are worth more than ei- 
ther bidder was prepared to 
pay. (This sale may set a 
P precedent: there are some 
400,000 more homes in state 
hands.) But even they do not 
seem to have persuaded their federal col- 
leagues to get upset about it. Which per- 
haps helps explain why German taxes are 
still among the highest in Europe. 
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With the new 717, Boeing introduces a revolutionary concept to high-frequency, 
short-hop markets. The concept is comfort. With the interior of a full-size jetliner 
and the lowest operating costs of any airplane in the 100-seat category, the 717 
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www.boeing.com 





What kind of 


airline 


~ 


; 


è 


would: det 


-of intérnational 





Whar kind of airline thinks executives 
traveling overseas need more personal 
space? More nonstops? More flight 
attendants? More award-winning wines? 
More gadgets and gizmos? More of 
everything you want? Delta, the airline 
that’s outclassing business class. 

That’s who. 

Introducing Delta BusinessElite. 

Not just one of the best international 
business classes, but the room to enjoy 
it. You'll find a hugely spacious 152 cm 


of pitch, giving you 92 cm of legroom 


and 160° of recline. And when you 
fly BusinessElite, you'll never get stuck 
in a middle seat. 

By this summer, every flight from 
Asia to the U.S. will be upgraded with 
BusinessElite service. You’re bound 
to appreciate the added space and 
amenities on your next flight. 

What kind of executive wouldn’t? 

For reservations, call your Travel 
Agent or Delta Air Lines. Or for 
more information, visit our website 


at www. bizelite.com. 
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mous cost, that commer- 
cial-property loans may be 
anything but. 

German regulators trot 
out Statistics to show that, 
historically, such lending 
has been pretty risk-free in 
their country (though the 
experience of HypoVe- 
reinsbank, which recently 
wrote off a huge amount of 
such lending, casts doubt on this). One 
mooted compromise would be to give Ger- 
many an exemption or to write rules that ap- 
plied only to Germany. But even if such 
lending is indeed less risky in Germany than 
elsewhere, Basle’s accord-designers do, not 
want exemptions. Other countries, not un- 
reasonably, might swiftly demand opt-outs 
of their own. “We're not making rules for 
one country, we're making them for the 
whole world,” says Daniéle Nouy, the com- 
mittee’s secretary general. 

The second conflict is over bonds issued 
by Germany’s mortgage banks, known as 
Pfandbriefe (of which “Jumbos”, see chart, 
are the biggest, most liquid type). Banks that 
buy them have to put aside only 0.8% of 
their value as capital against them; bonds is- 
sued by other banks that issue mortgages re- 
quire, at a minimum, 1.6% capital. This gives 
Germany’s mortgage banks a huge funding 
advantage: as much as 15 basis points com- 
pared with European rivals. It is because of 
this advantage that some Spanish banks 
have started to issue their own Pfandbriefe, 
and French ones are thinking of doing so. 
German regulators claim minimal capital is 
justified because the increasingly popular 
Pfandbriefe are safe: they are secured against 
the mortgage banks’ assets. Critics say this is 
odd, because mortgage banks’ assets are un- 
diversified and many have a higher risk 
weighting than the bonds. Even if the securi- 
ty made Pfandbriefe safer, it would make 
unsecured deposits in the mortgage banks 
riskier. At the moment these attract a capital 
charge of 1.6%; some regulators think a high- 
er weighting, perhaps even the full 8%, 
would be more sensible. 

Then there is the definition of capital. 
Here, German regulators are cocking a 
snook at the spirit, if not the letter, of an earli- 
er Basle compromise. Under the present ac- 
cord, banks must have core capital equiva- 
lent to at least 4% of their risk-weighted 
assets. Traditionally, core capital has been 
defined as equity or retained earnings. But 
German regulators had long allowed their 
banks to include in the “core” securities with 
a much shorter maturity, dubbed “silent 
partnerships” —in effect, subordinated pref- 
erence shares. Then in 1996, America’s Fed- 
eral Reserve allowed banks to count 30-year 
subordinated debt as core capital. 

After the American move, regulators 
elsewhere jumped on the bandwagon, as 
dated capital costs much less than subordi- 
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nated perpetual debtor eq- 
‘uity. Worried that financial 
alcherny was winning out 
over prudence, the com- 
mittee agreed last October 
that such hybrid capital 
should be limited to 15% of 
tier-one capital, and should 
be “permanent”. Oddly, 
“permanent”, for German 
purposes (but for nobody 
else’s), means anything with a maturity of 
more than ten years. To add insult to injury, 
German banks are raising such capital 
abroad (Dresdner has even issued $1 billion- 
worth in New York). The upshot is that, de- 
spite last October’s agreement, German 
banks can still raise capital on better terms 
than their rivals, This, says one banker, has 
made the Americans “livid”. 

All told, these regulatory quirks confer 
what amounts to a huge advantage on Ger- 
man banks, in the amount of capital they 
have to put aside against assets, in the cost of 
that capital, and in financing their assets. 
Add in the Landesbanks’ perks, and it is not 
hard tosee why foreign regulators and bank- 
ers are so miffed. And if these privileges were 
taken away? Germany, says one banker, 
would end up with “a bunch of uncompet- 
itive banks” in an overbanked market. 
Sounds grim. But how better to encourage a 
sorely needed shake-up? 





Russian banks 


Stable doors 


MOSCOW 


F ALL the choices that Russia’s outgo- 
ing government shirked and that con- 
front the new one, banking reform may be 
the hardest. That makes this week’s decision 
by the central bank to revoke the licences of 
12 commercial banks look promising. The 12 
included the once-mighty Bank Menatep, as 
well as Unikombank, which had the largest 
branch network in the area around Mos- 
cow. But even such apparently drastic mea- 
sures may have less to do with cleaning up 
the banks than with impressing western 
creditors and, oddly, tackling a tax dodge. 
The announcement of the closures put 
an end to a mild banking panic. That had 
been precipitated by Sergei Stepashin, who 
was confirmed as prime minister on May 
19th (see page 61). Mr Stepashin had said 
that six of Russia’s biggest banks would be 
stripped of their licences. But he did not 
name them, and, according to Sergei Yego- 
rov, head of the Association of Russian 
Banks, his threat prompted a run on large 
private banks. 
Naming the 12 eased these worries— 
partly because none has done much busi- 
ness lately. Menatep, for example, had 
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transferred all its good assets to its subsidiary 
in St Petersburg. That now operates as a sep- 
arate bank, and runs all of Menatep’s former 
branches in Moscow. All that was left for the 
central bank to liquidate was a burnt-out 
shell, once the centre of the financial and in- 
dustrial empire built up by Mikhail Khodor- 
kovsky, one of Russia’s oligarchs. Nor was 
there much left of Unikombank. Its exten- 
sive branch network in the suburbs of Mos- 
cow was recently taken over by Guta-Bank, 
which is controlled by the city government. 

So it was inevitable that such closures 
would be greeted with cynicism—especially 
in the light of Russia’s appalling record in 
getting to grips with its banking mess. The 
closures also coincided with the arrival in 
Moscow of a World Bank team, who were 
reported to want five more big banks shut © 
before agreeing to new loans for the govern- 
ment. Russia is also trying to touch the Euro- 
pean Bank for Reconstruction and Develop- 
ment (EBRD) for aloanof$i00m, specifically 
to restructure the banking system. The bor- 
rower would be an agency called arco, 
which was set up seven months ago for the 
purpose. It has been caught in a vicious cir- 
cle. The gro has been loth to lend any mon- 
ey until ithas made progress in closing or re- 
viving banks; but with only 10 billion 
roubles ($400m) as starting capital, it has 
not had the ammunition to tackle one bank, 
let alone dozens. 

So closing these 12 banks enables the 
government to impress its creditors without 
shouldering any real financial burden 
there are no small depositors left to look af- 
ter, and few debts that the banks’ owners 
cannot cope with on their own. But Andrei 
Ivanov, an analyst with Troika Dialog, an in- 
vestment firm, says that the closures are 
more than just public relations; they have a 
practical aim as well. Some of the smaller 
among the 12 banks were running what has 
become quite a common  tax-evasion 
scheme. A company with a tax bill pays the 
managers of a defunct but still licensed bank 
a fifth of its tax arrears; the bank pretends to 
have received the full amount, but fails to 
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make the transfer to the government. 

Last year, Russia’s supreme court ruled 
that, in such cases, the bank, not the tax- 
payer, is liable to the tax authorities. Since 
then, banks’ debts to the government have 
increased more than tenfold to 15 billion 
roubles. The government has made several 
efforts to curb the abuse—last month, for ex- 
ample, the tax ministry banned companies 
from opening new accounts with banks that 
had been holding back tax payments. 

Closing down a mere 12 banks is not go- 
ing to shut this loophole. By one estimate 
more than 100 banks are now technically in- 
solvent, and more bankruptcies must surely 
follow, not just to improve the health of the 
banking system, but also to boost tax collec- 
tion. On May 17th, Georgy Boos, the tax 
minister, said his ministry will soon start its 
own bankruptcy proceedings against insol- 
vent banks. 

Certainly, somebody should. The banks 
that crashed last August with $15 billion in 
unmet obligations were not properly buried. 
Nota single banker was tried for fraud or as- 
set-stripping, and these financial zombies 
are still being fed at the public trough. Rus- 
sia’s cosy accounting practices have made 
life after death relatively easy. Banks were 
allowed to book their near-worthless gov- 
ernment debtatits nominal, pre- August lev- 
els; and the authorities, despite their inabil- 
ity to meet their foreign debts, found ways of 
propping up their banker friends at home. 

Changing this dire state of affairs quick- 
ly is impossible. “There’s no incentive, 
there’s no money, there’s no expertise,” says 
Kim Iskyan of mrk Renaissance, an invest- 
ment bank. But, by bankrupting a handful 
of the worst offenders, the new government 
has at least made a start. It will, however, 
take more to impress the mmr, let alone hard- 
bitten Russian savers who continue, sensi- 
bly, to stash their nest-eggs—totalling some 
$40 billion, by some estimates—safely but 
unproductively under their mattresses. 
in sina Sciam ca ‘J 


Trade 


Europe’s burden 


N THE decade since the fall of the Berlin 
Wall, countries everywhere have torn 
down walls around their economies as well. 
But the European Union remainsas fortified 
as ever. Despite the creation of the single 
market and the Uruguay round of trade lib- 
eralisation, Europe’s economy is almost as 
protected as it was ten years ago, according 
to a forthcoming study* from the Washing- 
ton-based Institute for International Econo- 
mists. The costs of that protection are as high 
as 7% of the eu’s Gop—some $600 billion. 
Take bananas, over which America and 
Europe are trading blows. According to the 
study, written by Patrick Messerlin, an eco- 
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` taliated with punitive tar- 











nomist at the Institut 
d’Etudes Politiques in Paris, 
the eu’s banana-import re- 
strictions cost European 


tion could. amount to as 
much as 10-15% of value- 
added in services. 

That would give a total 





consumers up to $2 billion a 
year—that is 55 cents per 
kilo of bananas. Nearly 
two-thirds of that, or $1.3 
billion, ends up as bigger 
profits for fruit distributors. 
Now that America has re- 


iffs on $191m of European 
imports, the cost of the £u’s 
banana regime is greater 


cost, for all eu protection, 
of around 7% of European 
cpp. European consumers _ 
are footing that bill, by 
paying higher taxes and 
consuming less than they 
would if trade were free. 
Often they have a more 
limited choice of what they 
can buy. And they are pay- 
ing over the odds for what 





still. 
Europe’s beef industry 





they consume. 
Some of this money 





is also heavily protected. 
European beef farmers benefit from huge 
subsidies, tariffs of up to 125% on beef im- 
ports and from the Ev’s ban on hormone- 
treated beef, which keeps out most Ameri- 
can and Canadian produce. All of this help 
does not come cheap: it costs Europeans 
$14.6 billion a year in higher prices and tax- 
es, or around $1.60 per kilo of beef. 

A few billion dollars here and there soon 
add up to real money. Import restrictions 
more than double the price of many foods, 
such as milk, cheese and wheat. The duty on 
offal imports peaks at 826%. All in all, Mr 
Messerlin estimates that the cost of protect- 
ing European farming could be as much as 
10-15% of value-added in agriculture. 

European industry is generally thought 





ends upastax or tariff reve- 
nue in government coffers. Many in conti- 
nental Europe, particularly in France, think 
that is no bad thing. They would prefer do- 
mestic markets to be protected in the “public 
interest”, rather than that “narrow” private 
interests benefit from free trade. But in prac- 
tice, the bulk of the protectionist tax on con- 
sumers—as much as two-thirds, according 
to Mr Messerlin—ends up not in the public 
purse, but in higher company profits. And 
some of those firms are foreign. Japanese car 
makers charge more in Europe because of 
quotas; Chiquita makes more from bananas 
sold in Europe than in America. Even the 
French might not appreciate this. 

Despite its huge costs, many Europeans 
remain convinced that protectionism 





to be much less protected 
than agriculture. Many sec- 
tors are: the average tariff 
on goods imports was only 


“saves” jobs. With nearly 
17m Europeans out of 
work, politicians are sus- 
ceptible to pleading from 





5.1% 1n 1997. But the average 
tariff underestimates the 
actual level of protection. It 
is weighted by import vol- 
umes, which are kept artifi- 
cially low in sectors protect- 
ed by high tariffs. It also 
excludes the impact of other 
import restrictions that are 


industries claiming that 
competition from imports 
is costing jobs, Yet Mr 
Messerlin thinks that pro- 
tection in 22 heavily pro- 
tected sectors safeguards 
only 200,000 jobs at a cost 
of $43 billion a year—or 
some $215,000 per job, 





more popular now that tar- 
iffs have fallen. These in- 
clude: anti-dumping duties 





on “unfairly” cheap imports of products 


such as steel, textiles and video recorders; 
quotas on imports from China and Russia; 
and Japan’s “voluntary” agreement to re- 
strict itscar exports to the Eu. Taking these in- 
to account, Mr Messerlin puts the true over- 
all rate of industrial protection at around 9% 
in 1997. The cost of that protection comes to 
as much as 8-12% of the value-added in in- 
dustry. 

Measuring the costs of protection in ser- 
vice industries is more difficult. Sectors such 
as telecoms, financial services, health care 
and airlines are protected by a thicket of reg- 
ulations whose costs cannot easily be esti- 
mated, Mr Messerlin’s figures here are more 
tentative. But he reckons the cost of protec- 





enough to buy each lucky 
worker a new Rolls-Royce 
every year. Even that figure 
may be a gross underestimate. Since most 
workers in import-competing industries 
eventually find jobs elsewhere, the true 
number of jobs “saved” is tiny—and the an- 
nual cost of preserving them astronomical. 

Europe is by no means alone in spending 
huge sums to “protect” domestic producers. 
The true cost of protection in America is also 
far higher than is generally thought, particu- 
larly in service industries such as shipping 
and banking. A century and a half after the 
repeal of Britain’s Corn Laws, free traders 
still have their work cutout. 


* “Measuring the Costs of Protection in Europe”, Institute 
for International Economics, forthcoming. 
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Hungary’s stockmarket 


Getting hostile 


BUDAPEST. 


R years the stockmarkets of Central Eu- 
rope have been little more than local 
trading pits, where such novel ideas as sha- 
reholder value, corporate governance and 
boardroom accountability have been over- 
looked. But there are some signs of change. 
Take Hungary: a surprise takeover bid, an in- 
vestigation into alleged insider trading and 
two shareholder-backed boardroom coups 
have recently given shareholders some rare 
flickers of encouragement. 

Hungarian boardrooms received their 
first wake-up call in April. Cofinec, Central 
Europe’s biggest packaging company, at- 
tracted the attention of two investment 
funds—Argus Capital International, a sub- 
sidiary of America’s Prudential Insurance 
company, and Croesus Central European 
Advisors~that specialise in acquiring un- 
dervalued Central European companies. 
The two made an unsolicited offer to buy 
Cofinec, for $10 a share—more than twice 
the market price at the time. Argus and Croe- 
sus reckon that, given the chance, a new 
management team could revamp the busi- 
ness, increase the company’s value and, in 
three years or so, sell it at a handsome profit 
toa bigger packaging firm. 

Certainly, the company’s performance 
has been disappointing. It has failed to make 
the most of steady economic growth in Cen- 
tral Europe. Since 1996, when, with much 
ballyhoo, it was floated on stockmarkets in 
Budapest, London and Luxembourg, its 
share price has bombed. From $46 in 1996 it 
fell to less than $4 last month. 

Step forward Argus and Croesus. Spen- 
cer Jakab, a Central European equity ana- 
lyst in London with Credit Suisse First Bos- 
ton, describes their bid for Cofinec as a 
watershed in the region. Itis, he says, the first 
case of an open, transparent bid through the 
stockmarket that actually treats minority 
shareholders equally. 

That, at least, is the theory. Under local 
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regulations, the funds had tosubmit their of- 
fer documents, supposedly in-confidence, to 
Hungary’s State Financial and Capital Mar- 
kets Supervision (arrr), the local market 
regulator. Mysteriously, however, within 
two. days of passing details of their offer to 
the APTF, 15% of Cofinec had changed hands 
and its share price had soared by 17%. The 
APTF promptly suspended Cofinec’s shares 
and launched an insider-trading investiga- 
tion, which is still going on. 

“We created more shareholder valueina 
week than had been created in the previous 
three years,” jokes one of the fund’s execu- 
tives. Nevertheless, Cofinec’s board, which 
pays itself about $750,000 a year, has ad- 
vised shareholders to reject the offer as too 
low. The shareholders, including institu- 
tions such as csr Asset Management, and 
Flemings, a British bank, have until May 
23rd to make up their minds. 

Cofinec’s is not the only Hungarian 
boardroom to have had a recent taste of sha- 
reholder power. rvk, Hungary's biggest 
chemicals company, saw almost its entire 
management replaced after two investment 
funds—one run by Croesus and the other by 
Templeton—secured the backing of 97.5% of 
shareholders for the change. The two funds 
promptly tripled tvk’s 1998 dividend. 
Shortly after this coup, all the managers of 
another Hungarian firm, Zalakeramia, 
which is Central Europe’s biggest maker of 
ceramic tiles and bathroomware, also fell 
victim to shareholder activism. Arago, a Bu- 
dapest-based team of corporate raiders that 
owns 15% of the company, persuaded fellow 
shareholders that it could revive Zalakera- 
mia’s fortunes. csrB’s Mr Jakab says the 
company, which is quoted in Budapest, 
Munich, Vienna and London, isin crisis, af- 
ter expensive expansion into Croatia and 
Romania, and subsequent unhedged cur- 
rency losses. 

Taken together, all of this amounts to 
quite a shake-up. tv« and Zalakeramia, be- 
tween them, account for about 10% of the 
Budapest stockmarket’s benchmark index, 
the sux. They should have expected that, 
sooner or later, their shareholders might 
start acting tough. But Mr Jakab, for one, 
reckons hecan detect a new breed of investor 
in Central Europe. Rather than plump for 
local heavyweights, they are sniffing around 
smaller companies in which it is easier for 
shareholders to force the management to 
realise value. Not a moment too soon: al- 
though emerging markets in general are re- 
covering some of the losses that followed the 
Asian and Russian crises, Hungary's stock- 
market is still worth 25% less in dollar terms 
than it was at the end of 1997 (see chart). If 
Central Europe's investors really are begin- 
ning to acquire and exercise the power to 
ginger up dozy companies it could do their 
markets a power of good. Not to mention 
their economies. 


Asian capital markets 


Help wanted? 


BANGKOK 


T IS still a feeble organisation, but at least 

its representatives are getting along. Since 
East Asia’s economies collapsed in 1997, 
meetings to promote Asia-Pacific Economic 
Co-operation have yielded nothing of the 
sort. But when arec’s finance ministers met 
on May 15th-16th, amid signs of recovery in 
Asia, they appeared to be much more, well, 
co-operative, discussing plans to give emerg- 
ing economies more say over the rules that 
govern international capital flows. 

Few people—inside arec or out—can 
agree on what those rules should be. But pol- 
icymakers are beginning to find consensus 
on three things: that the behaviour of hedge 
funds, international banks and portfolio in- 
vestors can devastate small economies; that 
something should be done about it; and that 
whatever is done should not be handed 
down from on high by the G7 group of rich 
countries and the mr, whose managing di- 
rector, Michel Camdessus, is an APEC veter- 
an. Having resolved to broaden the pool of 
architects, arec’s finance ministers are still 
without a blueprint. But during their meet- 
ings in Langkawi, a Malaysian resort, they 
devoted much discussion to an important 
pillar of Asia’s recovery: bonds. 

They are right that emerging Asia’s bond 
markets are small, and if the region’s compa- 
nies and governments were to issue more 
bonds, in both local and foreign currencies, 
it would promote more balanced inflows of 
foreign capital. Foreign investors themselves 
have been saying so for years to little effect. 
Now, Japan is offering to help create decent 
bond markets. Its finance minister, Kiichi 
Miyazawa, used the apec forum to an- 
nounce that Japan will provide ¥2 trillion 
($17 billion) in guarantees to support bond 
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issues by the region’s governments. 

The money will be in addition to the $30 
billion in direct assistance that was offered 
by Mr Miyazawa last year, much of which 
has already been disbursed. The new funds 
will guarantee a portion of the principal or 
interest payments on sovereign issues, and 
could ultimately be used to back up to $40 
“= pillion of cheap borrowing. Not long ago, 
` policymakers reckoned that such guaran- 
tees would be one of the keys to getting Asia 
back on its feet. A clever issue last autumn by 
Thailand’s Electricity Generating Authority, 
backed by a novel partial guarantee from the 
World Bank, went well. Eight months on, 
however, it looks as though many. govern- 
ments are ready togoitalone. 

Malaysia, in fact, will do so next week, 
when it fixes the pricing on a $2 billion-3 bil- 
lion issue. Although the terms have not been 
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set, the bonds will probably havea long ma- 
turity—perhaps ten years. Since they will be 
ina foreign currency, the issue will not be af- 
fected by Malaysia’s capital controls. 

As signs of recovery continue to appear, 
and investors grow less jittery about emerg- 
ing markets, more Asian governments may 
follow with non-guaranteed bonds of their 
own. Borrowing costs across the region have 
shrunk, allowing its sovereign bonds to trade 
at much smaller premiums over American 
Treasury bonds, suggesting that investors are 
indeed calmer. A successful $3 billion issue 
by Brazil last month, only three months af- 
ter it devalued its currency and damaged the 
emerging-market outlook, was also promis- 
ing. Thailand is expected to tap the bond 
markets later this year, and South Korea, 
which has not issued a sovereign bond in 
over a year, is also a good candidate. 





Because of the subsidy, bonds backed by 
Mr Miyazawa’s guarantee fund would al- 
low Asia’s governments to raise money more 
cheaply, and many will no doubt take him 
up on the offer. The Philippines, which suc- 
cessfully tapped the international bond 
markets on its own in January, has said that 
it now hopes to issue $500m in guaranteed 
bonds. But there is an advantage to non- 
guaranteed issues as well: they provide a 
more obvious benchmark for evaluating 
corporate issuers. Despite the success of last 
year’s Thai electricity bond, for example, 
many investors found it hard to price. In- 
deed, the lack of an Asian corporate bond 
market is so troublesome that the advantag- 
es of a better benchmark may outweigh the 
Miyazawa subsidies. Maybe emerging Asia 
needs a different sort of help now. 
| 








VEN as its battered neighbours scram- 

ble to repair their economies, Singapore 
continues to upgrade its own battle-tested 
model. Thanks to its competent financial 
regulators, market-friendly economy and 
sound fiscal management, the country has 
outperformed the rest of South-East Asia 
in the two years since investors fled the re- 
gion. But although Singapore '97 thumped 
the competition, the government is rolling 
out even better versions to maintain its 
edge. Last year it liberalised the stockmar- 
ket and invested in new infrastructure. 
Now it has set its sights on the banks: the 
reforms announced on May 17th, though 
hardly sweeping, may make Singapore ’o1 
tough to beat. 

The government hopes that by easing 
restrictions, as it has long been expected to 
do, it will accomplish two things: to im- 
prove the management of local banks, and 
to expose them toa little more competition 
from foreigners. “For 30 years, I protected 
these family-owned banks”, says Lee 
Kuan Yew, Singapore’s founding father 
and now its senior minister. He lamented 














that they had failed to prepare themselves 
for a future in which electronics will make 
domestic banking protection irrelevant. 

To encourage better management, the 
government will make it easier for foreign- 
ers to invest indomestic banks. A 40% limit 
on foreign ownership has been scrapped, 
and, although takeovers are a no-no, 
friendly stakes by foreign banks will now 
be welcome. 

In case all this is not enough to shake 
up banks’ boardrooms, the Monetary Au- 
thority of Singapore (mas)—in effect, the 
central bank—will gain more powers to 
nudge them along. Instead of merely ap- 
proving new directors, it will now decide 
whether they deserve reappointment ev- 
ery couple of years. In announcing the new 
measures, the government also hopes that 
the five big local banks will merge them- 
selves into bigger entities. That is some- 
thing the mas’s head, Lee Hsien Loong (the 
senior minister’s son), has been pushing 
for more than a year. The elder Mr Lee 
seems exasperated at the slow progress, 
which he blames on the banks’ family 
management: “each one has got a son in 
waiting”, Even now, however, the govern- 
ment says it will not force mergers. 

Local banks will also face more compe- 
tition for retail customers and commercial 
loans. A new category of licences will allow 
foreign banks to open up a handful of 
branches and off-site cash machines. To 
avoid going overboard, the government 
will issue only six such licences between 
now and 2001. It also says that, despite the 
increased competition, it does not intend 
local banks to control less than half of resi- 
dents’ deposits (they hold 62% now). 

Several banks that already hold “for- 
eign full bank” licences—such as Citibank, 








Lee dismantles his protectorate 


HsBc, Standard Chartered and Malaysia's 
Maybank—have said that they will apply 
for the fuller licences now on offer. Off- 
shore banks, which cannot engage in retail 
business, will also gain a little more wiggle- 
room. They will now be allowed tolend up 
to $$1 billion ($580m) to local companies, 
up from $$300m before. 

These changes will hardly reshape the 
face of Singapore’s banking sector. But that 
is the point. Local consumers would prob- 
ably benefit from even more competition 
than the government is allowing, but they 
will benefit a bit nonetheless. And since 
they are already better-off than their coun- 
terparts in neighbouring countries, they | 
will not complain. Nor will foreign bank- 
ers, who delight in the country’s stability 
and financial promise. Instead, as is the 
way in Singapore, everyone will accept 
what they have been given and wait for the 
next upgrade. 
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When lawyers inhale 


The tobacco “settlement” reached in the United States last year offers a new 
way to make public policy. It is not a good way 


AST November America’s state govern- 
ments and the tobacco companies sal- 
vaged what they could from their aborted 
settlement of lawsuits facing the industry. 
That first attempted deal had revolved 
around a central trade-off: the states 
would get a lot of money, and the compa- 
nies would be protected from an ava- 
lanche of product-liability litigation. The 
proposal, which fell apart in Congress, was 
bad economics (though that was not of 
course why it failed). But the compact that 
has replaced it, which some people see as a 
model to use against makers of guns and 
other bad things, is in some ways worse. 
The original tobacco settlement looked 
like a political masterpiece. The cigarette 
makers agreed togive the states $358 billion 
over 25 years, plus $10 billion upfront in 
lump-sum damages. The money would 
have come from raising cigarette prices by 
35 cents a pack straight away and by 62 
cents after five years, plus allowances for 
inflation. Various kinds of coercion were 
proposed to force companies that were not 
party to the settlement to join “voluntari- 
ly”. Ata stroke, class-action suits and state 
claims would be settled, and individual 
claims against the industry would be 
capped. The companies also agreed to 
some marketing and other restrictions. 
Politically, the beauty of it was that it 
hurt nobody—except smokers (who, you 
may recall, are supposedly the industry’s 
main victims). A recent paper by Jeremy 
Bulow, formerly of Stanford Business 
School and now chief economist at the 
Federal Trade Commission, and Paul 
Klemperer of Nuffield College, Oxford, ex- 
plains why this is so*. On standard, plausi- 
ble assumptions about the “pass-through” 
of higher taxes to consumers, and recalling 
that the demand for cigarettes is not very 
sensitive to price, the scheme would have 
reduced tobacco-company profits by the 
comparatively small sum of $1 billion a 
year (they were roughly $8 billion to begin 
with). Since unchecked litigation could 
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conceivably have extracted the entire net 
worth of the companies, that meant they 
were getting off lightly. Moreover, state 
governments would have seen their an- 
nual revenue rise by $13 billion—by far 
more, that is, than the fall in profits. This is 
because nearly all of the new “tax” would 
be passed on to consumers. The people in 
whose name the litigation had started 
would be the only real losers. Brilliant. 

The plan failed because congressional 
leaders in Washington had not been 
brought on board. If it was to work, they 
had to agree to it. (In several respects, the 
plan needed federal-law protection.) But 
they would not. The bill was swiftly recast 
as a company-bashing measure without 
such protection and the manufacturers 
backed out. What took its place was, first, a 
deal by four states modelled on the resolu- 
tion and then, last November, a further 
scaled-down multi-state deal, not requir- 
ing co-operation in Washington. The new 
settlement was smaller, at $206 billion, so 
the tax is smaller—it is expected to settle at 
about 35 cents a pack. Also, there are fewer 
marketing restrictions. On the other hand, 
the companies are protected only from 
state cases and not from private litigation. 

There is more legal wrangling to come: 
the story is not over yet. But suppose it 
were. The outcome, as Messrs Bulow and 
Klemperer point out, would have some 
troubling features. One is that the plan is 
not well aimed at reducing consumption of 
cigarettes, especially the most harmful 
kind. This is partly because the new 
scheme contains fewer marketing restric- 
tions. Also, the tax is levied as a fixed 
amount per pack, rather than in propor- 
tion to tar content. And the deal specific- 
ally protects some small tobacco firms, 
which tend to make higher-tar cigarettes. It 
allows them toincrease their salessubstan- 
tially—-and even subsidises them into the 





bargain, by letting them pocket the price- 
rise, rather than handing it over to the 
states. (The market value of one of these 
firms increased threefold when the deal 
was announced.) 

Another drawback is the fabulous re- 
wards bestowed on lawyers. Even the 
scaled-down deal proposes to pay them 
fees of $750m a year for five years and 
$500m a year indefinitely thereafter. 
Messrs Bulow and Klemperer calculate 
this as a cool $8 billion in net present value 
terms. According to one count, about 500 
lawyers are involved: that’s $16m apiece. 
These riches flow because the taxes levied 
by the states are disguised as “damages”; 
the lawyers therefore get their share. 


Thesmoking gun 


It would have been far better for states to 
impose an explicit well-designed tax, to- 
gether with more marketing restrictions. 
Why did this not happen? First, because 
there would have been nothing in it for the 
lawyers. Second, because such taxes would 
have required express legislative approval 
state by state. The settlement was designed 
toget round that. Third, because an explicit 
tax could be levied by any particular state 
only on cigarettes sold within that state. 
The settlement in effect allows each partic- 
ipating state to levy a tax on cigarettes sold 
anywhere in America. States that do not 
take part will still pay the tax (te, cigarettes 
will still cost more in those states) but will 
receive no share of the revenues—which 
amounts to a strong incentive for reluctant 
states to sign on. 

In short, the lawyers have come up 
with a way for states to collect badly de- 
signed taxes outside as well as inside their 
borders, without express legislative ap- 
proval—all in return for a substantial piece 
of the action. Many gun-control enthusi- 
asts now hope to develop a similar strate- 
gy. After that, who knows? It is a hideous 
precedent. No sane system would invite 
lawyers todesign bad taxes by stealth inex- 
change for a fat cut of the proceeds. Insane 
or not, this is the turn that American prod- 
uct-liability law has now taken. 


* “The Tobacco Deal”, cerr Discussion Paper No. 2125, 
April 1999. The paper is also in the current “Microeco- 
nomics Annual” of the Brookings Institution, and can, be 
found at www.nuff.ox.ac.uk/users/klemperer/index.htm 
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Hardware goes soft 


Computer chips that can rewire themselves to perform different 
functions are starting to take the “hard” out of hardware 


HE power of a computer stems from the 

fact that its behaviour can be changed 
with little more than a dose of new software. 
A desktop pc might, for example, be brows- 
ing the Internet one minute, and running a 
spreadsheet or entering the virtual world of 
acomputer game the next. But the ability ofa 
microprocessor (the chip that is at the heart 
of any pc) to handle such a variety of tasks is 
both a strength and a weakness—because 
hardware dedicated to a particular job can 
do things so much faster. 

Recognising this, the designers of mod- 
ern pcs often hand over such tasks as proc- 
essing 3-p graphics, decoding and playing 
movies, and processing sound—-things that 
could, in theory, be done by the basic micro- 
processor-—to specialist chips. These chips 
are designed to do their particular jobs ex- 
tremely fast, but they are inflexible in com- 
parison with a microprocessor, which does 
its best to be ajack-of-all-trades. So the hard- 
ware approach is faster, but using software is 
more flexible. 

Yet it should, in theory, be possible to 
have the best of both worlds. In 1960 Gerald 
Estrin, acomputer scientist at the University 
of California, Los Angeles, proposed the idea 
of a “fixed plus variable structure comput- 
er”. It would consist of a standard processor, 
augmented by an array of “reconfigurable” 
hardware, the behaviour of which could be 
controlled by the main processor. The recon- 
figurable hardware could be set up to per- 
form a specific task, such as image-process- 
ing or pattern-matching, as quickly as a 
dedicated piece of hardware. Once the task 
was done, the hardware could be rejigged to 
do something else. The result ought to be a 
hybrid computer combining the flexibility 
of software with the speed of hardware. 

Although Dr Estrin built a demonstra- 
tion machine, his idea failed to catch on. In- 
stead, microprocessors. proved to be cheap 
and powerful enough to do things on their 
own, without any need for reconfigurable 

«hardware. But recently Dr Estrin’s idea has 
"seen something of a renaissance. The first- 
ever hybrid microprocessor, combining a 
< conventional processor with reconfigurable 
_vebreuitry in a single chip, was launched last 
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month. Several new firms are 
now competing to build recon- 
figurable chips for use in de- 
vices as varied as telephone 
exchanges, televisions and 
mobile telephones. And the 
market for them is expected to 
grow rapidly. Jordan Selburn, 
an analyst at Gartner Group 
(an American information- 
technology consultancy), be- 
lieves that annual sales of recon- 
figurable chips will increase to a 
value of around $50 billion in 10 
years’ time. 


Notso hard after all 


Reconfigurable hardware 
first became practical with the in- 
troduction a few years ago of a device called 
a “field-programmable gate array” (FPGA) 
by Xilinx, an electronics company that is 
now based in San Jose, California. An FPGA 
is a chip consisting of a large number of “log- 
ic cells”. These cells, in turn, are sets of tran- 
sistors wired together to perform simple log- 
ical operations. 

The precise behaviour of each cell is de- 
termined by loadinga string of numbers into 
a memory underneath it. The way in which 
the cells are interconnected is specified by 
loading another set of numbers into the chip, 
Change the first set of numbers and you 
change what the cells do, Change the second 
set and you change the way they are linked 
up. Since even the most complex chip is, at 
its heart, nothing more than a bunch of in- 
terlinked logic circuits, an FPGA can be pro- 
grammed to do almost anything that a con- 
ventional fixed piece of logic circuitry can 
do, just by loading the right numbers into its 
memory. And by loading in a different set of 
numbers, it can be reconfigured in the twin- 
kling of an eye. 

At the moment, such reconfigurable 
chips are used mainly as a way of conjuring 
up specialist hardware in a hurry. Rather 
than designing and building an entirely new 
chip to carry out a particular function, a cir- 
cuit designer can use an FPGA instead. This 
speeds up the design process enormously, 








because making changes becomes as 
simple as downloading a new configuration 
into the chip. 

Once the design is completed, however, 
rpGascan also be used in the finished prod- 
uct. This means that, when it comes to get- 
ting the product to market quickly, FPGAs 
become invaluable. They can thus be found 
inside network routers, telecoms switches, 
mobile-phone base stations and many other 
devices that need both the processing speed 
of specialist hardware and the ability to re- 
spond to changing standards. When a new 
standard is adopted, it is a simple matter to 
rejig the regas inside these devices to sup- 
portit. 

Another common use for FPGAS is as a 
general-purpose glue that sticks together 
several different components, such as a mi- 
croprocessor and its attendant chips, inside 
a particular device. The flexibility ofan FPGA 
means that itcan do the work of a handful of 
normal chips, thus keeping the “chip count” 
down and reducing cost and complexity. 
The logical conclusion of this approach, 
which also brings configurable logic a step 
closer to Dr Estrin’s original vision, is to 
build a “system ona chip” that combines re- 
configurable circuitry with a conventional 
processor on a single piece of silicon. 

Since April just such a hybrid has been 
available from Triscend, a company based in 
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The learning home 


ANY new dwelling places nowadays 

are touted as “smart homes”. These 
houses and flats are wired up with gadge- 
try thatcan perform useful tasks: automat- 
ically turning the lights and heating on or 
off, for example, or watering the lawn, But 
they are not really all that smart, because 
what they do is to follow a pre-ordained 
setof instructions that tells the computer in 
charge when to switch things on and off. 
The instructions themselves still have to be 
programmed to suit individual tastes and 
desires—and they have to be updated by 
hand if circumstances change. 

Michael Mozer, a computer scientist at 
the University of Colorado, thinks this is 
one of the main reasons that home auto- 
mation has not caught on, despite decades 
of interest on the part of both industry and 
consumers. What might change that, he 
reckons, is to get a house to program itself. 

In fact, Dr Mozer himself lives in just 
such a house. Over the past few years, he 
and his students have designed and in- 
stalled a genuinely smart heating, lighting, 
ventilation and plumbing system. The in- 
structions about when to turn things on 
and off are not pre-programmed. Instead, 
Dr Mozer’s system uses neural networks. 
These learn his habits and so anticipate his 
needs in ways that keep the house heated 
and lit while consuming the minimum 
amount of energy. 

Neural networks are computer pro- 








grams that, as their name suggests, behave 
rather like nerve cells in an animal's brain. 
When a natural nerve network learns 
something, the connections between the 
individual cells change in ways that cause 
the animal to react more suitably in the fu- 
ture. Artificial neural networks operate in 
a similar fashion, altering the strengths of 
connections between different parts of a 
program in response to experience, so as to 
achieve the desired result. They are partic- 
ularly good at recognising patterns and 
working out relationships. 

Dr Mozer’s household-control system 
consists of a number of different neural 
networks, each in charge of one aspect of 
his domestic economy. Every room, for ex- 
ample, has a lighting network that decides, 
when a person enters, whether to turn the 
light on and, if so, how bright to make it. 

To answer these questions the network 





ponders several different factors. These in- 
clude such obvious ones as the time of day 
and how sunny. it is outdoors; but also 
some more subtle ones, such as what the 
network did before in the same circum- 
stances, and the pattern of lighting in adja- 
cent rooms. 

In some cases, a neural network may 
consider as many as a hundred variables 
before it makes up its mind. If it makes the- |- 
wrong decision, such as leaving the lights. 
off when Dr Mozer actually wants them 
on, he “punishes” it by turning the lights 
on manually. The network learns from its: 
mistake and changes its behaviour the next. 
time round. 

Dr Mozer has found that, even if he 
keeps an irregular schedule, it does not pre- 
vent the system from making intelligent 
decisions. It can, for instance, decide at 
what time in the evening to turn on the 
heating by checking when he came home 
on each of the previous four days, and also 
what time he came home on the same day 
last week. And if he is not home by 2am, 
the computer can figure out that he will 
probably not be home at 3am, either, and 
thus give up trying to keep the house warm 
for his return. 

The neural-network system, even at 
this experimental stage, works so well that 
Dr Mozer says that he misses it terribly 
when it is turned off. He has not, for in- 
stance, had to touch his thermostat in 
months. Nor, unlike some alternative ar- 
rangements, does it have a nagging circuit 
to ask him just what he was up to when he 
was out at two o'clock in the morning. 








Mountain View, California. It is called the 
£5, and it combines a microprocessor with 
3,200 reconfigurable logic cells, a chunk of 
memory, and a number of other compo- 
nents. While able to speed up the work of the 
processor, Estrin-style, the reconfigurable 
logic is primarily intended to do the work 
that would normally be done by external 
chips. At the moment, for example, set-top 
boxes for televisions need separate circuits to 
handle cable and satellite feeds. Using the 
“soft” circuitry that is inside the £5 would al- 
low the same design to do both. All that 
would need to be changed is the set-up of the 
reconfigurable logic. 

Asimilar approach has inspired another 
Californian company, QuickSilver Technol- 
ogy, to design a hybrid reconfigurable chip 
specifically for use in mobile phones. The 
Adaptive Wireless Engine, as it is called, is a 
device whose logic cells have been specifical- 
ly designed to handle signal filtering, speech 
encoding, wireless communications proto- 
cols, and so on—in other words, the sorts of 
things that mobile phones have to do. Tu- 
ning the design of the chip to match this spe- 
cific application, but making it reconfigura- 
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ble, means that phones based around the 
chip will be able to adapt to different net- 
work standards. 

This has several advantages. The design 
of anew phone can be tweaked right up until 
the last minute without changing the hard- 
ware. Phones can rejig themselves to work 
with networks in different countries. They 
can even be reconfigured to support entirely 
new protocols as and when these emerge. 

QuickSilver is not alone. Morphics, a ri- 
val company based in Cupertino, Califor- 
nia, is pursuing a similar “soft radio” ap- 
proach. Meanwhile Chameleon Systems, 
yet another Californian company, is design- 
ing reconfigurable chips specifically for use 
in “high-end” telecoms applications, such as 
telephone switching and routing. 

Allof this, however, isnot quite what Dr 
Estrin originally had in mind. He saw recon- 
figurable logic as a way of speeding up com- 
puters by enabling them to reprogram them- 
selves to handle different jobs. A number of 
research teams are now pursuing this. ap- 
proach, which promises: significant per- 
formance gains in fields such as cryptogra- 
phy and top-of-the-range graphics process- 


ing. According to André Dehon, a researcher 
at the University of California, Berkeley, a 
hybrid microprocessor that combines a 
standard processor with reconfigurable logic 
ona single chip would be impressively faster 
at such activities than a conventional micro- 
processor. John Hauser, a student in his 
group, has developed a hypothetical chip 
called garr which has 1,500 reconfigurable 
logical cells. His simulations showed Garp to 
be nine times faster than anormal micropro- 
cessor at image processing and 24 times fas- 
ter at encryption. 

Dr Dehon believes that reconfigurable 
technology will eventually find its way into 
the computing mainstream. The question, 
he reckons, is not whether future micropro- 
cessors will include reconfigurable logic, but 
how much of their surface area they will 
dedicate to it. The computers of the 1940s 
look clunky today in part because their 
“software” was not soft—it was hard-wired. 
Perhaps in another 50 years, the fixed hard- 
ware inside today’s electronic devices will 
look just as old-fashioned—and hardware 
will have gone soft too. 
ell 
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Parallel universes 


A world apart 





The universe, it appears, may not be alone 


Tn to understand what lies behind 
the bizarre mathematics of quantum 
mechanics gives even physicists a splitting 
headache. It seems to come down toa choice 
between accepting that human conscious- 
ness is somehow involved in determining 
the properties of sub-atomic particles; or be- 
lieving that an infinite number of equally 
real universes are out there, hidden from hu- 
man perception. Small wonder that most 
physicists prefer to concentrate on the busi- 
ness of manipulating quantum mechanics’ 
equations, and to avoid the headache by not 
even thinking about what those equations 
might really mean. 

Most, but not all. Don Page, of the Uni- 
versity of Alberta, is one of a small band of 
researchers who are still trying to under- 
stand the more philosophical implications 
of quantum mechanical mathematics. And 
outlandish though it might seem, some of 
them, including Dr Page, have concluded 
that those equations do, indeed, imply that 
the universe is not unique. Proving whether 
that is true will be hard. But Dr Page now be- 
lieves that he might be able todo so. 

In quantum mechanics, every particle in 
the universe is described by a mathematical 
formula known asa wave function. This for- 
mula gives the probability that the particle 
in question is in a particular place. The or- 
thodox explanation of wave functions is 
known as the Copenhagen interpretation, 
because it was largely developed in that city 
in the 1920s, by Niels Bohr and his col- 
leagues. The Copenhagen interpretation is 
that a particle can be in many different states 
and places at the same time—here, there and 
indeed, with a very small probability, any- 
where. According to Bohr and his supporters 
it is the act of observing a particle that 
“forces” it into a definite state. In the jargon, 
the wave function is said to “collapse” into 
one state out of the many that are available 
to it. In this sense, in fact, the particle does 
not really exist, in the ordinary meaning of 
the word, until an observer looks atit. 

Yet the Copenhagen interpretation is un- 
satisfactory, for at least two reasons. Noton- 
ly does it draw an uncomfortable distinction 
between the observer and what he is observ- 
ing; it also fails to answer the question of ex- 
actly how the act of observation collapses 
the wave function. So an alternative expla- 
nation was put forward by Hugh Everett in 
1957. Everett suggested that the wave func- 
tion describing a particle should be taken lit- 
erally. The particle really is here, there and 


everywhere at the same time, but—-and this- 
is the catch—it is in each of those different 


places in different universes. In other words 
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the universe, as you perceive it, is not alone. 
As time marches on, all possible universes 
implicit in all quantum equations describ- 
ing every single particle in the currently ob- 
servable universe actually do come into ex- 
istence—and each then splits in a similar 
way, and soon. 

Compared with even the weirdness of 
the Copenhagen interpretation, this is a 
mind-blowing idea. Yet it is in some ways a 
more elegant answer, for it eliminates the 
privileged role of the observer, and with it 
the whole question of how the wave func- 
tion collapses. 


Worlds without end 


For a long time the distinction between the 
Copenhagen and the “many-world” mod- 
els was, literally, metaphysical. Nobody 
could think of a way to judge between them 
empirically. But in 1985, David Deutsch, a 
physicist at Oxford University, came up 
with a thought experiment that might do 
this. Unfortunately, it involved building an 
artificially intelligent observer—and, even 
more problematically, that observer had to 
be a quantum computer, a device that ex- 
ploits quantum mechanics to do huge num- 
bers of calculations in parallel. If multiple 
universes really do exist, such a device 
would be able to “visit” and report on them. 
But artificial intelligence is proving hard 
enough to program into ordinary, non- 
quantum computers. And although several 
groups, including Dr Deutsch’s, are working 
on designing quantum computers, none ac- 
tually exists as yet. 

The main purpose of thought experi- 
ments, though, is to show that a problem is 
soluble in principle--and so to encourage 
others to try to solve it in practice. Dr Page 
thinks he has a method that could be ready 
before Dr Deutsch’s omniscient machine. 
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He reckons that he has identified an area 
where the outcomes of the two theories are 
not identical. It, too, relies on observers—but 
not so much on what they are doing as on 
how likely they are to exist. 

As a simplified model, Dr Page imagines 
a wave function for a whole universe (for 
these purposes, a universe can be considered 
asa single particle), from which two possible 
versions might be born. These possible uni- 
verses will first expand, and then contract 
and collapse again under the pull of gravity. 
Universe a is short-lived. It only lasts long 
enough to allow a few observers to evolve at 
the tail-end of its existence. Such observers 
will, of necessity, see their universe shrink- 
ing. Universe s lasts far longer and thus pro- 
vides time for lots of observers to evolve. 
Many of these observers will see their uni- 
verse expanding. To complete the model Dr 
Page then adds one more assumption: that, 
in the Copenhagen interpretation, universe 
A is overwhelmingly more likely than uni- 
verse B to be formed when the wave func- 
tion collapses. 

In the many-worlds view, both of these 
universes exist regardless. So if you pick an 
observation by a single observer at random, 
it will frequently be of the expanding uni- 
verse, which has far more observers. The ob- 
servation that the universe is expanding is 
therefore a typical one if both versions exist. 
If the Copenhagen interpretation is correct, 
however, the typical observation will be that 
the universe is contracting, since in that case 
the probability is very large that universe A is 
the only universe around. 

Dr Page’s model of the initial wave func- 
tion of the universe is, as he would be the 
first to admit, far too simplistic. But he says 
that one attempt todescribe the beginning of 
the universe using quantum mechanics may 
yield similar conclusions. This is an as yet 
speculative and incomplete proposal made 
by James Hartle, of the University of Cali- 
fornia, Santa Barbara, and Stephen Hawk- 
ing, of Cambridge University. 

Though nobody is quite certain, it looks 
as though the Hartle-Hawking wave func- 
tion may behave rather like Dr Page’s model, 
if that is the case, and the Copenhagen inter- 
pretation is correct, the fact that current ob- 
servations show the universe to be expand- 
ing would be highly unusual. The only way 
the Hartle-Hawking wave function can ex- 
plain an expanding universe with a reason- 
able probability is if the many-worlds pic- 
ture is the right one. 

Probability is not proof, of course. But it 
does significantly shorten the odds that Ev- 
erett’s insight was correct. Who knows: you 
may think you are reading this article in a 
gloomy office, but there could be a parallel 
universe where some of the electrons in your 
brain followed a slightly different path a few 
weeks ago--and your alter ego is browsing it 
on a sunny beach. 





Conference on Economic Cooperation in 
Northeast Asia, 9 June 1999 
Foliowed by 
Meeting of the Tumen Consultative Commission, 10 June 
Ulaanbaatar, Mongolia 


- The Conference Tumen Consultative Commission Meeting 
TOPICS: 


~= Progress in economic cooperation in Northeast Asia 

~ Government and private sector priorities for further progress 
~ Opportunities for further economic cooperation 

~ Expected trends and developments to the year 2020 


The Tumen Consultative Commission. was established by Treaty in- 
1995, The five member countries are China, the Democratic People’s 
Republic of Korea, Mongolia, the Republic of Korea and the Russian. 
Federation, The Commission meets annually to oversee the UNDP- 
sponsored Tumen River Area Development Programme. The 
RESOURCE PERSONS INCLUDE: Programme proniores and facilitates econgmie cooperation in the 
* Mr, Maurice Strong, Special Adviser to the UN Secretary General Tumei Region, Northeast Asia, with the expectation that better 


economic relations will stimulate development and contribute to 
Mr. Mitsuo Sato, former President of the Asian Development Bank ne ; a ; f À 
Mr. Mitsu s orie residen A evelopment Bank better intergovernmental relations. Delegations to this year’s annual 


Dr. Lee-Jay Cho, Chairman, Northeast Asia Economic Forum meeting, headed by Vice-Ministers, will review sector action plans 
Mr. Bradley Babson, Senior Adviser, World Bank and project s for transport, investment, tourism, thë environment and 
Mr. G, Batkhuu, Minister of Infrastructure Development, Mongolia other areas. Also, they will discuss resource mobilisation and 
Madam Wu Yi, State Counsellor, China (to be confirmed} establishment of a new financing facility, Donor and other 
Mr. Danilov Danilyan, Chairman, State Committee of organisations are invited to attend as observers. 
Environmental Protection, Russian Federation (to be confirmed) 
Madam Nyamosor Tuya, Minster of External Relations, Mongolia 
Mr. Ip-Sam Kim, Senior Adviser, Fed, of Korean Industries, ROK 
Mr. Susumu Yoshida, Director General, ERINA, Japan 
Mr, A, Lugovets, First Deputy Minister of Transport, Russian Federation To register, please contact the Tumen Secretariat, Beijing, China 
Tels 86-10-6532-5543 Fax: 86-10-6532-6465 
The Conference is open to all interested persons and organisations. Email: tamen@public.un.org.cn 


The Conference and Meeting are sponsored by the United Nations 
Development Programme through the Tumen Programme, and co- 
hosted with the Government of Mongolia. 
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Mark of Distinction 


The Chartered Financial Analyst (CFA) designation. A globally 
recognized credential held only by a select group of investment 
professionals. Experts who have mastered a rigorous, disciplined and 
ethical approach to making investment decisions. And who have made a 
visible commitment to professional education. For investors, the CFA 
charter represents a higher standard of investment advisory services. 
For employers, it is a mark of excellence that validates competence 
and integrity. 


The Association for Investment Management and Research sponsors 
the CFA program, along with professional development services 
for over 35,000 mémbers in 70 countries around the globe. All 
designed to promote integrity and knowledge among investment 





professionals worldwide. 
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SETTING A HIGHER STANDARD 


For more information and a free brochure, 
call 1-804-963-6825 or visit www.aimrorg. 
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Filming Russia’s sacred text 








Russians on June 6th will mark the bicentenary of the birth of Alexander 
Pushkin, their most famous poet. A highpoint of the celebrations will be the 
opening of a British film of “Eugene Onegin” 


OR Russians, Alexander Pushkin’s great 

verse novel “Eugene Onegin” is so sacred 
a text thateven Tchaikovsky hesitated before 
embarkingon an opera taken from the book. 
The composer had to overcome not only his 
fear of the critics—among them the great 
Turgenev, who had once said he would give 
both little fingers for one line of the poem 
and who was indeed scathing about the sub- 
sequent libretto. Tchaikovsky had also to 
confront an ominous personal drama that 
almost stifled the opera at birth. 

As the composer laboured to make mus- 
ic out of Pushkin’s tragic tale—the rejection 
of an epistolary declaration of love which is 
later regretted—he received an unexpected 
love letter of his own from one of his stu- 
dents at the music conservatory. Convinced 
that this was an act of fate and determined 
not to make the same mistake as Onegin, 
Tchaikovsky, who was homosexual, respon- 
ded to the letter and proposed to its author, 
Antonina Milyukova. The disastrous 1 
weeks of marriage that followed pushed 


Tchaikovsky to the very brink of sanity, and 
it was only the arrangement of a hasty an- 
nulment that allowed the composer to put 
aside thoughts of suicide and concentrate on 
completing his operatic masterwork. 

The reverence and passion which Push- 
kin’s work inspired in Russians was not 
something that Ralph Fiennes knew about 
when he first read “Eugene Onegin” 15 years 
ago asa student at London’s Royal Academy 
of Dramatic Art. Like almost everyone who 
falls on this book for the first time, he was 
simply mesmerised by the emotional inten- 
sity and structural clarity of the story. He 
had student fantasies of an adaptation, with 
himself, naturally, in the psychologically de- 
manding role of Onegin. It was not until the 
1990s, when he was set for international 
stardom, had experienced a brief, failed 
marriage of his own and was taking a serious 
interest in Russian culture, that Mr Fiennes 
set about realising that dream. 

It has been a long time arriving, and at 
times, it must have seemed as if it would 


never come off. But later this month, the 
Fiennes film, “Onegin” premieres in St Pet- 
ersburg as part of the festivities marking the 
bicentenary of Pushkin’s birth. Not only is 
“Onegin” the first film version of the famous 
work, so far as the producers know. It marks 
a directorial debut, too, for Martha Fiennes, 
Mr Fiennes’s sister, and the birth of a cre- 
ative partnership between no fewer than 
three siblings in the Fiennes family. 

“Ralph literally came to tea one after- 
noon clutching this Penguin Classic,” says 
Ms Fiennes, who is a more relaxed and ex- 
pansive character than her older brother. 
“He insisted that I read this fantastic poem 
by Pushkin which he thought would make a 
brilliant film. And so I read it and immedi- 
ately agreed with him sensing that, within 
the simplicity and elegance of the story, 
there were great dimensions and layers of 
meaning that were potent and intriguing.” 

Ittook the two nearly as long to make the 
film of “Onegin” as the eight years it took 
Pushkin to write it. Years were spent work- 
ing on a screenplay with Michael Ignatieff 
and Peter Ettedgui, which would stay true to 
the integrity of Pushkin's intentions while 
filling in the many sketchy parts of the origi- 
nal plot. An early decision was taken not to 
try to create a film equivalent for the poem’s 
witty and discursive narrator. And of course 
there was a struggle to find the £14m ($23m) 
needed to finance it, not to mention the time 
in Mr Fiennes’s increasingly pressurised 
schedule. As the film gestated he was nomi- 
nated for no fewer than two Oscars; his sister 
won a reputation for directing visually dis- 
tinctive commercials and pop videos, as well 
as finding time to have two babies, who 
stomp loudly about her London house as 
she describes the film; and Magnus, the 
film’s third Fiennes, with the music credit, 
made a name for himself as a producer, clas- 
sical composer and writer of pop songs. 

Ignoring the inevitable gossip, Mr 
Fiennes chose his untried sister to direct be- 
cause he wanted a “kindred spirit” for this 
cherished project. He had just finished a film 
adaptation of a book which, while no 
“Onegin”, was a literary work he felt had 
been overcompromised on its way to the 
screen. And besides admiring Ms Fiennes’s 
visual style, he felt he could rely on her to 
help him steer “Onegin” through the rapids 
of the film market while retaining some kind 
of artistic fidelity to Pushkin’s original. 

This was no easy task. Interpreting and 
translating, let alone filming, this classic is 
the stuff of literary warfare inside Russia 
and out. By the time he had finished it in 
1831, Pushkin had no doubt that “Onegin” 
was his finest work. But it was not until after 
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his death six years later—killed in a duel like 
the poet in the story—that it was widely rec- 
ognised as a masterpiece. Vissarion Belin- 
sky, a great Russian critic, praised it as “an 
encyclopedia of Russian life”. Since then it 
hasbeen claimed by Slavophiles and wester- 
nisers, by religious and secular critics, by 
Communists and anti-Communists, Some 
have treated it as a formal tour de force in 
which “nothing happens, twice”, others asa 
dazzling meditation on the writer’s craft. 
But, whatever else it is, “Onegin” is a heart- 
rending story of failed love between Eugene 
and Tatyana. 

Onegin is a“lishny chelovek”—-a “spare” 
or “superfluous” man. Bored and cynical 
about his life as a Petersburg dandy, Onegin 
dreads country life even more as he is sum- 
moned to the deathbed of his uncle. On ar- 
rival, he finds that his uncle is already dead 
and that he is master of a large estate. Perver- 
sely deciding to stay, Onegin is drawn de- 
spite himself into a minuet of Russian coun- 
try life. He befriends Lensky, a poet, who 
introduces him to Olga Larin, his pretty but 
shallow fiancée, and to Tatyana, her sister, 
who falls deeply in love with him. 

Inspired by the novels she reads to heed 
thecallofher heart, Tatyana writes Onegin a 
passionate declaration of love. He rejects 
her, flirts with Olga instead and, when chal- 
lenged by him to a duel, kills his friend, Len- 
sky. Years later, he meets Tatyana again. She 
is now a married grande dame, and it is his 
turn to write letters of adoration—and Ta- 
tyana’s, despite her love, to reject him. 


Pushkin for president? 


MOSCOW 


NY educated Russian home contains 

a stack of Pushkin’s collected works. 

For those who lack the shelf-space for the 

newly published 19-volume bicentennial 
edition, there are more homely options. 

The country’s best-known chocolate 
maker, Red October, has launched a line 
of Pushkin chocolates promoted by a 
competition (if you can answer three 
questions printed inside the wrappers, 
you win more chocolate). A big western 
confectioner, Mars, uses him in its televi- 
sion adverts. There is no suggestion that 
Pushkin had a particularly sweet tooth, 
but no matter. His likeness features on a 
swathe of other products, including Smir- 
noff’s premium Pushkin vodka; a famous 
line of poetry, “I recall a magic moment”, 
features in a Coca-Cola ad. 

The authorities are pushing Pushkin 
too. In Moscow, the memorial advertising 
booked will outstrip most big commercial 
spenders (although reminders from the 
state tax service to pay promptly beat ev- 
erybody). A plastics factory, owned by 





102, 


Mr Fiennes, who plays Onegin withstyl- 
ish intensity, remains preoccupied. by the 
character. He is fascinated, he says, by “the 
journey of a man who spurns the world and 
is cynical about it, and whose cynicism is 
based on a kind of honesty.” But he wonders 
if he should not have made him out to be 
more actively wicked. 

Viewers of this lushly made film may at 
first find Liv Tyler miscast as Tatyana, a pas- 
sionate and prototypical heroine of Russian 
literature, because her robust, steak-fed 
physique brings Texas to mind more than 
early i9th-century Russia. But inthe end 
they will probably be moved by the coltish 
quality of gawky beauty which she brings to 
the part and which feels just right for a wild- 
spirited country girl. 

Vladimir Nabokov, who himself trans- 
lated “Eugene Onegin”, described its intri- 
cate rhyme scheme as a spinning ball; the 
pattern blurs with speed in the middle, but is 
slower and more visible at the edges. The 
film doesnot even attempt toreplicate Push- 
kin’s verse, but it does combine that quality 
of simultaneous stillness and speed. For 
while the action of the plot moves very fast, 
the memorable moments in the film are to 
do with the detail, picked out and filmed lov- 
ingly, lavishly, and often in slow motion. 

Besides its St Petersburg premiere, 
“Onegin” opens in Britain in the autumn. 
The producers are still looking for an Amer- 
ican distributor. Perhaps they should re- 
name it “Onegin in Love”. 


the Moscow mayor's wife, is producing 
Pushkin plastic bags. Politicians’ front 
seats on the Pushkin bandwagon are 
hardly surprising: love of the national po- 
et unites Russians of all shades and 
stripes. Communists liked his idealism, 
nationalists his patriotism, liberals hisen- | 
lightenment. “Pushkin is our everything,” 
President Boris Yeltsin once remarked, 
ungrammatically but rightly. | 

True Pushkinophiles find the entire 
bicentennial tasteless (give or take the odd 
chocolate). A descendant calls the Push- 
kin products kitschy, which they are. And 
love of the poet is not always matched by 
knowledge, particularly among the 
young. A survey asking schoolchildren | 
who he was produced acollectionofhow- | 
lers, reflecting confusing shifts in public 
iconography since the end of communi- 
sm. Choice answers included: “the first 
man in space” ; “kind to children”; “the 
first Czar”; “builder of Moscow” and “po- 
et who will be our next president”. Why 
not? Russia could do worse. 
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Chinese leaders 
Authorised life 


TIGER ON THE BRINK: JIANG ZEMIN ANE 
Cuina’s New Eure: By Bruce Gilley. Uni- 
versity of California Press; 339 pages: 
$29.95. John Wiley; £19.95. 


THE ERA OF JIANG ZEMIN. By Willy Lam. 
Prentice Hall; 394 pages; $25 & £12.99 (pa- 
per). Simon & Schuster (Asia); HK$200 


UST who is Jiang Zemin? Most people in 

China will recognise his staid image from 

page one of the People’s Daily or from his 
frequent appearances on state-run news- 
casts. Saying and doing seemingly uncontro- 
versial things, Mr Jiang evokes none of the 
awe accorded to Mao Zedong and Deng 
Xiaoping nor the antipathy felt for the cold 
and wooden Li Peng, a former prime minis- 
ter, Yet, as president since 1993, Mr Jiang has 
somehow succeeded in convincing his peers 
that the top is where he belongs. 

When Mr Jiang rose to prominence ten 
years ago, China watchers commonly as- 
sumed that his time in power would be brief. 
He became general secretary of the Commu- 
nist Party in 1989 three weeks after soldiers 
had bloodily dispersed demonstrators in 
Tiananmen Square. He was treated at first as 
a compromise placeholder and was widely 
regarded as too lightweight to last. But being 
underestimated can help you in politics, and 
Mr Jiang not only lasted but finished off 
(metaphorically) several rivals. 

Bruce Gilley traces Mr Jiang’s cautious 
ascent from his beginnings as a young engi- 
neer in Jiangsu province, not far from 
Shanghai. As a factory official in the late 
1950s, we learn, Mr Jiang resented the un- 
meetable and irrational demands made by 
Mao during the Great Leap Forward, but 
went along with them nevertheless. During 
the anti-rightist campaign of 1957, “Jiang,” 
Mr Gilley judges, “was nota party hardliner; 


Jiang and friends 
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he was simply learning to survive in Mao's 
China.” And if that meant arbitrarily pick- 
ing a few subordinates to denounce in order 
to satisfy a party quota, so be it. During the 
Cultural Revolution, Mr Jiang is again to be 
seen tiptoeing around minefields—and 
emerging unharmed. He had the good tim- 
ing to take over several big industrial projects 
just as they bore fruit, the good sense always 
to do what was expected, however distaste- 
ful, anda very good nose for choosing his pa- 
trons, including, it would seem, the reform- 
ing Deng himself, who liked the care Mr 
Jiang, as mayor of Shanghai, took of him on 
his visits to the city. 

As anyone who reports from China 
knows, finding out anything about politics 
atthe topisextremely difficult. Evidently Mr 
Gilley has worked hard, but the pickings are 
disappointing: his family talks a bit about 
what the president eats and a few tantalising 
references are made to sources in Mr Jiang’s 
office. The book recounts well enough the 
main episodes of his well-judged campaign 


to become Deng’s successor: the outman- 


oeuvring of the Yang brothers in 1992, the 
ouster of another rival, the Beijing party 
chief, in 1995, and, perhaps the start of it all, 
his careful positioning in 1989 when, as far 
as the official record shows, he was neither 
for nor against the tanks. Most of that, how- 
ever, was already known and Mr Gilley, re- 
lying almost exclusively on the official re- 
cord, sheds little extra light. His is a 
worthwhile portrait of China’s leader, in- 
deed it is the fullest in English to date, but 
you finish this biography with a nagging 
sense that it says little that Mr Jiang himself 
might not have vetted. 

While hardly a hero, Mr Gilley’s Jiang is 
no villain either: a fundamentally magnani- 
mous man, he prefers to isolate rather than 
crush opponents. Not so, according to Willy 
Lam, who sees in Mr Jiang a cold and even 
vindictive politician. Mr Lam, an editor at 
the South China Morning Post, pays less at- 
tention to Mr Jiang’s early years and more to 
China’s political system in the 1990s. With 
its microscopic focus on the bureaucracy, its 
close familiarity with Hong Kong or Taiwa- 
nese sources and its liberal use of Chinese 
political terminology, Mr Lam’s work will 
probably appeal more to China-watchers 
than to general readers—-though an index, 
which was lacking in his previous books, 
makes it very handy for reference. 

For all its Beijingology, the book’s broad 
conclusion is not difficult to summarise. Put- 
ting the party above all else, Mr Jiang has, in 
Mr Lam’s view, favoured yes-men over 
doers and thinkers, despite hisown claims to 
be something of an intellectual, and consis- 
tently undermined his declared aim of re- 
forming China’s civil service. If Mr Lam is 
right, and if Mr Jiang is indeed representa- 
tive of his peers, the picture of Chinese poli- 
tics that emerges is far from encouraging, 
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Weeping with laughter 


NEW YORK 


GEM LINTON takes leave of office to 

stand in line for Star Wars: Epi- 
sode 1”; “nypp apologises for accidental 
shooting-clubbing-stabbing-firebombing 
death”. These are headlines from the On- 
ion, a wildly popular satirical weekly that 
looks like USA Today and reads like a 
| newspaper written up from wire copy by 
| the editorsof Mad. 

The Onion, which began 11 years ago 
as a student weekly at the University of 
Wisconsin in Madison, has suddenly be- 
come a national hit. Its print readership is 
360,000 and its web edition gets 2m visits 











amonth. “Our DumbCentury”, a book of 
absurd newspaper front pages from 1900 
to now reached the top of the paperback 
bestseller list of the New York Times earli- 
er this month. Sample: for 1912, “World’s 
Largest Metaphor Hits Iceberg” and for 
1963: “Kennedy Slain by c1a, Mafia, Cas- 
tro, LEJ, Teamsters, Freemasons”. 

Tasteless, heartless and juvenile, the 
Onion never risks sounding clever. In its 
refusal to take anything seriously it is glee- 
fully even-handed. “God Answers 
Prayers of Crippled Area Boy: Reply is 
No”; “Nation’s Educators Alarmed by 
Poorly Written Teen Suicide Notes”; 
“5,000 Brown People Dead Somewhere” 
were recent stories. Unlike many alterna- 
tive papers, the Onion has no readily 
identifiable politics. And unlike Britain's 
Private Eye, France’s Canard Enchainé 
or the now defunct Spy from New York, it 
offers no inside gossip—just comic relief 
from the facts, factoids and earnestness of 
the regular media. The Onion is notalone 
at press mockery. McSweeney's Quarter- 
ly Concern, the brainchild of Brooklyn- 
based David Eggers, parodies magazines 
such as Esquire, where he used to work. It, 
too, has a web version. The Baffler from 
Chicago pokes fun at the mass-culture in- 
dustry, at business-advice literature and 
at digital-age magazines such as Wired. 








America and China 


Harder than 
it looks 


Axsout Face. By James Mann. Knopf; 433 
pages; $30 


OTTING a note to himself before meeting 

the Great Helmsman, Richard Nixon 

wrote “RN and Mao, men of the people”. 
Both leaders, he added, had “problems with 
intellectuals”. There is much that was com- 
ically preposterous about the clandestine 
way in which Nixon and Henry Kissinger 
sought their opening to China, and James 
Mann has clearly enjoyed digging up some 
of the more absurd details of three decades 
of Sino-American diplomacy since. But his 
serious message is that the pattern of exces- 
sive secrecy set by Nixon and Mr Kissinger, 
and followed by successive administrations, 
laid the tracks for the roller-coaster ride that 
has come to typify Sino- American relations. 
The Chinese were led to think they could 
conduct them through a tiny group of pow- 
erful Americans and have never wholly got 


over the change since the Tiananmen killings 
in 1989, after which every American house- 
hold seemed to have a China policy. 

That original secrecy Mr Kissinger was 
sufficiently paranoid about leaks to do away 
with American interpreters—allowed the 
small handful of American officials in- 
volved in China policy to be overawed, and 
to fall for Chinese flattery. “No other world 
leaders,” thought Mr Kissinger, “have the 
sweep and imagination” of Mao Zedong and 
Zhou Enlai. Awe, in turn, led the makers of 
American policy to overestimate China’s 
strategic importance. Nixon’s main objec- 
tives for opening to China in 1972 were not 
unreasonable. China, he hoped, might be 
able to help America out of its Vietnam mess 
{though China never tried). More impor- 
tantly, China might function as a cold-war 
counterbalance to the Soviet Union, an add- 
ed incentive for the Russians to embrace de- 
tente. What American leaders failed to see 
was that China needed America far more 
than the other way around; after all, at the 
peak, 45 Soviet divisions were ranged along 
China’s border. Later, American critics 
would charge that this failure led Washing- 
ton to give away the shop toChina. 

Already by 1973, when China, re- 
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member, was still reeling from the Cultural 
Revolution, Mr Kissinger had persuaded 
himself that “with the exception of the Unit- 
ed Kingdom, the prc might well be closest to 
us in its global perceptions.” The United 
States came to see China as a crucial partner 
in the Soviet Union’s containment. China’s 
leaders understood this well. In 1975, a year 
before his death, Mao grumbled to Kissinger 
that “what you are doing is leaping to Mos- 
cow by way of our shoulders.” After Mao’s 
death his successors got their pound of flesh: 
not just full diplomatic recognition in Janu- 
ary 1979, but also a host of military and in- 
telligence goodies, starting with a cra listen- 
ing-post in western China. In effect, 
America showed China how it ran its cold- 
war operations. 

All other aspects of the potential rela- 
tionship (and Taiwan, too, of course) were 
laid aside in favour of cold-war imperatives. 
Thus Jimmy Carter, who had put human 
rights at the heart of his foreign policy else- 
where, studiously ignored them in China. 
He gave the nod to China’s blundering inva- 
sion of Vietnam in early 1979, launched to 
“teach a lesson” to Hanoi for removing Pol 
Pot, China’s client in Cambodia. Through- 
out the invasion, the Carter administration 
shared intelligence of the Soviet presence in 
Vietnam. Though Ronald Reagan had been 
stridently critical of Communist China be- 
fore he won the presidency, he, too, got over 
thatin office. China, he explained, was a “so- 
called” communist country. 

The American public was bought off 
with the sentimental notion that ever closer 
ties would make China “more like us”, a 
dangerous simplification which encouraged 
predictable disillusion at the time of Tianan- 
men. That turnabout reawakened in China 
the fear that America was now applying the 
sort of “containment” that had worked so 
well against the Soviet Union. Evidence of 
that suspicion lives on in China’s intensely 
prickly reaction to the NATo-led war on Yu- 
goslavia—which was apparent well before 
the bombing of its Belgrade embassy on May 
7th. On balance, China has for all that 
proved cannier at handling the relationship 
than America: just look at the way the Chi- 
nese have used trade to undermine Bill Clin- 
ton’s international agenda. 

Strains over trade, human rights, Taiwan 
and now Yugoslavia might suggest that 
America and China are headed for a collis- 
ion. Yet to leave it there would be wrong. Mr 
Mann, an acute and experienced observer of 
Sino-American relations for the Los Angeles 
Times, knows that things are not all bad. He 
shoots an old Washington canard, that Chi- 
nese leaders do not understand American 
politics. Indeed, in both capitals it now 
seems to be recognised that the relationship 
runs on many more levels of complexity 
than the hood-and-cloak brigade used to 
suppose: that surely isan improvement. 

—- - — a 





104 


War artists 


Witness in paint 


ILL Britain have a war artist for Kos- 
ovo? Even toask the question seems in 
faintly bad taste, the idea of artistic activity 
sitting uneasily alongside the images of refu- 
gees and bomb casualties that have poured 
from the media during the past few weeks. 
In fact, artists have been making con- 
temporary records of war since at least the 
17th century, when map makers often dou- 
bled as battle painters for princely armies, 
though it was not until the rise of a popular 
press that the profession of war artist really 
took off. In 1855, a French artist, Constantin 
Guys, sent back woodcuts of scenes from the 
Crimean war to the Illustrated London 
News, and by the time of the first world war 
such commissions were put on an official 





basis, when Muirhead Bone was sent to the 
Western Front in 1916. At the same time the 
war stimulated an outpouring of work from 
artists such as Paul Nash, Christopher Ne- 
vinson, John Singer Sargent and Stanley 
Spencer. During the second world war 40 
artists were commissioned under the aegis of 
Sir Kenneth Clark, chairman of the Ministry 
of Information’s War Artist’s Advisory 
Committee. There was then a gap of nearly 
30 years, until the Imperial War Museum set 
up the Artistic Records’ Committee in 1972, 
and commissioned Ken Howard to make 
drawings and watercolours of the British 
forces in Northern Ireland. Since then a 
number of artists have been placed along- 
side contemporary military events: Antho- 
ny Eyton went to Hong Kong, Humphrey 
Ocean spent time on HMS Broadsword, and 
Linda Kitson was sent out to the Falkland Is- 
lands ona hospital ship in 1982. 

When the Imperial War Museum sent 
John Keane to the Gulf in 1991, his brief was 
“to render as honest an account as possible 
of his experiences”. He was conscious of the 
difference between his approach and that of 
the journalists alongside whom he was 
working: whereas they had to produce non- 


stop news, he was able to take a more con- 
templative view, synthesising a range of im- 
pressions and feelings. 

Overwhelmingly, the theatre of war 
struck Keane as being like a film set. “I had 
only ever seen the trappings of war in mo- 
vies,” he says. “So many of our moreextreme 
experiences are now mediated through films 
or television that it is hard to absorb the real- 
ity of war when you are brought face to face 
with it. In that sense the war artist can bridge 
the gap, by bringing home to people what it 
actually means to be at war.” 

This sense of alienation and disorienta- 
tion pervades Mr Keane’s pictures of the 
Gulf war: symbols of different cultures are 
juxtaposed—most notoriously in “Mickey 
Mouse at the Front”—and in another picture 
the shadow of the artist stretches out across 
the desert sand, surrounded by cameos of 
actions and events he had witnessed. Artists 
get little preparation for war. John Keane 
was given an anti-nerve-gas 
kit, but no training in how 
to use it. As importantly, 
though, the artist has to be 
able to withstand the emo- 
tional trauma of seeing vio- 
lence at first hand. 

The Imperial War Mu- 
seum includes among its 
criteria for selecting an art- 
ist: “detachment, a cool 
head; a strong personality; a 
willingness to be afraid— 
and the realism to recognise 
that they probably will be.” 
Peter Howson, a Scottish 
painter sent to Bosnia by 
the museum, described his 
experiences there as “hellish”. He still suffers 
nightmares and ascribes the breakdown of 
his marriage in part to the mental repercus- 
sions of what he saw. Whereas Mr Keane 
used the equipment of the journalist—the 
camera and the camcorder, Mr Howson 
reached into his imagination, painting ac- 
tions that he did not witness (see illustration) 
but which he hoped would shock people in- 
to an awareness of what war means: bore- 
dom, confusion, horror and fear. 

Mr Howson has returned to the Balkans, 
sponsored by the Times. The Imperial War 
Museum is still deciding whether to send an 
artist to Kosovo. Whoever they choose has to 
be willing to be shocked, frightened and dis- 
turbed by what they see. Unlike with report- 
ing, there is no news agency or government 
to edit or censor what a war artist portrays, 
and they will be uniquely placed to produce 
images that transcend propaganda. 








| Correction: Contrary to our piece, “Truth, lies 

| and cyberspace” (April 24th), the fake 
Bloomberg page was posted not on Bloomberg's 
site, but on another. Bloomberg's site is secure 
and has never been hacked into. 
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HEN Iraq invaded Kuwait 

in the summer of 1990, 
King Fahd of Saudi Arabia, never 
a man _to relish a tough decision, 
found himself trapped. To invite 
in western forces would risk 
sparking internal dissent. Not to 
do so would expose the kingdom 
to.a threatening Iraq. The senior 
princes and the country’s clerics 
were split. King Fahd pressed the 
most senior cleric, Sheikh Abdel- 
Aziz Bin Baz, for a fatwa, a reli- 
gious decree. Against the advice of 
some of his colleagues, Sheikh Bin 
Baz ruled that in an extreme 
emergency it was permissible for 
a Muslim state to seek help from 
non-Muslims. A few months lat- 
er, the sheikh went further, deter- 
mining that the war against Iraq 
was a holy struggle, a jihad. 

The kingdom was saved from 
Saddam, but it was not spared the 
dissent the king had feared. Ac- 
cording to a joke which did the 
rounds, Saudi Arabia had a new 
national anthem, “Onward, © 
Christian Soldiers”. For a ruling = 
family which prided itself on be- = 
ing the custodian of the Muslim. | 
holy places (Mecca and Medina), | 
it was a humiliation. 

The old blind sheikh was an 
easy man to mock. His pronoun- 
cements~-that the earth was flat, 
that photography of a living thing 
was immoral, that women who 
studied with men were no better 
than’ prostitutes—embarrassed 
the more liberal princes. But no one else could give them the same 
seal of Islamic approval. During his long life—he was thought to be 
about.go—he had been a judge, a university rector, the head of the 
fatwa committee and finally was made grand mufti, an office re- 
vived.in:his honour. 

He was a lifeline between the ruling family and its most impor- 
tant constituency, in Nejd, the conservative heartland of Arabia. 
Here the family had long ago formed an alliance with the Wahhabi 
religious revivalists, who espoused a puritanical Islam. They were 
against gold and silk and jewellery. They banned music and tobac- 
co, as well as alcohol. They had a horror of bida (innovation). Yet, af- 
ter the advent of oil in the 19308, the new Arabia was full of innova- 
tion. How to preserve a true Wahhabi identity under an avalanche 
of petrodollars emerged as the great question of Saudi rule. 


Enter the Americans 

Ibn Saud, who became the first king of a united Saudi Arabia in 
1932, told an American envoy, “We Muslims have the one, true 
faith, but Allah gave you the iron...We will use your iron, but leave 
our faith alone.” Sheikh Bin Baz and other conservatives suspected 
that the West was out to corrupt their faith. There was a constant 
undercurrent of tension between a modernising monarchy and a 


TE ECONOMIST MAY 22ND 1999 





Sheikh Abdel-Aziz Bin Baz, a cleric of 
power, died on May 13th, aged about 90 





conservative clergy. 

After Ibn Saud’s death in 
1953, and the beginnings of mod- 
ernisation under his sons Saud 
and (especially) Faisal, the ruling 
family sought to turn the ulema 
{religious scholars) into tame, 
well-paid bureaucrats. The rule 
has been that when the king was 
strong the ulema were weak. Fai- 
sal, who was both tough and ad- 
mired for his piety, knew how to 
handle them. His successors, 
Khalid and Fahd, had more diffi- 
culty. When Fahd became king in 
1982, he was hampered by his 
playboy past and felt he had to 
cultivate the ulema and give them 
more power. When, in 1990, he 
invited 500,000 American troops 
into the kingdom, it looked as if 
the Saudi-Wahhabi alliance 
might fall apart. Sheikh Bin Baz 
remained loyal to the ruling fam- 
ily and struggled to bring young 
hotheads in the ulema into line. 

But whose side was he really 
on? The 400 0r so ulema who pre- 
sented a petition to the king in 
1991 regarded Sheikh Bin Baz as 
one of their own. He almost cer- 
tainly sympathised with their 
main demands—for the role of 
the ulema to be greatly enhanced, 
for the rooting out of corruption 
and nepotism, for an arm’s length 
relationship with America. 

But to his embarrassment, 
and King Fahd’s fury, the petition 
was made public. He and other 
senior scholars had to issue what amounted to an apology, saying 
mischievous folk had published a document intended to be kept 
private. When the “hotheads” denounced the ruling family in 
sermons, which were copied on to cassettes, the old sheikh felt 
obliged to intervene more forcefully. He said the recording of 
“poisonous allegations” was against the will of God. With his 
help, the house of Saud rode out the storm. Later he dutifully pro- 
vided the ruling family with a fatwa endorsing the Middle East 
peace process. This so infuriated Osama bin Laden, an exiled 
Saudi dissident who leads a violent jihad against America and Is- 
rael, that he called on the sheikh to resign. 

Critics of the Saud family urged the sheikh to express his true 
beliefs before he died—to endorse the Islamic opposition rather 
than continuing to sanitise a regime it saw as hypocritical and 
pseudo- Islamic. This was never likely. Though he spoke his mind 
in private, Sheikh Bin Baz consistently shunned confrontation. 
Perhaps he was mindful of an old adage—repeated by conserva- 
tive ulema down the ages—that 80 years of tyranny is preferable 
toa single night of anarchy. Perhaps, more pragmatically, he cal- 
culated that Wahhabism and the Saud family would sink or 
swim together. The family’s most pressing worry is how to stay 
afloat now that the great legitimator has gone, 
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~ Templeton 


The Oxford 
Advanced 
Management 
Programme 


Please send details of: 

The Oxford Advanced Management Programme 
Return to: 

Caroline Lomas, Templeton College 

University of Oxford 

Oxford oxi 5NY, England 

Tel +44 (0865 422771 Fax +44 (0)1865 422501 
Email amp@templeton.oxford.ac.uk 
www.templeton.oxac.uk 
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20 June ~ 18 July 1999 | 3 — 30 October 1999 


Name 


Address _ 








Presents a global overview of the 
business enterprise and its strategic 
challenges. This programme at 
Templeton provides a unique 
opportunity to stand back and pursue 
ur own lea ; agenda, assisted 
a world class team of individual tutors 
and in the company of some of the 
most international and high calibre 


senior executives. 
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Cranfield 


JNIVERSITY 


School of Management 


| h e The Cranfield MBA will provide a unique experience - 


more than just a qualification, it can change your life. 


; A first class programme with an emphasis on personal 
E | development; highly. motivated, mature participants; 
ran le taught by a dedicated and respected faculty with 


international business experience; in a stimulating and 


supportive learning environment; first choice for many 
top recruiters. 


GIVE YOURSELF A CAREER ADVANTAGE WITH 
THE CRANFIELD MBA 


v 
ai a u i l q u e Maureen Williams, Cranfield School of Management, 


Cranfield, Bedford, England MK43 OAL 


Ld 
exp erti en CE Tel: +44(0)1234 751122 Fax: +44(0)1234 752439 


Email: m.williams@cranfield.accuk 


http://www.cranfield.ac.uk/som 


Cranfield University is an exempt charity offering a ventre of excellence tar research and education 


a §=6Graduate School of Business Administration ? 2 
DARDEN University of Virginia 2 E EDUCATION 


Business Week magazine has consistently ranked Darden as one of the best executive education schools in the world, Each year, we deliver 
over 100 one- and two-week program offerings to more than 4,000 executives and practicing managers from 500 organizations worldwide. 


~General Management Series T mBusiness-to-Business Marketing t Competing in a Deregulated Electric Utility 
c The Executive Program Management Environment: Lessons for the Twenty-First Century 
cl Managing Critical Resources: Developing a cy Competitive Pricing Strategy o Human Resource Forum: Key Strategic Human 
General Management Perspective © Building and Managing Brand Resource Issues for the Next Century 
5 Developing Managerial Excellence: A Program Leadership r innovation and Service Excellence: People, 
for High-Potential Managers d Launching New Products: Concept to Process, and information 
Manufacturing Executive Program: Developing Rollout Service Management Strategy 
World-Class Capability ci Channel Management: Managing o Managing the Corporate Aviation Function 
c Managing in the Global Business Environment Suppliers and Distributors © Developing Leadership Capability in the Corporate 
e Darden Minority Business Executive Program Strategy and Organizational Aviation Function 
-Leadership and Change Series Effectiveness Series ~Financial Excellence Series 
t Creating the Future: The Challenge of e Strategic Management for Line ty Mergers and Acquisitions: Strategy and 
Transformational Leadership Managers f implementation 
o Leadership for Extraordinary Performance c Corporate and Business Unit m Evaluating Strategic Alternatives in Uncertain 
r Creating and Sustaining the High-Performing Strategies. Managing the Interfaces Environments 
Organization © Bargaining and Negotiating: A m Financial Management for Non-Financial Managers 
c Managing individual and Organizational Change | _ Learning Laboratory r Investment Banking: Value Creation and Deal 
r Power and Leadership J ens morar ; i Fan! j P , 
-Marketing and Sales Series 5 Creating Successful Alliances an 5 Strategic Cost Management: Tools for Improving 
7 Strategic Marketing Management Partnerships Financial Performance 


© Strategic Sales Management 








Mail form to: 

Executive Education 

a Darden School Foundation, University of Virginia 
EL ee ee a te lle ee Rr note |), eana „i | PO. Box 6550, Charlottesville, VA 22908-6550 
Company Fae Ot EENE e marie: jor Fax to: 804-982-2833 

Address A ES eee ere AON steers eee Semen eee eman, Phone: 804-924-3000 

Gy a ate caps OUI tee a aaa | Email: Darden, Exed @ Virginia.edu 

Phone L Fax 
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$ r ; But suc r 
n sa a A 5 intensive and demanding, pullin 
Ban 2d. ) from the City of London as well 
City experts, many with international } 
if you have the talent to meet the City challenge 
then get in touch! 
Call us for more information om: 


+44 (0) 0171 477 8606 
+44 (0) 0171 477 8853 (Fax) 


http://www.city.ac.uk/cubs/corsmain.htm 


Contact 


MSc Trade, Transport & Finance PERE tikub bo 


Trade and Finance, 


MSc Shipping, Trade & Finance City University Business School 


E-mail: 
cubs-postgrad@city.ac.uk 


THE UNIVERSITY FOR BUSINESS AND THE PR 


UMUC 


Graduate School 


Earn your MBA online, without putting your career on hold. 
Introducing the 2-year MBA from UMUC. 


UMUC - ranked by Forbes as one of the “Top 20 Cyber Universities” in the world ~ introduces its new 
24-month, 42-credit MBA online program. It is designed to be interdisciplinary, integrated and applied, 
exploring organizational and management processes in the context of a global business environment. 
Developed to accommodate working professionals with diverse academic credentials and organizational 
backgrounds, there is no GRE, GMAT or residency required. 


Phone: 800-581-UMUC or 301-985-4617 (U.S.A.) 
E-mail; mbaonline2@info.umuc.edu 
Web site: www.umuc.edu/mba 


* State approval for this Master of Business Administration program is expected May. 1999. 


UNIVERS SITY of MARYLAND UNIVERSITY COLLEGE 
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> Honolala, HY 96814 
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memmen BACHELORS MASTERS » PH.D. 
America’s INESS.» EBU ae 
Preferred ae No casaroam anandange » Distance learning. 

; + Distinguished faculty ~ Accelerated degree programs 
Distance Credit tor work Skperiante + Students ot So 
Learning countries and 30 states in the USA, 


M Washington International University 


P.O. Box 1138, Bryn Mawr, PA 19010-USA 
Fax:610-527-4008 » Eomalt: washuniv@op net: 
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SOLVAY BUSINESS SCHOOL 


| 
Université Libre de Bruxelles | 
| 





or ie 


® | year intensive MBA in English 
è International faculty & student body 
e Specialisation in European Management 


E-mail:mba@ulb.ac.be 
_Wwwuullb.ac.belsoco/solvay/mba | 













MIBS PROGRAM 


Your Passport To 
The World! 


Is a jungle out there, Let the 








University of Miami prepare you to 






meet the challenges of the global 






marketplace. in 23 months youll 






earn a Master of Business 






Administration degree and a 









Certificate in Intemational Business. 


* 









MBA is accredited by AACSB ~ 
The International Associ 


French, German, Spanish, or 


For more information, wre: y, 
Portuguese. 







Graduate Business Admissions 
University of Miam 
PO. Box 305 


ables, FL 33124-6524 


Study in Miami, Florida ~a major 










wships available for US. und 
international students 





* 


Career placement services exclusively 
Jor graduate business students 






Website: ws Program starts in August, 
e-mail Applications being accepted naw? 






THE ECONOMIST MAY 2285 1999 








| 





a: ar 


| The Ashridge | 
Executive MBA 


“If you're 

serious about — 

going further, the Ashridge 
MBA will help you get 


there — faster” 


Shoa: Robia 


est 


Stephen Robinson, MBA Programme Director 


. Real life strategic project 


Designed for experienced managers 


_ Puts theory into practice 


Small class sizes 


„High focus on personal development 


For more information contact Doris Boyle or Jane Tobin 


Telephone: +44 (0)144? 841143 
Facsimile: +44 (0)144? 841144 
Email: doris. boyle@ashridge.org.uk 


Internet: www.ashridge.org.uk 
Ashridge, Berkhamsted, Hertiordshire HP4 INS, UK 


Registered as Ashridge (Bonar Law Memorial Taist. 
Charity number 311095. 
The Ashridge MBA is validated by Clty Lnivetrsdty. 


© ASHRIDGE 


Do you want to go further? 








Rushmore Ñ ; | 
Rushmore MAB, MONTICELLO UNIVERSIT 
_ | [MBA or Ph.D. by Distance Learning. ' 
COST evaluation! Send resume Bachelors not always required. 
6400 UPTOWN BLVD HE SUITE 398-W itional international faculty needed. 

Depi. 34 “ALBUO., NM 87110-USA_ | |370 Anchor Drive Ste. 250, Dakota Dunes 

Ur 1-505-889-2711 SD $7049 US, Phone: 605-232-6039 P Pace 
Fax: 605-232-6011 ec@distancemba.com ‘Administrative Svcs 8600 


www.distancemba.com Tol. (913) 661-9977 # Fox (919) 6419414 + inlo@monticello.edy 





UNIVERSITY DEGREE 


For Life, Academic & Work Experience 


Degrees for people who want to be more effective 
and secure in their jobs or professions. 


. Earn your BACHELORS, MASTER'S al Renae degree by i 
Match your utilizing your life and work experience. College equiva! lent credits are CABINET 
given for your: Job, military, company training, Industrial ee UR O PE a 
position witha | courses, seminars and business experience, OFFICE - 


legal degree. | We accept college credits no matter when taken. i INSI GHT EUROPE 


and Our graduates are recognized for their achie vaments in business and 


7 industry. We will assist you in completing your degree requirements N 
traneceipte at your own pace through home study. 6-15 September 1999 


"As you know Send/tax detailed resume for a NO. COST evaluation. : 
experience is Pacific Western Unive rsity A unique career development and networking opportunity 
oe ie ha 1210 Auahi Street, Dept 137, Honolulu, HI 96814-4922 for the European decision makers and leaders of tomorrow, 
degrees open CALL: (800) ‘ete S071990 z: 0800-980-413 from the worlds of business, industry and government, 

daors," Fax: (310} 471-6456 E-Mail: admissions@pwu.com 7 . " 
http://Awww.pwu-hi.edu + Engage with your European partners to understand from what 


value base, cultural perspective and mindset they operate 
* Appreciate through participative work the impact of behavioural 
RAISE YOUR SIGHTS, BROADEN For furgat and linguistic differences on negotiation styles and decision making 
YOUR HORIZONS, DEEPEN information and an + Explore the influence of history and society and see how it impacts 


YOUR UNDERSTANDING Anne. pack, on the way different Europeans do business and approach politics 
contacti 
Innovative Masters programmes from the Gain a wider perspective and deepen your personal understanding 
School of Humanities, Languages & Law. School of Humanities, through this challenging, highly interactive (max 24 participants), 
and Language ] ten day programme, with eminent contributors, based in the UK 
Y and Belgium (cost £5500/8000 Euros). 
Delivered by the UK Cabinet Office 

. A , 3B and supported by the European Commission, UNICE (Union of 

MA in Culture, Place and Identity Industrial and Employers Confederations of Europe), the 
s into the in which Tel: (01332) 622709 Madariaga Foundation of the College of Europe and NATO, 
: À 32) 622736 ds : . 

To find out more about the Insight Europe challenge 
LEMMA Contick Studies and it k (which will run twice a year) and the application procedure contact: 
Dispute PREIE aesan Se a Insight Europe, Civil Service College, Sunningdale Park, Ascot, 

ana std a Berkshire SLS OQE, UK 
Ree ae aa i Tel: +44 (0)1344 63 4719 Fax: +44 (0)1344 63 4358 
i ees Email: insight@cscollege.gov.uk 


WESTMINSTER BUSINESS SCHOOL Our Summer School offers the chance to gain valuable skills in 


business and management whilst enjoying an exciting cultural and 
leisure programme, based in the heart of London. Transferable credits 
awarded on completion may count towards a Masters Degree. 


G ge d U (o | te Subjects include: 


International Financial Services 
S Operations & Information Management 
U m m (= r The International Economy 
international Human Resource Strategy 
S Cc h ool Global Marketing Strategy 
International Business Policy 
Contact the Admissions & Marketing Office, University of 
Westminster, 35 Marylebone Road, London NW1 515, UK 


Telephone 0171 911 5020. Fax 0171 911 5703. 
Email mar05@wmin.ac.uk http://www.wmin.ac.uk 


UNIVERSITY OF WESTMINSTER 


fa : 
19 Jury — 13 Aucust 1999 Educating for professional life a mae TT 


vyv 
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COURSES — 


| year. full time, international, General Management. 


Surrey Puropean Management Scho 
| University of Su i 





the Management Centre 


he Leicester 


BA 


hared vision, 
shared success! 


@ A premier international 
management qualification 


> CALL US 
TODAY 

Broch 

Freephone TA 

(24 hour) 

0800 374024 (UK) 


Talk To A 
Consultant T 
+44 (0) 1203 
422422 


“Distance lez 


Increases earning potential 


ning or campus based 


Next Programme begins September 1999 


Te apply contact; 
Tek 3531-08 1024 Fax: 


Catherine Williams 
343-1-679 9503 


email TrinityMBAtdited te 
web  www.tcd.je/Business Studies/ MBAS 


SCHOOL OF BUS 


TRENTFY Ce 


Return 


50th Year 
Sep/Oct 1999 


Email: it’s your move! 


info@rdi.couk 
Website: 


» Leicester 
University 


Freepost (ECON399} 


CV2472 Delivering excellence in University 
teaching and research 


Coventry CV4 BBR] 


in FRANCE, in BELGIUM 


Highest 


SS STUDLES, UNIVERSITY OF DUBLIN, 
„LEGE, DUBLIN 2, IRELAND 


Katz Center for 


Executive Education 
Certificate Programs 


MPE - Management 
Program for Executives 


* Sep. 12 to Oct. 8, 1999 

+ Advanced General Management 
Preparation 

* Global Orientation 

* Strategic Focus 

* Functional Integration 

+ Immediate Implementation Tools 

* Check Our Web Site for Many 
Other Programs 

+ Application, Registration, and 
Information On-line 


Don’t be stranded. Join us 
for one of the most conve- 
nient, yet richest urban 
experiences available. 
New executive 

residence quarters. 


Contact us for a 
brochure and application 
for MPE S0th year. 


e-mail: ExEducatio poo dla isini 
wwwExecEd.pittedu : 


S 4 


in SPAIN 





in BELGIUM 


in JAPAN, in BELGIUM 








e ADULTS froni 


* RETIRED PEOPLE OP 35 AND ABOVE 


(Special conditions available) 
+ JUNIORS from IH to 18 years 
- FRENCH in BELGIUM 
- ENGLISH in ENGLAND, 
in BELGIU 


OURS PER WEEK 
IN THE TARGET LANGUAGE 


up to 45 private and/or group lessons 
and pedagogical activities 
Putting into practice with our teachers: 


at breaks, meals and evening socio-cultural activities 





CERAN LINGUA 


International information 
and reservations: 


Tel: + 32-87-79 11 22 
Fax: + 32- 87-79 {1 8R 
E-mail: 
Customer @ceran. be 


Since 1975 


in USA: Languagency 
(413) 584-0334 emet 
413} 584-3046 http: Ait? ceran.com 
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Amsterdam 
Institute of Finance 


GE 


offers in cooperation with the faculty of 


INSEAD 







Summer Courses 1999 


Learn the principles of modern finance and enjoy the 
summer in the historic heart of Amsterdam, a leading 
European financial center 


Banking and Risk Management 






in Emerging Markets (une 9-12) 
Project Finance (June 14-18) 
Valuation Principles (June 21-22) 
Asset Securitization (June 23-25) 


Value-at-Risk (June 30 - July 2) 
Financial Restructuring - Going Public (July 5 - 9) 
(July 8 - 30) 









Foundations of Finance 








AIF - Herengracht 205, 1016 BE Amsterdam, The Netherlands 
+ 431-20-5200161 


www.aifnl 


telephone 
e-mail: info! 


NIMBAS 











A NIMBAS-Bradford 
MBA degree is a powerful 
boost for your business career 


NIMBAS, the Associate Institute of the University of Bradford, 
UK, enables University graduates to carn the prestigious University 
of Bradford MBA degree in the Netherlands or in Germany 


» ONE-YEAR FULL-TIME MBA < 


In Utrecht, the Netherlands 


> TWO-YEAR PART-TIME MBA <« 


In Utrecht, The Netherlands and in Bonn, Mainz and Berlin, Germany 


> TWO-YEAR EXECUTIVE MBA « 


Seven 9-day sessions (Saturday/Sunday/one working 
week/Saturday/Sunday) two sessions in the Netherlands, 
two in the UK, two in Germany and one in France 





WNIMBAS is AMBA (London) accredited 


NIMBAS 


GRADUATE SCHOOL OF M VAG 


P Utrecht, The Netherlands 


Jicuwegracht 6, 35 
32 (0)30 230 30 } 2G 
IMBAS.com 


dcompuserve.com web site; hetpiliz 




































UNITED o The l 
BUSINESS Economist 
INSTITUTES x 


BBA: four-year undergraduate degree 
(full-time) starting September or March. 
MBA: one or two-year graduate degree 
(evening classes) starting October, 
January or April, 

Concentrations and/or certificates: 

- International Busindss Met, 

- Global IT & Telecommunication Mgt. 


THE NUMBER ONE BUSINESS 
SCHOOL IN BRUSSELS 


TO ADVERTISE WITHIN 
THE CLASSIFIED 
SECTION, 
CONTACT: 























Suzanne Hopkins 
New York 
Tel: (1-212) 541 5730 
Fax: (1-242) 247, 1325 
Email SuzarineHopkins@economist.com 







Validated by the University of Wales, 
UK. 





Affiliated with Mercer University, 
Atlanta, U.S.A. 


Info: UBL - United Business Institutes 
Avenue Marnix, 20 
B-1000 Brussels - BELGIUM 
Tel.: 432 (0) 2/348 04 80 
Fax: +32 (0) 2/848 04 89 
E-mail info@ubiedu 
Website: http:/Awww.abi.edu 









Evanna Kearns 
London 
Tel: (44-171) 830 7000 
Fax: (44-171) 830 7114 
Email: EvannaKearns@economist.com 









@ 
BEGINNING 
inance'* 
2000 


PART-TIME PROGRAMME 
SEVEN 4-DAY RESIDENTIAL MODULES 
DESIGNED ESPECIALLY FOR QUANTS 





Review of technical requisites 
Financial markets and products 
Asset allocation models 


Equity, currency and commodity 
derivatives 





Interest rates and products 
Numerical techniques 
Advanced topics and latest research 
formation and a 
6 xford OXT 3LU 


44 (0)1865 288 164 +44 (0)1865 288 163 
tiffany. fliss@conted.ox.ac.uk 


www.conted.ox.ac.uk/courses/mathsdiploma 
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aI E CARO NUN MTIBETLCOUIELECOTH E EETUS | INTERNATIONAL MANAGEMENT CONSULTANTS LTD e 


are seeking experienced permanent and associate staff | | l } ( i 
to fill positions in a number of countries overseas. pr ritan a e enre 





The School of Management at New Jersey Institute of Technology 
invites nominations & applications for this the newly established posi- 







tion, Candidates should have PhD in the area of international trade & We need: 
business w/record of scholarly activity & teaching experience consis- * Project managers with experience of managing projects in developing 
countries 





tent w/that of a full professor at a major research university. 
Candidates at the rank Associate Professor w/exceptional research & 
other academic achievements are also encouraged to apply. Under the 
general direction of the Dean of NJIT’s School of Management, the 
successful candidate is expected to teach, conduct research & pro- 
vide service to the university & profession. This srlevel position. is 
responsible for playing a leadership role in the School’s development 
of international programs & supporting the School’s mission 
w/emphasis on global competitiveness. In addition, the candidate is 
expected to actively seek sponsored research opportunities. Salary 
will commensurate w/experience & the policy. governed by the col- 
lective bargaining agreement.The university reserves the right to sub- 
stitute equiv. education and/or experience at its discretion. Send 
resume to: Personnel Box HLC-SOM. 


NJITs School of Management, establisbed ten yrs. ago, offers BS in 
Management & an MS in Management, incl. a 14-month Executive 
Program leading to an MS in Management. Plans are underway to offer 
an MBA in Management of Technology. The School collaborates 
w/Rutgers University-Newark in the PhD in Management program. The 
School is accredited by AACSB, the International Association for 
Management Education. For inquiries, contact Dean Alok Chakrabarti at 
Chakrabarti@adm.njit. edu. 








+ Economists with experience of public sector finance 







* Public sector financial management specialists 


+ Information systems experts with experience of financial systems particularly 
in developing countries 











+ Change management advisers with experience of multi-cultural environments 


Qualifications 


Candidates will be expected to have either professional qualifications or at least a 
first degree supported by extensive project experience. 














Experience 


Experience of operating in multi-cultural environments in a variety of countries 
and dealing with senior management is a prerequisite. 














Conditions 


Packages offered will reflect market demand and the cost of living in the 
countries in which we operate. Normally packages will include business class 
travel and accommodation. 


For further information about IMC visit our website at www.megl.co.uk 
Applications including CVs should be forwarded by e-mail to staff@megl.co.uk 
























University Heights 
Newark, NJ 07102-1982 


A Public Research University 






Mr, 


UNIVERSITAT 
ST.GALLEN 









The University of St. Gallen - Graduate School of 
Business Administration, Economics, Law and 
Social Sciences (HSG) - intends to fill the vacant 
position of a 


Professor of 
Education Management 


with a focus on the teaching of economic sciences, 
knowledge management, the didactics of higher 
education and the new methods of teaching and 
learning. 

The appointee must display a high degree of 
dedication to teaching, research and continuing 
education at the university, as well as to the joint 
management, with another professor, of the 
Institute for the Teaching of Economic Sciences at 
the University of St. Gallen. 






















— CONSULTANT- 


You are a university graduate with four to six years' recent 
experience in management consultancy in the private or 
government sector, and looking for a new challenge in an 
international environment. You will report to top management 
and you will deal with a wide range of issues, including 
revision of business processes, working methods and 
technology, resource planning and allocation, organisational 
structure and change management. 

A good command of English and French is required as well 
as the ability to draft clear and concise reports. 

This post offers an attractive salary package, and excellent 

working conditions in a pleasant environment. 

Contract: 3 years, renewable. 
Applications with detailed CV should be sent, quoting reference 4 
OMEC.99, before 11/06/99 to: j 
Recruitment Officer, NATO Headquarters, 
1110 Brussels, Belgium. 

candidates who are nationals of a member 

specified requirements and whose, 

itial screening will receive 








Applicants must possess a Ph.D. in 
economics/business administration or the teaching 
of economic sciences, a distinguished research 
record, excellent teaching ability and appropriate 
social skills. The post is available as of 1 April 2000, 
and those interested should send the usual 
application documents to the President of the 
University of St. Gallen, Professor Dr. Peter 
Gomez, Dufourstrasse 50, CH-9000 St. Gallen. 


Closing date is June 25, 1999. 
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Programme des Nations Unies pour environnement 


UNEP 


iC (3) United Nations Environment Programme 
N 


United Nations Environment Programme (UNEP) is the 
leading global environmental authority that sets the global 
environmental agenda and promotes the coherent 
implementation of the environmental dimensions of 
sustainable development within the United Nations system, 


Senior Programme Officer, 
Tourism. P4. Ref: NA-99-27 


Within UNEP, the Division of Technology, Industry and 
Economics (UNEP/TIE) is seeking to fill the position of 
Senior Programme Officer, Tourism for the Production and 
Consumption Unit located in Paris, France. The Production 
and Consumption Unit works with international agencies, 
sindustry associations and institutes, to promote global 
awareness and implementation of cleaner and safer 
production technologies and environmental management 
systems. 


| Under the supervision and guidance of the Chief, 
Production and Consumption Unit, the. Programme Officer 
will: 


e manage UNEP’s activities concerned with sustainable 
tourism development. 
initiate and monitor contact, with tourism associations 
and industries, governments, universities, NGOs and 
other relevant organisations. : 
provide technical and policy advice on tourism and the 
environment, 
promote the establishment of voluntary initiatives for 
sustainable development with various sub-sectors of the 
tourism industry. 
prepare case studies’ booklets and reports on countries’ 
policies for sustainable tourism. 
ensure the production, publication and dissemination of 
the publications and reports on sustainable tourism. 
organise training workshops and prepare training 
materials. 
contact potential donors to obtain funding for sustainable 
tourism activities. 


Qualifications and experience: Candidates should have an 
advanced university degree in Engineering, Economics or 
Planning, seven years professional working experience in the 
planning, management of projects, preferably in the Tourism 
sector, Fluency in English required. Working knowledge of 
other UN languages highly desirable. 


An attractive package of salary, international allowance and 
benefits is offered. Applications of equally qualified women 
are encouraged. Applicants are requested to send a detailed 
CV including date of birth, nationality, educational 
qualifications, summary of professional skills and/or 
expertise, relevant work experience, publications written and 
languages spoken, or to complete a United Nations Personal 
History form (P.11), available at UN Offices. Applications 
quoting the vacancy number may be sent of faxed before 25 
May 1999 to the Chief, Recruitment Section, Human 
Resource Management Service, United Nations Office at 
Nairobi (UNON), PO Box 67578 Nairobi, Kenya. 
Fax: 254 2 624134/622615/622624. 
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INTERNATIONAL COOPERATION _ 
FOR DEVELOPMENT 
AGRICULTURAL ECONOMIST, ECUADOR 


Working within an interesting team of development professionals, you must be 
specialised in savings and loans services and have empathy and experience of working 
with grassroots communities. Basic Spanish is very desirable. ICD isa British. skillshare 
programme offering a modest living allowance, accommodation and other benefits. 


For application form/detalls contact ICD, Unit 34, Canonbury Yard, 190a New North 
Road, London Na 78). Tel. 0171 704 1738, fax 0171 359 0017 or e-mail Maureen@ciir.org 
Closing date for application forms: 1gth june 1999. Charity No; 294329. 


~ UNIVERSITY OF DUBLIN 
TRINITY COLLEGE 


CHAIR 
IN ECONOMICS 


Trinity College Dublin invites applications for a 
newly-established Chair (full professorship) in Economics. 
The Chair holder will play an important role in establishing 
the research programme of the new Centre for the 
Economics of Globalisation and will carry the additional 
title of Director of the Centre. The position is tenable from 
1 July 2000 or as soon as possible thereafter. 


The primary criterion for choosing the new appointment 
will be excellence in research as reflected in high-impact 
publications, potential for future research relevant to the 
process of globalisation generally and the ability to provide 
research. leadership. 


The appointment will be made at the appropriate 
point on the professorial salary scale, currently 
IR£48,175 - IR£62,249 (€61,170 - €79,041). 
Additional funding for research, postgraduate students and 
administration will be provided. 


Further particulars relating to the appointment, including 
details of salary and other benefits, can be obtained by 
contacting 


Michael Gleeson 
Secretary to the College 
West Theatre 
Trinity College 
Dublin 2 
Tel: +353 1 608 2197 / 1722 
Fax: +353 1 671 0037 
e-mail: domurphy@tcd.ie 


to whom formal application may be sent to arrive by the 
preferred closing date of 31st July, 1999. 


Further details regarding the 
Department may be obtained on the website: 
http://www.economics.tcd.ie 





Trinity College is an equal opportunities employer. 
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Bo ee ee 


healthlink 


EX E C U TIV E Healthlink Worldwide 
DIRECTOR 


works to improve 
the health of poor 
c. £35,000 


and vulnerable 
communities by 
strengthening the 
provision, use and 
impact of information. 


Healthlink Worldwide has been operating «ance 1977 and has a turnover 
of £1.8 million a year, The Council of Management is seeking a 
charismatic, energetic and innovative leader with a flair for external 
relations to lead the Senior Management Team and to further develop 
this important organisation. 


An accomplished organiser and manager of change, you will be capable 
of taking the broader view as well as focusing on the details of strategy, 
policy development and financial management, You will require at least 5 
years organisational management and strategic planning experience 
which will include financial and human resource management and 
development. A thorough understanding of the political, social, economic 
and cultural issues in developing countries is essential ~ health related 
experience would be ideal. 

To request an application pack please quote REF .CE100 and either 
telephone 0171 808 5706 (24 hour ansaphone) OR email 

floydad @dircon.co,uk OR send your name and address on a postcard to 
Healthtink Response Service, 7 St. George’s Square, London SWIV 2HX. 
Closing date: Wednesday 9th June, Interviews: Tuesday 22nd June 1999. 


Healthlink Worldwide is working towards equal opportunities. 
SES R RRR RRR RR eee eee 


etter nee 
CONSULTANCY MANAGEMENT Hertfordshire 





wT S 


As part of the new and expanding Genus International Consultancy Group, 
Hunting Technical Services is one of the UK's leading international 
development conéultancy practices, offering the full spectrum of natural 
resources, environmental management, _ institutional development, 
management consultancy, and trade and marketing expertise. 


To meet our plans for growth we are seeking an outstanding consultant with 
strong overseas development experience and the flair to work along side our 
Project Director team to win new business. 


The Position 

+ Report to the HTS Divisional 
Director with responsibility for 
building and developing new 
business world-wide. 

* Undertake overseas marketing . 
visits and researching new able-to work under pressure and 
business opportunities hit tight deadlines. 

+ Producing winning proposals for ¢ Excellent proposal writing skills 
new contracts. and the flair and. project 

« Completing short-term overseas management skills to put these 
technical assignments ideas into practice. 

« Technical and administrative Energy and drive with the clear 
support to multi-disciplinary potential for advancement 
teams overseas. 


Send CVs by 4" June (ref CM99) to Mrs Chris Fittus, HTS, Thamestield 
House, Boundary Way, Hemel Hempstead, UK. HP2 7SR. 

phone +44 1442 231 800 fax +44 1442 219 B86 

email hts @htsconsult.co.uk web www.htsconsult.co.uk 


The Requirements 

» Graduate, with a Masters 
qualification, and at least five 
years overseas development 
experience. 

Selt-motivated and enthusiastic, 


NEW CVs REQUIRED 
if you are a first class independent consultant with expertise in Natural 
Resources, Institutional Development, Trade or ‘Management Consultancy 
you can register your CV on the Genus International Database. Email 
sue.adams@ hisconsult.co.uk (ret SMAQ9) 
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~ 
UNIVERSITY of GLASGOW 
Department of Management Studies 
LECTURER IN 
ORGANISATIONAL BEHAVIOUR 
£16,655 - $29,048 
The University is proceeding to the appointment of a 
Lecturer in the Organisational Behaviour area to join a well: 
established group within this 4-rated Department. The 
Department offers a stimulating teaching experience at post 
experience, MBA and undergraduate levels, and you will also 
be expected to make a substantial contribution towards the 
research activities of the Department. 
You should ideally have a specialised interest in the area 
of information management and possibly also human 
ue, resource management, although other areas of interest 
will be considered. 
Informal enquiries may be made to Professor 
Phillip Beaumont, Chair of Employment 
Relations, on 0141 330 5129, or Professor 
Douglas K Macbeth, Head of Department, 
on 0141 330-5411, 
For an application pack please see our website 
at www. gla.ac.uk or write quoting 
Ref; 221/99AL/EC to the Recruitment Section, 
Personnel Services, University of Glasgow, 
Glasgow G12.8QQ. Closing date: 11 June 1999. 
The University is committed to equality of opportunity in employment. 
The University of Glasgow is an exempt charity dedicated to teaching 
and research. 


H ae. 
United Nations Development Programme 


nnn a a cementite rman 
The three-year project, VIE/97/028 - Strengthening the capacity of the 
General Department for the Management of State Capital and 
Assets in Enterprises, funded by UNDP, has been launched recently in 
Hanoi. The project aims to improve the financial management and 
performance of state enterprises in Viet Nam and accelerate the 
equitisation of state enterprises. In particular, the Project will focus on 
a) preparing and implementing a mid-term improvement plan to enable 
the General Department for Management of State Capital and Assets in 
Enterprises (GDMSCAE) to effectively and smoothly execute its 
mandate, b) developing and demonstrating an operational integrated 
management system and the capacity to use it for efficient and effective 
exercise of state financial ownership rights by GDMSCAE in state 
corporations and enterprises; and c) developing the capacity and 
demonstrating measures for the GDMSCAE to expedite the equitisation 
implementation process. To fulfil this challenge the national project 
authorities seek for an: 


INTERNATIONAL RESIDENT ADVISOR (36 w/m) 


A copy of the detailed Terms of Reference as well as a summary of the 
project document can be found on the internet WebPages of UNDP Viet 
Nam: www.undp.org.vn 








Applications, to be received before Thursday, 10 June 1999, in Enghsh. 
highlighting relevant experiences, including three references and salary 
requirements can be sent to: 

Personnel Section, UNDP Office. 25-29 Phan Boi Chau Str, Ha Nor, 
Viet Nam 

Fax: + 84 4 825 9267 E-mail: registry@undp.org.vn 

Women are especially encouraged to apply. 

Please note that only short listed candidates will be contacted. 
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A career in the heart of Europe: 


The EIB, the financial institution of the European Union, is currently seeking, for its headquarters in 


Luxembourg, an (m/f): 


experienced Credit Analyst 


for its Credit Risk Department 


Responsibilities: In the context of the Bank's current credit exposure of over € 150 bn, he/she is required to 


take immediate responsibility for a portfolio of b 


ank counterparties and should in particular: 


e Analyse credit issues of counterparties and transaction structures, liaise with front-office teams in structuring 
and mitigating credit risk, formulate credit hit for the Management Committee. Ħ In close co-operation 
i 


with the caged i managers, develop cr 
analyse the overal 
proposals to the Management. 


Qualifications: © University degree 


experience, acquired within a leading financial institution or rating a 


t policies in re 


gard to key clients. © Monitor counterparties and 
portfolio. © Be involved in a variety of analyses, make recommendations and present 


in finance/economics. © At least five years' relevant credit 
ency. Ħ Experience in bank analysis. 


Knowledge of securitisation and quantitative credit risk management te be an advantage. * Articulate and 


numerate, with strong analytical and communication skills, for 


and ability to present and defend credit pr 


profile group of bank analysts in liaison with loan officers and other departments. 
Languages: Excellent knowledge of English and good command of German, French or other Community 


languages. 


drafting clear credit opinions and financial reports 
osals. ¢ Team player, capable of working as part of a small, high- 


The EIB offers attractive terms of employment and salary with a wide range of welfare benefits. Applications 


from women would be particularly welcome. 


Applicants, who must be nationals of a Member Country of the European Union, are invited to send their 


curriculum vitae in English, together with a 
reference, to: 


letter and photograph, quoting the appropriate 


EUROPEAN INVESTMENT BANK, Recruitment Division, Ref. CR99ECOOT, 
L-2950 LUXEMBOURG. Fax: + 352 4379 2545. 


Applications will be treated in the strictest confidence and will not be returned. 
General information on the EIB can be found on Internet (http: //www.eib.org) 


BUSINESS & PERSONAL 


CHIEF EXECUTIVE OFFICER 
WORLD COUNCIL OF CREDIT UNIONS, INC. 


World Council of Credit Unions, Inc. (WOCCU) - the apex trade association 
and development organization of the international credit union system - is 
recruiting a dynamic visionary for the position of Chief Executive Officer. 


Leading a global trade association, the CEO has representational 
responsibilities to WOCCU’s members throughout the worldwide credit 
union movement, fostering information exchange and cooperation among 
cooperatives. In addition, as the key public relations figure, the CEO builds 
relationships with donor and government organizations to secure resources 
for credit union development activities. 


A recognized undergraduate degree is required. A post-graduate 
qualification is also desirable. Related equivalent experience and training 
will be considered. 


Send resume and requests for further information to: WOCCU CEO Search, 
c/o Spokane Railway Credit Union, PO Box 6011, Spokane, WA 99217- 
6011, USA. Or send e-mail to dcutter@srcu.com. 
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DELAWARE (USA) 

T CORPORATIONS | 

Boot & Sha Caprars Cor wie for ur REE KIM) 
hee ppl ache 

į polar 


EST Sherida Ri, #105 « Wingo, USA 19810 


302-477-9800 © 800-321-C0RP e 477-9811 
E-mail: corp debog com © tuternet: http://deleg.com 


YOUR BOOK 
PUBLISHED 
Believe your work worthy of being published? 
We offer a complete and professional service. 
Both subsidised: and non-subsidised contracts. 
All subjects considered. Member of LPG. 


JANUS PUBLISHING. COMPANY LTD. 


IMMIGRATION TO CANADA. 
Experienced Canadian immigration 
Lawyer will prepare Visa application 
and conduct job search for prospective 
immigrants. Very reasonable fees. 
Leonard Simcoe, Ref. E, 1255 Laird 
Bivd., #208, Mt, Royal, Quebec, 
Canada H3P 2TI, Fax (514) 739 0795. 
Email: LSimcoe@csi.com 
http://users. ycs.net:85/simeoe 


CUT THE COST OF YOUR 
STAY IN LONDON 
Comfortable self-contained serviced studio flats 
in Knightsbridge near Harrods, fully equipped 
kitchen-dinette, bathroom, phone, satellite T.V. 

central heating, elevator, maid service, re 
manager. Suit 1-2 persons, Brochure by Air 
Knightsbridge Service Apartments 
45 Ennismore Gardens, 
London SW? 4AQ. 
TEL: 0171 584 4123. Fax: 0171-584 9058. 
info@ksflats.demon.co.uk 
www. ksflats.demon.co,uk 
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ALLY? 
Executive earning $50K-500K+. Career searching into, within or gut of 
Asia/Europe/U.5,? A new position is. closer than you think! Free info, 
www.CareerPath.co.wk E-mail: cpasia@bkk-loxinfo.co.th 
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A leading economic research and financial market analysis 
company is recruiting for positions in its London and Singapore 
operations. 





S) 


IDEAglobalgm 





ANALYST/ECONOMIST - MIDDLE EAST & AFRICA (London based) 
Enthusiastic team player is sought to play a key role in the development of new 
analysis and advisory products covering the economies and markets of the Middle 
East and Africa region, A suitable background would include one or two 
economic-based degrees, and some relevant previous work experience. Turkish 
and/or Arabic an advantage. A competitive salary package will be offered. In the 
first Instance, please send curriculum vitae to; 


Mr Koon Chow 

IDEAglobal.com 

Lincoln House 

296 High Holborn, London WC1V 7JH 

Fax: 0171 430 2777 or emali kchow@ideaglobal.com 


ECONOMIST - JAPAN (Singapore based) 
Macroeconomist covering Japan is sought, with a good Economics degree, and 
preferably a Masters qualification. Applicants should have. at least two years of 
professional experience in economic analysis, and be possessed of strong 
analytical abilities. The capacity to convey ideas clearly and quickly is highly 
prized. Fluency in English is a must, and a working knowledge of Japanese 
desirable. Applications & enquiries to: 

Mr. Lindsay Coburn, 

IDEAglobal.com 

9 Temasek Boulevard, 

#42-01, Suntec City Tower 2, 

Singapore, 038989, 

Fax: +65 332 0701 or email Icoburn@ideaglobal.com 

























Democracy 
Team Leader 
USAID/Paraguay 


: 
‘aap 


The U.S. Agency for International Development Mission in Paraguay is soliciting 
applications from qualified individuals to serve as the Democracy Strategic 
Objective Team Leader for a period of two years, with the possibility of extension 
for an additional three years. The base salary will be comparable to the GS-14 pay 
grade ($63,567 - $82,638), Final compensation will be based on salary, work 
history, and ecucation. 






The Democracy Team Leader is responsible for the ove siggy 
that include Civil Society and Political Processes, Decentralization and Logat 
Government, Judicial Reform, and Civil-Military Dialogue, Duties inchide 
strategy development; the design, implementation, monitoring, and. evaluation of 
all of the Missions’s democracy activities; and the supervision of the Democracy 
Team that includes Mission staff, grantees, contractors, Government of Paraguay 
officials, and ocher partners. 


ht of ongaing activities 





Applicants are expected to possess a Master's or equivalent degree in law, political 
science or a related field, and a minimum of 10-15 years of experience in 
Democracy and Governance issues. This should include local government 
strengthening and municipal development, administration of justice and rule of 
law, ant-corruption work, and civil society development. At least seven to ten 
years of hands-on experience should be at the senior management level. The 
applicant must have sound and independent judgement, and be well versed in 

sum skills and committed to the team mode of aperdtion. A general knowledge of 
ID policies and programming systems is highly desirablé, as weil as experience 
king in Paraguay and other countries in Latin America. The analytical ability to 
interpret and develop public policies is essential. Management skills are required to 
strategize, develop, and effectively implement activities through technical advisors 
and institutional contractors. Fluency in English and Spanish at the PSI 4 level is 
required. 








Additional information regarding this position will be available at a USAID 
website www.into.usaid.gov/procurement_bus_opp/procurement / pse solicit 
Qualified individuals are requested to submit a U.S. Government Standard Form 
171 or Optional Form 612 (available at the AID website or ar 
http: //fillform.gsa.gov, or any federal office), by fax, email or post, by June 28 to: 
USMaul: 

Attn: James Dunlap, RCO 
USAID / Bolivia 

Unit 3914 

APO AA 34032 





Comrter: 

Aten James Dunlap, RCO Fax: +591-2-785-689 
USAID / Bolivia email: maburgos@usaid giv 
Calle 9 No, 104 < Obrajes 

Lafaz, Bolivia 
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New Lower Rates! 
Call to the US. from: 


FELLOWSHIPS _ 


ES 
AMERICAN UNIVERSITY 


WASHINGTON, DE 


e Washington College of Law 


seeks scholars and lawyers specialized in 
international law to serve as fellows in the interna- 
tional legal studies program. Fellows will teach 
courses in their areas of expertise, undertake 
research, and participate in the international 
academic endeavors of the law school for one year, 
starting in January, 2000. 

Requirements include: * a law degree * demon- 
strated international legal expertise * a research 
agenda for the year * intellectual curiosity that 
supports excellent teaching * a desire to serve as an 
advisor to students, 

The international legal studies program offers a 
Master's of Law (LLM) in International Legal 
Studies with specializations in international business 
law, international human rights law, international 
environmental law, international organizations, 
gender studies and the law. Currently there are 191 
students from 64 countries enrolled in the program. 

AU is an eeo/aa employer committed to a diverse 
faculty, staff, and student body. All inquiries 
should be by mail to American University, 
Professor Daniel Bradlow, Director of the 
International Legal Studies Program, 4801 
Massachusetts Ave., NW. Washington, DC 20016. 







































The Original 


kallback 


No Minimum 
No Set Up Fees 
*Instant Activation 
* Itemized 6-Second 
Billing 









Hong Kong...29¢ 
Germany......21¢ 









AY * Ideal for Home, 

Singapore....33¢ Office, Hotels and 

Australia....... 14¢ Mobile Phones 
Arat Agents call 





ST 1.206.479.2816 

Tel: 1.206.376.1954° Fax: 1.206.376.1955 
e-mail: info@ms.kallback.com 

www.kallback.com 






A Plan For Reconstruction 
International Competition 



















The Richard C, Welden Foundation, Inc. invites proposals for the Postwar Reconstruction of the Balkan 
Countries. 


The proposals should deal with the integration of the Balkan countries into the European Community, and 
-should address social, economic, ecological, and political aspects of postwar development and reconstruction. 
Authors should look at the area as a whole and elaborate on historic infrastructures, and the best ways to 
improve and adapt them to a democratic Europe of the 21st century. Specific recommendations are necessary 
for Albania, Bulgaria and Romania, as well as all former Yugoslavian Republics. 





The purpose of the competition is to provide a blueprint for Balkan integration into the European 
Community. The top three proposals will be forwarded to the governments of all European Union countries, 
the governments of the USA, Canada, and to the United Nations. 

The Jury: A distinguished International Panel. 


The Prizes: A $10,000 first prize and two $5,000 second prizes will be awarded. 


Deadline: November 30, 1999 






< Forward all entries to: 
Trustees, 

The Richard C. Welden Foundation, Inc. 
30 Rockefeller Plaza, Suite 4340, New York, NY 10112, USA. 


PUBLICATION 


Emerging Stock Markets Factbook 1999 g g Merck 


Foundation 
REQUEST FOR PROPOSALS 


The Merck Company Foundation is funding a new grants program for academic 
“centers of excellence” to conduct independent research into pharmaceutical 
policy issues. 














“The Factbook is the definitive reference work on 
emerging markets. No one working in international finance 
can afford to be without a copy.” 


- Dr. Campbell Harvey, Duke University 

















; The program will support initiatives dedicated to advancing rigorous academic 
This thirteenth annual survey of emerging stock markets is the research in the following areas: 
premier source of its kind, Emerging Stock Markets Factbook 1999 
„provides essential coverage of 
stock market characteristics 

for 45 markets covered by 

the International Finance 
Corporation’s (IFC) three 
‘highly regarded stock market 
indexes~—the Global, Investable, 
and Frontier index series. 












1. The economics of the pharmaceutical industry 
2. Evolving market characteristics and changing market dynamics for 
pharmaceuticals 
3. The impact of health care financing strategies and reimbursement policies on 
pharmaceuticals f 
4. Patient intervention and health promotion strategies i 
5. Evaluation of new health care therapies and technological innovation 
6. Historical analyses of factors contributing to sustained pharmaceutical 
industry innovation 
7, Industry regulatory and industrial policy issues in the U.S. and in other 
countries/regions 
8. Ethical issues related to the pharmaceutical industry 


Three three-year grants, of up to US$250,000 annually each, will be made to 
selected centers of excellence. Grant selections will be made by the Policy 
Advisory Committee of The Merck Company Foundation based upon the 
recommendations of an independent Academic Advisory Board. The grants will 
support outstanding faculty and scholars capable of providing education and 
training, conducting rigorous, independent, policy-related research, and 


Emerging Stock Markets Facthook 1999. 
Stock No. A14403 (ISBN 0-8213-4403-X), $100 


To order in the UK contact: Customers Outside the UK contact: disseminating information related to pharmaceuticals and health. 

Microinfo Ltd_,P.0. Box 3, Omega Park The World Bank, P.O. Box 960 2 

Alton, Hampshire, GU34 2PG Herndon, VA 20172-0960. wom perk companies call Pa ants oy sond a raquost t0 
Tel: (44 1420) 86848 “Tel: 703-661-1580 or 800-645-7247 or ~The Merck Company Foundation, One Merck Drive, P.0. Box 100, 

Fax: (44 1420) 89889 Contact your World Bank distributor Whitehouse Station, NJ, 08889-0100, USA. 

é-mail: whank@microinto.co.uk www.worldbank.org/publications DEADLINE FOR SUBMISSIONS IS JUNE 30, 1999. 
www.microinfo.co.uk 


@) World Bank Publications 





The Merck Company Foundation is a US-based, private, charitable foundation. 

Established in 1957 by Merck & Co., inc., the Foundation is funded entirely by the Company andis Meoicks 
chief source of funding support to qualified non-profit, charitable organizations: The mission ofthe 
Foundation is to advance the Company's philanthropic gaals tò support biomedical science training 

and education and to improve health care worldwide. ; 


kd E REE A E 
Merck & Co. ine. is the parent company of Merck Sharp & Bahia: 


siy2/ Visit our website at www.worldbank.org/publications 
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OFFSHORE COMPANIES 
TRUSTS FOUNDATIONS 
Over 15 years of specialist company formation 
& management services. 

For a no-obligation confidential consultation, 
together with free explonatory brochure contact: 
ORLDWIDE CORPORATE 

SOLUTIONS LIMITED 


TEL. +44 1624 827153 
FAX. +44 1624 827154 


E Mail solutions@advsys.co.uk 


2nd PASSPORTS 
OFFSHORE COMPANIES 


Maritime International Ltd. 
Bay View Place, Crasbies 
St John’s, Antigua, West indies 
Tel: +1(268)46 1-2024 Fax: +1(268}462-2718 


Email: maritime@candw.ag 


http://www.milonline.com 
“A decade of confidential service” 


| OFFSHORE 
TAX-FREE 


companies world-wide | 


formation and administration 
of companies opening of bank accounts 
tel/fax/mail forwarding services | 


LAVECO-GROUP Head Office 
Clos de Saignie, Sark, 
United Kingdom GY9 OSF 
Raymund Teny C Gibson Fax: 444-1481- 832 } 6 


Hangary-LAWECO ‘Kfl-Main Customer Service 
33/a Raday str., Budapest, Hungary 1092 
Contact languages: English, French, 
Russian, Bulgarian 
3 


Romania- LAV ECO Romania sad 
BLV. KOGALNICGEANU NR 60 
ETH AP9, Bucharest Romania 


Far East-Export and | Import Bank Corp. 
Contact languages: English, Russian 
Tek 4742-3-41 47 666 Fax: 4742441 47 444 


CONFERENCES 


OFFSHORE COMPANIES 


* Ready made companies 
* Full corporate administration 
* Trade services (LC, shipping) 
* Banking/Accounting services 
+ Ching business development services 
Contact Stella Ho for immediate services 
& company brochure 
NACS LTD 
Room 1108, Albion Plaza 


“2-6 Granville Road, TST, Kowloon, Hong Kong 


E-mathracsi@hk super net 
Teh (852) 2724 1223 
Fax: (852) 2722 4373 


mn a RRERVICR siyee” = N 
‘Modern, comforiable 
Seed Apron aig a ous ra 


2 perso: rt i trom £70 per ‘i 
n aparimeni perni 
4 person seurinont from £115 per HA 


d Calinionded 
ASHBURN GARDEN APARTMENTS 
3 Ashburn Gardens, London SW? 4DG. U.K. 


mn Tax-Free Company? 
YES, YOU CAN! 


It's fast. 
It's 100% private 
It's 100% legal 
For FREE consultation 
and brochure filled with 
surprising information, contact: 
GLOBAL BUSINESS SOLUTIONS, INC. 
Phone: USA+(619) 578-7541 
Fax: USA+ (619) 578-0238 


Lake Geneva & Alps 
Attractive properties, overlooking views, 1 to $ 
bedrooms, from SFr 250000. Sale to Non- 
Swiss citizens autharized. Leading company 
established in 1975. Experience. Discretion. 

REVAC S.A. 
§2, Montbrillant, CH-1211 GENEVA 2 
Tal, +444 22/794 15 40 Fax 734 12 20 


The European Institute presents the conference 


DEMOCRACY AND THE EUROPEAN CONSTITUTION: 


THE ROLE OF THE PARLIAMENT 
June 17-18 1999 


Speakers include: 
Professor Juliest Lodge 


Phillipe Herzog MEP 
Hugo Lueders (UEF} 
Dr. Robert Bideleux 


All enquiries should be sent to: 
Fred Bright 

The European Institute 
Castle House 

South Bank University 
London 

SELOAA 
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Professor Andrea Bosco 
Professor Richard Bellamy Dr Bruce Haddock 
Professor Deirdre Curtin 
Mike Mannin 

Helena Vaz da Silva MEP 


Cost: Whole conference 
One day 

Cheques payable ta: South Bank University 

Tel. 01718166753 

Fax: O17 1 816 5799 


Fred Bright 
Christine Oddy MEP 
Elmar Brok MEP 


£40.00 Students: £10.00 
26.00 Students: £5.00 


Millennium / Chris 
West of Iretanil 
Six mikes trom Chien 
Georgian Hougt, private pier on the ses 
Five double bedrixinw en suite 
tht fired central beating & all mod cons 
Reni includes daily hotsckeuper, mechd an, 


2ND PASSPORTS, DRIVER'S 
LICENCES, DEGREES, BANK 
A/Cs, CAMOUFLAGE PASSPORTS. 
GMC 
Fax +3120-5241407 
Email: 1004) 3.3245acompuserve.com 


E-mail patrickwilfiemsdiecann: stoom hup:/www.global-money.com 


Curricula Vitae 


The Marketing Tool for International Consultants l 
and Free-lance Experts 


http://www.curricula.org 
e-mail info@curricula.org Fax: +49 234 331180 


TENDERS 


Tel: +49 234 331187 


Bosnio and Herzegovina 
Federation af Bosnia and Herzegovina 
Canton Sarajevo 
Cantonal Agency for Privatization 


The Cantonal Agency for Privatization Sarajevo Bosnia and Herzegovina announces 
PUBLIC INVITATION 
FOR SUBMITTING OFFERS ON TENDER 


WITH THE AIM OF SALE OF TECHNICAL - TECHNOLOGICAL 
UNIT OF THE FIRM IBP “HADZICI” CODE NO. 20174 


The technical-technologtes! unit contains the office building and three facilities with the total 
amount of 6,000 m2 usable for production of soft drinks with auxiliary objects (car wash, 
reception desk, facility for purification of waste waters, pump substation, tank for fluid fuet, 
pools for clean water, pools for waste and faecal water, traffic asphalt surfaces and service 
installations} on the improved land of 44,928 m2. 


The sale subject is located at Mostarsko raskrsee bb Hadžici close. to the main road M17. 
Criteria for evaluation of offers 


i. Withholdung of basic activity - production of soft drinks 
World-wide famous producer of soft drinks 
Reconstruction of the object within six months after signing the purchase contract with 
the aim of adjustment to the world standards 
Introduction of new technology in accordance with world standards for production of soft 
drinks in the course of the next six months after completion of the reconstruction of the 
facility. 
Safe wortd market 


. Employment 


The bidder agrees to offer 80 jobs within 12 months from the day of reconstruction of the 
object 


, The starting price of the subject offer is 5.595,061.00 KM (say five million five hundred 
thirty five thousand and sixty one KM only). 


. Business reputation and credibility of the buyer 
SUBMITTING OF OFFERS 


The right to participate in the bidding have all domestic and foreign physical and legal parties 
except when that right is limited by regulations. 

The offer is to be submitted in a sealed envelope bearing the code of the submitter. 

The offer is to contain a separate sealed envelope containing a copy of the original offer with the 
code of the submitter and data on the bidder, 


OBLIGATIONS OF THE BIDDER 
Enclosed with the offer the bidder is obliged to submit the following evidence: 


Evidence on deposit payment in the amount of 10% of the starting price of the subject sale 
ora guarantee of g first-rate bank lasting 30 days. The chosen bidder shall pay fall agreed 
amount of money reached for the subject sale less the amount of the paid deposit. The 
other not chosen bidders have the right to take back the deposit, $ 
Evidence on payment of participation in bidding, in the amount of 0.1% of the starting 
price of the subject sale. 
The payment shall be done on the transfer account of the Cantonal Agency for Privatization 
Sarajevo. No. 10700-79916 KM or the foreign currency acconnt No 10100-799-7000016 DEM, 
The bidder may give up participation in the tender and he is obliged to inform the Cantonal 
Agency for Privatization Sarajevo in a written form within twee days before the term agreed 
upon converning the announcement of the offers. 


In case the bidder gives up participation in the tender after the agreed term the Cantonal Agency 
holds the paid deposit. 

Bidders may be present at the time of opening the coded offers. 

The offer is to be submitted to the Cantonal Agency for Privatization Sarajevo, Titova 1, 
Sarajevo, Bosnia and Herzegovina directly by registered mail within four weeks after public 
notification of the bidding. 

Choice of the most suitable bidder 

After the public notification and invitation to bidding the Commission shall reach a decision on 
the choice of the most suitable bidder within seven days at the latest and advise the bidders 
about i within the nest three days. 

The interested parties can obtain the additional information on the subject and the way of 
submitting offers in the Cantonal Agency for Privatization with Mr Ermin Alimanovid telephone 
No. (++ 387 71 20 29 06). 
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New Authors! GSEs 
Publish Your Work | BEYag 


ALL SUBJECTS CONSIDERED 





write or send your manuscript to: 
MINERVA PRESS 
315-317 REGENT STREET, 
LONDON WIR 778. ENGLAND 
OWA. minerve-press.co.uk 


Immigration & Investment 
in USA, Canada, 
Australia & Spain 

Are you looking for 
permanent residency in the 
independent category or as 

an investor? 
Documentation including 
investment opportunities 
supplied for only $50 USD 


Examiner of disputed anid anonymous 
documents, Also aptitude/charactér 
assessment for recruitment purposes, 
Phillippa Lavell FAE 

9 Village Close, Londen NW3 5AH 
Tel: +44(0)171 794.6060 

Fax: +44(0)171 431 4699 


FINANCIAL PROFESSIONALS 


HARD TO BORROW? 


Use COLLATERALIZED LOANS 
Training Program Available 
We Locate Funders 
for Business & Real Estate 
Tony Abraham, Esq. - Real Estate 
Eric A. Klein, Esq.-Atty/Fiduciary; 
International Developing 
Enterprises Agency (IDEA) 
Tel +1-212-751-0800 
Fax +1+212-688+4442 


E-mail: panglob @aol.com 
Website: panglobal.net 


+ CANADA IMMIGRATION $ 


Let our exclusive group of former Visa Officers, with over 35 years 
experience, provide expert assistance and guidance to your immigration 
process. Applications professionally and confidentially prepared. Our 
money-back guarantee is your assurance of success. Fast internet and email 
service, Specialists for skilled workers, businessmen and investors. 


OIC CONFRATERNITY CANADA LTD, 
823-409 GRANVILLE ST. VANCOUVER, BC, CANADA, V6C 1T2 


TEL: (604) 669 0389 ary (604) 669 3905 
www.our-website.com E-MAIL-passport@ 


INTERNET: www. 


UNITED WORLD T 


jinfoserve.net 


EC 


SAVE ON INTERNATIONAL PHONE CALLS 


* Low Intl. Rates 
* High Quality 
* Prompt Service 


* No Fees, No Commitment 
* Office, Home & Cellular 
* Phone, Fax & Modem 


Call now for new low rates 
AGENTS WANTED! 


2905 S. Fodor 


rh FISO 


He cconiusyvicallback.con 


H khay. C-H Delraw Beach, F 


Fax. +1 50] 


PAE LISA 
2 


E 
Jb 3S bid 
f 


1402 TEANECK ROAD + SUITE 114 + TEANECK, NEW JERSEY « O7666 ° USA 


The different emerging market? 
Or another African basket case? 


Since 1987 Omega’s business-focussed service has guided key decision- 
makers around the world. 
In compact daily briefs our expert team - 
Provides strategic political insight 
Analyses long-term political trends and their impact on the investment 
climate 
Identifies major domestic and international corporate developments 
Tracks public policy in health (including ALDS), transport and 
privatisation 
The daily service is in English, German and Japanese. And Omega's 
clients are leaders in their sectors all around the world. 


“The best thing out of South Africa...” 
Princeton Lyman, former US Ambassador to South Africa 


“We have always found Omega’s reports invaluable in balancing off 
media description of events...” 
Matcolm Barlow, Vice President of SmithKline Beecham, USA 


To know how you and your company can benefit, contact 
Lindsey Beveridge on 
Tek 27 (21) 689 7881 or Fax: 27 (21) 686 4361 
E-mail: insight@omegainvest.co.za— Website: www.omegainvest.co.za 


Omega Investment Research (Pty) Ltd - 
Southern Africa's Premier Political and Economic Risk Consultancy 


Offshore Companies: Offshore [rusts 


International« 


Lx 
Baes tav: 
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SOVEREIGN TRUST INTERNATIONAL 
SOVEREIGN QUALITY SERVICE - REASONABLE COST 


Z WWW SOVErRIQNgraup com 


HONG Kona: 
fel 
Fax 
he@savereigngroup com 


Offshorelax Planning 





UNITED KINGDOM: 
$852 2542 1177 Tel, +44 (037000 $9 60 61 Tet 
+852 2545 0550 Fax. +44 (0}7000 89 99 00 Fax 
uk@savereigngroup com 


+1 757 363 9669 
+1 757 363 9668 
usa@sovereigngroup com 
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Traveling Well in a Nutshell. companies! OFFSHORE 


We make Traveler's Briefcases with Flexible Unwreckable™ C 0 M P AN l ES 
frames to double as laptop bags, FROM THE 2 


3 and make Insiders™ dividers to pripa 0.1 


custom organize your bag. We Since 1975 our world wide stal B Y LA WYERS 


. iscipli 
consult with each customer to grover 300 mult diacipiinad 





























































: professionals including tawyers, SCF is one of the world’s largest tax 

help analyze your requirements. chartered, aooi re planning practices, Fully owned and 
a D n 

We sell direct to you. have been providing our clients with operated by lawyers and accountants. 
E innovative solutions in the field of All our consultants are professionally | 

Bur what if the bag you carry international tax and asset protection trained and will ensure your affairs will 








using all of the major Jow tax areas. be dealt within an atmosphere of the 
Throughout our network of utmost privacy and confidentiality. 
international offices we rae ene ahannnteleeeenemmenamennenenn el 
arrange WORLDWIDE OFFICES 
: _| & CAN PROVIDE: © 
@ BANK INTRODUCTIONS 
@ FULL NOMINEE FACILITIES 
@ FOUNDATION REGISTRATION 
@ TAX PLANNING ADVICE FROM QUALIFIED 
LAWYERS & ACCOUNTANTS 
@ COPYRIGHT & PATENT REGISTRATION 
@ ASSET PROTECTION TRUSTS 
Traveler's Briefeases Walnut or black leather Various sizes $750. to $1,050. ve & admin services h VESSEL/YACHT REGISTRATION 
/nsiders Portfolios Legal or Ad size Walnut or black leather $375. to $475. @ Manageme FISCAL MIGRATION/2ND CITIZENSHIE 


to beat the two-bag limit is 
larger than the bag you need in town? 
Pack an Insiders" portfolio in your 
Glaser Traveler's Briefcase, leave 
the big bag at your hotel, and take 


your portfolio to meetings. 




















m Asset protection trusts 







x > i inee services 
Please call for our free catalog, a Arrangements of nomin 








ON Visit our award 
/SRDESS. 


Ga “on ce LASER DE SIGNS | SR casas winning website: 
1 











iF ps Taavet Coops MAKERS www.scfgroup.com 
NTs nea l 
s 32 OTIS ST. SAN FRANCISCO, CA 94103 | IPanynN LONDON 
PHONE 415-552-3188 FAX 415-431-3999 FROM us$350 90-100 Sydney St 







TOLL FREE 800-234-1075 ECON@GLASERDESIGNS.COM | Puyewsourc MADEIRA Chelsea, London 


Karls D Fiske De Gouveia 
Salie Karle Sc, MBA, MSE MM CIA LDA SW3 6NJ, UK 


ite Fax +352 206287 Tek. 351 91 201700 Tel:+44 171 352 2274 
OFFSHORE COMPANIES En RE 


Tel: +3589 6969 2569 Olana Bean E-mail offshore@scfgroup.com 


i Fax +3589 6969 2505 (Teh +85 S85 Jaa? 
SCHEV m meltiaver-lteays seas Fan 5 595 00 DUBLIN 



























x s . eH i Laszlo Kiss BSc (Econ) a i P 
Fiscal Migration / 2nd Citizenship P Eeter 27-29 Lower Pembroke St 
fax +361 951 9888 Tal: +852 25220172 Dublin 2, Ireland 
Since 1977 the ICSL organisation has specialised in the establishment and | | GPM manes Gan Se sengo Tel:+ 353 1 662 1388 
administration of offshore companies and other structures with emphasis Attomey-at-Law Kavin Mirecki Fax: + 353 1 662 1554 


we , 3 i Tel. +357 2673 211 Tal: +1 714 979 3344 A k Ai š e 
on tax mitigation, asset protection and privacy. Fax: +357 2673463 Fax: +1 714 979.3800 E-mail: offshore@scfintlioLie 
» Incorporation in ALL : ATE SET ND OUR 110 


















offshore jurisdictions TYPICAL INCORPORATION FEES SCF INT. TRUST & MGT CO. 
* Post incorporation services Isle of Man For a free colour 
* Bank accounts opened St. Vincent brochure or without 
+ Trust and Foundation services TCL... ee tee h 
T Banks A insurance Belize obligation appointment 
companies formed Bahamas OVERSEAS COMPANY please telephone: 
* Migration consultancy Croo terete REGISTRATION AGENTS LTD FREEPHONE 
> I aye INTERNATIONAL COMPANY | FAA Bal: TY: iTe 
i sie o an, Great gritam, 
SERVICES LIMITED E-mail: economist@ocra.com or complete the coupon below 






The Offshore Professionals since 1977 TEL: +44 1624 815544 
www.ICSL.com FAX: +44 1624 817080 


Paul Brennock FCIS, Sovereign House, St Johns, Isle of Man, IM4 3Ad LONDON = Richard Coole Bic 


3 A ina Tel: +44 171 355 1006 Fax: +44 171 493 4973 
Tel: +44 1624 801801 Fax: +44 1624 801800 E-mail:iom@ICSL.com 1209002 CERTIFICATED 


























LONDON, UK CZECH REPUBLIC SWITZERLAND S 
Peyman Zia Chartes Zidek Astrid Fuenzalida Toll Free From USA: 

Tel: +44 171 493 4244 Tel: +420 2 573 20706 Tel: +41 22 3H 3080 

Fax: +44 171 491 0605 Fax: +420 2 538 928 Fax: +41 22 310 4878 1 800 2 83 4444 

Email: uk@ICSL.com Email: firstcom@travelter.ez Email: (CSL@cortex.ch 






Toli Free From UK: 
0800 269900 





UKRAINE USA CARIBBEAN 








Mark Rayner Jerry Bakerjian Mark Shadwick 
Tel: +380 44 235 8566 Tel: +1 954.943 1498 Tel: +1 649 946 2828 
Fax: +380 44 235 8560 Fax: +1 954 943 1499 Fax: +1 649 946 2825 www.ocra.com 
Email: CSL @gu.kdevua Email usa@iCSt.com Email tci@iCSL.com OCRA World Wide is a member of the Estate and 
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el2% higher than a year earlier. Italian industrial output rose by 1.2% in the 12 months to March. 
Britain’s jobless rate stayed at 6.2% in March; Dutch unemployment fell to 3.4% in April. cop 
growth in France in the 12 months to the fourth quarter of 1998 was revised down to 2.7%. 









































































PRICES AND WAGES American consumer prices rose by 0.7% in April, their biggest monthly 
increase since September 1990, pushing the 12-month inflation rate up to 2.3%. American pro- 
ducer-price inflation increased too, to 1.1%. Spanish consumer-price inflation hit 2.4% in the 
year to April, its highest since February 1997; but British inflation fell to 1.6%. 



























































% change at annual rate The Economist poll’, 
Consumer prices* consumer prices forecast Producer prices* Wages/earnings 

_3mthst 1year 1999 2000. 3 mths? 1 year _3mthst 1year 
Australia -07 + 12 oo +16 424 = 23 0-06 = 03 t. Qn 
Austria +08 +03 Apr + 0.9 
Belgium E f 0. A o 
Britain +07 + 1.6 Apr +20 6 Feb** 
Canada +30 + 10 Ma +10. Feb 
Denmark +22 +23 Mar + 2.1 Novr* 
France +19 0.4 Apr + 0.6 Out 
Germany + 12 +07 Apr +06. Feb* 
Italy +45 + 15 Apr + 1.4 Mar 
tapan sa VA Mir e204... ARF 
Netherlands + 65 +22 Ap +21 Mat 
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*Not seasonally adjusted t Average of latest 3 months compared with average of previous 3 months, at annual rate. **New series. teconamist estimate 
weighted average of countries listed above 


ECONOMIC INDICATORS 


OUTPUT; DEMAND AND JOBS. American industrial output leapt by 0.9% in April, toalev- | 


% change at annual rate The Economist poll Industrial Retail sales Unemployment 
: GDP. GDP forecasts __ pröduttion (volume) | % rate 
-` _3mthst Tyear 1999 2000 3mthst 1year 1 year latest year ago 
Australia +43 +47 4 +31 t32 Ca aloan 31 4 75 Am 19 
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United States +45 +40 Q +36 +25 4 Io 9.2 . 
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COMMODITY PRICE INDEX 
Coconut-oil prices have risen by 
50% over the past year, to touch a 14-year 
high of $930 a tonne this month. Exports of 
coconut oil from the Philippines, which ac- 
counted for 46% of world production in 
1997-98, have fallen from 110,000 to 
20,000 tonnes a month. After last year’s El 
Nifio-induced drought, there is a shortage 
of copra, thedried flesh of the coconutfrom 
which oil is extracted. Stocks of the oil in 
Rotterdam have fallen by 60% since Janu- 
ary, to less than 50,000 tonnes. Many coco- 
nut-oil mills in the Philippines have been 
forced to shut down temporarily; others 
hope toimport copra from Indonesia. Local 
detergent and soap manufacurers are im- 
porting palm-kernel oil as a substitute. 
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1990=100 % change on 
May 11th May 18th* one one 
month year 
Dollar index 
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All 79.8 
Nat 948 
“Metals 707 703 
Sterling index 
Allitems 93.3 93.3 
Food 396 99.7 
industrials 
All 87.8 87.8 
_ Nat loaa 1048+ 40 
Metals 778 74 + 
SDR index 
Allitems 848 85.2 A 19. 128 
Food 90.5 91.0 5 QI 218 
Industrials 
Al 79.8 80. + 89 - 15 
Na 949957 4B 00 
Metals 70.7 707 + 31 = 26 
cd” a _ 
Speroz 278.85 27455 = 36 -85 
Crude oil North Sea Brent 
$ per barrel 16.30 1527 ~ 44 +52 





* Provisional,  Non-food agriculturals. 











CW BUSINESS CYCLES A positive “output 
_| gap” suggests that an economy has been 

-growing unsustainably fast, pointing to re- 
newed inflationary pressure; a negative gap 
isasignof slack. But the output gapisanim- 
precise measure. It depends on the estimat- 
ed trend rate of growth, andon thechoiceof 
years when the economy is thought to have 
been on trend. Although the oreco forecasts 
that the average output gap in the G7 indus- 
trial countries this year will be zero, this 
hides wide differences. Japan and Italy are 
struggling, but America’s 2.8% gap implies 
overheating—a conclusion disputed by be- 
lievers in the “new paradigm”. Within the 








euro-11 area (average gap: -1.1%) there is also 
a huge variation, ranging from roaring Ire- 
land, with a 3.3% gap, to sickly Italy, whose 
gap is -3.8%. 
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FINANCIAL INDICATORS 








MONEY AND INTEREST RATES A jump in American inflation pushed Treasury bonds 
sharply down. Thirty-year yields hit 5.92% on May 14th, their highest since last May. But the | 
market rallied after the Federal Reserve left American interest rates unchanged on May 18th, 

_Money supply* 


W THE EURO Europe’s new currency has 
had a weaker start than many expected. 
| The euro is down by 8.9% against the dollar | 
| since its launch atthe beginning of the year. 
But it has not fallen as far against the cur- 
rencies of the euro area's other major trad: 
ing partners, such as sterling, the yen and 
| the Swiss franc; so its trade-weighted value 
| hasdeclined by only 5.4% since January 1st. | 
In calculating the euro’s trade-weighted ex- 
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Sweden : 

S nd weight of 30.4% to sterling, 25.6% to thedol- 
United States | lar, 14.4% to the yen, 12.6% to the Swiss 
Eur 


franc, 7.8% to the Swedish krona and 9.2% | 
toother currencies. 








“Narrow MI except Brigit MO, broad M2 or M3 except Bitan MA, Sources. Commerzbank, Den Danske, JE M gat, Royal Band 
Handelsbanken, Warburg Dillon Read. WEFA Group, Westpac, DatastrearnviCV Rates cannot be construed as barks otters 








STOCKMARKETS The Dow Jones Industrial Average hit a new high on May 13th before re- 
| treating on worse-than-expected inflation figures. Fears that the Fed may soon raise interest 
rates also pushed other stockmarkets down. Tokyo's Nikkei average fell by 4.8% over the week. 


| Market indices O: L |e eas 
| 1999 one one record Dec 34st 1988 
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tin euro terns, ‘Morgan Stanley Capital International index includes individual markets 
*Salomon Brothers World Governinent Bond Index, total return, in dolar Senin. **Prowisional 





TRADE, EXCHANGE RATES AND BUDGETS Pessimism about Japan’s recession sent the yen’s trade-weighted value down by 2.9% in the | 
week to May 19th; the dollar rose by 1.2%. Japan's visible-trade surplus rose to $125.7 billion in the year to March; its current-account surplus 
shrank slightly to $118.8 billion. Germany’s current-account deficit widened to $6.8 billion in the year to March. 






~ rade balance, $bn_ se SUTTON account OO EARI nn en TONEY UNIS Budget 
latest latest 12 $bn The Economist poll trade-wei per per per per balante 
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1999- 2000 May 19th year ago 1 
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@ HEALTH CARE Worldwide sales of over- 
the-counter health-care products were 
worth $75 billion in 1998, according to 
Euromonitor, a market analyst. Vitamins 
and dietary supplements make up one- 
third of the total; cold and allergy remedies 
account for just under a fifth. Although 
they still represent only a small share of the 
overall market, sleeping aids and products 
to help people give up smoking are the two 
fastest-growing segments of the market. 
Richer countries tend to spend more on 
over-the-counter health care than poorer 
ones. But there are wide disparities, even so. 





counter health care. Americans are second, 
at $76 per head. At the other extreme, indi- 
ans spend an average of only 55 cents. 


World market 























At an average of $135 per person per year, | 
the Japanese spend the most on over-the- | 


EMERGING-MARKET INDICATORS 

















ECONOMY South Korea’s economy is growing again. Its Gop rose by 4.6% in the 12 months to 
the fourth quarter. Singapore has come out of recession too: its Gor was up by 1.2% over the 
same period. Israeli cor growth edged up to 1.6%. Brazil's inflation rate was unchanged at 3.9% 
in the year to April; Malaysia's was down to 2.9%; Poland’s rose slightly, to 6.3%. 
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Europe has a new currency ... the euro. And the 
people of France, Germany and Italy believe that 
strong gold reserves will strengthen confidence in 
Europe’s economy and the new currency. 


A public opinion survey found overwhelming 
agreement that having strong gold reserves helps to 
bolster the public’s confidence in the economy — 
84% in France, 65% in Germany and 83% in Italy. 


And large majorities — 90% in France, 75% in 
Germany and 80% in Italy—believe that the 
European Central Bank should hold at least the same 
percentage of gold reserves as currently supports 
their own national currencies. 


The central banks of the Eurosystem maintain the 
world’s largest single holding of gold. And the people 
of Europe firmly believe that these gold reserves are 
essential to public confidence in the new currency. 


(SO WORLD GOLD COUNCIL 


www.gold.org 


Survey by SOFRES July 1998. For results: www.gold.org 


© 1999 World Gold Council 


Man’s reach should exceed his grasp. 
Such is the spirit that drives Audi. A 
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the future of roadholding may take a 
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Blair's war 


Sır—To American ears, Pat Bu- 
chanan’s criticism of Tony Blair’s 
warmongering in Kosovo rings 
truer than Bagehot’s defence 
thereof (May 22nd). Like other 
British politicians before him, Mr 
Blair nourishes notions of Britain 
being able to “fight above its 
weight”. However, at the very 
least this requires that you be able 
to fight. Britain’s diminished mil- 
itary capabilities leave it unable 
to make more than a token contri- 
bution to the war effort. 

In economic terms, this policy 
produces a negative externality— 
Mr Blair gets the moral benefit 
but bears none of the costs. Just as 
the air war has been largely an 
American show, so would be a 
ground war. American troops 
would do most of the fighting, 
American taxpayers will pay 
most of the bills, and American 
soldiers will do most of the dying. 
In light of these unalterable facts, 
Mr Blair’s hectoring is morally in- 
defensible. 

STEPHEN 


Los Angeles BAINBRIDGE 


Sir—A significant part of Britain’s 
standing in international circles 
derives not from its economic 
strength but a willingness, since 
the second world war, to commit 
its highly trained, well-equipped 
and. combat-experienced armed 
forces. Projects range from dis- 
creetly training drug-busting 
forces in Botswana in the 1980s to 
large-scale involvement in the 
Persian Gulf and the Balkans in 
the 1990s. This masterly use of an 


excellent resource confirms Mao’s 
dictum that “political power 
grows out of the barrel of a gun”. 

On the home front, prolonged 
familiarity with the risks has 
made public opinion more toler- 
ant of military casualties than 
elsewhere. Knowing this and hav- 
ing been “shocked to the core” as 
Bagehot states, Mr Blair may well 
have felt that he had no choice 
but to push to do more for Kos- 
ovo’s Albanians. At the same 
time, efforts in this righteous 
cause should increase Mr Blair's 
moral standing, 


Prague 


ALASTAIR MILLAR 





Telephone lines 


Sir--There are many reasons to 
find fault with the Federal Com- 
munications Commission, but its 
handling of telecom mergers is 
not one of them (Face value, May 
1th). As you point out, the anti- 
competitive effects of mergers 
among the “Baby Bells” overlooks 
the ground the incumbent mo- 
nopolies have lost to mobile- 
phone companies and the data 
traffic that has been captured by 
new entrants. Some mobile- 
phone operators are subsidiaries 
of incumbents, but many, in- 
cluding the largest, are not. Over- 
all growth in the market for tele- 
coms services has mitigated the 
adverse effects of this lost busi- 
ness on the revenues and profits 
of the incumbents. 

The merged mc1-WorldCom 
comprises two companies born of 
telecom-industry deregulation 
and has the largest equity capital- 
isation in the industry. Even 
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based on today’s revenues it is 
not among the top five in the in- 
dustry. Investors plainly expect 
mct-WorldCom, and other highly 
valued new entrants, to gain at 
the expense of the incumbents. 
There is no need to look to a gov- 
ernment agency to nominate 
winners and losers in the telecom 
industry when the market seems 
capable of sorting through the 
transition from monopoly to 


competition. 

Morristown, 

New Jersey THEODORE PAYNE 
P AAE ES peal ira ag a | 
Yeltsin's legacy 


Sir--You are off-beam in your in- 
terpretation of Boris Yeltsin's poli- 
tics and its implications for Russia 
(“Boris Yeltsin’s latest gamble”, 
May 15th). His decision to sack the 
Primakov government was a 
thoroughly thought-out move 
prompted by the cabinet’s rever- 
sion to an autocratic form of ad- 
ministrative governance, and the 
resulting dangerous gathering of 
momentum in favour of commu- 
nist-turned-nationalist forces. To 
suggest that Mr Yeltsin’s decision 
was “rash, foolish and pointlessly 
vindictive” is to miss the essence 
of his political mission for the rest 
of his term in office. 

Mr Yeltsin’s presidency has 
had its ups and downs but it is 
during its final year that his lega- 
cy will be determined. He under- 
stands that he can claim a place 
in history by setting Russia irre- 
versibly on a path towards de- 
mocracy and a market-based 
economy for the zist century. The 
Primakov government was the 
greatest threat to that mission 
since 1993. Among other failings, 
it had made the Communist Party 
the “party of power”, had 
brought relations with the West to 
a post-Cold-War low, and al- 
lowed national and ethnic ten- 
sions to reach ominous highs. It 
had also failed to use its influence 
to stop Slobodan Milosevic’s pol- 
icy of confrontation. 

Mr Primakov was no pillar of 
stability; under him stability had 
come to mean “no hope for im- 
provement”. Once the immediate 
crisis of last autumn was over, his 
usefulness had expired. Mr Yelt- 
sin’s decision to sack him was 
courageous. 


Moscow ROBERT DEVANE 


Health concerns 


Sir—-Your article on the priv- 
atisation of health-service provi- 
sion in Latin America (“The 
Americas shift towards private 
health care”, May 8th) is both an 
overstatement and understate- 
ment of what is really happening 
in the region. 

Competing schemes such as 
the isapres in Chile still only 
serve a small proportion of the 
population—even less than the 
27% that are theoretically cov- 
ered—because many people are 
driven to using public-health ser- 
vices by the high co-payment that 
they levy. In Nicaragua, where a 
system based on the Chilean 
model has lower coverage still, 
the two biggest competing pro- 
viders of insured health services 
are both wholly owned by the 
government. 

The real privatisation of health 
care in Latin America is happen- 
ing through the gradual abandon- 
ment of public health centres by 
the poor. Instead they visit pri- 
vate doctors working from their 
homes. It is also the case that 
there is a rapid increase in the 
purchase of medicines from pri- 
vate pharmacies as the supply of 
free or partly subsidised med- 
icines from the public-health ser- 
vices dries up. 

Unfortunately, there is little 
evidence as yet that this priv- 
atisation has led to any improve- 
ment in the technical quality of 
services that patients receive. Nor 
is there evidence that govern- 
ments, donors and lending agen- 
cies are interested in helping it to 
improve. 

PETER SANDIFORD 
Institute for Health 
Sector Development 
inh NEPE AE EEE LEINEN DEAE EAA cpt 


Political science 


Sir—It is well known that Al Gore 
(“2001 A Gore Odyssey”, May 
22nd) invented the Internet. Now 
his advisers say he likes to “ex- 
pound on the fifth law of thermo- 
dynamics and why this is a meta- 
phor for reinventing gov- 
emment.” Discovering this new 
law of thermodynamics should 
put him in line for a Nobel prize 
for his contribution to science. 

New Haven, 
Connecticut 


PHILLIP NICHOLLS 
sunt 


6 Published every week, except for a year-end double issue. @ 1999 The Economist Newspaper Limited. All rights reserved. Neither this publication aor any partof it may be reproduced, stored ina retrieval system, or transnaitted inary 
form or by any means, electronic, mechanical, photocopying, recording or otherwise, without the prior permission of The Economist Newspaper Limited. The Economistis a registered trademark of The Economist, st Newspaper 
Limited. Printed in Singapore by Times Printers Pte. Utd. Publisher: The Econontist Newspaper Umited i ai ; 7 
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Why do Economist readers 
make such good IT Consultants? 


The best IT Consultants combine advanced 
technical knowledge with business vision. They are 
inquisitive, challenging thinkers who are passionate 
about client service and can introduce change and 
deliver real benefits. 


PA Consulting Group is a leading management, 
systems and technology consultancy, and- like you - 
we focus on creating measurable benefits for clients 
rather than merely proposing them. Independent 
commentators agree. Following our double victory at 
the recent Management Consultancy Association's 
awards, judges concluded that we had performed 
two of the three most innovative and productive 
assignments of the year. 











Find out more about the scope of our IT projects, 
our emphasis on global team working and 
outstanding reward structure by visiting our 

web site. 





PA is an equal opportunity employer. 


Make the change. 


www.pa-consulting.com 


é 
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PER i 
EN IUMAN HUMAN RIGHTS WATCH; the 
; TS international human rights 
organization, seeks a Program Director, 
the organization’s senior-most 

person overseeing all of its research 
and writing. 






































UNITED NATIONS 














































The International Civil Service Commission (ICSC) is a 
subsidiary organ of the General Assembly with a 
mandate to regulate and coordinate the conditions 
of employment of staff of the organizations of the 
United Nations family (“the common system”). 
Applications are invited for the post of the Executive 
Secretary to the Commission. 


The Program Director is an intellectual leader of the organization, 
responsible for developing the focus of HRW’s investigations and 
the editorial quality of its reports, coordinating the consultative 
process for setting the organization's priorities and long-range 
plans, and keeping in touch with trends and developments in the 
human rights field to ensure that HRW’s work remains innovative 
and fresh. The Program Director, part of a small core staff 
reporting directly to HRW’s executive director, works with a deputy 
to guide the work of HRW’s five regional divisions, three thematic 
divisions, and other specialized projects in some 70 countries 
around the world. REQ: Extensive, varied experience in int'l human 
tights investigation, reporting and activism, strong management 
and interpersonal skills; exceptional. editorial abilities; capacity to 
juggle multiple demands efficiently while thriving in a demanding, 
fast-paced, fluid, impact-oriented environment. Fluency in oral and 
written English required. International field experience desirable. 
Salary negotiable, depending on experience; generous employer- 
paid benefits. APPLY IMMEDIATELY (deadline: June 18, 1999) with 
cover letter, resume, references, and unedited writing sample to: 
Human Rights Watch, Att: Program Director Search, 350 Fifth 
Avenue, 34th Floor, New York, New York 10118-3299 USA. 




















As the Chief Administrative Officer, the Executive 
Secretary is directly responsible to the ICSC Chairman 
for the effective leadership, management and 
organization of the work of ICSC secretariat and for 
ensuring that all logistical and administrative 
arrangements for the Commission are met. Directs 
the work of the secretariat; provides strategic 
guidance for the preparation of studies and reports, 
inter alia, on: (a) equalization of the purchasing 
power of common system remuneration worldwide; 
(b) human resources management policies; (c) 
methodologies for determining salaries and 
allowances of different categories of the United 
Nations common system staff; ensures meeting 
service arrangements for ICSC meetings, including 
preparation of background documentation and 
sessional reports; maintains liaison with the 
participating organizations, staff bodies and other 
relevant international institutions. Maintains contact, 
as necessary, with government representatives; is 
responsible for the Commission’s budget and 
finances, including preparation of budget estimates 
and financial reports. 

















































Requirements: Advanced university degree, 
preferably in personnel management, business 
administration or related field. A minimum of 15 
years progressive professional experience, of which 
preferably 10 years should be at the international 
level. Extensive knowledge of, and experience in, 
personnel and compensation/ remuneration policy 
matters. Familiarity with United Nations 
administrative procedures an added advantage. 
Demonstrated managerial, communication and 
negotiating skills, and ability to work in a 
multicultural environment and to foster a team spirit. 


al Division at its headquarters in 
A), the IMF is seeking an : 
bute to a better understanding of the | 
untries and the broader public. i 
a charge of editing complex expository 
41 material on international financial and 
InomMic-topics from varied sources, as well as 
managing the production of a wide range of technical 
publications, to tight deadlines. The incumbent will 
also be called on for occasional writing assignments. 





















The applicant should have an excellent command of 
English and at least four years of experience in all 
aspects of editing and publishing, with sustained 
exposure to economic and financial issues. Experience 
in book publishing and an advanced degree in 
economics or the equivalent would be highly desirable. 


inance 


+ 


Languages: Ability to explain, verbally and in 
writing, complex human resources and remuneration 
issues in clear and concise manner in either English or 
French. Knowledge of one of the other working or 
official languages of the United Nations system highly 
desirable. 


JF 


(Econom 


Interested candidates may send their resume in 4 
English, by June 15, 1999, to the address, fax number, | 
or e-mail address below. Please send only one copy | 
and make explicit reference to vacancy RDOOO1B, 
with a clear indication of a telephone/fax number or 
e-mail address where you can be contacted. 


INTERNATIONAL MONETARY FUND 
Recruitment Division, IS9-100 

700 19th Street, NW 

Washington, DC 20431 

Fax. (202) 623-7333 

E-mail: recruit@imf.org 


ics 










Remuneration: Net salary: US$105,600 to 114,900. In 
addition, other allowances may apply. Applications 
with full CV should be sent before 30 June 1999 to: 
ICSC secretariat, DC2-1060, 2 U.N. Plaza, NY 10017. 


ONLY CANDIDATES MEETING THE MINIMUM 
REQUIREMENTS OF THE POST WILL. BE 
CONTACTED. 









Further detalis about the role and function ofthe IMF are provided on ts website: hipuwnain.org ga 
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And that’s just the beginning. 


Global MIS Manager 


Lexcellent (including car, 
share options & benefits) 


London-based 


Our client 


There's nothing like being right all the time. And 
since last year, when Micromuse was floated on Nasdaq 
as a public company, they've doubled their customer 
base and tripled their revenue, In fact, the Editor of the 
Sunday Times Business section selected them as “my 
share of the year for 1999" (3rd January 1999). 

It’s all been down to Netcool @, a suite of products 
used globally by the world’s leading telecoms 
companies and Internet Service Providers. Running 
under UNIX, Windows NT and Java, it’s an off-the-shelf 
service-level management solution that allows 
organisations to streamline their networks without hiring 
more people, A revolution we feel, 

Their phenomenal rate of growth means that they 
need an exceptionally talented, driven MIS Manager to 
provide the systems and infrastructure to support future 
expansion. Maximising operational effectiveness will 
differentiate Micromuse in the long-term, which is why 


this role is so vital. As MIS Manager, your mission will be 
to deliver simple, elegant platforms for basic information 
systems such as accounting, sales and HR, as well as 
develop a remote access, computer and voice 
messaging infrastructure for a truly global business. 

What you'll need to bring is a background in MIS, 
project management skills, a proven track record of 
delivering solutions and a ‘can do’ attitude, In addition, 
excellent communication and influencing skills will be 
pre-requisites. As Micromuse has a global outlook, you'll 
also need to be willing to travel at least quarterly 
to their offices in the US. 

If you're looking for the chance to make a unique 
impact on a remarkable company, your wait is over. 

To apply, please call Jonathan Cohen on 0171 550 1000, 
e-mail jennifer_g@corpexec.com, or write to Jonathan at 
Corporate Executive Selection, 7 Savoy Court, Strand, 
London WC2R 0EZ. 


CORPORATE 


EXECUTIVE SELECTION 


PRICEWATERHOUSECOOPERS @ 








EXECUTIVE SEARCH & SELECTION 


Director General 


Internationally competitive benefits package 


Experience, business skills and competencies... 


Medical Stores Department (MSD) is a pioneering autonomous Government 
institution under the Ministry of Health. MSD is responsible for the procurement, 
storage and distribution of drugs and medical supplies to the district level to 
service the public and non-government medical institutions in Tanzania, The 
organisation has a turnover of USD $ 20 million and comprises 250 staff who are 
managed through a headquarters and seven regional locations throughout 
Tanzania. For six years now MSD has been managed jointly by expatriate and 
counterpart staff in the most senior positions. The organisation is now seeking the 
services of a Director General of international standing who will lead the new 
organisational setup after the end of the interim period in June 1999. The post is 
for an initial contract of three years. 


On behalf of our client we are seeking a chief executive who relishes change, and 
who has the track record and flair to accelerate the transformation of MSD from 
its public sector heritage to a modern well managed agency of government, 


The Director General will report to the Board of Trustees (BOT) 


You will be directing and managing ... 

. an existing small, professional, and accountable masmgement team of three 
departmental directors 

, the operations of MSD and ensuring compliance with the regulatory 
environment 
... the formulation, planning and implementation of MSD business plans and 
ensuring that strategic and operational objectives are achieved 
c the implementation of MSD managerial, financial and operational systems and 
procedures ensuring that they are workable Jocally and for future sustainability 
.. all aspects of the company operations giving special attention to training and 
developing local stat. 
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~ Must be the means to that end. We are looking for a clear leader and 
communicator, an individual whose professional strength in the 
pharmaceutical business is combined with international experience and 
proven interpersonal skills. You are a graduate with senior management 
experience in a pharmaceuticals management function. You must be able to 
liaise with senior stakeholders in Government, and public and private, 
nanonsl and international organisations, to win the recognition and support 
that will continue to make MSD a success story. 

if you fee} you meet the criteria outlined above, please apply in writing, in 
strict confidence, to the address below enclosing: 

“an application letter showing how you meet the criteria for the post: 

+a full typed curriculum vitae, 

* copies of qualification certificates; 

+ full address at work/home, including phone and fax numbers where 
available; 

+ three referees, including your current employer (who will not be contacted 
without your prior approval) 

Closing date 3°¢ July 1999 

Executive Search & Selection (Ref. OG) 

PricewaterhouseCoopers 

International House 

PO Box 45 

Dar es Salaam 

Tanzania 

Fax: 251-31-133200 

Email: information@tz pwegiehal.com 











ae DEAN 
The Owen Graduate School of Management at Vanderbilt 
seeks a Dean to be CEO of the School, responsible for advant 
chool’s reputation on all dimensions including curricnlum, resed 
‘nal affairs and development, 


‘programs. Vanderbilvis a selective, compreh 


y enrolling 5800 undergraduates 
studen from all 50 srat 


; hoùld have a record of + 


id leadership in academia 


gement, Vanderbi 
h@owen.vanderbilt. 





There's a very simple rule about success: 
work where achieving it is possible. 





AIG Global Investment Corporation (AIG GIC), a member company of 
American International Group, Inc. (AIG), the leading ULS.-based 
international insurance organization and among the nation’ largest 
underwriters of commercial and industrial coverages, has the following 
executive Opportunities: 


Directors - Infrastructure/Direct Equity 
Johannesburg, Republic of South Africa + Nairobi, Kenya 


The Directors selected for these positions will represent AIG GICs direct 
equity infrastructure team in South and East Africa. This includes originating 
and conducting all aspects of investment transactions, representing AIG on 
the boards of regional companies, and developing successful relationships 
with the local business community. A minimum of 5 years’ progressively 
responsible financial experience, proven ability to close direct equity 
investments, and an MBA (or equivalent training) are necessary. Travel 
throughout Africa, New York and London will be expected. 


Investment Analyst 
New York City, United States 


This individual will review and perform due diligence on investment 
proposals from Africa and other emerging markets. A securities research 
or investment banking background and an MBA (or equivalent training) 
are required. Travel to Africa will be expected. 

Please send resume, indicating salary requirement and position of interest, to: 
American International Group, Inc., Corporate Staffing, Dept. SN/E, 72 Wall 
Street, 11th Floor, New York, NY 10270, Fax (LLS.): 212-514-9372. EOE 
E-mail: aig. hr@aig.com See us at: www.aig.com 


Al G World leaders in insurance and financial services. 
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A UNIQUE OPPORTUNITY IN 

GLOBAL PUBLIC POLICY MAKING 
The World Commission on Dams, an independent international Commission, invites 
applications for two senior posts at its global Secretariat. Both positions require outstanding 
professionals combining policy, practice and research skills at the cutting edge of current 


thinking on sustainable development and the future of water and energy resources 
management. 


SENIOR ADVISOR - DEVELOPMENT ECONOMICS AND POLICY 


Major Tasks: Economic and development policy analysis related to water and energy 
resources management; co-ordination/facititation of case studies and thematic reviews; 
developing innovative approaches/methodologies for future decision making on dams and 
alternatives. 


Qualifications: Postgraduate qualification in economics: 12-15 years of relevant professional 
experience in development economics, strong conceptual, analytical and writing skills. 


SENIOR ADVISOR - POLICY AND INSTITUTIONAL ANALYSIS 


Major Tasks: Institutional/stakeholder policy analysis; analyses and syntheses of work 
programme results; drafting of issues papers; principal writer of draft and final WCD reports; co- 
ordination and facilitation of elements of global case study and thematic review programme, 


Qualifications: Postgraduate qualification in a relevant subject with strong inter-disciplinary 
orientation, 10-12 years experience in policy making and/or academic context: prover: track 
record in developing and drafting concise, analytical and policy oriented texts and publications. 


Successful applicants must demonstrate broad inter-disciplinary skills, international work 
experience, an understanding of the public, private and civil society perspectives in the debate 
on dams, the ability to engage in dialogue and conflict resolution, a commitment to a strong 
participatory teamwork culture and a willingness to work under pressure and commit to tight 
deadlines. Spanish/French language skills a bonus, 


Starting Date ; July/August 1999 Location : WCD Secretariat, Cape Town/South Africa. 
Duration : 12 months with possible extension Closing Date: 10 June 1999 
Applicants are requested to submit a letter of application, CV and contact details for three 
references to: 
Secretary General World Commission on Dams. 
P.O. Box 16002 58 Loop Street Viaeberg/Cape Town 8018 South Africa 
Email: info@dams.org ; Fax: ++27 21 426 0036; Web site: WWW.DAMS.ORG 


The WCD was established through a process involving public, private and civil society sector 
interests, facilitated by IUCN - The World Conservation Union and the World Bank. Its mandate 
is to review the development effectiveness of dams and develop criteria and guidelines for 
future decision making. 


INTERNATIONAL AIR TRANSPORT ASSOCIATION, 

the trade association for the scheduled airline industry, 

=e representing 260 Member Airlines, has the following 

TATA vecaney in its Aviation Information & Research (AIR) 
department: 


ASSISTANT DIRECTOR, CONSULTANCY 


Reporting to the Director, Aviation Information & Research, the 
chosen candidate will manage a commercial unit with responsibility 
for generating and undertaking a wide range of studies for clients in 
the transport industry. 


The ideal candidate will have at least 10 years experience, combining 
a strong understanding of world aviation with a proven track record 
of winning and delivering new commercial business in a consultancy 
environment. An emphasis on research, information, market 
research, forecasting, and quantitative analysis will also be necessary, 
as will excellent project and people management skills. 


The position will suit someone who thrives under the constant 
pressure of tight deadlines, who has excellent communication skills 
and who enjoys working with people as much as they like analysis. 


A University degree in Business Administration, Finance, Marketing, 
Economics or another relevant subject is essential, with a Masters 
degree in a quantitative analytical subject preferred. Language skills 
would be an advantage. 


The position will be located in London or Montreal. 


Interested applicants should send their C.V. and a cover letter 
with details of salary expected to The Manager, 
Human Resources, IATA, Sceptre House, 75/81 Staines Rd, 
Hounslow, Middlesex, TW3 3HW. United Kingdom 
Fax: 0181 572 4929, 
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EXECUTIVE SEARCH & SELECTION 


Chief Executive 
TANZANIA NATIONAL ROADS 
AGENCY (TanRoads) 


Executive Agencies 


As part of its Civil Service Reform Programme, the Government of Tanzania 
has decided to transform selected government institutions and ministerial 
departments having executive functions into semiantonomous Executive 
Agencies. The main functions of the parent ministries will he restricted to 
policy formulation and strategic planning, The aim of the reform is to improve 
the delivery of public services and utilities with respect to quality efficiency 
and cost effectiveness, 

TanRoads 

TanRoads will be established as an Executive Agency with responsibility for the 
day to day management of the Mainland’y Trunk and Regional Roads Network. 


The main functions of TanRoads will be to manage maintenance and 
development works and operations of the network, to implement road safety 
and environmental measures and to give advice on the strategic framework, 


Selection Criteria 


To be the successful candidate you will be a mature and experienced individual 
and have a post-graduate degree in Civil Engineering, Transport Economics or 
equivalent qualifications and training in management. You should have 20 years 
experience in the road sector with a minimum of 10 years with good 
performance at a management level, Previous experience from the Region will 
be to your advantage. 


This post is open to international competition and is to be filled as soon as 
possible. The successful candidate will be offered a three-year contract and a 
negotiable internationally competitive remuneration package plus a 
performance related bonus. 


Mode of Application 


If you want to accept this challenge and you meet the criteria outlined above, 
please apply in writing, in strict confidence, to the address below enclosing: 


policies and plans for the road sector. 


The Opportunity 


Our chent therefore requires a chief executive for TanRoads to be responsible 
for the day to day operations of and proper management of its funds, property 


and personnel. 


Specific duties includes 


strategic and annual planning and reporting 


overseeing implementation of approved plans and concluding procurement 


contracts 


effective management of financial and human resources. 








Oxford Policy Management 
supports the development of public 
policy and change in the public 
sector internationally with 
high-quality advice, training and 
management services. 


Oxtord Policy Management 
6 St. Aidates Courtyard 

38 St. Aldates 

Oxford OX1 1BN England 


Tel: +44-1865-207300 
Fax: +44-1865-250580 
E-mail: admin@opmi.co.uk 





* an application letter showing how you meet the criteria for the post 

* a full typed curriculum vitae inel uding current remuneration 

* copies of qualification certificates 

* full address at work/home, including phone and fax numbers where available 

e three referees, including your current employer (who will not be contacted 
without your prior approval}, 

Closing date is 25th June 1999 

Executive Search & Selection (Ref. TR} 

PricewaterhouseCoapers 

International House 

PO Box 45 

Dar es Salaam 

Fax: 251-81 -133200 

E-mail: information@tz,pweglobal.com 





Applications are invited for permanent staff posts based in Oxford in the areas listed, 
and from consultants to join OPM’s register for short and long term assignments. 


Economic Policy Programme 

+ Financial sector reform 

+ Privatisation and regulation 

+ International economic and trade policy 

+ International aid policy 

+ Agricultural policy & rural institutions (short and long-term consultants only) 


Social Policy Programme 

+ Health sector reform 

+ Education policy and financing 

+ Senior Social Policy Advisor (3 years) and short term consultants for Pakistan 


Public Finance and Management Programme 

+ Civil service reform 

+ Public budget management 

@ Decentralisation and local government reform 
@ Sector expenditure management 


You will have a relevant higher degree and at least five years working experience in policy 
or institutional issues, rising to ten to fifteen years for senior positions. Senior staff posts 
carry responsibility for winning large international tenders and managing a project 
portfolio. Experience in developed, as well as in transition and developing countries, would 
be an advantage, as would fluency in French, Spanish, Portuguese or Russian. Further 
information is available from Roger Hay, to whom you should write or e-mail your 
application, stating the post for which you are applying and enclosing your curriculum 
vitae. Terms and conditions are competitive according to background and experience. 


Applications should reach us before 25 June 1999. 


Oxford Policy Management is an equal opportunities employer. 
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Pedro Suarez Denise Watson 
Union Secretary, Lima Global Sales, Les Aty 


Gunther Leinberger 
Customer Service Mgr, Pravkfiirt 


Naresh Kumar 
Prospect, Mumbai 


Sophia Rici 
Customer Siena 


Hiroshu Tagawa 
Financial Analyst, Tokyo 


Bob Rainer 


Shift Foreman, Toledo 


Lorenzo Gonzales 
Mayor, DeCosta, Brazil 


Bartholomew Jacobson 
President, Charitable 


d SUCHIN 


Shelly O' Daugherty 
mër Bern 


Media Representative, Belfast 


Stelios Anastopoulos 
Systems Engineer Athens 


Lieu Chin 
Manages, Bank of Bangkok 


Maria Sosa 


Mark ‘Taylor 
Operations Mgr, Mexica City 


Shipping Manager, Sydney 


Omanization, San Jose 


There are thousands of imp 


that never show up on your monthly indicators. 


They're called stakeholders — customers, employees, 
shareholders and other constituents worldwide — and 
their relationships with your company impact your 
bottom line more than you may realize. To profitably 
manage these key stakeholder groups, you need to 
measure their perceptions using one global resource 
with local sensitivity. 

Walker Information Global Network delivers local 
flexibility and global consistency in 75 countries 


http://www. walkerinfo.com/globalnepwork 


ortant figures 


throughout the world to provide you with 
world-class: management information. We can help you 
confidently measure and manage stakeholder 
relationships everywhere you do business. 
Walker Information Global Network can show you 
figures. you may never have seen. Call today for a 
free international study on corporate trends in 
stakeholder measurement and management. 


Walkerlnformation , 
Global Network 


telephone: +1 317 843 8824 fax: +1 317 843 8887 


380 Walker Infornanan 
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Indonesia's chance 


HEIR campaign message is brutal and 

simple: find the box numbered 33 on the 
ballot paper—the one that contains the yel- 
low and green symbol of the Golkar party— 
and make sure you vote for that. All across In- 
donesia’s vast archipelago the party of ex- 
President Suharto constantly rams the mess- 
age home: on television, on posters and by 
having its supporters chant it relentlessly at 
political rallies. But there is a scent of change 
in the air. For the first time in more than four 
decades, the ruling party is not guaranteed to 
win. When Indonesians go to the polls on 
June 7th, they will have 47 other political par- 
ties to choose from. How they vote will de- 
cide the future of the world’s fourth-largest nation and pos- 
sibly the stability and prosperity of South-East Asia. 

Supporters from all sides have poured on to the streets, 
many in carnival mood. Those backing the party of Megawati 
Sukarnoputri, the daughter of Indonesia’s first president, have 
brought the capital, Jakarta, to a standstill with a sea of red 
banners, flags and painted bodies. Those supporting Amien 
Rais, a popular Muslim leader, have attempted to tum it blue 
with the colours of his National Mandate Party. Such high 
spirits are in celebration not only of a free vote, but also of the 
passing of the old order. But the jubilation is premature and 
could prove dangerous. As Indonesia takes its first steps to- 
wards becoming the world’s third largest democracy, many 
hopes and expectations are bound to be disappointed. 

Compared with the rioting and bloodshed that forced Mr 
Suharto to step down last May, the election could pass with 
relatively little violence (see page 25). It might also be reason- 
ably clean. Mechanisms are in place to protect against fraud, 
vote-buying and intimidation. But, despite an army of over- 
seas and local observers, “money politics” will corrupt the re- 
sult in some areas. By how much will be crucial. Their unduly 
optimistic expectations disappointed, some opposition par- 
ties may feel they have been robbed of their chance of power. 
Indonesia could once again descend into chaos. 

Assume, for the moment, that this does not happen and, 
after some initial venting of resentment, the election result is 
accepted. Indonesia will still face an uphill struggle to defend 
its rookie democracy. First comes the messy process of build- 
ing a government, probably a coalition. With its money and 
organisational advantage, Golkar will still be the force to be 
reckoned with. The three most popular opposition leaders, 
Miss Megawati, Mr Rais and Abdurrahman Wahid, another 
Muslim leader, have been united only in their desire to unseat 
Golkar. On most other issues, their differences are huge. 

The squabbling and deal-making that are bound to follow 
will confirm the complaint of many Indonesians that their 
new parties offer few policies, only symbolism and rhetoric. 
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That was to be expected. During his 32 years 
of authoritarian rule, Mr Suharto kept politics 
as the preserve of an elite few. Nevertheless, 
new leaders and new policies will emerge. In 
Indonesia’s case, it is to be hoped that neither 
will widen the country’s religious and ethnic 
fault lines. That would tempt intervention by 
another simmering group, the armed forces. 
The army has agreed that its role in national 
politics should be reduced, but it could still 
brush aside its own reformers and try to 
“save” a faltering country with a coup. 

Again, assume the best. There still remain 
the restive provinces. In East Timor, which In- 
donesia invaded in 1975, a referendum is to be 
held in August on an offer of autonomy. If, as expected, the of- 
fer is rejected, President B.J. Habibie, Mr Suharto’s little-liked 
and hand-picked successor, has said that East Timor could in- 
stead be granted independence. But some opposition groups 
reject this: they do not want the vote to take place at all, or 
want it delayed. They are banking on a big enough change at 
the centre that they can talk not only the East Timorese 
around, but also separatist groups in other provinces, such as 
Aceh and Irian Jaya. 

And amidst all this something has to be done to fix the 
economy. Indonesia has been one of the biggest casualties of 
the region’s economic crisis, but at least the reforms required 
by the ımr are broadly agreed upon. Unlike Russia, capitalism 
does not have to be sold to Indonesians. Nor are all of them 
victims of financial collapse: the local economies in some out- 
er islands, rich with exportable resources, such as palm oil, 
have continued to grow throughout the crisis. Nonetheless, 
the changes have been wrenching, and are not finished yet. 


Six months of living dangerously 


Meanwhile, although the June 7th elections are for the Peo- 
ple’s Representative Assembly, the assembly will later provide 
most, but not all, of the seats in Indonesia’s highest legislative 
body, the People’s Consultative Assembly (Mpr), whose job it 
will be to pick Indonesia’s next president. That election may 
not take place until November, and will also involve mer del- 
egates from the army, the regions and different sections of so- 
ciety. Such a long wait could itself cause trouble, especially if 
Golkar is tempted to exploit it to tighten its political grip on 
the presidency. It would be better to choose a new president 
sooner, rather than later. 

Indonesia’s election marks only the beginning of a long 
journey. As a democratic giant with a free press and a growing 
economy, home to 200m people, it would be a defining influ- 
ence for the better in South-East Asia. That is a long way 
ahead. But things are moving in the right direction. 

a 
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Germany stalls 


A weak euro is not cause for concern; weak European (especially German) 


economic growth certainly is 


ERMANS have become accustomed to being first, and de- 

servedly so: in economic might as well as in football and 
much else besides. These are therefore angst-ridden times. 
Not only did a German football team lose the European Cup 
final to an English one (by the narrowest of squeaks); the Ger- 
man economy is currently the weakest in Western Europe 
(not by the narrowest of squeaks). New figures next week will 
confirm that Germany’s Gpp was feeble in the first quarter of 
this year—and perhaps even that Germany is in recession. If 
that is not enough to fret about, the euro, which replaced Ger- 
many’s trusted p-mark at the start of this year, has fallen 
since its launch from around $1.18 to below $1.04. It may soon 
suffer the indignity of dropping below parity to the dollar. 
Does the slide in the euro prove that the single currency is a 
disaster? And why is Germany’s economy so sick? 

Eurosceptics, especially in Britain and America, have been 
gloating as Germany has stagnated and the euro has sunk. 
Continental European politicians and central bankers are un- 
derstandably embarrassed, having bragged before the euro’s 
launch that it would boost their economies and even knock 
the dollar off its pedestal. Yet the euro’s slide does not mean 
that the fledgling currency is a failure. On tht contrary, it is 
behaving in an entirely healthy way. 

First, the euro is not as weak as the headlines suggest. Al- 
though it has fallen sharply against the dollar this year, it is 
only 4% weaker in trade-weighted terms than its component 
currencies were at the start of 1998. And to the extent that it 
has weakened this year, that is a symptom, not a disease in it- 
self. The main reason for the fall in the euro is a shift in rela- 
tive growth prospects in America and in Europe, especially 
Germany. Late last year, The Economist's poll of forecasters 
suggested that the euro-11 economies would grow by 2.6% this 
year and the American economy by only 1.9%. Our latest poll 
suggests growth of only 2.1% in the euro area and only 1.4% in 
Germany, against 3.8% in America. This means that euro in- 
terest rates are likely to remain low, but American rates may 
have to rise to cool its economy, making the dollar more at- 
tractive. When the American economy slows and the euro ar- 
ea recovers, so too will the euro. 

In the meantime, a cheaper euro should boost exports and 
growth. And although a weaker currency can push up in- 
flation, this is less of a danger when the euro area’s inflation 
rate is only 1%. Recent talk about the need for policymakers to 
prop up the euro is misconceived. Intervention in foreign- 
exchange markets rarely works by itself, and higher interest 
rates would be the wrong medicine for the euro economies in 
their current condition. Instead, policymakers should be 
thankful that the euro has fallen. If the currency had soared 
as predicted, there would indeed be cause for concern: 
growth would be even more sluggish. So, two cheers for a 
weaker euro. 

Why not three? Because although the fall in the euro large- 
ly reflects cyclical factors, the region’s economies also face se- 
rious structural problems—and none more so than Germany 
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(see pages 19-21). Labour- and product-market rigidities, and 
high and ill-designed taxes are hampering long-term growth. 
Meanwhile the euro’s fiscal-policy straitjacket is exacerbating 
Germany’s downturn. 


Crying into their beer 


The European Central Bank likes to blame all of Germany’s 
woes on its structural rigidities. But while important, this can- 
not be the whole story. Other euro economies with rigid mar- 
kets have held up better. France grew by 2.1% in the 12 months 
to the first quarter, compared with Germany's estimated o- 
0.5%. One explanation is that German industry is more de- 
pendent on exports to Russia and other emerging economies. 
And business confidence has also been undermined by un- 
certainties about tax reform and other government policies. 

But even more important is the fact that over the past 
year, Germany’s nominal cpr has risen by only 1-2%. This 
suggests that macroeconomic policy has been too tight. Ger- 
man interest rates really need to be lower, but since this is not 
possible under Europe’s single monetary policy, common 
sense would argue that Germany should allow fiscal policy to 
be more flexible. Instead, the rules of the euro game demand 
that governments keep their budget deficits down. Indeed 
Germany’s government might even have to cut public spend- 
ing to comply with the mis-named “growth and stability 
pact”, even though the economy is so close to recession. The 
latest drop in the euro has been blamed on the decision by Eu 
finance ministers to allow Italy to raise its budget deficit for 
1999 from 2% to 2.4% of pp. Yet this overshoot is the result of 
slower-than-expected growth, not increased public profli- 
gacy, so a bigger deficit would be justified. In the medium 
term, European governments do need to reduce their spend- 
ing and their borrowing, but they should not be doing so if 
that means courting short-term recession. 

In the longer term, however, it is still more vital that Ger- 
many, along with most of Europe, attacks the high taxes, over- 
generous welfare benefits, onerous labour-market restrictions 
and red tape that are choking growth in output and jobs. 
More than one in ten Germans is unemployed, and employ- 
ment has fallen by 7% over the past seven years, compared 
with an increase of 1% in America. Germany’s service firms 
desperately need to be set free. It has the smallest service sec- 
tor by employment share of any big rich economy, thanks to 
archaic rules in retailing and many professions, that block the 
creation of new industries and jobs. A country that considers 
an extension of shop hours to 4pm on a Saturday as a bold 
move is barely grasping the concept of structural reform. 

The long-term success of the German and European eco- 
nomies and of the euro should be judged not by the cur- 
rency’s strength, but by whether growth and job creation re- 
vive. That is why the pace of structural reform has been so 
disappointing. If German footballers moved as slowly as their 
government, they would never even get near a trophy. 


= = 
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This week’s proposed changes in the international rules on how much capital 
banks must have are a step in the right direction. But they need improvement 


HEY have been a long time in coming. But this week the 

Basle Committee on banking supervision, which sets rules 
for the amount of capital banks must hold against their loans, 
at last published proposals for changing the Basle Accord. Al- 
most since it was drawn up in 1988, the accord has needed an 
overhaul, mainly because the different capital weightings for 
different borrowers were so arbitrary. One example: lending 
to a South Korean bank has required four-fifths less capital 
than lending to America’s General Electric. , 

The perverse result has been that rules meant to make the 
world’s banks safer have sometimes had the opposite effect. If 
the same capital is required for good credits as for bad, banks 
will tend to go where the returns are highest. That is one rea- 
son why they lent huge amounts to emerging economies. It al- 
so explains why many banks have removed better-quality as- 
sets from their balance sheets through securitisation and 
other forms of financial alchemy. Since financial markets are 
more developed in America it is no surprise that American 
regulators have been the keenest to revise the accord. 


Buckets and spades 


In an ideal world, the amount of capital that banks put aside 
ought to depend on the riskiness of their loan portfolio. Not 
only should capital be tied to the riskiness of an individual 
loan; it should also reflect the riskiness of a portfolio as a 
whole. More sophisticated banks have been developing their 
own credit-risk models for this, and pushing for regulators to 
accept them as a basis for capital standards. Regulators, quite 
rightly, retort that such modelling techniques are still in their 
infancy. Still, the Basle Committee is wise to hold out the 
promise that proper modelling is the ultimate goal. 

In the meantime it offers two alternatives (see page 75), 


Defending the Union 


Simply giving the EU more military tools will not finish the job 


HE subject likely to dominate this week’s European 

Union summit—defence—could hardly be more timely. 
With the continent’s hottest war for half a century raging in 
its south-eastern corner, it would be peculiar, though by no 
means out of character, if the Union’s leaders were focusing 
on something else. But the sort of tinkering that will absorb 
most of their energy in Cologne could hardly matter less. 

This paradox has been highlighted by Naro’s travails in 
Kosovo. Because of the Balkan war, the weakness of Western 
Europe’s “paper armies” is no longer just a debating-point at 
worthy seminars. It is an acute worry for allied commanders 
as they gather combat troops to uphold a settlement in the 
province. Assembling a peacekeeping force for Kosovo of up 
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Well-cushioned in Basle? 








both backed up by better supervision and by greater trans- 
parency on the part of the banks. The first is a reworked ver- 
sion of the accord, which aims to make the present four “risk 
buckets” more attuned to loans’ riskiness, and adds a fifth for 
especially risky credits, Rather than tie capital to whether or 
not a borrower is in the oreco (whose members include Mex- 
ico, which currently has a junk rating), more use of credit- 
rating agencies will be allowed. Banks will be able to use rat- 
ings for all sovereign lending, and for a limited amount of cor- 
porate lending. Loans to good borrowers will attract less 
capital than now, those to dodgier ones more. 

Some regulators feared that a more perfectly graduated 
system that used corporate ratings would benefit American 
banks since more firms are rated there. But the compromise 
will leave a big chunk of lending unaffected. There will also 
be heated debate about which agencies’ ratings are acceptable 
and what sort of ratings to use. Against this, American banks 
will complain that some other regulators, notably the Ger- 
mans and Japanese, are being allowed special treatment that 
lets their banks set aside less capital for similar risks. 

Which is why the second proposal from the Basle Com- 
mittee is welcome. Banks that can impress international regu- 
lators with the sophistication of their risk management will 
be able to use their own internal ratings instead. Banks are 
likely to welcome this as a decent halfway-house. The prob- 
lem is that, for the moment, it is an idea with little content. Al- 
though the approach is supposed to be applicable at the same 
time as the revised original methodology comes into force, 
perhaps in three years, there is much work to be done by 
then. The committee promises a paper later this year that will 
address the difficult questions it has dodged for now. History 
suggests the process will be long and tortuous. 





to 50,000 (let alone a much larger invasion force) will stretch 
Europe's capacity to the utmost. 

In such grave circumstances, it looks odder than ever that 
EU members, whose combined defence spending in recent 
years has been a respectable 60% of America’s total, should 
have barely 10% of its capacity to deploy and maintain mil- 
itary forces over long distances. Yet the fact is that most of Eu- 
rope’s armies are still geared to confronting a non-existent 
Warsaw Pact. This seriously limits the options available to 
NATO’s political leaders as they consider how to deal with Yu- 
goslavia’s President Slobodan Milosevic. 

Several eu members, with Britain in the lead, have 
pledged to correct these deficiencies by putting more empha- 
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sis on rapid-reaction forces, strategic transport, surveillance 


and information technology; but the process will be painfully 
slow, when compared with the pace at which new threats 
(from a rogue regime's ballistic missiles, for example) could 
emerge. Nobody expects Western Europe to make the vast in- 
vestment (perhaps requiring a long-term doubling of current 
defence spending) that would be needed to duplicate the sat- 
ellite intelligence and logistical support that America current- 
ly provides to naro. Indeed, any new European defence ini- 

_ tiative needs to be designed to supplement Nato not supplant 
‘it But the main European powers could demonstrate their de- 
termination to do better by co-ordinating—with a view to 
military excellence rather than industrial protectionism—the 
purchase of tanks, artillery and helicopters, as well as the 
ships and aircraft needed to bring them to battle. 

Such arguments have been well-rehearsed; the Kosovo cri- 
sis has merely shown up the gap between theory and practice. 
A less obvious lesson from Kosovo is that in times of crisis, 
multinational institutions—even relatively efficient ones like 
naTo—are only the tools of the governments they serve. Ulti- 
mately, it is those governments which bear the responsibility, 
before their own people and the rest of the world, for making 
war or peace. Institutions like Nato, with well-established 
machinery for taking and implementing military decisions, 
can help their members react to a crisis in a more co- 
ordinated way. But if there is a fiasco in Kosovo, each of the 
NATO governments involved will have to answer to its own 






electorate for the consequences. `- 

If that is true of Nato, which has spent half a century prè- 
paring for war, how much more true of the European Union, 
whose culture of horse-trading (my fish quota for your opt- 
out on social policy) is poorly suited to the sober, decisive 
thinking needed to run a military campaign. The eu of course, 
by virtue of its economic weight and leading role in in- 
ternational trade negotiations, can pack a formidable punch 
in peacetime diplomacy, including the sort that can prevent 
conflict from breaking out. If the Union’s common foreign 
and security policy could be made to live up to its name bet- 
ter, there would be no harm at times, and possibly some 
good, in having military means to back it up. 


Will they, won't they? 


But the means are of little value without the will to use them. 
Not even Nato, a military organisation where decision- 
making is helped by America’s massive preponderance, can 
force its members to go to war or contribute peacekeeping 
troops against their will. Unless the eu becomes a sovereign 
state, no amount of institutional rebuilding can take respon- 
sibility for Europe’s defence away from its 15 national capitals 
either. So expect no new rush to arms. That may be some reas- 
surance to countries on the margins of the Union, such as 
Norway and Turkey, who fear that, when it comes to deci- 
sions on war and peace in Europe, they will be left out in the 
cold. But it won’t make Europe any safer. 





The Kurdish separatist leader, Abdullah Ocalan, is in the dock. So is Turkey 


URKS are generally delighted at the spectacle of their cap- 

tured chief tormentor, Abdullah Ocalan, trying to save his 
neck as he faces a catalogue of charges for monstrous crimes. 
It is quite possible that the leader of the Kurdistan Workers’ 
Party (PKK), whose 15-year-old insurgency in Turkey’s south- 
east has cost about 30,000 lives, will indeed be hanged (see 
page 55). If that happens, most Turks will cheer. They would 
be wiser, however, to set aside the hangman’s noose, and 
think instead about how they can come to terms with those 
of their Kurdish compatriots still prepared to fight and die for 
the right to express their Kurdishness. 

Mr Ocalan is a ruthless and dogmatic brute. Though his 
opening speech in self-defence from the dock was concilia- 
tory, even apologetic, pkk men over the years have killed not 
only Turkish soldiers, but also hundreds, perhaps thousands, 
of fellow Kurds (including teachers, postmen and so on), dub- 
bing them collaborators for “serving the Turkish state”. Mr 
Ocalan also stands accused of killing dissenting colleagues 
within his own exiled party; for that, Germany has a warrant 
for his arrest. Though he is said to have softened his views, Mr 
Ocalan’s avowed Leninism hardly heralds a democrat. 

But killing him judicially would still be a mistake. No Eu- 
ropean state has recently carried out a death sentence; in do- 
ing so, Turkey would make a grim spectacle of itself. It would 
do little for the cause of peace in Turkey—giving many ordi- 
nary Turks the illusion that they were winning a war which 
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may be militarily unwinnable. And it would enrage many 
Kurds, even those not enamoured of the pKx, who have been 
affronted by the rise of anti-Kurdish Turkish chauvinism, il- 
lustrated by the surge of the far-right National Action Party 
into second place at a general election in April and perhaps 
into a ruling coalition now being built. 

The trial of Mr Ocalan is a diversion. Turkey is still a bea- 
con of comparative stability and tolerance at a delicate pivot 
between Europe and the Middle East. The European Union 
should keep its door open to Turkey’s membership—pro- 
vided the country meets the tests of economic and political 
freedom that apply to all. But too few Turks understand that 
political pluralism includes the right of minorities peacefully 
to demand things that the state is loth to give them. 

Too often, Turks question why they should be kind to Kur- 
dish terrorists when the Basques’ ETA separatists and the Irish 
Republican Army have been hunted down without much in- 
ternational outcry by Spain and Britain. The answer is that 
Basque and Irish separatists, not to mention Catalans, Corsi- 
cans and Scots, are entirely free to demand the break-up of 
states, provided they do so peacefully. Yet Kurds who simply 
ask for Kurdish-language radio stations or education, let alone 
independence, are liable to be tortured and jailed. So long as 
that goes on, Mr Ocalan’s friends will fight on—and Turkey 
will not be considered a full democracy. 
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GERMANY’S ECONOMY 


The sick man of the euro 


FRANKFURT 


The biggest economy in the euro area, Germany’s, is in a bad way. And its ills 
are a main cause of the euro’s own weakness 


HE social-market economy devised in 

Germany after the second world war, 
with its careful blend of market capitalism, 
strong labour protection and a generous wel- 
fare state, served the country well for several 
decades. But itis now coming under pressure 
as never before. As economic growth stalls 
yet again, the country is being branded the 
sick man (or even the Japan) of Europe. This 
is inevitably casting a cloud over Europe's 
single currency, the euro, for Ger- 
many accounts for a full third of 
the euro countries’ output. When 
Germany sneezes, its neighbours 
feel a chill—and nervous markets 
are likely to sell the euro. Thus the 
biggest economic problem for Eu- 
rope today is how to revive the 
German economy. 

The numbers certainly tell a 
bleak story. German cpr shrank 
by 0.2% in the fourth quarter of 
1998, against growth of 0.5% for the 
rest of the euro area. The figures for 
the first quarter of this year, which 
will be published next week, are 
not expected to provide much 
cheer. A few forecasters—albeit in 
the minority—think that the econ- 
omy may have shrunk for a sec- 
ond quarter in a row, which 
would put Germany technically 
in recession. Any growth that is re- 
corded is sure to be small. The gov- 
ernment has scaled down its fore- 
cast of Gop growth for this year to 
1.5%. Even that may be optimistic; 
several private-sector economists’ 
forecasts go as low as 1%. 

Next year may bring better 
news, as exports at last pick up 
again, helped by the weaker euro. 
But few expecta stellar performance. Rather, 
Germany seems likely to persist with more 
of the sub-par growth that has characterised 
its economy in recent years. On average, in- 
deed, German growth has lagged that of the 
rest of the euro-11 countries by almost one 
percentage pointa year since 1995. 

German consumers have remained sur- 
prisingly resilient amid this overall gloom. 
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Not so its companies. They are still reeling 
from a showdown over tax with the pugna- 
cious former finance minister, Oskar Lafon- 
taine. The latest survey of business condi- 
tions shows that businessmen are at their 
gloomiest since mid-1996 about the current 
business climate, although there are signs 
that they expect things to improve slightly 
later this year. The red-green coalition gov- 
ernment led by Gerhard Schroder since last 





October has “encouraged the suspicions of a 
corporate sector predisposed to fear the 
worst,” says Alison Cottrell, chief interna- 
tional economist at Paine Webber in London. 
The dark picture painted by Hans Eichel, Mr 
Lafontaine’s replacement, to justify fiscal 
belt-tightening has further unsettled indus- 
trial bosses. And a lack of corporate confi- 
dence has been one of the main factors that 





has kept unemployment so high. 

Mr Schröder came to power with jobcre- 
ation at the top of his agenda, but the new 
government has so far noticeably failed to 
get people back to work. Unemployment re- 
mains stubbornly high at 4m, or 10.7% of the 
workforce, seasonally adjusted. This may be 
lower than in, say, France, but it is neverthe- 
less embarrassing in a country that still likes 
to think of itself as an economic power- 
house. So is the fact that new jobs are not be- 
ing created anywhere near as fast as in other, 
comparable countries. 

Germany can hardly claim that its ma- 
laise is a rich-world commonplace. The 
American economy is still booming, for 
now. Closer to home, Italy may be in a pretty 
bad state, but France and several smaller Eu- 
ropean countries are growing quite comfort- 
ably. In the early 1990s, France struggled 
while the Germans enjoyed a short-lived 
post-unification boom. Since 1997 
the opposite has been true. 

Some of the blame for this can 
be laid at the door of a tight macro- 
economic policy. For much of the 
19908, the Bundesbank kept inter- 
est rates high in response to pres- 
sures from German unification 
and from an expansion in the bud- 
get deficit. In the run-up to the eu- 
ro’s launch, German monetary 
policy was constrained by the 
need for most European countries 
to converge on a single euro-wide 
interest rate; and fiscal policy has 
been kept in check by the need to 
comply with the single-currency 
countries’ “growth and stability 
pact”. These constraints still bind: 
left to itself, Germany might re- 
spond to its latest bout of weak- 
ness with lower interest rates and 
a bigger budget deficit, but it no 
longer has these options. 

Germany’s weakness has, in- 
deed, come at an especially awk- 
ward time for the euro. The new 
currency’s almost uninterrupted 
slide against the dollar since its in- 
troduction in January owes much 
to gloom over the German econ- 
omy. The country’s exporters may 
be breathing a sigh of relief after repeated 
bouts of p-mark appreciation in the 19908, 
but central bankers are not amused. This 
week, Otmar Issing, the European Central 
Bank’s chief economist, who was formerly in 
the same position at the German Bundes- 
bank, pinned much of the blame for the sag- 
ging euro on German policymakers, who 
have failed to tackle their overly generous 
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welfare net. The ecs’s president, Wim Dui- 
senberg, has said that Germany’s problems 
are not cyclical but the result of too little ba- 
sic reform to social security, the labour mar- 
ket and so on. Mr Duisenberg also said this 


week that he was inclined to “play down” 
the short-term fall in the euro. 


Shocks and spanners 


Some argue that Germany’s ugly recent sta- 
tistics can be blamed as 
much on a series of one-off 
shocks as on the economy’s 
structural faults. Once these 
have passed, the optimists go 
on to argue, growth should 
start to take off again. 

The first and biggest 
shock was the unification of 
East and West Germany in 
1990. This was always going 
to hit the much bigger and 
richer western part of the 
country hard, especially af- 
ter the less productive easter- 
ners won over-generous 
wage rises. Much of the early, tax-driven in- 
vestment in the east went, in effect, down a 
black hole. The pain continues. The level of 
subsidy to the east, which accounts for 
roughly 5% of overall German cpr, has bare- 
ly fallen since 1990. The re- 








ters worse as well. 

Yet much as these temporary. problems 
may have hurt the German economy, they 
are not the root cause of its ills: Nor would it 
be fair to lay the blame entirely on macro- 
economic mistakes in the 1990s, In the longer 
run, the main factors tugging down German 
(and indeed European) economic perform- 
ance do indeed remain structural and mi- 
croeconomic:a byzantine and inefficient tax 
system, a bloated welfare sys- 
tem and excessive labour 
costs. 

The tax issue has already 
come to the fore in Germany 
in the recent showdown bet- 
ween business and govern- 
ment. Mr Lafontaine infu- 
riated company bosses by 
threatening to close some 
DM7 billion-worth ($3.7 bil- 
lion) of tax loopholes, with- 
out shaving much off corpo- 
rate tax rates, which run as 
high as 60%. Some of the big- 
gest insurers and utilities 
even threatened to move their headquarters 
abroad unless the government made firm 
promises to lower their tax bills. 

Businessmen have been equally in- 
censed by the government’s treatment of 
fringe workers. Low-paid, 





joining of Germany led to a 
series of mini-booms and 
busts, exacerbated by further 
wage rises at the first hint of 
recovery and a sharp appre- 
ciation of the p-mark, which 
stung exporters, 

A second spanner in the 
works was the economic cri- 
sis in emerging markets. Ger- 
many sends more of its GDP 
abroad than any other big 
European country (around 
30%), with roughly a quarter 
of that going to emerging eco- 
nomies—and so has suffered more than 
most. The collapse of Asian markets hit basic 
producer goods especially hard; along with 
capital goods, these make up as much as 
four-fifths of Germany’s exports. Many Ger- 
man exports, such as chemicals and alumin- 
ium, were already suffering from global 
overcapacity before the crisis hit Thailand in 
mid-1997. The meltdown in Russia, formerly 
another big export market, has not helped ei- 
ther. Itis striking how far Germany’s share of 
world exports has fallen since the early 1990s. 

Nor did last year’s interest-rate conver- 
gence in the run-up to monetary union do 
much to bolster Germany. As interest rates 
in other euro-area countries fell towards 
German levels, their economies received a 
boost that has increased the gap between 
their performance and Germany's. The 
slowdown in Britain, which is one of Germa- 
ny’s biggest export markets, has made mat- 
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part-time jobs (so-called 
“DM630 jobs”) have long 
been exempt from tax and 
social-security contributions. 
Many economists think that 
the govemments plans to 
end this exemption, drawn 
up by the labour minister, 
Walter Riester, will destroy 
many of the ém such jobs, 
just when the government 
should be encouraging work- 
place flexibility. The German 
Chamber of Commerce reck- 
ons that over 500,000 jobs 
may be at risk. Some service industries, such 
as cleaning and catering, fear losing up to a 
fifth of their workers. 

Yet another planned reform, to raise the 
levy on small consultancies and their clients, 
is equally controversial. Businessmen com- 
plain that it will discourage the formation of 
innovative new companies. Such is the op- 
position to these measures—from employ- 
ers, workers and some regional govern- 
ments--that they may yet have to be 
scrapped or amended. 

The appointment of the business- 
friendly Mr Eichel has calmed some corpo- 
rate nerves, not least because he has pledged 
to cut corporate taxes. But the fear lingers 
that the ruling Social Democrats remain 
bent on redistributing income at the expense 
of big business, which explains the conti- 
nued sag in corporate confidence. This fear is 
hitting investment. “What we have is uncer- 





tainty. We are investing less in our German 
sites until we are sure which way things are 
going,” says Franz Nawratil, chairman of 
Hewlett-Packard’s European operations. 


Hire and fire 


Another big reason not to invest is the cost of 
hiring and firing workers. Holger Schmied- 
ing, senior European economist at Merrill 
Lynch, thinks that Germany has got itself 
caught in a vicious circle. The welfare state is 
largely financed by payroll taxes, half of 
which are paid by employers and half by in- 
dividual workers. As welfare costs have 
swollen, non-wage labour costs have shot up 
too, from 36% of gross wages in 1990 to a 
painful 42% last year. This encourages com- 
panies to shed workers, reducing payments 
into the welfare system while ratcheting up 
the benefits that must flow out. 

Mr Schmieding thinks that Germany’s 
high costs relative to what it produces help to 
explain why unemployment has risen from 
cycle to cycle since the 1960s. German work- 
ers may be productive, but not enough tojus- 
tify costs that are running at 50% above levels 
in any other G7 country. Getting rid of work- 
ers is costly too, Severance pay is typically a 
month’s salary per year worked, plus gener- 
ous retirement pay-offs for older workers. 
“The jobs market doesn’t really deserve to be 
called a market,” says one disgruntled com- 
pany manager. 

This has not, however, stopped many 
German companies from shedding workers 
by the thousand, at home and abroad, as 
they restructure in response to globalisation. 
This has created an irony: corporate Germa- 
ny has gone from strength to strength even as 
the economy, beleaguered by high costs and 
rigidities, has faltered. Companies such as 
DaimlerChrysler and Hoechst have set the 
pace of change in their industries. Even 
sleeping giants such as Siemens are shaking 
themselves up. 

Why has such industrial success not fed 
through to the economy at large? One an- 
swer is the way in which German firms have 
learnt to deal with their country’s rigidities: 
by shifting operations abroad. Last year they 
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invested some DMiso billion in other coun- 
tries (by contrast, Germany attracted a mere 
DM35 billion in foreign direct investment). 
Many big companies now make more than 
half their profits abroad. But smaller firms 
that make up the backbone of Germany's fa- 
mous Mittelstand have also been packing up 
and moving abroad, especially into lower- 
cost and more flexible countries to Germa- 
ny’s east. Some 20,000 such firms have in- 
vested in Central and Eastern Europe, large- 
ly toescape steep wage bills at home. 


Thomas Mayer, an economist with | 
Goldman Sachs, thinks that euro-area coun- 


tries, and Germany in particular, are now 
stuck in what he calls a “restructuring trap”. 
Since Germany’s last recession, in 1993, its 
companies have greatly increased their re- 
turn on capital as they have shed unproduc- 
tive workers and subsidiaries or moved to 
low-cost locations. The same thing hap- 
pened a few years ago in America (and be- 
fore that, in Britain). In both these countries; 
slimmed-down companies soon started to 
create new jobs. In Germany, how- 
ever, firms have been reluctant to 
rehire because of the soaring non- 
wage costs of labour. “The frame- 
work is not there to encourage the 
replacement of jobs lost in restruc- 
turing,” Mr Mayer says. “It is only 
the enduring strength of the export 
sector that has stopped things get- 
ting really bad.” 

Mr Mayer thinks that the east- 
erm part of Germany, where eco- 
nomic growth is even lower than in 
the west, is in a different kind of 
trap. Political compromises have 
prevented the kind of creative de- 
struction that might have led to robust 
growth. Instead, the east has become a “colo- 
ny of pensioners”, consuming with the help 
of subsidies but not producing enough that 
others want. Large parts of the eastern econ- 
omy have become so addicted to subsidies 
that he fears they may become a German 
version of Italy’s poor south, the Mezzogior- 
no, whose economy depends on handouts 
from Rome and Brussels, and has been 
plagued by low growth. 


In search of flexibility 


To be sure, there are some rays of hope. The 
strength of opposition to the DM630-job 
changes shows how important part-time 
work has become to many Germans, often 
supplementing full-time work. “It has 
shown that there was more flexibility than 
many people realised,” says Ulrich Beck- 
mann, an economist with Deutsche Bank. 
Red tape is slowly being unravelled too. 
Yet Germany isstill smothered in regulations 
that crimp markets. Many prices are still reg- 
ulated, and. consumers remain “protected” 
in bizarre ways: shops can be fined for dis- 
counting or making three-for-the-price-of- 
two offers if these are deemed to send con- 
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fusing signals toconsumers. 

But other constraints are being lifted. 
Shopping hours are getting longer. In the 
eastern state of Saxony, for instance, high- 
street stores will soon be allowed to open on 
Sunday afternoons, Banks may soon be able 
to open on Saturdays. Progress will come 
only gradually, however. “We got 90 minutes 
extra shopping after a decade’s debate, or 
nine minutes a year. Call it the German 
way,” sighs Ulrich Ramm, chiefeconomist at 
Commerzbank. 

There are also signs of new flexibility in 
the one-size-fits-all system of collective bar- 
gaining. The concept of Mitbestimmmung—or 
seeking consensus between managers and 
workers—remains a powerful force, and 
worker representatives still have half the 
seats on firms’ supervisory boards. But the 
number of wage deals being negotiated at 
company level, rather than regionally or na- 
tionally, has doubled since the early 1990s. 
Around 10% of the western workforce has 
wriggled out of old-style collective-bargain- 





ing arrangements; in the east the figure is 
over 50%. This has allowed many companies 
to adjust to their own market conditions. 

Mr Beckmann argues that Germany’s 
unions became more accommodating after 
seeing how hefty pay increases cut short eco- 
nomic recovery in 1995. They accepted three 
years of scant pay rises that have helped to 
reverse a previous rise in unit labour costs. 
The question now is whether they can main- 
tain the restraint that economists reckon 
Germany needs to stay competitive. 

The omens are bad. 1c Metall, the largest 
union, recently won its 3m members a pay 
rise of roughly 3.5%, way above inflation, af- 
ter its boss had called for “an end to modes- 
ty”. Commerzbank forecasts a 2.5% rise in 
unit labour costs this year and a smaller rise 
in 2000. The only silver lining is that the wage 
deals will boost flagging demand in the short 
term: real consumer spending should grow 
by 3% this year. Retailers are starting to 
emerge from the hole in which they have 
spent most of the past few years. 

In any case, none of this cheer will last 
long unless Mr Schréder’s government en- 
actssome radical structural reforms. Slashing 
the top rates for corporate and income tax 
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could bring substantial benefits at little cost. 
Germans would spend less time seeking tax 
shelters or ploughing money into tax-driven 
investments that make little sense—-whether 
east German property or Asian shipping. 

Many economists also argue that the 
state could actually make money out of acut 
in capital-gains tax, as the current high rates 
discourage banks from selling industrial 
stakes they want to unload. The main barrier 
is politics: this government, like the last one, 
worries that such reforms will be unpopular > 
if they are widely perceived as a handout for 
the rich at the expense of the average citizen. 

The other big challenge for the govern- 
ment is to defuse Germany’s welfare time- 
bomb. That will necessitate cutting benefits 
and encouraging private provision for pen- 
sions and healthcare, as the workforce de- 
clines and the number of pensioners grows. 
This is the only way to bring down payroll 
taxes for good—and thus to reduce the taxon, 
jobs--without running an éver widening 
budget deficit. 

The government could also do 
the economy a favour by speeding 
up privatisation and further de- 
regulating the underdeveloped 
services sector. The federal gov- 
ernment has been slow to fulfil its 
sell-off pledges, while most of the 
regional states have clung to their 
banks and utilities—one reason 
that more than half of all German 
spending is done by the public sec- 
tor. Putting state-owned compa- 
nies on the block would bring ex- 
ta money to cash-strapped 
budgets as well as improving effi- 
ciency. Deregulating services 
would have a similar effect. Professional ser- 
vices, such as legal and tax advice, are still 
highly cartelised: for instance, tax advisers 
agree a common price list through their 
guild, and may not undercut one another. 

Unfortunately, progress in most of these 
areas is likely to be agonisingly slow—in- 
deed, it could even go into reverse. The 
Schröder government has already back- 
tracked on the efforts to cut pension entitle- 
ments that were made by its predecessor. Its 
Alliance for Jobs, a roundtable involving 
ministers, employers and unionists, has 
achieved little. Its health-care reforms have 
become bogged down by battles with vari- 
ous interest groups. 

Itis, perhaps, not surprising that market- 
friendly politicians, including one or two in 
the government, now complain of Germany 
being a blockierte Gesellschaft (blocked so- 
ciety). Unblocking it will take determination. 
Without that, Germany is unlikely soon to 
shed its title.as: the sick man of Europe. Ger- 
mans must find it more galling since it was 
coined in the last century by the Russian tsar, 
Nicholas 1, to describe Ottoman Turkey—a 
once dynamic polity that failed. 
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Peace? 


Serbia announced that it had 
agreed to a peace deal for 
Kosovo proposed by Russian, 
American and European 
Union envoys, but it was un- 
clear whether President Slobo- 
dan Milosevic’s agreement had 
any strings attached to it. 


Amid diplomatic manoeu- 
vring over Kosovo, the 15 EU 
heads of government met in 
Cologne for a summit to 
mark the approaching end of 
the German presidency. They 
were expected to name some- 
one to a new post for foreign 
and security policy. Javier Sol- 
ana, the Spaniard who is 
NATO's secretary-general, was 
the front-runner. 


Russia’s new government 
continued to be buffeted by 
internal rivalries, as Mikhail 
Zadornov, the erstwhile fi- 
nance minister, resigned, to 
become Russia’s interlocutor 
with agencies such as the imp. 


Two ministers in Belgium 
bowed out after high levels of 
dioxin were found in the 
country’s eggs and chickens. 
The European Commission 
announced a ban on products 
traced to the contaminated 
farms. The scare quickly 
spread to pork. 


Abdullah Ocalan, the kid- 
napped leader of the separa- 
tist Kurdistan Workers’ Party 
(PKK) who is on trial in a 
Turkish court, said he could 
end the civil war in south-east 
Turkey in three months if his 








life were spared. 
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Prime candidate 


Ricardo Lagos, a moderate 
social democrat, won a land- 
slide victory in a primary or- 
ganised by Chile’s ruling cen- 
tre-left coalition to choose its 
candidate for December’s 
presidential election. His de- 
feated Christian Democrat op- 
ponent called on his support- 
ers to work for Mr Lagos, 





More trouble for Colombia’s 
peace process. President 
Andres Pastrana cut short a 
trip to Canada after leftist 
guerrillas kidnapped 140 
church-goers in a wealthy 
suburb of Cali before escaping 
to the mountains. Around 80 
of the hostages escaped or 
were released, but others were 
still being held. 


Suriname’s president, Jules 
Wijdenbosch, offered to call 
an early election after a major- 
ity in the National Assembly 
(but not the required two- 
thirds) called on him to quit. 


Cuba’s new foreign minister, 
Felipe Perez Roque, said his 
government would start a law 
suit, to be filed in Cuba’s 
courts, seeking $181 billion 
in damages from the United 
States for “aggression”. 


President Clinton stunned his 
supporters in Hollywood 
when he said the Federal 
Trade Commission would 
spend $ım and 18 months in- 
vestigating the entertainment 
industry’s marketing of vio- 
lent movies, music and vid- 
eo games to children, though 
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For the second time since Dec- 
ember, a committee of scien- 
tists-advised America’s Food 
and Drug Administration to 
ban blood donations from 
anyone who has visited Bri- 


| tain since 1980 because of 


fears that they could be carri- 
ers of mad-cow disease. 


Not quite war 


India stepped up its attacks on 
separatist guerrillas in north- 
ern Kashmir, which it claims 
are backed by Pakistan. With 
tensions in the disputed region 
at their highest level in nearly 
30 years, India’s prime minis- 
ter, Atal Behari Vajpayee, said 
the campaign would continue 
until the infiltrators were dri- 
ven out. 


China prepared for the tenth 
anniversary of the Tianan- 
men Square killings by 
blocking access to some Inter- 
net sites and closing some for- 
eign television channels. In an 
unprecedented legal action, 
the relatives of some of the 
victims of the crackdown on 
June 4th 1989 submitted evi- 
dence to a Chinese court de- 
manding a criminal investiga- 
tion into the role played by 
troops and officials. 


The 48 political parties con- 
testing Indonesia’s first free 
election for more than 40 
years began the final stage of 
their campaigns. The govern- 
ment said it planned to send 
more troops to the restive 
province of Aceh. A separatist 
movement there wants the 
June 7th poll to be boycotted. 


Talks between North and 
South Korea, suspended 
more than a year ago, are due 
to resume on June ist. As 
America’s special envoy, Wil- 
liam Perry, prepared to outline 
his strategy for dealing with 


| North Korea, the head of 


North Korea’s parliament ar- 
rived in Beijing for a five-day 
visit—the first such high-level 
visit in several. years. 





| near the diamond-mining 











Najam Sethi, a Pakistani news- 
paper.editor being held with- 
out charge, has been set free. 
Mr Sethi was beaten up and 
arrested in May, and held by 
military intelligence. 


Mbeki sweeps in 


South Africa held its second 

democratic election. The out- 
come was not in doubt, only 
the size of the African Na- 
tional Congress’s majority. 


Rwanda, which has been 
helping the rebels in Congo, 
declared a unilateral ceasefire 
and Chad, which has support- 
ed President Laurent Kabila, 
withdrew its troops. Diplo- 
matic efforts to end the war 
intensified, But so did fighting, 


town of Mbuji Mayi. 








Nearly 16 years of military rule 
ended in Nigeria when Gen- 
eral Abubakar handed over to 
ex-General Obasanjo, who 
had won the election in Feb- 
ruary. Mr Obasanjo attacked 
his military predecessors for 
corruption and put all govern- 
ment contracts made since Ja- 
nuary under review. 


Israel’s proxy army in Leba- 
non, the sa, withdrew from 
the Jezzine area, badly ha- 
rassed by Hizbullah guerrillas. 
The Lebanese government de- 
clined to send its army to con- 
trol the area. 


Israel’s outgoing defence min- 
ister approved plans for a 
huge enlargement of Maale 
Adumim, a big Jewish settle- 
ment outside Jerusalem. Pal- 
estinians protested by holding 
“a day of rage”. 
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Onlining 








The online wading war 
hotted up when America’s 
largest stockbroker, Merrill 
Lynch, promised cheap online 
trading from December. This 
was a turnaround from its re- 
cent comment that online 
trading was a “serious threat” 
to the financial health of 
Americans. Its share price, and 
those of established online 
traders, fell, although some of 
its fall may have been due to 
takeover rumours that came 
to nothing. 


In the first such online merger 
of its kind in America, the 
country’s second-largest online 
trader, E*TRADE, bought Te- 
lebanc Financial, the biggest of 
a small bunch of online banks 
(with not a branch in sight), 
for about $1.8 billion. 





Confident that Japan's finan- 
cial-services market will one 
day escape recession and rig- 
idity, Charles Schwab, 
America’s biggest online trad- 
ing firm, is forming a joint 
venture with a group of Japa- 
nese companies led by Tokio 
Marine & Fire Insurance, 
the country’s biggest non-life 
insurer. The venture will trade 
American products first and 
move on to Japanese bonds 
and shares next year. 





Welding 


British Steel and Hoogovens of 
the Netherlands said they 
were in merger talks to create 
a European steel giant that 
would have annual-sales of 
over $16 billion. The share 
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| prices of both companies rose 


=f 


sharply on the news. 


Pilots at Cathay Pacific, 
Asia’s third-largest airline, are 
threatening to strike over 
planned salary cuts. When the 
region. boomed, the airline of- 
fered inflated wages. The 
downturn has provoked this 
and other cost-cutting moves 
by Cathay. 


The bidding war for Japan’s 
IDC continued. As soon as 
NTT, Japan’s biggest telecoms 
group, had raised its bid for 
the long-distance carrier, Bri- 
tain’s Cable & Wireless topped 
it, by raising its cash bid a 
touch to ¥69 billion ($570m). 


| But the main drawback for 
| Cable & Wireless, which al- 


ready has a 17.7% stake in iwc, 
is that it is not Japanese. 


Cable & Wireless Optus, Aus- 
tralia’s second-largest telecoms 
group, dropped its hostile 
A$1.49 billion ($960m) bid for 
Aapt, the third-largest, after 
the competition watchdog said 
the purchase would reduce 
competition in Australia’s 
telecoms market. Telecom 
New Zealand is likely to make 
a bid now. 





Elf Agulin: of Fanie 
threw a spanner in the Nor- 
wegian works with a cash of- 
fer of around NKr7 billion 
($2.1 billion) for Saga Petro- 
leum, Norway's third-largest 
oil producer, just when the 
two largest, Statoil and Norsk 
Hydro, thought they had a 
joint deal. The bid will test the 
government, which owns Sta- 
toil and is also the majority 
owner of Norsk Hydro; it had 
been hoping to keep the 
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In a break with the oil indus- 
try’s merger mania, America’s 
Texaco broke off merger talks 
with a rival, Chevron, saying 
that the price and terms were 
both unacceptable. 


Iberdrola, Spain's second 
largest electricity-generating 
company, has bought'a 3.5% 


“stake in Repsol, a Spanish oil 


and gas company: The€502m 
($525m) purchase strengthens 
an alliance formed in 1997. 


Yorkshire Water became 
the latest British water compa- 
ny to dip a toe into the Amer- 
ican market with its purchase 
of Aquarion, a water supply 
company, for $444m. 


inflationary? 


Mixed signals from Ameri- 
ca’s economy brought 
mixed feelings among inves- 
tors scared of inflation. Con- 
struction spending fell sharply, 
its biggest drop in five years, 
but what most upset the 
stockmarkets was a pick-up in 
manufacturing activity, cou- 
pled with a price rise in man- 
ufacturers’ raw materials. A 
sharp rise in new-home sales 
in April, up 9.2% to near-re- 
cord levels, added to Wall 
Street’s misery. 


The price of gold fel It to a 20- 
year low, a slide that accelerat- 
ed a month ago when the 
Bank of England said it would 
more than halve its reserves. 


Faced with the prospect of 
parity with the dollar, Euro- 
pean central bankers tried to 
Ik up the euro—and failed. 











It has dropped by 12% this 
year (the extent of its short 
life) and it traded this week as 
low as $1.03. 


Bank buying 


KBC, a Belgian bank, is taking 
control of csos, the Czech Re- 
public’s fourth-largest bank, in 
a sign that privatisation of 
banks is back on track in the 
country and that the sale of 
the two biggest could go 
ahead next year. KBc is paying 
40 billion koruna ($1.1 billion) 
for the government’s 66% 
stake. 


HSBC, a London-based inter- 
national banking group, lost 
its exclusive right to buy Se- 
oulBank, although the South 
Korean government has given 
it one more month to nego- 
tiate a deal. It is the second 
time that a proposed takeover 
of a South Korean bank by a 
foreigner has run into trouble. 


lreland’s biggest bank, Allied 
Irish Banks, is taking an op- 
tion to buy up to a quarter of 
Singapore’s Keppel TatLee 
Bank. This is the first such 
deal since Singapore opened 
its banks to foreign participa- 
tion last month. 


Formula One, promoters of 
the motor racing champion- 
ship, got its delayed $1.4 bil- 
lion bond issue off the starting 
grid. Morgan Stanley had to 
bring in Westdeutsche Landes- 
bank to help underwrite the 
issue, Originally intended to 
raise $2 billion, and were 
forced to make it more attrac- 
tive to investors after fears of 
a competition probe by the 
European Commission. 


The firm that runs Britain’s 
national lottery, Camelot, re- 
ported its first fall in profits 


| since the lottery started in 


1994. In most previous years 
Camelot has been criticised 
for making too much money; 
this year its figures made few 


| headlines. 
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Indonesia’s second chance 


JAKARTA 


Indonesia will hold its first free elections in 44 years on June 7th. Will this 
attempt at democracy be more successful than the first? 


T IS party time in Indonesia. As the country 

gears up for its general election, with 48 
political parties in the running, the outcome 
is anybody's guess. But many Indonesians 
sense that this will be their opportunity to 
unseat the ruling Golkar party—the party of 
ex-President Suharto, who was forced to step 
down last May after 32 years in power and 
hand over to his protégé, B.J. Habibie. Across 
the country, and especially in Jakarta, sup- 
porters of the biggest opposition parties fil- 
led the streets to cheer on their champions 
and tocelebrate. 

Policies are a side-show. What the 
winners plan to do with the country is 
a mystery as big as the election result. 
Yet despite the lack of debate, the next 
government will immediately face 
some crucial choices. These include its 
stance towards a military establish- 
ment that has grown utterly corrupt, 
the role of religion in this largely Mus- 
lim country, and what to do about the 
very borders of the country itself. The 
economy shrank by over 13% last year 
and its banking system is in a mess; al- 
though Indonesia is following a recov- 
ery plan agreed with the mr, things 
are hardly on auto pilot. 

And those are the problems if 
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things go well. There is still a chance that the 
election will go horribly wrong. The one 
thing that most Indonesians agree on is that 
Golkar and Mr Habibie must go. It is that 
prospect alone that has held the country to- 
gether during a violent and traumatic year 
(see box). Yet the rules of the election are 
flawed in such a way that Golkar could re- 
main in power even if it does badly at the 
polls. Such a stunt would spark mass pro- 
tests, perhaps spilling even more blood. It 
would also crush Indonesia's nascent de- 


mocracy—potentially one of the world’s big- 
gest and most diverse—in its infancy. 

If Golkar does try to steal the election, 
many of its misdeeds will take place after the 
votes have been counted. Polling day itself 
will be chaotic, but should be reasonably 
free of cheating. Despite the logistical night- 
mare of operating 250,000 polling stations, 
many in remote and isolated areas, the elec- 
tion commission has done a good job of reg- 
istering voters and getting ballot papers and 
information out to villages. Votes will be 
counted publicly on the spot. 

Unlike in Cambodia, where the un 
sponsored and conducted elections last 
year, Indonesians themselves will oversee 
the voting on June 7th. But foreign govern- 
ments and others have helped, providing 
some $90m—around a third of the total 
cost—for technical assistance, most of it co- 
ordinated by the UN Development Pro- 
gramme. They have helped design ballots 
that can be marked in secrecy and made it 
hard for people to vote more than once. Asa 
result, the final tally will probably reflect the 
way people actually vote; although whether 
they are paid to vote the way they do is an- 
other matter. The turnout should be high. 

Yet the polls are only the first step in 
choosing Indonesia’s next government. The 
462 elected to the parliament will join 238 ap- 
pointed representatives of the armed forces, 
the provincial legislatures and other societal 
groups in the People’s Consultative Assemb- 
ly (mMpR), Indonesia’s highest legislative 
body. Since it is the Mpr that will choose the 
president later this year, the process could 
leave Golkar plenty of wiggle room. 

That is because no one party is likely to 
win enough votes to dominate the merr. The 
front-runner is Megawati Sukarnoputri, the 
daughter of Indonesia’s founding president, 
Sukarno. Miss Megawati, a 52-year-old 
housewife with no college education, was 
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The shock of change 
Date 

August - December 1997 
January 15th 1998 
March 15th 1998 

May 1998 

May 21st 1998 

June 1998 i 
August - September 1998 
November 1998 

January - March 1999 
February 1999 

February - April 1999 


Events 


Currency collapses and IMF bail-out negotiated 

Suharto signs reform agreement with IMF R 

IMF postpones payments after Suharto's failure to instigate reforms 
Jakarta torn apart by protests and ethnic violence. Students shot 
Suharto resigns and B.J. Habibie takes over 

Habibie promises free press, free elections and autonomy for East Timor 
Rioting, continued food shortages and looting £ z 
Student demonstrators shot in Jakarta. MPR agrees to hold elections 
Religious violence in Ambon, Savage ethnic strife in Borneo 

New election laws passed. Armed forces agree to fewer seats in government 


East Timorese resistance leader, Xanana Gusmao, is moved from jail 
to house arrest. Violence escalates in the province 


Indonesia's election campaign starts 
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lar agendas. But during his rule Mr 
Suharto frustrated the demands of 
many Islamic groups for a bigger say 
in politics. Now they want to in- 
crease their clout. The ppp has recon- 
stituted itself as an Islamic party. Af- 
ter the elections, it is likely to be 
joined by a handful of other Islamic 
parties, all of which would oppose 





Miss Megawati unless confronted 
with weak alternatives, 

Somewhere in between is 
Amien Rais, an intellectual and un- 





tilrecently the leader of Muhamma- 





diyah, a 23m-member Muslim orga- 
nisation. Like Mr Wahid, Mr Rais’s 
National Mandate Party can draw 
on his organisation’s network of 








schools, hospitals, orphanages and 
mosques to attract voters. Unlike Mr 








forced from one of the two official opposi- 
tion parties by Mr Suharto in 1996. That in- 
justice, combined with the fact that it was Mr 
Suharto who elbowed her father aside in the 
1960s, has won many Indonesians over to 
her newly created Indonesian Democratic 
Party of Struggle, one of 45 new parties that 
will contest the election. 

Miss Megawati’s secular-nationalist par- 
ty appeals to an overlapping minority of 
Christian and Chinese voters, but draws 
most of its support from the rural and urban 
poor. Her squeaky-clean image, combined 
with Mr Suharto’s mistreatment of her and 
her father, have convinced throngs of these 
voters that she is a champion of the “little 
people”. To the extent that they articulate 
any political aspirations at all, it is that they 
will become slightly bigger people once she 
is swept into office. 

That will not happen without help. Miss 
Megawati’s closest ally is Abdurrahman Wa- 
hid, an influential cleric from Nahdatul Ula- 
ma, a 37m-strong Muslim organisation 
founded by his grandfather. Mr Wahid, 
known locally as Gus Dur, has consistently 
advocated a clear separation between reli- 
gion and politics, arguing that mixing the 
two would be bad for Islam. This makes him 
a natural ally of Miss Megawati, even though 
he has expressed doubts about whether In- 
donesians will accept a female president. 
Since he is almost completely blind and a bit 
eccentric, Mr Wahid is not a realistic presi- 
dential contender. His National Awakening 
Party is therefore likely to back Miss Mega- 
wati if she emerges as the frontrunner. 

Their strongest opponents, apart from 
Golkar, will be a collection of Islamic parties, 
led by the United Development Party (PPP), 
the official Muslim umbrella party during 
Mr Suharto’s period in office. Although Indo- 
nesia is over 80% Muslim, that label compris- 
es a wide spectrum of beliefs, from devout 
worship toa more relaxed blend of local and 
imported ideas. Many devout Muslims sup- 
port parties, such as Mr Wahid’s, with secu- 
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Wahid, whose base is among rural 
voters, Mr Rais is popular among educated 
Muslims in urban areas. Preaching a secular 
message during the campaign, Mr Rais is po- 
tentially a third—and possibly decisive 
member of Miss Megawati’s coalition. His 
rallies have an optimistic, open feel to them. 
But many voters mistrust him. Supporters of 
Islamic parties accuse him of selling out to 
the Megawati-Wahid forces and of being too 
pro-western. Others say he has not moved 
far enough. He has reinforced doubts by 
forming alliances on both sides: one with 
Miss Megawati and Mr Wahid, and another 
with their Islamic opponents. Mr Rais clearly 
has political ambitions of his own, and will 
consider his options fully. His bargaining po- 
sition may have grown this week after Adi 
Sasono, an influential cabinet member who 
is close to Mr Rais, was nominated as a presi- 
dential candidate by another party and 
booted out of Golkar. 

While all these parties jostle for position, 
Golkar may do everything in its power to in- 
fluence the mpr’s appointed representa- 
tives. The armed forces will most likely back 
whoever seems most popular, But the other 
200 seats can probably be manipulated. 

Since Golkar is expected to do well out- 
side the main island of Java, which accounts 
for 58% of the population but fewer seats, it 
could reel in a substantial number of the 
elected seats with perhaps only a quarter or 
a third of the votes (see map). Its networks are 
strong in many of the regions where voters 
have not been as badly affected by the crisis. 
Arecent bill to share more revenues with the 
provinces will help. 


The hangover 


With so much negotiating to come, nobody 
knows who will be dancing together on in- 
auguration night. What is certain is that the 
eventual winners will immediately be 
forced to confront many pressing issues: 

e Mr Suharto and his children plundered 
the country of billions of dollars, much of 
which they are still sitting on. A feeble inves- 








tigation by Mr Habibie’s attorney-general is 
one of the main reasons so many voters 
loathe him. How fiercely will the next gov- 
ernment pursue these assets? 

e The armed forces were once respected 
but their “dual function” as both members 
and defenders of the government is no long- 
er acceptable to many Indonesians. Many 
opposition parties want the army’s past 
atrocities to be thoroughly investigated. 
Moreover, the army hasconsistently robbed 
the country and remains corrupt, despite the 
recent efforts of a handful of military re- 
formers. The ideal solution would be to 
boost the army’s budget to cut its depend- 
ence on illicit funds. But that would take a 
brave leader, and could be a long way off. 

» The former Portuguese colony of East 
Timor was annexed by Indonesia in 1976 
and then brutally suppressed. Most East 
Timorese have never recognised Jakarta’s 
rule, and are desperate to be rid of the army: 
the province has always been a lucrative and 
prestigious posting for up-and-coming offi- 
cers. East Timor will vote in a referendum 
scheduled for August 8th on a proposal by 
Mr Habibie for greater autonomy. If it is re- 
jected he has said independence would be 
considered, But a vote on that must be rati- 
fied by the new mpr. Most opposition par- 
ties would go along with independence, but 
Miss Megawati—who visited East Timor on 
June ist—has sent conflicting messages. 

e East Timor is different from other separa- 
tist provinces; it was not a Dutch colony. 
Still, separatists in Aceh and Irian Jaya have 
consistently rebelled against Jakarta’s rule. 
Violent skirmishes continue in Aceh, a Mus- 
lim area in northern Sumatra where the 
army has been killing locals for years. Few 
people think the next government will grant 
these provinces independence. 

e Then there is Islam. The contestants will 
probably keep score by who gets seats in the 
cabinet, rather than constitutional niceties. 
But the scramble to gain influence will have 
lasting implications for the world’s biggest 
Muslim country, one that could become a 
powerful example for secular democrats. 
On June 2nd an influential group of Islamic 
scholars stirred things up when they urged 
Muslims to vote against secular parties. 

e The mmr is still heavily involved. Despite a 
few missteps in early 1998, it has, along with 
the World Bank, consistently been a force for 
economic reform. The $43 billion bailout 
package was accompanied by agreements to 
overhaul much of the economic regime, es- 
pecially banks. On May 28th, the govern- 
ment announced that it was pumping an- 
other $19.4 billion into the banking system to 
recapitalise ailing banks. This brings the ex- 
pected total cost of the bank bailout to more 
than $40 billion. A slew of new loans by the 
World Bank, due to be released after the elec- 
tion, also come with tight provisions to pre- 
vent corruption. If the next government de- 
viates substantially from the reform 
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programme it will pay a price. All ofthe main 
opposition candidates have been briefed by 
the mr and say that they understand the 
consequences. A radical change in direction 
is therefore unlikely. Politically, however, the 
new government's relationship with the 
meddling outsiders will be an issue. 

e Apart from the ımF programme, the next 
government will have some important deci- 
sions to make about the nature of Indone- 
sian capitalism. The bank restructuring 
agency is nowsitting on $10.4 billion of assets 
acquired from the owners of a handful of 
failed banks. These must be sold off. To these 
might be added assets from Mr Suharto’s 
children. The next government will also 
need to develop and implement a competi- 
tion policy, something Indonesia has never 
had. And in the meantime there will be de- 
mands from indigenous Indonesians for a 
bigger share of government contracts and 
credit schemes. There is also the question of 
who really owns Indonesia’s vast natural re- 
sources, now that they no longer belong to 
Mr Suharto’s cronies and children. To a large 


Kashmir 


extent, therefore, the next government will 
need to do much more than just steer the 
IMF's chosen course. It must decide what 
kind of economy Indonesia is going to have. 
Are thechallengers up to it? The evidence 
from the campaign, so far, is discouraging. 
Miss Megawati is the least forthcoming: it is a 
question of who joins her coalition and 
which advisers she decides to favour. But 
there are nevertheless some hints. Although 
she has opposed Mr Suharto consistently, 
she has also continued to suggest that people 
should not push former leaders too far. She 
has the support of several retired generals, 
and many members of the armed forces 
think they can do business with her. If some 
of hercritics are to be believed, the only thing 
Miss Megawati knows about the imrF is how 
to spell it. And as for her overall attitude on 
economic policy, we have the words of Kwik 
Kian Gie, one of her chief economic advisers: 
“Basically, Suharto’s economic policies were 
excellent. But the implementation was cor- 
rupt.” The party may be in full swing, but the 
aftermath is going to be messy. 
j _ —— ee = S | 


Militant tendencies 


DELHI 


India’s battle against infiltrators goes on as tensions remain high 


ICTORY and compromise are the two 

main ways toend a conflict. In the case of 
India and Pakistan, nuclear weapons make 
victory a dangerous quest, and history 
makes compromise a near-impossible one. 
After India had bombarded guerrilla posi- 
tions on its side of the disputed state of Kash- 
mir for a week, neither looked in prospect. 
The intensity of the aerial attack had lessen- 
ed a bit, perhaps because of bad weather, 
and Pakistan's foreign minister, Sartaj Aziz, 
was preparing to come to Delhi for “defusing 
tensions”. But there was no sign that India 
would back away from its project of driving 
out the Pakistani-backed “mercenaries” 
from positions overlooking a vital road, and 
little hope that Mr Aziz would volunteer to 
withdraw them. 

Among western powers it is India’s view 
of the conflict that holds sway. They regard 
the occupation of heights near Kargil, a town 
along the road linking Kashmir’s capital, Sri- 
nagar, to Ladakh, as Pakistani-backed ag- 
gression and do not quarrel with India’s right 
to reverse it. They applaud India’s policy of 
using force only on its side of the line of con- 
trol. India says there is no need for outside 
mediation, and most potential mediators 
have so far agreed. Driving out the intruders 
may be a long and messy task, but India and 
most outsiders are betting for the moment 
that it can probably be done without pro- 
voking a wider war. Pakistan disagrees, or at 


THE ECONOMIST JUNE 5TH 1999 


least pretends to. That is exactly where the 
main risk lies. 

Pakistanis see the invasion as a success, 
which India can roll back only by offering 
concessions. Resistance, they suggest, will 
lead to escalation. An Indian plane was shot 
down last week (after straying on to its side 








Urging India on 


ASIA 


of the line of control, Pakistan claims). Paki- 
stan accuses India of killing ten children by 
shelling a school, which India hotly denies. 
Still grimmer consequences may follow. Pa- 
kistan’s foreign secretary was quoted as say- 
ing that “any weapon”, including, presum- 
ably, nuclear ones, could be used to defend 
the country’s territorial integrity, though his 
ministry later insisted that he had been mis- 
quoted. Regardless, Pakistan is flirting with 
nuclear brinkmanship. “We're seeing a clas- 
sic form of nuclear coercion,” says Ashley 
Tellis, a defence expert at RAND, a think-tank 
in California. 

For the moment, India is acting serenely 
uncoerced. It has given no hint that it will 
bargain to regain control of the heights near 
Kargil. The possibility of a nuclear confron- 
tation barely enters public discussion. One 
television news channel conducted separate 
interviews with the foreign minister, defence 
minister and an ex-foreign secretary without 
any mention of nuclear weapons coming up. 

Continued equanimity about nuclear 
weapons depends first of all on Indian suc- 
cess in dislodging the infiltrators, and sec- 
ondly on Pakistani acquiescence. There are 
doubts about both. India claims to have 
killed 500 militants (almost as many asit said 
had invaded in the first place), at the cost of 
about 50 of its own men, and to have driven 
them back towards the line of control. “A 
few pockets within a few kilometres of the 
line of control” remain, says a spokesman. 

Maybe, but some outsiders think it will 
take months to push out the intruders, and 
others doubt it can be done at all. A western 
military analyst in Delhi lists the obstacles: 
the intruders are dug into rock-shielded po- 
sitions above their Indian evictors; they have 
secure lines of communication to their spon- 
sors in Pakistan-controlled Kashmir; India’s 
Russian aeroplanes are outdated and its 
Swedish guns do not always work; confining 
the offensive to its side of the line of control 
makes India’s job harder; and there are plen- 
ty more militants waiting to cross over into 
Indian territory. If confidence turns to frus- 
tration, might India attack its tormentors on 
Pakistan's side of the border? The temptation 
will grow as this autumn’s general election in 
India approaches. 

How India fares will help settle another 
question: was Pakistan being methodical or 
mad when it allowed the militants to grab 
Indian territory? There are warring theories 
about whether the invasion had the blessing 
of the prime minister, Nawaz Sharif, or is the 
work of some rogue intelligence agency, mo- 
tivated either by Islamic zeal or by fears that 
peace would sideline Pakistan’s armed 
forces, which have grown accustomed to 
power and privilege. 

Exponents of the madness view think 
Pakistan blundered, and will have to aban- 
don the invaders, bringing an end to the con- 
flict. The alternative view supposes madness 
of a cannier sort: Pakistan has the means to 
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ASIA 

sustain the incursion and perhaps to enlarge 
it. Eventually, it could force India to choose 
between bargaining to get back its own land 
or escalating its counter-attack, which might 
provokea third-party intervention but at the 
risk of widening the war. Or perhaps Paki- 
stan merely hoped to give a new lease of life 
to the local Kashmiri insurgency. Both sides 
are preparing for the worst. India has sent an 
estimated 30,000 additional troops to the 
line of control; Pakistan is building up, too. 

Even if this conflict can be defused, the 
line of control will remain a flash point. In- 
dia is considering permanent armed en- 
campments on the frigid ridges after the in- 
vaders have been thrown out, a staggeringly 
expensive proposition. 

Can Mr Aziz bring balm to Delhi? India 
has delayed setting a date for his visit, per- 
haps because it wanted a few more days to 
pound the infiltrators. When he arrives, In- 
dia plans to tell him only what it has already 
said: that it means to eject the intruders and 
has no designs on Pakistani territory. At most 
it may offer a face-saving way out, including, 
perhaps, safe passage for beaten militants. 
Unless Mr Aziz allows India some sort of vic- 
tory, the clash at Kargil could turn into some- 





Japan 


Flagging 
support 


TOKYO 


HE deal was supposed to have been 

done. The New Komeito, Japan's second 
largest opposition party, would join forces 
with the ruling Liberal Democratic Party 
(LoP) to provide Keizo Obuchi’s governing 
alliance with the majority it lacks in the up- 
per house of the Diet (parliament). The 
Buddhist-affiliated New Komeito was ex- 
pected to join the prime minister’s coalition 
government, though not his cabinet. How- 
ever, events of the past week have shown 
just how dangerous it can be for opposition 
parties to flirt with the cpp. 

Worried about its chances should a snap 
election be called later this year, the New Ko- 
meito had been hoping to influence plans 
for altering the way constituencies aredrawn 
up. To gain favour, it threw its weight behind 
the government's controversial bills for beef- 
ing up Japan’s security pact with America, 
ensuring that they passed the upper house. 

But carefully laid plans for a grand alli- 
ance have started to come apart. Conserva- 
tives in the coalition took it for granted that, 
with the New Komeito in their pocket, they 
could press on with getting one of their pet 
hobbyhorses into law: having the Hinoma- 
ru (“Rising Sun”) flag and the Kimigayo (“His 
Majesty's Reign”) anthem adopted legally as 
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Sunny side up 


national symbols. The aim is to make their 
use mandatory at all official occasions—es- 
pecially in schools. But each time they try, 
the powerful national teachers’ union says it 
infringes students’ rights as guaranteed by 
the post-war constitution. 

Although both the flag and the anthem 
go back a century or more, neither was 
adopted officially as a national symbol after 
the second world war because of the embar- 
rassing part they played in bolstering fas- 
cism during the 1930s and because of the 
atrocities committed in their name. 

Each year at graduation ceremonies, an 
almighty row breaks out between the educa- 
tion authorities, who insist that the flag be 
flown and the anthem sung, and a hard core 
of teachers who refuse todo so. Last February 
this led one headmaster, caught in the mid- 
dle, to commit suicide. It allowed Mr Obuchi 
to be persuaded that a law was needed to re- 
solve the ambiguous nature of the flag and 
anthem. Eager to please, the New Komeito’s 
leadership agreed to back the legislation. 

But that was before Takenori Kanzaki, 
the New Komeito’s boss, talked to his own 
rank and file-—not to mention his party’s 
main financial backers, the deep-pocketed 
Soka Gakkai. Many of this 9m-strong lay 
Buddhist support group hold Japan’s post- 
war: pacifist constitution as sacred, and re- 
fuse to have the Kimigayo as their national 
anthem. Ten of the New Komeito’s younger 
Diet members also dropped heavy hints that 
they would defect. 

Chastened, the New Komeito has begun 
to back away from its embrace of the Lop. To 
all intents and purposes, the bill to make the 
flag and anthem official is now dead. More 
significantly, however, few of the New Ko- 
meito’s members now have any illusions 
about the Lor helping them in an election. 
Indeed, many reckon they would stand a 
better chance if, like the Democratic Party 
and the Communists, they make a show of 
having unwavering principles of their own. 
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Australia’s boat people 
Trying their luck 


SYDNEY 


HEY stumbled out of a swamp infested 

with crocodiles, snakes, wild pigs and 
mosquitoes. On May 28th, 78 Chinese boat 
people surrendered to Australian authorities 
after landing on Cape York Peninsula, one of 
the world’s most inhospitable coastlines, in 
north Queensland. The illegal immigrants 
ran aground in their dilapidated fishing boat 
near the mouth of the Doughboy River, then 
fled into a dense tropical swamp where few 
humans have ventured before. After a voy- 
age of almost 5,00okm (over 3,000 miles) 
from southern China, the passengers 
planned to slip unnoticed into Australia to 
find work. Instead, most will probably be 
flown back to China. 

In the year to June, 534 illegal boat immi- 
grants have landed in Australia, a rise of 
240% on the same period in 1997-98. Most 
have come from China. Australian author- 
ities say they are victims of people-smug- 
gling racketeers based in the southern Chi- 
nese province of Fujian. Some say they paid 
$20,000 after being enticed by stories sug- 
gesting that Australia was crying out for 
workers in the build-up to the 2000 Olympic 
Games in Sydney, and that the millennium 
would be marked by an amnesty for illegal 
immigrants. For nearly all of them, their fate 
on landing has been as empty as such stories. 

One of the more bizarre landings took 
place in April, when 60 Chinese jumped off 
a boat near Macksville, a quiet seaside town 
on the New South Wales coast north of Syd- 
ney. The passengers wore dark business 
suits, apparently believing that this would 
help them blend into the local scene, where 
standard dress is shorts and t-shirts. 

Last month, a boat with 69 Chinese on 
board was caught off the coast of Port Kem- 
bla, south of Sydney. This, and the Macks- 
ville arrivals, were the first Asian boat people 
to reach land so close to Sydney, Australia’s 
largest city. They sparked a public outcry 
over the failure of Australia’s coast guard to 
detect the boats earlier and also re-awak- 
ened old Australian worries about “invasion 
from the north”. The real wonder is that they 
were caught at all. At almost 37,000km in 
length, Australia’s is one of the world’s long- 
est coastlines, most of it uninhabited. 

Since 1990, almost 3,650 illegal boat im- 
migrants have landed in Australia. About 
three-quarters came from China or wereeth- 
nic-Chinese from Vietnam. Most have been 
sent back to where they came from; one-fifth 
have been allowed to stay in Australia on ref- 
ugee or humanitarian grounds. In the wake 
of the latest arrivals, the Australian govern- 
ment has set up an inquiry into the adequa- 
cy of the country’s coast guard. 
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China after Tiananmen 


Ten years on 


BEING 


Since the bloody crackdown on June 4th 1989, China and its government have 
changed hugely for the better. But only when the country has dealt honestly 
with its past can it squarely face the future 


DECADE ago, China was seething with 

discontent. In many cities students and 
workers had joined forces to protest at Com- 
munist Party corruption, and at the lack of 
accountability and democracy that allowed 
it to flourish unchecked. Now, frustration is 
again rising in China, but this time the anger 
is being turned on China’s foreign critics, not 
itsown failings. 

Indeed, many thoughtful Chinese worry 
that mounting foreign criticism of China 
plays into the hands of Communist hardlin- 
ers opposed to any kind of political reform. 
Frustration is turning to despair as relations 
with America plummet in the wake of 
NATO's bombing of China’s embassy in Bel- 
grade, China’s abrupt suspension of negotia- 
tions to gain entry to the World Trade Orga- 
nisation (wra), the publication of the Cox 
report on China's scooping up of America’s 
weapons secrets and, most recently, a con- 
gressional resolution condemning the Tia- 
nanmen crackdown a decade ago. “Look,” 
says one who fell foul of the authorities back 
then, “Tiananmen is behind us,” 

Not so for some of the families who were 
killed when troops crushed the protest. This 
week the relatives of 105 of the victims took 
the unprecedented action of turning to the 
courts in support of their demand for a crim- 
inal investigation. 

Among the relatives is Ding Zilin, a re- 
tired philosophy professor at Beijing Univer- 
sity, who had kept her head firmly in her 
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books until the day, ten years ago, when her 
17-year-old son was shot dead. She has since 
spent her time contacting the relatives of 
others who died during the Tiananmen 
crackdown, counting the victims, and de- 
manding an explanation, an apology and 
compensation from the Communist Party. 
This is how she describes her life now: 


Since May 4th my husband and I have been 
blocked from leaving campus. We can walk 
around campus, and we can shop at the little store 
on the grounds, but we can’t leave. How do I feel? 
Well, my husband and I say that this is “house ar- 
rest with Chinese characteristics”. There are a doz- 
en or more young men outside my house who say 
thatif try to leave campus they will take me away. 
‘This is like invisible violence. 


The Chinese government, in other 
words, has not been able to put Tiananmen 
behind it either. The protests, officially, were 
deemed a “counter-revolutionary rebel- 
lion”. Government leaders still insist that 
this was the “correct” verdict and that it will 
never be changed. One day presumably it 
will be. But for now, the events of 1989, when 
the Communist Party leadership visibly lost 
its grip and very nearly fell from power, are 
not up for public discussion. The year is a 
blank sheet in the official history. The party 
general secretary who fell from grace that 
year, Zhao Ziyang, sits under house arrest, al- 
lowed out for the occasional game of golf. 

Time appears to be on the government's 
side. Many Chinese shudder at Russia’s re- 
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cent political and economic chaos. Where 
students a decade ago chanted “Give us a 
Gorbachev”, most people today say “Thank 
God for Deng Xiaoping”. This change was 
apparent in the public reaction to the Nato 
embassy bombing. The Tiananmen students 
thought they were saving a nation whose po- 
litical decay seemed to put it at risk of being 
carved up by foreigners, as had happened in 
the past. On posters Deng Xiaoping was car- 
icatured as the 19th-century empress dowag- 
er, Cixi. Last month, by contrast, calls to 
maintain social stability seemed to resonate 
as deeply with today’s students as did the 
government's fiercely nationalistic tone, Af- 
ter three days, the demonstrations outside 
America’s embassy ended obediently. 

As the “unofficial” verdict on Tianan- 
men has subtly changed over time, the gov- 
ernment might be said to have won its prop- 
aganda campaign to depict the peaceful 
protests as something more. Whatever revul- 
sion there was at the crackdown, without it, 
many people now say, China could not have 
marshalled the will to throw itself into a full- 
blown modernisation of the economy. Even 
some of those who wish democracy for Chi- 
na now regret the 1989 events. Their result, 
says one economist, was to set back demo- 
cratic prospects for years. 


How it happened 


To gauge just what has changed in China in 
the 1990s, it is worth recalling the state of the 
country on the eve of the protests. After ten 
years of “reform and opening up”, China’s 
leaders seemed to have lost the agenda. Infla- 
tion was rising, and goods of every kind were 
hard to find. China’s doddering veterans of 
the Long March kept poking their noses into 
everything. The party ruled with acasual tyr- 
anny, corrupt and nepotistic. 

Frustration was perhaps highest among 
intellectuals, a point distilled in “Evening 
Chats in Beijing”, a book of conversations 
with Chinese intellectuals on the eve of the 
protests, written by a Princeton professor, 
Perry Link: 


By 1988...the questions intellectuals were raising 
did not have any ready answers—~or any answers 
at all... Why were we intellectuals so docile in the 
19508 when Mao “criticised” us and set up his tyr- 
anny? What do we make of the “peasant con- 
sciousness” that we admired then but that op- 
presses us now? How can we feel certain that we 
have really understood the Cultural Revolution? 
Given the absurdity of blaming {that} on just a 
“gang” of only four people, what is it in all of us 
that allowed such violence to happen? 


The questioning came at a time when 
economic reforms had run up against the Le- 
ninist constraints of a social system that tied 
each person to his work-unit and that made 
even the most mundane activity—getting a 
telephone installed, buying a hot-plate, get- 
ting permission for research—a nightmarish 
obstacle course of petty bribes and fawning 
to superiors. What happened next was 
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played out on television screens around the 
world (and even, for a while, in China), cul- 
minating in bloodshed as the popular muti- 
ny, after much dithering, was put down with 
appalling severity. 

Evening chats in Beijing these days often 
revolve around a series of what ifs. What if 
the Chinese leadership had swept Tianan- 
men Square of students sooner? Or had es- 
tablished a dialogue sooner? What if the au- 
thorities had owned a few water-cannon 
and known about crowd control? Surely the 
army would then not have been ordered to 
fire on itsown people. Once ithad done so, at 
Deng Xiaoping’s orders, the Communist Par- 
ty imposed a new contract on the country: 
hard-fisted political control in return for a 
fast pace of economic modernisation. 

The economic consequences are hard to 
exaggerate, for they represent, in many sec- 
tors, the wholesale retreat of the state. Some 
$200 billion of foreign investment has come 
to China in the past decade, and for- 
eign-funded ventures account for 
over half of China’s exports. The pri- 
vate sector now accounts for per- 
haps one third of the economy, up 
from almost nothing, and some 
state companies have started to act 
like private ones. If goods were hard 
to come by in 1989, today there are 
too many of them: consumers are 
spoilt for choice. Some 15m new 
fixed telephone lines are laid each 
month, and China will soon be the 
second-biggest mobile-phone mar- 
ket in the world. Graduates in the 
1980s were told where to work. To- 
day they dive into a competitive 
market. Private housing, unheard of 
a decade ago, is catching on. Mecha- 
nisms of state control—the house- 
hold-registration system, the work- 
unit system, the one-child policy--have 
been greatly weakened. Talk in China is free, 
so long as it is not deemed openly to chal- 
lenge the state. The new prosperity is still too 
unevenly spread. And wrenching change 
has brought the uncertainties of unemploy- 
ment to many. But the greatest number of 
Chinese are beneficiaries, not victims. 





Time to move on 

But can the political system keep up with 
these changes, and adapt itself without vio- 
lence? The Communist Party has cleaned 
house. More room has been made in govern- 
ment for younger, more meritocratic types— 
including June 4th protesters. The National 
People’s Congress (nrc) takes its job of mon- 
itoring the government’s performance seri- 
ously. It has also become a main centre for 
drafting laws, calling upon foreign legal ex- 
perts for help. Under the hand of Zhu Rongji, 
the prime minister, central government has 
shrunk. A reorganisation of the central bank 
along regional lines is a big step towards im- 
proving economic management. A measure 
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of competency, in other words, is spreading 
through the system. : 

One of the biggest changes has come at 
the grassroots, where “village” democracy is 
now practised by the two-thirds of Chinese 
living in rural-areas. At the top, power is no 
longer wielded by individuals with the stat- 
ure of Mao Zedong or Deng Xiaoping, who 
died in 1997. Today's Politburo leaders, under 
the president, Jiang Zemin, need to look else- 
where for their authority. The party is fast 
learning the techniques of focus groups, 
opinion polls and complaint hotlines. Com- 
munists can learn to kiss babies, too. 

Change should not be exaggerated. Pow- 
er wielded at the top is still of an intensely 
personal kind. The inscrutable senior leader- 
ship helps give an air of stability. But there 
are still no mechanisms for the smooth exer- 
cise of power, or for its transfer. Lacking 
transparency, much of government is still 
choked by incompetence and corruption. 





A decade ago 


The party has bolstered its legitimacy 
since Tiananmen, yet that does not mean 
people do not want political change. Where 
might it come from? The democratic move- 
ment is. widely written off. Its most articulate 
proponents—such as Fang Lizhi, Liu Binyan 
and Wei Jingsheng—are in exile. One exiled 
Tiananmen hero, Wang Dan, has come in for 
vituperative abuse on the Beijing University 
campus where he was once a hero, for daring 
to suggest that the embassy bombing in Bel- 
grade might have been a genuine mistake. 

Yet those who claim that real dissent has 
been snuffed out may underestimate the 
adaptability of the new democratic opposi- 
tion, spearheaded by the Chinese Democra- 
cy Party. Though two of its leaders were given 
stiff jail sentences last December and a score 
or so members have been detained in a pre- 
Tiananmen round-up, the party is probably 
much bigger than most people think—with 
several thousand active members around 
the country, drawn from all walks of life. 

Besides, democracy activists have 
changed their tactics, if not their goals. Many 


seem to want to put the idea of revolution 
which has driven most political change this 
century in China, behind: them. Democrat: 
now seek a more subtle, long-term game ol 
participation. As one leader of the Chinese 
Democracy Party, Ren Wanding, argues, po- 
litical change should not be pushed too far 
“Just one step at a time. That way, we can 
nurture our democratic forces as well as give 
the government time to change. That's good 
for both sides.” 

Perhaps most intriguing is the conten- 
tion by some in government that change 
could come swiftly, as village democracy 
spreads from the countryside into the cities 
Once that happens, it will be hard to prevent 
competitive politics from taking over. 

For now, though, it is hard for urbanites 
to grasp why swathes of the countryside 
have taken to elections for village leaders 
with such gusto. Wang Zhenyao, a senior offi- 
cial at the Ministry of Civil Affairs, argues 
that farmers have more interests 
that conflict with the state—and 
with each other. They are land- 
owners. They are more heavily 
taxed than city-dwellers. They re- 
sent those taxes when the money is 
badly spent or disappears into the 
pockets of local officials. In other 
words, says Mr Wang, “democracy 
is about interests, discussing con- 
crete things like salaries, taxes, 
building roads, resolving conflicts. 
It's not about shouting slogans like 
‘Overthrow the government! Down 
with [the former prime minister] Li 
Peng?” Farmers may understand 
this better than city folk, but that is 
changing as the state-controlled 
economy is dismantled. “Look at all 
the problems in Beijing,” says Mr 
Wang, waving a hand to the win- 
dow, “pollution, traffic chaos, construction. 
Democracy is about the recontrol of govern- 
ment. When city people say that if peasants 
can organise elections, we should too, I say: 
no problem.” Wider democracy, in short, has 
already become the open agenda of some in 
government. 

This suggests that a new compact bet- 
ween government and people may start to 
be redrawn sooner than many think. In- 
deed, in the debate over when and on what 
terms China should join the wro, the west- 
ern world should perhaps not exaggerate its 
ability to shape the course of China’s politi- 
cal development, either for good or ill. Yet 
nor should it underestimate the dangers if 
China cannot change, or cannot change 
peacefully. China cannot get very far to- 
wards political reform without confronting 
new demands to revise the verdict on Tia- 
nanmen. But that the Communist Party will 
be loth'to do. And it’s recourse in such trying 
times—a prickly chauvinism-—would surely 
be felt beyond China’s borders, 
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Even with a healthy surplus, the Republican majority in Congress may be 


heading for another budget wreck 


GROUP of computer hackers recently 

broke into the Senate’s website, posted 
an obscene message there and forced the site 
to be shut down. Something similar is affect- 
ing the main business of Congress itself. Leg- 
islators keep interrupting the budget proc- 
ess, sending rude messages to their leaders 
and generally behaving like adolescents. The 
result may not be a government shut-down. 
But, for the Republicans if not for the coun- 
try, a wreck of some sort now seems un- 
avoidable yet again. 

This is strange. Budget surpluses are 
stretching ahead as far as the eyecan see, and 
the two parties are closer on fiscal policy 
than they have been for many years.So what 
is going wrong? 

Certainly, with its nine-month negotiat- 
ing timetable, multiple committees and 
complex reconciliation procedures, Ameri- 
ca’s budget process is no model of efficiency. 
But with a surplus this year of around $100 
billion—a remarkable turnaround from a 
deficit of $290 billion in 1992—the Republi- 
cans should have an easy time agreeing a 


budget, at least among themselves. 

And yet, true, to form, this seems too 
much to expect. There have been crises more 
or less every year since the Republicans took 
control of Congress in 1994. In 1995, the gov- 
ernment was shutdown after a budget dead- 
lock between the Republican Congress and 
Bill Clinton. Last year, the Republicans failed 
toapprove an overall framework for the 1999 
budget—the first time in 25 years this had 
happened —so the budget at last appeared in 
the form of a vast “omnibus bill” which most 
congressmen had not read, and which the 
president, by threatening a veto, managed to 
increase by $16 billion. 

Now the warning signs are flashing that 
yet another crisis is in store later this year. In 
a few fun-filled days last week, the mild- 
mannered speaker of the House of Repre- 
sentatives, Dennis Hastert, was forced to 
withdraw what should have been an uncon- 
troversial budget item because of opposition 
from his own party’s rank-and-file; six of his 
own party rebelled in an unrelated issue of 
campaign finance (the Republicans have a 


majority of only six); and he managed to re- 
strict his party’s room to manoeuvre by per- 
suading the House to pass a self-denying or- 
dinance not to touch Social-Security 
surpluses to finance more spending. 

Stan Collender, managing director of the 
Federal Budget Consulting Group, a private 
firm, argues that the politics of a budget sur- 
plus are fundamentally different from those 
of a deficit. When the government had to 
borrow billions to finance its operations, any 
failure to pass a budget would trigger a finan- 
cial crisis. That concentrated minds wonder- 
fully. But when there are large surpluses, 
Wail Street does not care a bit if there is no 
budget deal and law makers feel free to strike 
poses and throw tantrums. 

‘The clearest evidence of this is the refusal 
of both parties to come to terms with the so- 
called budgetary “caps”. These set limits on 
discretionary spending several years ahead. 
Under the caps negotiated in 1997, spending 
should be cut in cash terms by 12% in 1997- 
2002; this year, that would mean a cut of 
around $14 billion—-roughly what Congress 
spends each year on America’s farmers. 

Neither the Republicans nor the Demo- 
crats have any intention of abiding by these 
restrictions. The budget proposed by the 
president would, if passed, be about $30 bil- 
lion over the limits; a budget resolution 
agreed by the Republicans in mid-April 
would bust them by about $15 billion. 

Despite this, both sides pretend that 
their proposals would fit the caps. Bill Clin- 
ton claims his would meet the restrictions if 
extra tobacco taxes and his reforms to Social 
Security are included, neither of which 
stands any chance of passing. Republican 
leaders insist that spending can be cut, even 
though several of their own committee 
chairmen say this is impossible. As Bob Reis- 
chauer, a former head of the Congressional 
Budget Office, puts it, both sides are indulg- 
ingin agame of chicken. 

The Democrats can afford to do this. AF- 
ter all, they are in opposition. The Republi- 
cans cannot. They control both houses and 
are responsible for passing the 2000 budget. 
To do this, they want to approve a series of 
“appropriations bills” embodying spending 
restrictions in 12 out of 13 budgetary areas 
(the exception is defence: everyone agrees it 
must rise massively). The idea is to creep up 
on a budget deal by a series of small steps. 
Congress has to do this before October. In 
practice, it has about 30 working days. 

Traditionally, the House votes on the 
easiest bills first, such as agriculture, But 
when the farm bill came to the floor last 
week, some Republicans attacked it for not 
being tough enough and threatened it with 
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death by a thousand amendments. [ x As a result, the Republicans are 
Panicked, the leaders withdrew it. Conen TAS j: in retreat. At the beginning of the 
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_ The episode showed three sober- Department’ suthority ——— $ 1999 -2000 request year, Trent Lott, the Senate majority 
ing things about the current Con- : leader, stood in front of a big banner 
PR Agriculture 13,737 13,946 209 14,500 A és a 
gress: that Mr Hastert’s initial strate- PALER a a aes er meee saying, “Tax cuts for everyone”. Re- 
gy may already have failed; that, in and justice i $ : s publicans talked of a big reform to 
fiscal matters, the Republicans do Sitenke 250,349 270.292 19,943 263,100 | Social Security. One impeachment 
not in fact have a governing majori- verdict, several high-ranking resigna- 
Energy and 20,840 19,390 -1,450 21,600 é 
ty;and that Mr Hastert has no way of water tions anda few months later, and the 
avoiding a collision over the budget Foreign 13,368 10,355 -3.013 14,600 Republicans were eager to abandon 
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budget caps than their congressional Sonae Moti sid Senate APOS Coronita and riven by internal divisions, Re- 





J 





careers. Most came to Washington in 
1994, having promised voters that they 
would clean the place up and serve for six 
years at most. Their time is up. Republican 
leaders cannot dangle promises of enticing 
jobs in the next session before this crowd be- 
cause most of them are not running for re- 
election. 

In principle, Mr Hastert might seek to 
pass a budget with the help of Democratic 
votes by agreeing to increase spending and 


BSE and blood 


Ban the Brits 


CCETT OOL me once, shame on you. Fool me 
twice, shame on me.” That seems to be 
the attitude of the Transmissible Spongiform 
Encephalopathies Advisory Committee to 
America’s Food and Drug Administration 
(FDA). The question on which the committee 
thinks the Fpa might be fooled is the spread 
of disease via infected blood donations. And 
since America’s health watchdogs have al- 
ready been fooled twice on that question (in- 
fected blood supplies have assisted the 
transmission of both Arps and hepatitis), 
they are keen not to be fooled again. 
The committee’s fear—originally ex- 


pressed last December and reiterated on ` 


June 2nd—is that they could be, with the 
threat this time being so-called “new-vari- 
ant” cyp, the human version of sse, better 
known as mad-cow disease. By a vote of 12-9, 
it has therefore recommended to the FDA 
that it cease to accept as blood donors people 
who have visited Britain since 1980. That is 
where sse has been the biggest problem in 
cattle and where new-variant cjp, though 
still rare, is most prevalent. Any visitor, reck- 
ons the committee, may have become a car- 
rier of the disease by eating infected beef. 
Unfortunately, such caution is not cost- 
free. According to the Red Cross, the recom- 
mendation would reduce the pool of Amer- 
ican blood donors by more than 10%, putting 
a considerable strain on a system already 
prone to shortages. Canada’s blood service, 
whose advisory committee on the issue is ex- 
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dilute Republican demands for a big tax cut. 
Several colleagues have urged him to do just 
that, and it remains the likeliest outcome. 

However, Democrats too have little rea- 
son to co-operate with Mr Hastert. They 
scent the chance of recapturing control of the 
House in next year’s election, and nothing 
would suit them more than the spectacle of 
the Republicans creating another budget cri- 
sis even in the midst of plenty. 


publicans have virtually abandoned 
plans for a big tax cut (though modest tinker- 
ing is still likely). They will almost certainly 
bust the caps. In non-budgetary matters, the 
Senate has passed modest gun-control mea- 
sures that the House says it will also accept. 
Mr Hastert has signalled that a rise in the 
minimum wage is inevitable. Gun control; 
higher minimum wages; spending increas- 
es—that sounds like a Democratic, not a Re- 
publican, agenda. 

= 





pected to report this month, reckons it might 
lose more than 20% of its donors if those vis- 
iting Britain since 1980 are rejected.To make 
up the loss, new donors would have to be 
recruited—and past experience has shown 
that such people have a higher than average 
risk of carrying diseases that are a known, 
rather than a suspected risk. For unlike arps 
and hepatitis, in which blood-borne trans- 
mission is a real problem, the idea that new- 
variant cyp can be passed from person to 
person in the blood is still purely theoretical. 

It rests on two observations. The first is 
that the disease (which is caused, as far as 





Life saver? 


anyone can tell, by an infectious protein 
known as a prion) can be transmitted from 
one laboratory mouse to another if blood 
from the first mouse is injected directly into 
the brain of the second. Direct injection is 
necessary because mammal brains are pro- 
tected by asystem knownas the blood-brain 
barrier, which keeps out most infective 
agents which blood carries. 

Some things, however, can cross the 
blood-brain barrier. These include white 
blood cells, which are part of the immune 
system. So the second worrying observation 
is that the normal, healthy version of the 
prion protein seems to have some sort of re- 
lationship with the cells of the immune sys- 
tem. That may, just possibly, allow the infec- 
tious variety of the protein to smuggle itself 
across the blood-brain barrier. 

There is, however, no evidence at the 
moment that this actually happens. Nor is 
“traditional” cjo, which can be spread by, 
for example, transplanting the corneas of the 
eyes of an infected individual, regarded as a 
problem for blood-donation services. But 
new variant cyp is, as its name suggests, a 
new disease, and no one really knows 
whether it, too, is screened out by the blood- 
brain barrier. 

Britain’s response to the theoretical risk 
has been to start removing the white cells 
from blood that is being transfused for its 
oxygen-carrying capacity, and to import 
from other countries those blood-products 
for which white cells are a necessary ingre- 
dient. The Fpa is expected to make a decision 
on the committee’s recommendation in the 
next few months. 
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Florida politics 


Renegades’ County 


MIAMI 


FTER four decades of arguing over how 

to deal with Fidel Castro, Cuban exiles 

in Miami have found something more im- 

mediate to fight about. Although they have 

not forgotten their bearded foe in Havana, 

they are now deeply engaged in a battle over 

the system of government in their adopted 
home of south Florida. 

The argument centres on Hialeah, met- 
ropolitan Miami's second city and a bastion 
of blue-collar Cubans. Hialeah is campaign- 
ing tosecede and form a county of itsown. At 
present itis included in Dade County, the re- 
gion-wide governing body for metropolitan 
Miami, but Hialeah feels so mismanaged 
thatit would rather try to run its own affairs. 

The city recently took its case to the Flor- 
ida state legislature, where its arguments 
were put by Raul Martinez, the mayor. Mr 
Martinez, a man with a will of iron and a dis- 
arming grin, complains bitterly of county in- 
efficiency. “It’s a matter of services,” he says. 
“We feel we're giving more money than the 
services we're receiving. We are big enough to 
leave and create a county of our own.” 

He is right about size. With a population 
of 210,000, Hialeah is Florida’s fifth-largest 
and most heavily industrialised city, larger 
than two-thirds of the state’s existing 67 
counties. And the city is distinctively Cuban 
even by Miami's standards. After the 1980 
Mariel boat-lift had brought an estimated 
120,000 Cubans to America’s shores, Hialeah 
became the first city in south Florida to elect 
a Cuban-American mayor. Since then, Mia- 
mi and Dade County have followed suit. 
Hialeah is one of two districts in Miami—Lit- 
tle Havana is the other—with a Cuban- 
American member of Congress. 





Martinez, hero of Hialeah 
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Yet Hialeah’s grumpiness is probably not 
so much about local government services as 
about a clash of systems, and to some extent 
of generations. At stake are two political tra- 
ditions: the old, working-class machine poli- 
tics personified by Mr Martinez, and a mid- 
dle-class reformist trend represented by 
Dade County’s mayor, Alex Penelas. A rising 
star among Latino politicians, Mr Penelas is 
said to have been shortlisted by Al Gore asa 
potential running-mate. 

Although both mayors have Cuban 
roots, they share little else. Mr Martinez, who 
is 50, was born in Cuba; Mr Penelas, who is 
37, was not. Dario Moreno, a political scien- 
tist at Florida International University, sums 
up their differences: “Penelas is well-educat- 
ed, and speaks good English. He's the typical 
boardroom mayor. There’s nothing board- 
room about Martinez.” 

Before scandals hit Miami in recent 
years, Hialeah was considered the capital of 
south Florida sleaze. (Not for nothing has Mr 
Martinez dubbed his pet project “Rene- 
gades’ County”) Its system of government, 
based on tight control and rewards for loyal- 
ists, has often incurred charges of corrup- 
tion. Mr Martinez, who has been elected sev- 
én times (holding office on and off since 
1981), had to step down in the mid-1980s 
when federal extortion and racketeering 
charges were brought against him. Prosecu- 
tors declared Hialeah’s government “an on- 
going criminal enterprise”. Despite that, vot- 
ers returned Mr Martinez to office, and the 
case against him was eventually dropped. 

The voters like him because he is a good 
administrator. Famously accessible to his 
constituents—not merely to lobbyists—he 
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even carries a police radio in his car to keep 
tabs on the police department, which he ac- 
cuses of sleeping on the job. He checks in per- 
son on the progress of building projects and 
alerts city cleaning crews (via his cell phone) 
to the presence of graffiti. “The difference 
with Hialeah is that it works,” says Mr More- 
no. “However much people look down their 
noses at Raul, he’s someone who makes sure 
that the trash is picked up, which it often 
isn’tin Miami.” 

Although the state legislature has agreed 
to study Hialeah’s request for county status, 
the bid is likely to fail. Dade County officials 
strongly deny Hialeah’s claim that its taxes 
outweigh the services it receives. “I really 
don’t think they have done their calcula- 
tions,” says Merrett Stierheim, the manager 
of Dade County. According to Dade officials, 
Hialeah actually pays $53m in taxes, but re- 
ceives $65m in services. 

Mr Stierheim also doubts that Hialeah 
can afford to go it alone. Many regional ser- 
vices, such as jails, schools and hospitals, are 
provided by the county. If Hialeah seceded, 
he says, it would be hard-pressed to come up 
with the money to build its own county in- 
frastructure. Mr Martinez breezily disagrees: 
he estimates that the new county would 
have $100m in tax revenues, and could af- 
ford to cut taxes by 40%. The battle for Rene- 
gades’ County, he insists, is far from over. 

— u 





Welfare 


On the job 


WASHINGTON, DC 


ROM welfare to work? The most striking 

statistic about America’s welfare recip- 
ients is the speed with which their numbers 
are falling. Whether it is the consequence of 
tough reform policies or the booming econ- 
omy, fewer than 3m American families to- 
day receive welfare cheques, compared with 
over 5m in 1994. 

Much less clear, however, is what hap- 
pens next. Are ex-welfare-recipients work- 
ing? How much are they earning? Are they 
on the way up, or stuck in dead-end jobs? 
Answers to these questions are hard to come 
by. States do not have to report to the federal 
government what happens to former wel- 
fare recipients. Although most states are try- 
ing—or planning—to collect information on 
life after welfare, the studies are often hard to 
compare. The types of families that are 
tracked, their location and the length of time 
they are monitored differ hugely. 

Nonetheless, a couple of recent over- 
views have begun to provide a broader pic- 
ture. On May 27th, the General Accounting 
Office, an overseer that reports to Congress, 
published the first official summary of 
states’ experience. Itexamined research from 
the 17 states that had already published stud- 
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UNITED STATES 


ies by September 1998. Unfortunately, only 
seven states—Indiana, Maryland, Oklaho- 
ma, South Carolina, Tennessee, Washington 
state and Wisconsin—had studies whose re- 
sults were deemed representative of the re- 
gion from which they were taken. Neverthe- 
less, they contained some surprises which 
may indicate wider trends. 

Contrary to the fears of many social-pol- 
icy wonks, life after welfare generally seems 
to involve a job. Between 63% and 87% of 
families surveyed had an adult who had 
been employed at some point after leaving 
welfare. Between 61% and 71% had ajobat the 
time they were surveyed. The jobs were gen- 
erally full time (the typical adult worked 
more than 32 hours a week) but low wage 
(average hourly wages ranged from $5.67 to 
$8.09). While the resulting income is more 
than a typical three-person family would 
have received from welfare, it would not be 
enough to lift them above the poverty line. 
(Though it could be once the Earned Income 
Tax Credit and other continued social assist- 
ance, such as food stamps, are added.) 

Only five states reported on how much 
non-cash assistance former welfare recip- 
ients still received, and these studies showed 
a large variation. In Indiana, for instance, 
only 53% of ex-welfare families received 
Medicaid coverage, while in South Carolina 
the share was 80%. Less than 40% of former 
welfare recipients in Indiana received food 
stamps; in South Carolina 60% did. 

These general results—high employ- 
ment rates but low wages—are echoed by a 
similar overview of 11 states’ studies publish- 
ed in May by the Urban Institute, a think- 
tank. Already social-policy experts are argu- 
ing about what to make of them: the opti- 
mists point to high rates of employment as 
evidence that welfare reform is working; the 
pessimists cite low income levels as proof 
that it is hurting. No amount of evidence 
may bridge that difference in outlook. 
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Consumer finance 
Pay dirt 


CHICAGO 


ALL STREET may be where mathe- 

matics whizzes design innovative fi- 
nancial products, but there is no lack of cre- 
ativity at the other end of the credit 
spectrum: lending to America’s “sub-prime 
market”. Onenew tool for putting cash in the 
wallets of credit-challenged Americansis the 
“pay-day loan”. 

Pay-day lenders typically offer a small 
amount of cash, from $100 to $300, in ex- 
change for a personal cheque which is held, 
but not deposited, for a short period of time 
(typically until pay day). At the appointed 
day, the lender can deposit the cheque, re- 
turn it to the borrower in exchange for cash, 
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At 600%, a bargain 


or accepta fee to roll the principal over into a 
new loan. 

Pay-day lenders do not require credit 
checks or collateral; they demand only an ac- 
tive chequeing account and proof of a regu- 
lar source of income. And, of course, they 
take their fee: 15-25% of the face value of the 
cheque. When the interest rates on such 
loans are converted to an annual percentagé 
rate (Apr), the numbers are staggering; a Chi- 
cago Sun-Times survey of Illinois pay-day 
loan shops found the average Apr to be 569%. 

Many low and middle-income Ameri- 
cans appear to have an insatiable demand 
for quick cash, even at that price. The num- 
ber of pay-day lenders in Indiana jumped 
from 11 in 1995 to 59 in 1997 with the volume 
of loans climbing from roughly $13m to 
$98m. Check Into Cash, a Tennessee-based 
pay-day lending company, opened its first 
store in 1993 and now operates a chain of 432 
stores in 16 states, including more than 30 in 
Illinois. Last autumn, the company made a 
preliminary filing with the sec to offer 
shares to the public. 

Pay-day loans have caused an uproar 
among advocates for the poor. The Consum- 
er Federation of America calls the practice 
“legal loan sharking”. The pay-day industry 
stands accused of preying on the poor while 
making extortionate profits and misleading 
borrowers about the true cost of their loans. 
Pay-day opponents offer anecdotal stories of 
customers overwhelmed by mounting debt, 
such as the borrower who rolled over loans 
24 times in 15 months, borrowing a total of 
$400 yet paying back $1,364 and still left ow- 
ing $248. 

But the true social cost of pay-day lend- 
ing is more ambiguous. For someone who is 
truly hard-up, the only thing worse than bor- 
rowing $200 at 600% arr may be not bor- 


rowing $200 at all. Ina study of poor Chicago 
households, Susan Mayer, a professor at the 
University of Chicago, found that the ability 
to borrow $500 significantly lessened the 
probability that the household would suffer 
a “spell of hardship”, such as not having 
enough money for food. 

Meanwhile, Check Into Cash argues that 
its customers are neither poor nor exploited. 
The average customer earns over $34,000 a 
year and has beenathisor her current job for 
nearly four years; 36% of customers own 
their own homes. The company’s growth 
strategy is based on attracting the middle 
class with new shops in malls and suburban 
supermarkets. 

According to focus-group studies, pay- 
day customers are most likely to use the cash 
for car and home repairs, Christmas shop- 
ping, and school expenses, although inevita- 
bly some also use the money to go on holi- 
day. A significant portion of the respondents 
said that, if they had not had access to a pay- 
day loan, they would have borrowed money 
from friends or family, a choice which they 
describe as humiliating and stressful. 

Industry representatives complain that 
using an annual percentage-rate to evaluate 
the cost of aone or two-week loan is mislead- 
ing. They compare pay-day loans to a taxi 
cab, which is cost-effective for short distanc- 
es but probably not the best way to travel 
from New York to San Francisco. 

The more interesting question is wheth- 
er such companies are making excessive 
profits. John Caskey, a professor at Swarth- 
more College in Pennsylvania who has long 
studied the “alternative financial sector”, 
reckons that sub-prime lenders charge high 
rates primarily because their transactions 
are small and the risk of bad cheques is high 
Mr Caskey has found that borrowers have 
little understanding of apr but do appreciate 
that pay-day borrowing is an expensive 
form of credit. Rather, the part of the transac- 
tion most prone to abuse is collections. Some 
pay-day lenders reportedly threaten to use 
the criminal justice system to prosecute de 
linquent borrowers for writing bad cheques 
a crime that carries a jail sentence in many 
states. 

Nineteen states prohibit pay-day lend 
ing outright, usually as the result of long 
standing usury laws. The industry is workin; 
hard to roll back such statutes even whil 
consumer advocates argue that more regula 
tion is needed, not less. In fact, borrower: 
and lenders have usually found a way 
around most restrictive laws. A more fruitfu 
strategy may be to discover why American: 
of all income levels tend to spend more thar 
they earn. A recent consumer survey founc 
that 55% of Americans occasionally lack thi 
funds to pay all their bills. And despite i 
booming economy, the number of Ameri 
cans filing for personal bankruptcy rose 73? 
between 1994 and 1997. 
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Richard Riordan’s conjuring trick 


REPUBLICAN in an overwhelmingly Democratic state, an An- 

glo in an increasingly Latino city, and a second-term politician 
facing a ban on third terms, the mayor of Los Angeles, Richard Rior- 
dan, might seem a political fossil. Yet as fossils go he is remarkably 
lively: lively enough to be in the thick of the two biggest battles of his 
career. These days, he has the look of a man whose fate will be decid- 
ed in the next week or so. (“If you hear a gun going off in Brent- 
wood,” he explains, “you'll know [ve lost.”) 

Battle number one is the proposed new city charter, copies of 
which have been dropping through letterboxes throughout the city. 
It would be hard to find a more tedious 143 pages anywhere on the 
planet. But the document represents a rare chance to bringa little or- 
der to the city’s disastrous administration, mainly by strengthening 
the mayor. At present, Mr Riordan and the city council share power, 
and several of the largest departments, including the police, are su- 
pervised by civilian commissions. 
Under the charter, the mayor could 
fire the heads of these departments. 
The council could still override him, 
but, in a city whose government was 
designed by Progressives with a hor- 
ror of machine politics, this counts as 
a mayoral coup of sorts. 

The charter is the product of years 
of painstaking work, But Mr Riordan 
puts it second in importance to his 
other campaign, to reform the city’s 
schools. In April, he spent $270,000 of 
his own money supporting four can- 
didates in the election to the school 
board, the seven-person body that 
oversees schools in Los Angeles 
County. Three of his candidates won 
easily; the fourth faces a run-off on 
June 8th, the day when the city also 
votes on the charter. 

Mr Riordan read philosophy at 
Princeton, where he was much preoc- 
cupied by the subject of personal re- 
sponsibility to the community. He 
continues to maintain a lively interest 
in ideas: the book group that meets 
regularly in his house in Brentwood includes such intellectual celeb- 
rities as James Q. Wilson. But when he talks about the school board 
it is with surprising emotion: having seen two of his own children 
die, his friends say, he feels an obligation to save the rest. The board is 
a “total cancer”, he complains, dominated by “wannabe politic- 
ians”, subservient to the teachers’ unions and responsible for plum- 
meting educational standards that make it all but impossible, in this 
city of opportunity, “for a poor kid to make it into the middle class.” 
The mayor has devoted millions of dollars to children’s causes for 
many years. 

He is hardly guaranteed success in either of these ventures. 
Charter reform would be a hard sell in any city. Mr Riordan’s candi- 
date for the school board is being loudly denounced asa “plantation 
black”, and even if she wins her run-off (thus giving him a sympa- 
thetic majority on the board) it is hardly the same as being handed 
direct control of the schools, as has been granted to the mayors of 
Chicago and Detroit. 

Buteven without these two victories, his time as mayor is ending 
ona high note. The recession and riots of the early 1990s are fading 
memories; La boosterism is back, riding into town on a booming 
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economy. The money for the Disney Concert Hall is in the pot. 
The new Staples Arena is being finished, and will house the Dem- 
ocratic National Convention next August. There is even a chance 
that Los Angeles will have its own football team, to be accommo- 
dated in the newly refurbished Coliseum. 

Each one of these achievements has Mr Riordan’s finger- 
prints all over it. How has hedone it? Not by public charisma. The 
mayor is a charming man in private, but as a public speaker he 
makes you long for the glorious cadences of Al Gore. This lawyer- 
turned-venture-capitalist spent most of his career making mon- 
ey—his private fortune is estimated at $20om—rather than 
amassing political chips, and what few chips he had in Sacra- 
mento were severely devalued when the Democrats swept the 
board last November. 

Mr Riordan’s success rests mostly on his extraordinary ability 
toget his rich friends to embrace their 
civic responsibilities. These friends 
run the numerous ad hoc committees 
that constitute an informal city gov- 
ernment. They stump up millions of 
dollars for everything from concert 
halls to police radios. And with the 
election to the school board, which 
they also helped to finance, they have 
taken to intervening in parish-pump 
politics. 

Yet the mayor inherited a city 
whose upper class had all but disap- 
peared. The big companies that had 
previously filled the role had been de- 
capitated by mergers or transplanted 
to the suburbs. The universities had 
fallen victim to Marxists and post- 
modernists. And the entrepreneurs 
who increasingly drove the econ- 
omy-—many of them recent immi- 
grants—had no time for black-tie din- 
ners. The sprawling city risked 
disintegrating into a collection of in- 
ward-looking suburbs. 

Mr Riordan’s enthusiasm for us- 
ing the rich as a bulwark against Bal- 
kanisation has inevitably irritated the left. There is a great deal of 
talk of the rebirth of the “Committee of 25”, the wasps who ruled 
Los Angeles from swanky downtown clubs in the first half of the 
century. But Mr Riordan’s friends are more likely to be Lithuanian 
Jews (like the ubiquitous Eli Broad) than Ivy League wasps. And, 
wasps or not, it is surely better for the rich to involve themselves 
in public life than to spend all their time pursuing pleasures. 

Mr Riordan’s friends probably represent the school system’s 
only chance of salvation. The drop-out rate in the district is more 
than twice the state average. Only 60 cents in every dollar spent 
reaches the classroom. The bureaucracy has dragged its feet over 
building new schools to accommodate the city’s surging enrol- 
ment for years, and, when it finally got round to doing something, 
chose to build a $200m white elephant on a toxic oilfield. 

Many other cities could learn from Mr Riordan’s conjuring 
upof acivic leadership. The forces that left Los Angeles leaderless 
in the 1980s are spreading. Even if today’s far-flung firms have 
time to get involved in local affairs, they are increasingly unsure 
what “local” means. Yet Mr Riordan has shown that there are 
plutocrats who are just waiting to be given something to do. 
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The Chavez enigma 


CARACAS 


Venezuela’s president is seeking radical change in his country’s institutions. 


Nobody is quite sure to what end 


HEN Hugo Chavez, a former para- 

troop lieutenant-colonel and coup 
leader, was elected Venezuela’s president in 
December his stated aims were clear 
enough: to end the corruption spawned by 
40 years of rule by a cosily clientelist two- 
party system, and to reverse the impoverish- 
ment and economic malaise into which his 
oil-rich country had sunk, But his mixed 
campaign messages made many people ask 
whether his methods would be those of a 
dictator or a democrat, a populist or an eco- 
nomic reformer. Four months into his term, 
President Chavez remains hugely popular. 
But such has been the ambiguity of his re- 
cord that the less star-struck ask those same 
questions still. 

“President Jekyll and Colonel Hyde,” is 
what Robert Bottome, editor of Venecono- 
mia, an economic newsletter, calls Mr Cha- 
vez. Take the economy first. Fears that Mr 
Chavez would quickly ruin the country have 
been soothed—not least by a handy leap in 
oil prices, but also by a few noticeable, yet 
not wholly convincing, measures. His gov- 
ernment has ordered spending cuts, and a 
public-sector pay rise of less than inflation. It 
has turned the sales tax into a more transpar- 


40 


ent value-added tax (though riddled with ex- 
emptions). As part of his anti-corruption 
drive, the president has purged the customs 
service, putting in his own trusted people. At 
Puerto Cabello, the country’s largest port, 
customs revenue has doubled, says Gustavo 
Coronel, the port authority chairman (and a 
former adviser to Mr Chavez's main electo- 
ral opponent), But since customs officers 
now actually check the paperwork, clear- 
ance takes up to three times longer, Unless 
the system itself is modernised, corruption 
will creep back in. 

Other moves hint at populism. The pres- 
ident has postponed a much-needed reform 
of the social security system, approved by 
the last administration and due to be imple- 
mented this year. Lorry drivers who struck 
last month, supposedly over the risks they 
faced in neighbouring Colombia, wrung 
from the government a protectionist deal 
which restricts operations by Colombian 
haulage firms in Venezuela. Above all, Mr 
Chavez has backed off from raising Vene- 
zuela’s absurdly low fuel prices (petrol starts 
at tencentsa litre). 

The government's actions so far amount 
toaless than comprehensive strategy to haul 


Venezuela out of its economic mess. Infla- 
tion is over 20%, unemployment stands at 
11% (officially; 20% say unions) and inde- 
pendent economists forecast that cpr will 
fall by 2-4% this year. The risk is that Mr Cha- 
vez, like so many of his predecessors, will use 
a higher price for oil (which in 1997 account- 
ed for 57% of government revenue) as an ex- 
cuse to postpone reform. The previous gov- 
ernmentcreated a “stabilisation fund” to salt 
away extra oil revenues in fat years, as a 
cushion against price falls. At first, Mr Cha- 
vez seemed to want to be even more pru- 
dent, lowering the price at which revenue 
should be saved. But now he says the savings 
may be used for other purposes—such as 
off-budget spending, without approval by 
the (opposition-dominated) Congress. 

The president's mind is not on the econ- 
omy, but on his plan for a 131-member Con- 
stituent Assembly, due to be elected on July 
25th. His supporters argue that this will 
sweep away corrupt institutions, reinvigor- 
ating Venezuela’s moribund democracy. 
Some of his opponents see the assembly as 
the instrument chosen to provide legitimacy 
for a future Chavez dictatorship. And here 
again, there is evidence on both sides. 

On the bright side, Mr Chavez seems to 
have suspended his petulant threats to use 
the assembly to dissolve Congress and the 
Supreme Court. Its job will be to approve 
constitutional reforms, and it will live for 
only six months. Less brightly, nobody 
knows what those reforms will be, except 
that presidential re-election, and perhaps 
longer terms too, will be among them. And 
Mr Chavez has now turned his scorn on the 
National Electoral Council after it ruled that, 
as a public servant, he cannot campaign for 
candidates to the assembly. “They're not go- 
ing to chain me up,” he boasted. “No,” ad- 
mits Andres Caleca, the council's president, 
“wecan't.” 

The assembly is supposed to be com- 
posed of independent citizens, untainted by 
the politics of the past. Yet anyone without a 
party’s backing will find it harder to mounta 
campaign and gain recognition. To under- 
line that it will be the new locus of power, 
five ministers and 42 pro-Chavez congress- 
men have resigned their jobs to stand for the 
assembly. So, too, has Senator Carlos Andres 
Perez, who as president was the target of the 
lieutenant-colonel’s 1992 coup attempt, and 
is the wiliest of political veterans. 

If professional Chavez-watchers are un- 
sure about the president, so are the people of 
Venezuela. His approval ratings are still at 
over 80%. But that may merely signify lack of 
disapproval. Only 38% of voters turned out 
for April’s referendum on whether to have a 
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Constituent Assembly. The number who 
voted “yes” was almost exactly the same as 
the number who voted for Mr Chavez to be 
president. Perhaps the best explanation for 
the president's seeming caution is that he is 
trying to avoid losing support before the as- 
sembly takes office. 

So who is Hugo Chavez? “Perhaps one of 
the most democratic presidents Venezuela 
has had,” says Jose Rojas, the deputy finance 


Latin American universities 





minister. “A butterfly who turned back into 
a worm,” scowls Jorge Olavarria, a former 
adviser who broke with him in February af- 
ter discovering Mr Chavez’s former links 
with an anti-Semitic Argentinian sociologist. 
To Mr Chavez, innured to such epithets, itno 
longer matters much. “Before, I was the dev- 
il,” he told a television interviewer recently. 
And then, with a hint of a satisfied smile: 
“Now I'm the president.” 


Under examination 


SAG PAULO 


Public universities in Latin America tend to be either bastions of middle-class 
privilege, or of over-populated indigence. With demand for university 
education growing, change is overdue. Two reports, from Brazil and Mexico 


nN RECENTLY as 1990, the average Brazi- 
lian received only five years of school- 
ing. Since then, the country has made a big ef- 
fort to do better: nearly all children under 14 
are now in primary school, and enrollment 
at secondary schools has doubled. Yet this 
success has created another problem: de- 
mand for university places now far exceeds 
supply. Much as the government of Presi- 
dent Fernando Henrique Cardoso, a former 
university professor, might like to spend its 
way out of this difficulty, it is pledged to cut 
its large fiscal deficit, So it must expand uni- 
versity provision without increasing the cost 
to the public purse, while also trying to raise 
standards. 

Brazil's government already spends 
heavily on higher education: 1.2% of cpp, 


OR how much longer will Suriname’s 
president, Jules Wijdenbosch, hang on 
to his job? For the past fortnight, his small 
| republic has seethed with unrest. Protes- 
tors have paraded his effigy through the 
streets, while banks, petrol stations and 
most businesses have been closed. His five- 
party coalition has asked him to step 
down. On June 1st, 27 of the 51 National As- 
sembly members demanded his resigna- 
tion. Even his brother, who heads the man- 
ufacturers’ association, says he should go. 
At last the president caved, but only a 
little. Mr Wijdenbosch, who began a five- 
| year term in 1996, told the assembly he 
would accept an early election. But that 
would take several months to organise. The 
opposition is not prepared to wait. They 
blame the president for their country’s 
swiftly worsening plight. 
Thecurrency has losta third of its value 
in a month. Inflation, already 10% a month, 
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compared with 0.7% in Argentina and an av- 
erage of 0.9% among the richer countries of 
the orco. But in Brazil's case, most of this 
money pays for an elite few who are educat- 
ed for free in public universities (run by ei- 
ther the federal, state or city governments). 
Although the total number of university 
places has grown by 50% since 1980, the pro- 
portion of young people in higher education 
is still well below the international average 
(see chart). 

The government’s main response has 
been to encourage the creation of private 
universities. Since 1994, these have account- 
ed for much of the rise in student places. But 
the government's austerity drive has made it 
harder for poorer students to pay the fees 
they charge. First, in 1997, it stopped provid- 


is set to increase. “Open neighbourhood 
shops, and appoint female price inspec- 
tors,” says the president. And he claims to 
have found salvation for the economy. He 
has reportedly sent a delegation to Phoe- 
nix, Arizona to negotiate for some $260m in 
aid. Whether this is legitimate, sinister, or 
mere fantasy is wholly unclear. 

The finance minister blames the cur- 
rency’s slide on a 700kg cocaine bust in the 
Netherlands. Its street value was more than 
one months’ worth of Suriname’s legal ex- 
ports. Its seizure meant the Dutch impor- 
ters didn’t pay their Surinamese shippers, 
who then scrambled to buy dollars for 
their South American-suppliers. A neat 
story, which may even be true, but which 
the opposition rejects—it says the govern- 
mentis printing money. 

Meanwhile, another drug charge has 
split the ruling coalition. Its target is Desi 
Bouterse, a former military dictator who 
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ing new student loans. Then, last month, it 
abolished the exemption from employers’ 
social-security contributions enjoyed by pri- 
vate but non-profit “community” universi- 
ties. That led them to cut the aid that they 
gave some students. Now the government 
has scraped together 300m reais ($173m) for 
loans--enough to replace those cut, and a bit 
more, It has also asked the World Bank to fi- 
nance a new 1 billion reais loan fund. Paulo 


| 
leads the coalition’s largest party. Since | 
March, he has been on trial—in absentia— | 
in the Netherlands, the former colonial | 
power, charged with smuggling 1.5 tonnes | 
of cocaine. Suriname needs Dutch aid to 
stay afloat. On April 2nd the president | 
sacked Mr Bouterse as his senior adviser. | 
An evangelical Christian, Mr Bouterse has | 
promised to rise again. His supporters vot- | 
ed against the opposition’s no-confidence | 
motion—but put up one of their own. 

What next? For the half-million Surina- | 
mese, probably a long and troublesome 
wait. The opposition has called off the pro- | 
tests, recognising that President Wijden- | 
bosch must stay on until a replacement is | 
chosen. That must be by an unlikely two- | 
thirds majority in the National Assembly. | 
If the margin falls short, there will have to 
be a meeting of the cumbersome People’s 
Assembly of more than 800 district and lo- 
cal councillors. So far, for all the turmoil, 
nobody has died and both sides have more 
or less stayed within the constitution. That, 
atleast, is cause for relief. 
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Renato Souza, the education minister, hopes 
that by charging students annual interest of 
around 12% and borrowing from the World 
Bank at 7%, the fund will be self-sustaining. 
That means getting more students to repay 
their loans after they graduate (less than half 
did under the old scheme). 

So the government will ask students’ 
families to provide financial guarantees. 
Such World Bank-backed schemes are al- 
ready running satisfactorily in Colombia, 
the Dominican Republic and parts of Mexi- 
co. But even if Brazil’s gets off the ground, it 
will not be enough: some 500,000 students 
would qualify for loans, estimates the edu- 
cation ministry. The obvious way to raise ex- 
tra funds would be to start charging fees at 
public universities, lending students the 
money if need be. 

Mr Souza, a former rector of a state uni- 
versity, admits this. He says he intends to in- 
troduce such fees eventually. But first he 
wants to replace the current centralised but 
arbitrary arrangements for funding federal 
universities with a British-style system, in 
which each manages its own finances but is 
funded according toa standard formula tied 
to the number of students on each type of 
course, In Britain, this drove down costs per 
student, and delivered more student places 
without a huge rise in spending. There is 
scope for that in Brazil’s public universities 
too. In fact, some state governments have al- 
ready introduced such financial autonomy 
and funding reforms. Mr Souza believes the 
rest will follow. These changes might leave 
the public universities better prepared for 
the introduction of tuition fees. But sceptics 
believe that this gradualist approach gives 
the government an excuse to postpone or di- 
vert the middle-class revolt that fees would 
almost certainly cause. 

Meanwhile, Mr Souza has also been try- 
ing to improve the quality of courses. In 1996, 
he introduced a national exam knownas the 
provao, aimed at testing universities by test- 
ing their final year students. Inspectors have 
been sent in to check on the state of libraries 
and laboratories, staff qualifications, and 
teaching methods. Around a hundred cours- 
es have been placed under threat of closure 
unless they shape up quickly. 

This is controversial—some of the law tu- 
tors whose courses are under threat are, true 
to type, threatening to sue. The critics have a 
point: some universities get good grades be- 
cause they attract the best students. But, says 
Antonio Carlos Ronca, the rector of Sao Pau- 
lo’s Catholic University, the provao has 
forced slacker institutions to improve stan- 
dards, or risk a tide of student defections to 
higher-scoring universities. Now Mr Souza 
has introduced a similar national school- 
leaving exam, which should eventually en- 
able officials to calculate the educational 
“value added” by each university. For Brazi- 
lian universities, more may not mean worse. 
an OAE m Serd botia | 








Mexico 


Fee fight 


MEXICO CITY 


BX in 1948, 200 pesos (then equal to $35) 
a year was a decent sum to charge stu- 
dents for an undergraduate degree course. 
Half a century and three lost noughts later, 
20 new centavos (or about two American 
cents) looks decidedly old-fashioned. So 
thought Francisco Barnes, rector of the Na- 
tional Autonomous University of Mexico 
(UNAM), when in February he proposed in- 
creasing tuition fees. The university is the 
biggest in the Americas: from 20,000 in 1948, 
its student body has swollen to 270,000 to- 
day. It badly needs money to modernise, but 
can expect nothing extra from a cash- 
strapped government. And any student 
would be able to avoid the annual fee of 1,360 
pesos ($139) approved by the university’s 
council in March—lower than Mr Barnes’ 
original proposal—simply by signing a dec- 
laration that his family’s income is less than 
4,134 pesos per month (four times the mini- 
mum wage). 

uNaAm’s students thought otherwise. Six 
weeks into a student strike that has para- 
lysed the university, what started as a small, 
hardcore protest has swollen, and sucked in 
support from other groups, such as electric- 
ity workers angered by plans to privatise 
most of their industry. The reform’s chances 
of success now look shaky. 

Mr Barnes claims to be surprised by this, 
though few others are. His is the third at- 
tempt in 13 years to raise tuition fees; the last 
two both failed. And Mr Barnes picked a bad 
moment. With a presidential election a year 
away, the issue was bound to be politicised. 
(“There has not been a good time in the last 51 
years,” he retorts.) 

Opponents of fee in- 
creases invoke the guaran- 
tee of free education en- 
shrined in Mexico’s 1917 
constitution. But at that 
time the main concern was 
primary, not university, 
education. And now Mr 
Barnes’s proposal has a 
powerful logic. Many oth- 
er public universities al- 
ready charge significant 
fees. They and unam face 
ever-growing competition 
from private ones (see 
chart on previous page). 
These spend less on re- 
search and can be more se- 
lective about their stu- 
dents. Employers now give 
preference to graduates 
from private universities, 
whereas those from public 
universities may not find 








an. appropriate job. 

Though the autonomy which unam’s 
name proclaims has always been a relative 
affair, the government seems happy for Mr 
Barnes to take the unpopularity for reform. 
Last year UNAM only narrowly escaped hav- 
ingits 9.5 billion peso budget trimmed, when 
falling oil prices caused three federal budget 
cuts. Tuition andexam fees might bringin an 
extra 450m pesos—money which would 
help improve facilities, since 90% of the bud- 
get (which excludes research grants) goes on 
salaries and other running costs. 

So why the ruckus? Mr Barnes blames 
“alien hands”, meaning the far left. Certainly 
they are not absent. But as the rector himself 
remarks, ordinary students worry that mak- 
ing some of them pay fees now isa prelude to 
making all of them pay in the future, turning 
UNAM into an elite school instead of the so- 
cial equaliser it was originally meant to be. 
His critics argue that Mr Barnes rammed his 
reform through with too little consultation. 

The distrust has been fed by accusations 
of dirty tricks. Student leaders gathering at 
the home of Ricardo Pascoe, an aide to Mex- 
ico city’s opposition mayor, were photo- 
graphed from a house across the road that 
Mr Pascoe says is used by the ruling Institu- 
tional Revolutionary Party to store cam- 
paign materials. Several student activists 
said that they were kidnapped, beaten and 
threatened with death, and at least one had 
the scars to prove it. 

This week talks were in the air, but the at- 
mosphere remains sour. UNAM can try other 
measures. It is already abolishing an auto- 
matic right of entry for applicants from its 
network of affiliated secondary schools. It 
could cut student numbers by further tight- 
ening the entrance and graduation require- 
ments, and seek outside funds more aggres- 
sively. But fees would help. Now they may 
have to await Mr Barnes's successor. 
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Africa's democratic joys 
and tribulations 


South Africa and Nigeria made a democratic splash this week. In fact, most 
African countries have officially embraced democracy—even though many of 


the same old rascals run them 


ITHIN a week, the two most impor- 

tant countries in sub-Saharan Africa, 
South Africa and Nigeria, have gone through 
a solemn democratic ritual. South Africa 
held its second multi-racial general election 
on June 2nd. In Nigeria, 16 years of military 
rule came to an end when the generals hand- 
ed over power to an elected president on 
May 29th. Both occasions are joyful. But, at 
the same time, both South Africa and Nigeria 
demonstrate the immense difficulties that 
democracy is encountering in Africa. 

The last votes were still being counted in 
South Africa as The Economist went to press. 
But the suspense, such as it was, was not 
whether the ruling African National Con- 
gress (ANC) would win, but how over- 
whelmingly it would win: the big question 
was whether it would get a two-thirds ma- 
jority and thus theoretically be able to 
change the constitution. If the party hangs 
together, there isno foreseeable prospect of a 
change of government through elections. 
The party still wears the cloak of a liberation 
movement and, as such, it is more than a po- 
litical party for black South Africans. Voting 
for it is an expression of ethnic or personal 
solidarity, not support for a set of principles 
or policies. That is the way it works in Africa. 

Nigeria, despite the formal change of 
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government, will still be largely run by its 
corrupt elite. It will take a long time to curb 
the power of their money, even if Olusegun 
Obasanjo, Nigeria’s new ruler, tries to take 
them on. It was the well-connected “big 
men” who bankrolled the political parties, 
chose the leaders and paid people to vote for 
them. The lawyers and human-rights activ- 
ists who had campaigned bravely for de- 
mocracy during the years of military dicta- 
torship were nowhere to be seen. During the 
campaign there was no debate on issues. 

If democracy is about throwing the ras- 
cals out, then it is not working in Africa. At 
the end of the 1980s, Africa was hit by the 
democratic revolution sweeping Europe. 
Under internal and external pressure, dicta- 
tors were forced to dismantle their one-party 
states and hold elections. Until that time, 
there had been only four functioning multi- 
party democracies in Africa: Botswana, Se- 
negal, Gambia and Mauritius. And the first 
three of these never managed to produce a 
change of government. 

During the 1990s, a further 42 sub-Saha- 
ran African countries (out of 50), all of them 
either one-party states or military dictator- 
ships, have held elections of varying credi- 
bility. In only ten of these was the govern- 
ment changed. And when it came to the 


election after that, in only two countries— 
Madagascar and Benin—did the voters 
throw out the elected government. Whom 
did they vote for instead? Astonishingly, 
they both plumped for the military men 
who had been deposed to make way for de- 
mocracy. The only other African country 
where a democratically elected government 
has been turned out in an election is Mauriti- 
us which, like Madagascar, is an Indian 
Ocean island and African by location rather 
than culture. In Africa, the incumbents, 
however bad, tend to win elections. 

When the democratic wave broke over 
Africa, some called it “the second liber- 
ation”. It was hoped that the continent, freed 
from tyranny, would at last begin to develop. 
But, so far, there seems little correlation bet- 
ween democracy and economic success. 
With disillusion has come the fear that elec- 
tions neither can nor will change anything. 

The ruling parties and their leaders ma- 
nipulate the vote with ease. Most African 
heads of state see nothing odd in using the 
trappings of office to campaign for re-elec- 
tion. While an opposition leader has to de- 
pend on donated cars and advertise only 
when he can afford it, the head of state zips 
around in a government helicopter and uses 
his nightly slot on the radio and television 
news (many of which lead off, “His Excellen- 
cy, President x, said yesterday...”) to pro- 
mote his electoral chances. Some presidents 
also appoint those who run the election. 
And, when all else fails, they can loot the 
treasury to buy votes. 

With only a small middle class, many of 
whose members owe their wealth to their 
closeness to the government, opposition 
parties are poor and fractious, and defec- 
tions to a cosy official job are common. In 
this way, the ruling lot find it easy to play one 
ethnic group off against another. Several 
elections could have been won by the oppo- 
sition if it had managed to be more united. 

There seems to be little thought given to 
alternative democratic systems more suited 
to African societies. Uganda is experiment- 
ing with a no-party-system, and Ethiopia in- 
sists on parties that are ethnically based. Cer- 
tainly, both systems serve to maintain the 
existing regimes in power. At the same time, 
it can be argued that they are attempts to de- 
velop democratic ways that incorporate 
African realities. Africa should look to its 
past—when there were councils of elders 
and other counterweights to royal or chiefly 
power—for political structures that suit its 
society, say some. But there is little debate 
about how structures from the past could be 
incorporated into modern democracies. 

—_. 
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The Palestinians 


Freeze, please 


EAST JERUSALEM 


LAD to see the back of Binyamin Netan- 
yahu, Palestinians are now struck with 
the fear that Israel’s new boss, Ehud Barak, 
may not be entirely dissimilar to its old— 
when it comes to dealing with Jewish settle- 
ments in the West Bank. It is not that Mr Ba- 
rak has said anything toconfirm this fear; itis 
just that he has said nothing to dispel it. 

For now, Palestinian anger is still direct- 
ed at the outgoing Likud government, which 
has continued to lay new time-bombs for 
the new men. The first bomb was the deci- 
sion to start building houses for the Har Ho- 
ma settlement in occupied East Jerusalem. 
The initial decision to create a settlement at 
this site brought the Oslo peace process to a 
halt in March 1997 and the Palestinians have 
long tried to make a building freeze a condi- 
tion for restarting talks. Second, came the 
construction of new Jewish houses at the 
heart of Ras al Amud, a densely populated 
Palestinian village in East Jerusalem. 

But by far the most dangerous move 
came last week with the announcement that 
Israel’s outgoing defence minister, Moshe 
Arens, had approved plans to enlarge Maale 
Adumim, a Jewish settlement in the West 
Bank, by some 13,000 dunums (about 1,700 
hectares). Situated between Jerusalem and 
Jericho, Maale Adumim is already the largest 
settlement in the occupied territories, with 
around 24,000 residents. Should Mr Arens’s 
plans be implemented, it would make Maale 
Adumim’s municipal area larger than Tel 

















































































Aviv’s and effectively extend Jerusalem's 
borders so far eastwards that it would split 
the West Bank into two halves. “It is not so 
much a provocation,” commented Nabil 
Amer, one of Yasser Arafat’s ministers, “as a 
declaration of war.” 

Palestinians have appealed to the Amer- 
icans, the European Union and the new Is- 
raeli leaders to have the order rescinded. 
They have received some succour. The 
Americans have criticised Mr Arens’s deci- 
sion, as have members of Mr Barak’s One Is- 
rael party and several Israeli left wingers. But 
from the prime-minister-elect himself the 
Palestinians have heard nota word, save that 
he“will not be dealing with diplomatic is- 






sues until he has completed the task o! 
setting up his government.” 

Mr Barak’s silence would be more 
digestible were Palestinians not alsc 
alarmed by the character his govern- 
ment appears to be adopting. In pur- 
suit of a “grand coalition”, his party is 
wooing Likud and the pro-settler Na- 
tional Religious Party, amid rumours 
that Mr Barak has promised not “tc 
dry up” the settlements and will hon- 
our all decisions on expansion taken 
by the last government prior to its fall 
in December 1998, including, presum- 
ably, the decision to build Har Homa. 

Last week, a semi-official confer 
ence in Ramallah pledged a series ol 

protests against Jewish 
L| settlement. These start 
ed with “a day of rage’ 
on June 3rd, at whick 
one Palestinian was 
killed, and several in- 
jured, by Israeli troops. 

There is more than a 
trace of fear behind the 
Palestinian Authority’s 
support for such dem- 
onstrations. For the past 
six months, Mr Arafat has not only ruthless- 
ly cracked down on his Islamist opponents 
He has also kept a lid on the simmering dis- 
content within his own Fatah movement by 
persuading them that nothing should be 
done that would hinder the replacement of 
Israel’s “anti-peace” government with a 
“pro-peace” one. This was essentially the ar- 
gument that won the day in April, when the 
Palestinians reluctantly agreed to defer any 
unilateral declaration of Palestinian state- 
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Arafat prays 
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LOMÉ 


HEN President Ahmed Tejan Kab- 
| bah sent a team to Lomé, the capital 

of Togo, to negotiate with the Revolution- 
ary United Front (RUF) rebels a month ago, 
he seemed to be sending them naked into 
the conference chamber. He has no army 
and is dependent on a Nigerian-led peace- 
keeping force. The Nigerians had insisted 
that he talk to the rebels, who still control 
much of the country, including some of the 
diamond areas. The rebels themselves 
were happy to go to Togo. They calculated 
that Nigeria, undergoing a transition from 
military tocivilian rule, was unsure wheth- 
er or not to keep its troops in Sierra Leone. 
Keep talking, thought the rebels, and in 
time the whole cake will be ours. 

Since then things have changed. Nige- 
ria’s new leader, Olusegun Obasanjo, un- 
der pressure from Britain and America, has 
agreed to keep Nigerian troops in Sierra Le- 
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Sierra Leone talks peace 


one indefinitely. A British army team is bu- 
sy training soldiers for Mr Kabbah. And the 
rebel leaders are responding to the good 
life. Since they arrived in Lomé in April for 
preliminary talks, they have grown dis- 
tinctly plumper, their tatty clothes re- 
placed by smart suits, and they are devel- 
oping a taste for the city after the rigours of 
the bush. The Togolese government pro- 
vides them with all their needs and more, 
and everyone is hoping that the longer 
they stay at the High Rise Hotel, the less 
willing they will be togo back and fight. 
The talks wobbled toa formal start last 
week. They nearly came unstuck on May 
28th when the rebels demanded a reprieve 
for their leader, Foday Sankoh. Mr Sankoh, 
arrested and under sentence of death, was 
allowed to attend the peace talks, but at a 
distance. Given his own suite, he could 
meet anyone he wanted but did not attend 


the main meetings. The implication was 
that if the talks broke down, he would be 
returned to prison in Sierra Leone. The re- 
bels said that they would not negotiate any 
more unless he was given an uncondition- 
al pardon. On May 29th, Solomon Berewa, 
Sierra Leone’s minister of justice and the 
head of the government delegation, said 
that if the release of Mr Sankoh was the 
price of peace, the government would 
“take appropriate legal steps to grant him 
absolute and free pardon”. 

That allowed the talks to begin in ear- 
nest. The rebels are demanding a four-year 
transition period during which they will 
share power with the existing government 
and will launch the rur asa political party. 
They also want an amnesty, the release of 
prisoners and the integration of their fight- 
ers into the national army. Knowing that 
time now may be now on its side, the gov- 
ernment is likely to discuss these condi- 
tions at length. Meanwhile, back in Sierra 
Leone, the ceasefire was broken at least 
four times this week. 
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What kind of airline thinks executives 
traveling overseas need more personal 
space? More nonstops? More flight 
attendants? More award-winning wines? 
More gadgets and gizmos? More of 
everything you want? Delta, the airline 
that’s outclassing business class. 

That’s who. 

Introducing Delta BusinessElite. 

Not just one of the best international 
business classes, but the room to enjoy 
it. You'll find a hugely spacious 152 cm 


of pitch, giving you 92 cm of legroom 


jat’s dedicated 


and 160° of recline. And when you 
fly BusinessElite, you'll never get stuck 
in a middle seat. 

By this summer, every flight from 
Asia to the U.S, will be upgraded with 
BusinessElite service. You're bound 
to appreciate the added space and 
amenities on your next flight. 

What kind of executive wouldn’t? 

For reservations, call your Travel 
Agent or Delta Air Lines. Or for 
more information, visit our website 


at www. bizelite.com. 
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BUSINESSelite” 


A Delta Air Lines 


Personal space ts defined as the sum of legroom and recline. Legroom based on measurements taken from the foremost point of the bottom seat cushion to the back of the seat in front of it using non-bulkhead seats 
on widebody ateceatt Pitch defined as the distance hetwern any point on one seat to the same nous on the seat in front of it, BusinessElite only available on Delta aircraft, ©1999 Delta Air Lines, Inc. 





rmation visit; bttp w.aud 2 Or contact: + Australia tre German Automotive Pty Ltd (61-1-800-50-Audi) + Brunei: Champion Motors (B) Sdn Bhd (673-2-4; 


Zealan Motor Distributors Lt 3-0181) + Philippines: Auto Prominence Corporation (632-893-9431) + Singapore: Motor Ultir 


Man’s reach should exceed his grasp. 
Such is the spirit that drives Audi. A 
feeling that nothing is impossible. That 
the future of roadholding may take a 
new turn. Those who have experienced 


quattro need no convincing. 


[ Roadholding ] 


You can't forge ahead by sticking to existing routes. 
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Rural Lighting. Northern Thailand. To celebrate his Majesty's Golden Jubilee 
the Thai government embarked on a spectacular project with Philips. It will be the 
largest street lighting project in the world. 68,750 sodium lights now illuminate 
streets in small villages across Thailand. Philips won this project because we are the 
leaders in the production of energy saving lighting. Now the residents in these areas 
enjoy better light. And local officials enjoy using 30% less energy and lower electricity 
costs. With the help of Philips the land of smiles keeps smiling after sunset. 


Sunset 
just 
became 
Sunrise 


in 


Buriram. 


3 PHILIPS 
Lets make Wo bette 








hood until after the Israeli elections. 

But now those elections have come and 
gone, Mr Barak is riding high, settlements are 
being built and Mr Arafat is looking like a 
man with nothing in his pockets except his 
hands. Local Fatah leaders sound increasing- 
ly threatening. Mr Arafat's men are as con- 
cerned to keep their control of Fatah as to 
stop the settlement expansion. When senior 
negotiators, such as Saeb Erekat, plead with 
Israel’s new men, their words have the ring of 
sincerity. “Mr Barak must say something 
openly about the settlements,” says Mr Ere- 
kat. “The choice is his, but it's either peace or 
settlements. We can no longer have both.” 





Lebanon 


Exit, in disorder 


JEZZINE 


Noes is easy for an occupying army 
in Lebanon—not even leaving. The 
forces of the pharaohs, the crusaders, the Ot- 
toman Turks, the Palestinian and the Amer- 
ican-led civil-war peacekeepers were all har- 
ried in their respective retreats. Now it is the 
turn of Israel’s proxy militia, the South Leba- 
non Army (SLA). By June 3rd, the sta had 
withdrawn from the area around Jezzine to 
the main Israeli-occupied zone farther 
south: the militia’s new front-line seems to 
be just south of Kfar Houne. But the sta was 
not allowed to go quietly. In the first stages of 
its withdrawal, the Hizbullah, which has 
been battling the sia for the past 14 years, ha- 
rassed it fiercely, killing two militiamen by 
detonating bombs on their retreat path. 

The Lebanese government is being 
equally unhelpful. Israel has long been try- 
ing to tempt Lebanon into giving security 
guarantees in exchange for a pull-out. The 
Lebanese insist that the Israelis must leave 
without conditions. So, as the sta with- 
draws, the government refuses to send the 
army to fill the vacuum, for fear of playing Is- 
rael’s game. The result is a mountainous, for- 
ested, no-man’s-land between the Israeli 
and Lebanese forces through which Hizbul- 
lah can now roam freely. 
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Sailors stranded in the Gulf 


KALBA, FUJARAH 


| TNA remote fishing harbour on the Indi- 

an Ocean coast of the United Arab 
Emirates (uae), a dishevelled Iranian sail- 
or casts his line into the water. Although 
the feeble tug in response means he might 
| geta meal today, it brings the poor fellow 
small cheer. Like 41 other sailors from 
three cargo ships anchored at the port of 
Kalba, in the tiny Fujairah emirate, he was 
| left to his own devices months ago by his 
employers, a Dubai-based shipping com- 
| pany. Since December, the crewmen, who 
come from Iran, Iraq, India and Bangla- 
desh, say they have received no food, wa- 
ter, fuel or pay. The ships have been im- 
pounded by customs while their case goes 
| through the law courts. The men have no 
money either to go home, or to support 
their families. To raise money for food, 
some have tried, but failed, to sell their 
blood to Kalba’s health clinic. 

This sad little story is being mirrored 
allover the Gulf: hapless crews find them- 
selves having to beg for rations while their 
impounded vessels lie idle in port. Ship- 
ping sources say that although the prob- 
lem is not unique to the Gulf, it is particu- 
larly prevalent here. With the shipping 
industry going through hard times, any- 
one can pick up a second-hand freighter 
at bargain-basement prices. Asian sailors 
are only too happy to sign on as crew. But 
then, all too often, the owners vanish 
when the company runs into debt. 





In Roum, a large village in this zone, resi- 
dents have planted Lebanese flags in the 
main square and pinned up pictures of the 
president. But the shops still sell Israeli ice- 
cream, complete with gaudy Hebrew pack- 
aging that would be dangerous evidence of 
collaboration elsewhere in Lebanon. In the 
town’s abandoned sa fort, locals point out 
a small shrine where Christian militiamen 
had offered candles to the virgin. As they re- 
treated, edgy sta members punctuated the 
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A seafarers’ welfare officer says the sit- 
uation is complicated by smuggling. Until 
March last year, rusting barges did a pros- 
perous trade smuggling Iraqi fuel oil into 
UAE ports. But after a series of disastrous 
oil spills, a recent law has banned the 
practice. Since then, much of the trans- 
shipment business in smuggled Iraqi oil 
has moved off-shore of Fujairah, just out- 
side the Gulf but still in uag waters. In this 
fast-moving criminal underworld crews 
and captains play for high stakes. When 
business is good, everyone makes huge 
profits. But when ships are caught by 
coastguards, the crew ends up penniless, 
possibly in jail or deported. 

Almost invariably, the owners get 
away with it. Often, they are from coun- 
tries outside the Gulf and impossible to 
trace. But sometimes discreet inquiries re- 
veal that the owner is a local sheikh with 
some powerful friends in government. 


ambient noise of distant shelling and machi- 
negun fire with the occasional warning shot 
at Over-inquisitive cameramen. “We are all 
Lebanese,” muttered one soldier. 

So far, there has been no retribution 
against sLa sympathisers in the abandoned 
villages. But more than 200 militiamen have 
taken refuge in a local monastery and sent 
the abbot off to negotiate with Hizbullah. 
Under Lebanese law, they could, in theory, 
be tried for treason and executed, although 
the government is likely to be more lenient. 
Local Christian civilians, who suffered 
many casualties from past Hizbullah at- 
tacks, fear that the guerrillas will use the area 
as a launching-pad for raids on the remain- 
ing occupied territory, bringing Israeli shell- 
fire down upon their homes. 

Some, however, are more optimistic. The 
day the sia left, one Roum resident reo- 
pened his hotel for the first time since Israel’s 
invasion in 1982. And even if the Lebanese 
army hasnotarrived on the scene, Lebanon’s 
dependable entrepreneurs have, marketing 
potato chips and cakes to their newly liber- 
ated countrymen. 
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A joint venture of the business schools of 
three top universities: Purdue (USA), Tilburg 
(The Netherlands) and Budapest (Hungary). 


Two degrees: A European MBA and a US 
Master’s in Management. 


International in all dimensions: participants, 
locations, faculty, curriculum, case studies, 
projects and degrees. 


IMM 
THE INTERNATIONAL 
MASTER’S 


IN MANAGEMENT 
AN INNOVATIVE EXECUTIVE MBA 


Unique schedule: six two-week sessions over 
two years. 


AACSB accredited. 
Internet communications while off-campus. 


Start: Each year in January. 


For more information: 
PURDUE UNIVERSITY 
Phone : +1 - 765 - 494 77 00 
Fax :+1- 765 - 494 08 62 


TILBURG UNIVERSITY 
Phone : +31- 13 - 466 86 06 
Fax :t31- 13 - 466 86 99 


BUDAPEST UNIVERSITY OF 
ECONOMIC SCIENCES 
Phone :+36- | - 2100231 
Fax i 431-1 - 21042 49 


http:\\tias.kub.nl/information/imm 
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@ “The traditional MBA 
trained managers; 


we aim to train leaders.” 


~ Professor Abby Ghobadian, Director of Research and 
Postgraduate Studies, Middlesex University Business Schoot 


Face the challenge of management in the 21st Century 
with our re-engineered MBA course, available either one 
year full-time or in two-year part-time Executive mode. 


E Lead change and transformation MA friendly and safe location in 

Learn to work ethically, Hpi cd eh pale 
sensitively ang holistically excellent sports facilities, yet in 

Mintegrative learning easy reach of central London 
experiences improve your 


































$ E MBM programme for those 
interpersonal skilis with fess than three years’ 
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Breakthrough in Kosovo? 


TIRANA 


Diplomacy may be about to end the war. But, if peace comes, the Kosovo 
guerrillas could prove another headache for the West 


EN weeks of bombing by Nato, together 

with diplomatic pressure from Russia, 
may at last be squeezing Serbia and its lead- 
er, Slobodan Milosevic, into making large 
enough concessions to end the war with the 
West over Kosovo. As The Economist went 
to press, it was unclear how conditional was 
Mr Milosevic's apparent acceptance of a 
peace plan jointly concocted by the Russian 
and American envoys for Kosovo, Viktor 
Chernomyrdin and Strobe Talbott, with Fin- 
land’s president, Martti Ahtisaari, helping 
out as the £u’s mediator. 

Judging by the outrage which the news 
provoked among several leading Serb na- 
tionalists and prickly Russian generals, Mr 
Milosevic may indeed be steeling himself to 
back down. In any case, it is too soon to as- 
sume that peace will definitely break out. 
But, for the first time since the war began, 
hopes are rising that it will. 

The biggest difficulty is still over the pre- 
cise make-up of an international peacekeep- 
ing force in Kosovo, presuming that Mr Mil- 
osevic has accepted that all but a symbolic 
handful of his forces should withdraw. Be- 
fore setting off for talks in Belgrade on June 
2nd, Mr Chernomyrdin said that “Nato will 
command the Nato force, Russia the Rus- 
sian forces” in Kosovo in any peacekeeping 
deal. naro instantly retorted that it would 
insist on a single force, with its own soldiers 
forming the core—but acknowledged there 
could be “various areas of command?” in dif- 
ferent bits of the war zone. The Russian’s 
phraseology immediately fuelled specula- 
tion abouta virtual partition of Kosovo. That 
is something which, ata pinch, Mr Milosevic 
has probably long contemplated as part of 
an exit strategy (see page 56). 

While diplomacy has been grinding on, 
NATO has been intensifying its bombard- 
ment of the Serbs. Ironically, however, it has 
not been a particularly bad week, militarily, 
for the Serbs. Their armour and artillery still 
look just about capable of fending off the ka- 
mikaze-style attacks of the Kosovo Liber- 
ation Army (KLA), even after enduring re- 
lentless aerial bombing and the loss, 
according to NATO, of about 100 tanks. 

Such strategic facts must have been up- 
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permost in the mind of Mr Milosevic, as he 
began parleying about a settlement with en- 
voys from Russia and the eu in mid-week. 
Serbia’s forces could not indefinitely go on 
absorbing punishment at the rate nato has 
recently been meting it out, with up to 400 
air attacks per day by bombers now swoop- 
ing in from Hungary and Turkey as well as 
from NATO bases in Italy. But nor, it ap- 
peared, have Serb forces been reduced to the 
ruined shell that would force Mr Milosevic 
tosue for a humiliating peace. 

And nato’s campaign, as usual, has not 
been without its share of blunders. In what 
NATO described as a “very small, very slight 
incident” on June ist, its aircraft mistakenly 
dropped at least seven bombs on the Alba- 
nian side of the border, scattering television 
crews who had been observinga furious bat- 
tle between nato-backed Albanian fighters 
and Serb forces using multiple rocket 
launchers to defend the strategic slopes of 
Mount Pastrik, just inside Kosovo. A couple 
of days earlier, the alliance acknowledged 
thata bid by the kta to regain control of Kos- 
ovo’s western highways had failed. By June 
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2nd, NATO was describing the fighting as in- 
conclusive. 

If there is a breakthrough towards peace, 
the KLA will in any case become increasingly 
awkward for the West, as well as the Serbs, to 
handle. Hashim Thaci, the young KLA man 
who is the declared prime minister of a pro- 
visional Kosovo government, instantly 
sniffed a sell-out when it emerged from the 
talks in Belgrade that Russian and western 
peacekeeping forces might occupy different 








S1 





EUROPE 
zones in the province. 

On the ground, within and beyond Kos- 
ovo, the political reality. has already 
changed. The Kosovars, nearly all of whom 
have: been displaced from their homes by 
the Serbs since the province descended into 
war, have become much more demanding. 
The semi-clandestine xta has emerged as 
the only serious fighting force of any kind in 
the Albanian-speaking world, which em- 
braces western Macedonia as well as Kosovo 
and Albania itself. 

Ibrahim Rugova, the pacifist who a year 
ago was re-elected president of the Kosovars 
in a semi-official poll, seems to be losing fast 
to the guerrillas in a battle for ethnic-Alba- 
nian hearts and minds, Mr Rugova forfeited 
some credibility by spending the first few 
weeks of the war under Serb “protection” 
and being seen on television (apparently un- 
der duress) with Mr Milosevic. His only visit 
to the refugees in Macedonia was a hasty af- 
fair; he has not even set foot in Albania, 
where he has feuds with politicians at both 
ends of the spectrum. As for the KLA, it 
would give him a frosty reception, unless he 
accepted its authority. 

Even Albania’s ruling Socialists, who 
tend to come from the country’s Orthodox, 
Greek-oriented south, and have little natural 
affinity for the Kosovars, are now forced to 


back the Kia, Partly because it has little 
choice, the government winks at the flow of 
arms and soldiers from its own (virtually 
worthless) army to the guerrillas. Ben Blushi, 
the government's diplomatic pointman, ac- 
knowledges that the xia’s moral authority 
in the eyes of all Albanians has soared as a 
result of its battle with the Serbs. 

An ill-kept secret among the small army 
of foreign aid workers which has descended 
on Albania (170 non-governmental organi- 
sations,as well as the un, are there) is that the 
xia has become entrenched in some of the 
camps where some 100,000 displaced Koso- 
vars are eking out an existence, and not just 
in border areas. The UN denies evidence of 
guerrillas in the camps, but any visitor to the 
Mullet camp south of Tirana comes across 
dozens of uniformed fighters, not visibly 
armed but itching to go to the front. Indeed, 
Albania’s 3m pre-war residents could be for- 
given if they secretly fear that Kosovars will 
take over their country. 

Such worries will not unduly bother the 
West’s negotiators as they scent a weakening 
in Mr Milosevic’s resolve, however much he 
and the Russians still insist on conditions 
that naro will resist. But at least, after the 
most taxing months in the alliance’s history, 
peace seems to beckon. 








Germany and the EU 


Defensive 


BONN 


ROM all the boasting going on. in high 
places in Bonn, you might think that Ger- 
many’s six-month stint as president of the 
European Union, which ends with a summit 
of cu leaders in Cologne on June 3rd and 4th, 
has been a stunning success. Officials glee- 
fully claim that the vast agenda they faced 
on taking over in January has been dealt 
with “down to the last dot and comma”, de- 
spite such distractions as the war over Kos- 
ovoand the resignation in disgrace of the en- 
tire European Commission in March. 
Familiar-sounding stuff, of course. Euro- 
pean tradition has it that the member state 
doing the rotating presidential chore slaps it- 
self heavily on the back, while its partners 
mutter darkly about how much better they 
could (and will) manage things. If the boast- 
ing sounds a bit forced this time, that is no 
doubt because, with economic growth slow- 
ing, unemployment rising and an election to 
the European Parliament looming on June 
13th, Chancellor Gerhard Schröder badly 
needs to vaunta foreign-policy success. 
But even allowing for the government 
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KIEV 


HEN it comes to choosing between 
i East and West, between Russia and 
NATO, between Orthodoxy and the west- 
| ern churches, between Serb and Kosovar, 
there are two Leonid Kuchmas. In other 
words, the Ukrainian president is torn, just 
as his country has been over centuries of 
history (during which it largely failed to es- 
tablish itself as a country at all). 

His people, on the other hand, espe- 
cially those on the eastern side of the coun- 
try, are veering back to their Slav roots. 
With a presidential election due in Octo- 
ber, there may be more votes, these days, in 
being anti- rather than pro-western. No 
wonder Mr Kuchma has recently been 
waffling even more than usual. 

At the April summit in Washington to 
celebrate NATO's soth anniversary (an 
event that Russia’s Boris Yeltsin pointedly 
refused to attend), Mr Kuchma was the life 
and soul of the party. He signed a declara- 
tion, along with Nato’s leaders, that the al- 
liance’s recent expansion—which Russia 
| deplored—had made “a significant contri- 
bution tostability in Europe.” 

Barely a fortnight later, the other Mr 
| Kuchma was on show. With tears in his 
eyes, he embraced Russia's defence minis- 
ter, Igor Sergeyev—to celebrate the 55th an- 





Ukraine's two minds 


niversary of the liberation of the Black Sea 
port of Sebastopol from the Germans. 
“There is no rupture with Russia, my part- 
ner and brother, and never will be,” he said. 
“My father is buried in the ancient [Rus- 
sian] land of Novgorod,” he 
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should not be allowed to slip back into 
Russia’s fold. “Without Ukraine,” Mr Brzez- 
insky has hopefully reasoned, “Russia | 
ceases to be a Eurasian empire.” 
But NATO's campaign against Serbia | 
has swung Ukraine’s people against the 
West. A poll in Den, a newspaper in Kiev, 
Ukraine’s capital, found 39% of respon- 
dents thinking the United States the great- 
est threat to their country, 





weepily told Mr Sergeyev. 
“For me, that says it all.” 

Since it regained inde- 
pendence in 1991, Ukraine has 
struggled to keep on good 
terms with Russia even while 
reducing its influence. Ukrai- 
nian leaders have sought to 
build bridges with naro-~ 
joining, for instance, its Part- 
nership for Peace pro- 
gramme—without alienating 
Russia. While seeking “‘inte- 
gration within Euro-Atlantic 
structures”, Ukraine has re~ 
peatedly called for “co-oper- 
ation” with Russia. 

But the emphasis has, if 
anything, been on cosying up to the West. 
For its part, the West has done too little to 
welcome Ukraine—at least, so say some 
American foreign-policy pundits, such as 





















One face of Kuchma 


whereas only 15% thought 
the same of Russia, Only a | 
few years ago those figures 
would have been reversed. 
In another recent poll, 89% 
said they were against 
nato’s bombing of Serbia. 

In 1991, 80% of Ukrai- 
nians voted in a referen- 
dum to leave the Soviet 
Union. If a vote were held 
today on whether to re- 
unite with Russia, the split | 
would be more even. The 
only real support for the 
West comes from western 
Ukraine, which has gener- 
ally been far more hostile to 
the Russians than has been the more Rus- | 
sia-oriented eastern part. But even in the | 
western chunk, some 48% of those polled 
said they thought the United States was the 
biggest threat to world peace, against 29% 
who plumped for Russia. 
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hype, the presidency has hardly been: the 
flop claimed by the opposition Christian 
Democrats. It was not, for instance, a fore- 
gone conclusion that a new commission 
president to replace Jacques Santer—and, in 
Romano Prodi, a potentially effective one at 
that—would be found so quickly. Nor was it 
certain that the financial monster known as 
Agenda 2000, a budget-reform package, 
would be tamed during the German presi- 
dency. 

Whether the budget deal finally agreed 
in March goes far enough is doubtful. Even 
the most upbeat of Germans regard the pro- 
posed ev farm reforms, the core of the pack- 
age, as inadequate. That complicated chap- 
ter will probably have to be revised before 
the eu can enlarge to the east. Yet Mr Schré- 
der, whois always at his best with his back to 
the wall (where it usually seems to be these 
days), can take some credit for negotiating a 
deal at all, and one in which the Germans 
did reduce their own demands to help get a 
compromise through. ' 

Nor was it clear that, in this first half- 
year, the zu would be prodded into actually 
doing something about forging a common 
foreign and security policy, instead of end- 
lessly jawing about it. Due to be decided at 
the Cologne summit, after the The Econo- 
mist goes to press, was a merger between the 
Eu and the Western European Union, a ten- 
nation defence group. While this absorption, 
to start probably at the end of next year, 
makes sense, it is still unclear how the eu’s 
four neutral states will fit in. The other deci- 
sion expected at Cologne was the appoint- 
ment of an eu foreign-policy supremo with 
real clout, a job that, it was thought by mid- 
week, would probably go to Javier Solana, 
NATO’S secretary-general. 

As for other vital reforms of the gu’s in- 
stitutions and procedures, such as majority 
voting in the ministerial council, it looked 
unlikely that the Cologne summit would do 
more than map out a timetable for decisions 
to be taken next year. And a much-touted 
European “jobs pact”, by which this Ger- 
man government initially set such store, was 
turning out to be desperately vague, despite 
efforts of the French, in particular, to insist 
on some firm targets. So the Germans are 
leaving the Finns, the eu’s next president, 
one or two things to do after all. 
“eens resinous het A] 


European elections 


Who cares? 


HICH is worse: being bad-mouthed, 

or not being talked about at all? One 
big test of the elections to the European Par- 
liament, to be held across the European 
Union from June 1oth-13th, will be whether 
voters bother to vote. In the past four elec- 
tions, between 1979 and 1994, voter turn-out 
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has slid steadily, from 63% to 57%. This year, 
despite the greater powers that the parlia- 
ment now enjoys under the treaties of Maas- 
tricht and Amsterdam, and despite the 
grudging respect the institution earned by 
forcing the European Commission to resign 
due to nepotism and mismanagement in 
March, the chances are that turn-out will fall 
yet again. 

Abstention rates vary hugely across Eu- 
rope. The worst stay-at-homes are the British 
(see page 25), the most conscientious voters 
the Belgians for whom, as well as for those in 
Luxembourg and Greece, voting is anyway 
compulsory; this year, voters in Luxembourg 
and Belgium will also elect their national 
governments on the same day. Abstention 
does not necessarily reflect a general voter 
apathy: plenty of Britons, Dutchmen and 
Danes turn out to vote at their own general. 
election, but not at Euro-polls. Indeed, this 
year, abstention may be higher across the Eu 
partly because campaigning has been ob- 
scured by the war in Kosovo. 

Most importantly, abstention is a mea- 
sure of Euro-enthusiasm. Few Britons and 
Danes bother to vote because few trust or 
care about Europe. A tiny 8% of Danes, and 
27% of the British, told a French polling com- 
pany this week that they would like a single 
European government. The Italians, by con- 
trast, who flock to the Euro-polls, are also the 
keenest on Europe: in the same poll, 71% of 
them claimed to want a single European 
government, next to 53% of the French and 
only 37% of Germans, 

Ina bid to try to coax youngsters into the 
polling booths, the European Parliament is 
advertising this election on mtv, which is 
broadcast across the £u. Oddly for the pro- 
motion of a European institution, the ad 
shows a group of American-looking break- 
dancers. The point, explains a Eurocrat, “is to 
try toconvince them that the European Par- 
liament isn’t just boring.” 

In theory, this is a Euro-wide election 
campaign, with common manifestos put 
out by the main pan-European political 
groups. Last week, for instance, the Party of 
European Socialists, which gathers parties of 
the left under its wing, launched its cam- 
paign at a jamboree in Paris attended by the 
prime ministers of Britain, France, Italy and 
Portugal, and the chancellors of Germany 
and Austria, along with a rather envious- 
looking Felipe Gonzalez, the Spanish Social- 
ist former prime minister. 

In practice, this election is a collection of 
little referendums on ruling parties. In most 
countries the poll falls mid-term, so conven- 
tional wisdom has it that opposition parties 
do well from the protest vote. If so this time, 
the second-biggest group in the European 
Parliament, the European People’s Party 
(erp), a loose alliance of centre-right Chris- 
tian Democrats which has 201 of the 626 
seats, would overtake the biggest group, the 
European Socialists, who have 214. 
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This year, however, may bring a surprise. 
Although the left will lose seats in Britain, 
where voting is by proportional representa- 
tion for the first time and could rob the La- 
bour Party of some 18 seats, the European So- 
cialists may end up no worse off overall. The 
left governs in 11 of the Ev’s 15 countries, and 
remains popular in most of them. In France, 
where Lionel Jospin’s Socialist Party this 
week celebrated two years in office, Mr Jos- 
pin’s popularity is as high as ever. If the Ger- 
mans, who hold the current eu presidency, 
can help find a diplomatic solution to Kos- 
ovo, this may also help Gerhard Schréder’s 
Social Democrats, despite grumbling about 
their record at home. Moreover, because of 
the war, few opposition parties feel able to 
lash out at ruling parties in quite the way 
they do in peacetime. 

Indeed, calculations by Simon Hix, at the 
London School of Economics, suggest that 
the Epp might be able to overtake the Social- 
ists only if the French Gaullists’ Rally for the 
Republic joins the group—-a step it has not 
dared take because of internal dissarray over 
Europe. Now that the Gaullists have lost 
their Eurosceptic leader, Phillipe Séguin, 
who resigned recently, they might just do so. 

If, for some reason, so much excitement 
fails to titillate, a few countries are layingona 
cast of colourful characters to enliven the 
show. In France, to the consternation of de 
Gaulle’s other descendants, Charles, the gen- 
eral’s grandson, is standing for the far-right 
National Front of Jean-Marie Le Pen. And, 
while Nana Mouskouri, a Greek singer, is to 
stand down as an mer, Italy's Gina Lollobri- 
gida, a filmstar now aged 71, is running—if 
that is the word—for office. 
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“SMALL country wedged 
between Germany and 
France, Belgium has an uncan- 
ny knack of grabbing attention 
only when embroiled in a scan- 
dal. Three years ago, the place 
‘was shaken by the exposure of 
official cover-ups and incom- 
petence surrounding the arrest 
of Marc Dutroux, a paedophile 
and murderer. Last year, Willy 
Claes, a former Narto secretary- 
general and ex-deputy prime 
minister, was convicted, along 
with two other bigwigs, of accepting kick- 
backs for defence contracts. Now, on June 
ist, two ministers have resigned over a 
cancer scare that could turn out to be as 
grave as the sse (“mad-cow”) scandal was 
in Britain. 

On May 27th the Belgian government 
alerted the European Commission to the 
fact that high levels of dioxins, chemicals 
that cause cancer, had been found in eggs 
and chickens. The scare quickly widened 
toinclude pork after warnings from the £u 
farm commissioner. The Belgian govern- 
mentsaid it had traced the contamination 
to feed from a company that supplied 
farms not only in Belgium but in France 
and the Netherlands too. In response, the 
commission this week backed a proposal 
made by its veterinary committee to de- 
stroy all products made from Belgian eggs 
and chickens produced since January 
15th, and all products that can be traced 
back to the contaminated farms; eggs 
make up 2% of them. France began with- 
drawing from its shops Belgian eggs and 
chicken suspected of contamination. 





Belgium’s rotten food 





This week’s political casualties—Karel 
Pinxten, the farm minister, and Marcel 
Colla, the health minister—could just 
mark the start of the scandal. Franz Fis- 
chler, the eu’s acting farm commissioner, 
says that Belgium could face legal action 
over its failure to inform the commission, 
and so to protect European consumers, 
earlier. Laboratory results, he said, had re- 
vealed the presence of the carcinogen as 
early as April. On June 2nd, two managers 
of the Belgian farm where the contamina- 
tion originated were charged with fraud, 
though not relating to the contamination. 

This latest scandal comes as Belgians 
prepare for general and European elec- 
tions on June 13th. The current govern- 
ment, under Jean-Luc Dehaene, is a coali- 
tion of left and right, of French-speakers 
and Flemish-speakers. One of the resign- 
ing ministers was a Socialist and the other 
was a Christian Democrat. Both parties 
will be tainted by the mess. The party that 
could do best out of voter disillusion at 
Belgium’s sloppy politicians is the far- 
right Vlaams (“Flemish”) Blok. 








The Caucasus 


Racing for arms 


BAKU 


ESPITE a clutch of ceasefires in the Cau- 
casus, it is a still a zone of danger and 
uncertainty. Witness yet another plot, ex- 
posed on May 24th, to kill Edward Shevard- 
nadze, Georgia’s 71-year-old president. It was 
at least the third such attempt on his life 
since 1995, when he survived a bomb attack; 
last year his motorcade was caught in anoth- 
er blast, but he was unscathed. This time, 12 
people were arrested and a stash of arms un- 
covered. Once again, Mr Shevardnadze was 
quick to denounce the Russian hand he 
sensed behind the effort to get rid of him. 
This latest act of violence comes againsta 
backdrop of what one Azeri leader calls a re- 
newed “arms race” between Armenia and 
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Azerbaijan, which is ever more plainly di- 
viding the Caucasus into broadly pro-Rus- 
sian and pro-NaTo camps. The group sym- 
pathetic to NATO generally seeks to further 
Turkish interests in the area and to extend 
them to the Turkic-speaking world in ex-So- 
viet Central Asia, and has gathered a batch of 
like-minded countries under the acronym 
GUUAM, standing for Georgia, Ukraine, Uz- 
bekistan, Azerbaijan and Moldova. The rival 
group that looks to Russia for succour, but so 
far has no name, includes Armenia and Iran, 
and has China and Greece in supporting 
roles on the fringes. 

The Kosovo crisis has provided a litmus 
test. Those in the Russian camp are generally 
hostile to NaTO’s campaign. Armenia, which 
is likely to have an equally nationalistic gov- 
ernment following a general election on May 
zist, was one of only three countries that vot- 
ed last month against expelling Serbia from 
Eutelsat, a pan-European organisation for 





sharing television satellites. By contrast, Ge- 
orgia and Azerbaijan are right behind NATO. 
Mr Shevardnadze, a former Soviet foreign 
minister who has nonetheless been eager to 
close two of the four military bases Russia 
still has in Georgia, has recently begun to 
sound much keener for his country to join 
Nato. And Azerbaijan has offered to send a 
token contingent of troops to join a Turkish 
battalion earmarked for Kosovo. 

One factor that is driving Azerbaijan, 
too, to collaborate more keenly with Narto is 
whatitsees as a dangerous new flow of arms 
to Armenia. The Azeris reckon—with some 
evidence—that Russia helped Armenia win 
the war against them for the disputed Na- 
gorno-Karabakh territory. This winter Azeri 
officials complained bitterly when Russia 
sent new MiG-29 fighters and s-300 air-de- 
fence missiles to its bases in Armenia. They 
alsoclaim that the Russians helped Armenia 
get rocket-launchers from China. 

Still, the Azeris are probably exaggerating © 
the arms imbalance. The Russians do not ap- 
pear to have exceeded the limits laid down 
in the treaty on Conventional Forces in Eu- 
rope, under which Russia has every right to 
re-equip its bases. And, even though Russia 
sold a lot of arms to Armenia in the 
mid-1990s, it sold some to the Azeris too. 

Azerbaijan’s handicap, all the same, is 
that it lacks a full-blooded big-power men- 
tor. Ithas a defence treaty with Turkey, but so 
far the Turks have not risked confronting 
Russia by giving the Azeris much help. Nor 
have the Americans. When the extra Russian 
MiGs arrived in Armenia earlier this year, an 
influential presidential adviser in Azerbai- 
jan, Vafa Guluzade, grandly invited the 
Americans to set up an air base outside Baku, 
But the United States does not want to getdi- 
rectly involved in the Caucasus. 

It is, however, keen for Turkey to be its 
surrogate there. It wants the Turks, by win- 
ning a good share of Caucasian pipelines, to 
serve as an entrepot for Caspian oil and gas. 
Needless to say, this tilts Greece, whose gov- 
ernment has supported NATO over Kosovo 
but whose people are adamantly pro-Serb, 
the other way: Armenia has a defence treaty 
with Greece, is sending army officers to 
Greece for training, and is enthusiastic about 
triangular Armenian-lranian-Greek trade. 

NATO, for its part, says it may advise the 
Guuam club on security—especially for 
pipelines. A GuuaM peacekeeping battalion 
is to be set up under Nato auspices. The 
Americans, mindful of their own Armenian 
and Greek as well as Turkish lobbies, want 
the Armenians to loosen their ties with Iran. 
But Armenia gets a lot of its oil and gas from 
Iran, a vital supplier during its war against 
the Azeris over Karabakh. So no one expects 
that link to be sundered. Big-power interests 
seem certain to ensure that regional rivalries 
will continue to fester in the combustible 
Caucasus. 
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Turkey and Abdullah Ocalan 


Both on trial 


IMRALI 


HE trial of Abdullah Ocalan, leader of a 
15-year-long Kurdish insurgency, offers 
Turkey a chance to show the world that it 


can dispense justice freely and fairly. Mr 
Ocalan is blamed for the deaths of some 
30,000 people. He certainly has a case toan- 
swer. Human Rights Watch, an American- 
based monitoring group that has often casti- 


gated the Turkish state, says that Mr Ocalan’s 


outlawed Kurdistan Workers’ Party (PKK) or- 


dered the killings of thousands of unarmed 
civilians, most of them families of Kurds 


who have obeyed the Turkish authorities. 
The prosecutors want Mr Ocalan to hang— 


for treason, among other things. Appearing 


in court for the first time on May 31st on an is- 


land called Imrali in the Sea of Marmara, Mr 


Ocalan came across as a man desperate to 


save his life—at any price. 


Standing in a bullet-proof glass cubicle, 


Mr Ocalan declared: “I am willing to serve 
the Turkish state so as to promote peace and 
brotherhood between Turks and Kurds.” He 
said he could bring his men down from the 


mountains within three months. But in or- 


der to do so his life must be spared, he said. 


His fighters do not, however, sound ready to 


obey. On June and, a suicide bomber killed 
two Turkish soldiers in the south-east. 
Indeed, the KK may already be viewing 
Mr Ocalan as a traitor. So far during the trial, 
he has refused to accuse Turkey’s security 
forces of abuses against the Kurds. And he 


told the court that he had been neither mis- 


treated nor tortured by his captors, echoing a 
report issued after an impromptu visit in 
March by the European Committee for the 
Prevention of Torture. One leading Kurdish 


human-rights activist said: “We feel be- 


trayed, crushed. Ocalan no longer speaks for 


the Kurdish people. He has no role left for 


solving the Kurdish issue.” 


If militant Kurds look like deserting him, 


Turkish nationalists, who helped sweep the 
far-right National Action Party towards 
power in a coalition government likely to be 
led by an old leftist, Bulent Ecevit, are baying 
for his blood. One of the Action Party’s slo- 
gans in its election campaign was “Hang 


The Max Schmidheiny Foundation, a philan- 

thropic body established by a Swiss busi- 
| nessman and connected to the University of 
| St Gallen, has awarded its annual “Freedom 
| Prize” jointly to The Economist and Transpar- 

ency International, a Berlin-based group that 

campaigns against corruption. The prize of 
| SFr200,000 ($131,500) is awarded to people or 
| institutions who serve the cause of liberalism. 
| The two recipients are discussing a joint pro- 
| ject, to which they may donate the money. 
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Apo”, as Mr Ocalan is known. 

He could well suffer that fate. There have 
been no executions in Turkey since 1984, 
partly because the Turks have been hoping 
to join the ev, all of whose governments are 
against the death penalty. But now that the 
Union has pretty well slammed the door on 
‘Turkey's application, most Turks say they no 
longer care what Europe thinks. 

Europeans’ calls for a fair trial only make 
Turks all the more indignant. They point out 
that Italy, whose prime minister, Massimo 
D’Alema, has called for Mr Ocalan’s life tobe 
spared, could itself have put him on trial 
when he turned up in Rome last November 
after his expulsion from Syria, which had 
long let him operate from its territory. 

Turkey is also gleefully using the trial to 
indulge in a bout of Greece-bashing. In Mr 
Ocalan they have found a more than willing 
partner. He agreed with prosecutors that his 
men had indeed got arms and training in 
Greece, which strenuously denies it. 





EUROPE 

Still, international human-rights groups 
have sharply criticised Turkey over its hand- 
ling of the trial. “It stinks from top to bot- 
tom,” said one westerner watching the pro- 
ceedings. They cite the presence of a military 
man on the panel of judges, Mr Ocalan’s 
lawyers complain that they do not have free 
access to their client, that meetings with him, 
which last usually no more than an hour, are 
filmed, and that notes taken during them are 
photocopied by prison officials. 

Of all the arguments Mr Ocalan has 
made during his often rambling and inco- 
herent defence, there is one that many Turks, 
as well as Kurds agree with: that the Kurdish 
issue will not be solved by Mr Ocalan’s 
death. Unless the Turkish government now 
being assembled is willing to meet at least 
some of the Kurds’ demands, their rebellion 
(the 29th, some say, since the Turkish repub- 
lic was founded 75 years ago) will continue— 
whoever leads it. 





Watch me flash 


| moscow 


Ons in a Moscow traffic jam? Then sit 
back and enjoy the Russian motorists’ 
favourite hobby: decoding other people's 
number plates. Some are simple enough: 
foreigners’ cars are numbered from oo1, 
which means you are British, to 157 if you 
are Paraguayan. Diplomatic plates are red, 
others yellow. Foreign correspondents’ are 
still heralded by the letter x. Russian mil- 
itary cars have white letters on a black 
background; top officials sport Russian 
| flagsinstead of the number of their region, 
while three big capital letters, starting with 
M, warn you that the car belongs to the 
still ubiquitous security services. 

Other markings are more subtle, but 
| just as useful, in letting the nosey and 

bribe-hungry traffic police know who's 
| who. The same three letters, especially 
| ones such as xxx, mean the private car of a 
shishka (literally, a fircone), as big cheeses 
are called. A clutch of repeated digits, or 
some memorable combination (123, for 
example), sends the same message. The 
most important non-government peo- 
| ple—pop singers, for example—have li- 

censed show-off plates embellished with 
three os, known as “three Olgas”. 

Many Russians, despite the financial 
chaos, are rich enough to pay a few thou- 
sand dollars for an officially sanctioned 

flashing blue light on their car roof, allow- 
| ing them to carve through the traffic like a 
marauding Cossack. For a fee you can buy 
a police siren or a snorting klaxon to shoo 
mortals out of your way. 

Inevitably, the custom inflates. The 
really important cars now have flashing 
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red lights (strictly not for sale, at least not 
so far) to distinguish them from the blue- 
bulb aspirationals. In the narrow lanes of 
Moscow’s wealthy dachaland, self-im- 
portant drivers of big black cars engage in | 
terrifying battles of nerves to save their 
masters from the humiliation of slowing 
down for someone else. 

And impersonation is not exactly ille- 
gal. A foreigner can quite legally drive acar 
registered in his Russian friend’s name— 
with local number plates—to look anony- 
mously, perhaps more safely, Russian. For 
the modestly well-connected, or those 
able to stump up a few hundred dollars, . 
the car licensing people will let you havea 
reasonably impressive plate. Stick it on a 
nicecheap black Volga, puta fake antenna 
on the roof, and you too can enjoy your 
moment of sinister untouchability. 
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What next for Slobodan Milosevic? 


Te mind of Slobodan Milosevic has long been a Balkanenigma. 
He is both cunning and naive. He is ruthless and bloodstained, 
yet has generally shrunk from confrontation. He is paranoid about 
his own security and believes deeply that Serbia and Serbs are vic- 
tims of history, yet he has remorselessly bullied Serbia’s smaller 
neighbours and has brutally persecuted minority groups within 
his own reach. He would like to compromise with Nato, yet his as- 
sault on the Kosovars made it ever harder for the alliance to accom- 
modate him. He is coldly calculating, yet his strategic blunders over 
the years have led to the collapse of the Yugoslav federation (from 
six republics down to two) and to the devastation of Serbia, the 
country at its core. Is he a genius at manipulating people and pre- 
serving power, or will he, in the end, go down merely as a crassly 
short-sighted dictator who brought disaster on his people—and on 
himself? 

The indictment levelled against 
him on May 27th by the un’s Interna- 
tional War Crimes Tribunal must have 
rattled him. Geographically and tacti- 
cally, he is trapped. Until the indict- 
ment, he had been quietly preparing 
an escape route, should things sud- 
denly go awry. He has relied—as a link 
to the world outside—on close friends 
in Greece, whom he has often visited 
in Athens and Crete. More recently, Mr 
Milosevic’s son, Marko, has been in 
South Africa, making financial ar- 
rangements for the family. All that, it 
now seems, is academic. A semi-rogue 
state, such as Belarus, even Russia it- 
self, might offer Mr Milosevican exile’s 
haven. But a Minsk suburb cannot be 
his ideal for a gracious retirement. 

Still, cornered as he is, Mr Milosev- 
ic is nothing if not a master-wriggler. 
His lingering hope, of course, was that 
quarrels within Nato and the force of 
Russia’s pro-Serb feelings (perhaps 
even promises of Russian arms and 
men) would yet produce a compro- 
mise that would, above all, leave him 
in power—by letting him tell his peo- 
ple that their sacrifices were not in 
vain. That would have required narto to agree not just to uphold 
Serbia’s sovereignty over Kosovo, but also that some Serb forces 
could stay there; that, if an international force came in, Russians 
would be its mainstay; and that, at a pinch, the province might be 
partitioned, even with only a small bit staying under Serb control. 

But if, as now seems more likely, Mr Milosevic is preparing to 
back down alot further, could he survive? For a start, he is not much 
loved by his own people—in times of peace. Two years ago, street 
demonstrations nearly finished him off. He probably has the solid 
support of only about a fifth of the voters. But the secret police and 
army, his family-connected network of businessmen and cronies, 
who control much of the economy and suborn enough politicians, 
and a slavishly deferential state-controlled press all contrive to 
keep him going. 

The secret police are crucial. Two years ago, several of his closest 
colleagues, including the then interior minister, with whom Mr 
Milosevic had fallen out, met mysterious deaths. This year, a lead- 
ing but insufficiently supportive newspaper owner in Belgrade, 





Slavko Curuvija, was shot dead. One of the few serious opposition 
politicians left, Zoran Djindjic, has had to flee to Montenegro, Ser- 
bia’s rebellious little partner in rump Yugoslavia. 

But perhaps even more important to Mr Milosevic is his wife, 
Mira Markovic. She is moody, vindictive, much ridiculed by Serbs 
at large and, unlike her husband, who has no real ideology save 
the pursuit of power, is a fierce Marxist who runs her own com- 
munist party. She sees a world that will be dominated by Russia, 
China, India and, yes, Serbia. 

She--and he—can surely not believe that that dream can now 
come true. But at least the pair are determined still to keep their 
battered country a family affair. In this they have the eager co-op- 
eration of their son and daughter, both big in business. Nearly all 
state-owned monopolies, including arms-making, are tied to the 
ruling inner circle. The shady world of 
communist big business was, after all, 
how Mr Milosevic got going. His first 
big job was running the communist 
states main gas-import company. 
Then he ran its biggest bank. Old com- 
munist apparatchiks-turned-tycoons, 
such as Russia’s envoy for Kosovo, 
Viktor Chernomyrdin, are the sort of 
people he feels comfortable with. If 
the Russian gas magnate and former 
prime minister said the game was up, 
Mr Milosevic might well have listened. 

But it is primitive nationalism, 
egged on by the self-deluding myth of 
Serbs as perennial victims, that has be- 
come both Mr Milosevic’s rescuer 
(when communism collapsed with 
the Soviet Union) and his nemesis. It 
was a stirringly virulent nationalist 
speech he made in Kosovo, in 1989, 
harking back to the Serb Prince Lazar’s 
suicidally brave battle against the 
Turks a mere six centuries ago, that 
saved his leadership when the Serbian 
old guard looked in danger of ejection. 
Now he may have become a victim of 
his own propaganda. 

Some say that Mr Milosevic, at 
moments of desperation, may be in- 
spired by a “Lazar complex”—a feeling that, if the worst comes to 
the worst, he could bring the whole nation crashing heroically 
down around him under the weight of nAto’s bombs. There is cer- 
tainly a darkly wretched streak in his background. Asa boy in Poz- 
arevac, the north Serbian town where he was born 57 years ago, he 
was clever and competitive, running the school branch of the 
Communist Youth League. Never popular, he was then scarred by 
a double tragedy when his father, a Montenegrin schoolteacher 
who had wanted to be an Orthodox priest, committed suicide; a 
few years later, his mother killed herself too. 

Butif there is a yen for self-destruction in Mr Milosevic, he has 
never displayed it. Self-preservation and opportunism have been 
his watchwords. Pilloried as a war criminal and shaken by the 
knowledge of his massive miscalculation in believing that Naro 
would never use such force against him, he has become a desper- 
ate man, his room for manoeuvre drastically reduced by his war- 
crimes indictment. He probably wants to go on living. A wish for 
self-preservation may now, at least in the short term, prevail. 
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Groupe Schneider 
is now called 
Schneider Electric. 
The circuit breaker, 
the contactor, the 
programmable logic 
controller... These 


io are just a few of the 
a Square D products we offer 
Telemecanique that contribute to 
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in two words: Schneider 
Electric. 


making electrical 
distribution, 

industrial control and 
automation more 
efficient. They have 
also given recognition 
to our global brands 
in 130 countries. 
That’s why we have 
changed our name 


Schneider 






We do more with electricity. 





to Schneider Electric. 
The trademark of the 
electrical industry’s 
most innovative 
leader can now be 
summed up in 

one single logo and 
two words. 
http://www. 
schneider-electric.com 
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The grand illusion 


HEN “Astérix and Obélix against César”, a 

film based on a French comic strip about 
plucky Gauls who resist the mighty Roman empire, 
was released earlier this year, the French seized up- 
on it as an emblem of national assertiveness. Asté- 
rix, declared the highbrow newspaper Le Monde, 
was “a national matter of the greatest importance”. 
The film, it continued, was “a symbol of Gallic re- 
sistance to the Hollywood invasion”, the gritty 
small fighter against an imperialist assault. “We 
must sink “Titanic” with this film; French pride is at 
stake,” echoed Albert Uderzo, co-author of the orig- 
inal comic strip. The film pulled in over 8m people 
in its first two months. 

But although Astérix may have clocked up this 
year's best viewing tally so far, its audience was 
dwarfed by the 21m French movie-goers who 
streamed to see the American blockbuster “Titanic”. 
There is no way that Astérix could sink “Titanic”, 
just as there is no way that France as a whole—its 
businesses, its labour market, its popular culture— 
can resist globalisation, a force which the French re- 
gard with deep ambivalence as the bearer of the 
American way. 

The French appeal to national pride over the As- 
térix release was nothing unusual. Hardly a week 
goes by without some politician or pundit calling on 
the French to defend the exception francaise, the 
French way. “We have the greatest respect for oth- 
ers,” declared President Jacques Chirac at a meeting 
of the Group of Seven industrial countries in Den- 
ver in 1997, in response to talk about copying Amer- 
ica’s economic policies, “but we have our traditions, 
our model, and we wish to keep them.” 

The French dirigiste model, based on a strong 
and ambitious state, at once the creator of riches 
and the guarantor of equality, retains a tight grip on 
the French mind. “The role of the state”, says Jean- 
Luc Lagardère, head of the Lagardère defence group, 
“has been fundamental since the 17th century, 
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something I greatly admire.” Historically, France 
needed a strong state to fashion a nation from the 
successive waves of tribes that spilled across its 
lands. Faith in a dirigiste state was fortified under 
Napoleon, but taps a tradition reaching further 
back, to the Ancien Régime and to Louis x1v’s fi- 
nance minister, Jean-Baptiste Colbert. 

Moreover, the republican values that inspired 
the French model were regarded as universal, and 
the need to spread them as a vocation for the 
French. “When we organised our state”, says Char- 
les Pasqua, a Gaullist former interior minister, “we 
were bold enough to imagine that it was a model not 
only for France but for the whole world.” Abroad, 
the British simply ruled their colonies; the French 
tried to turn Africans into Frenchmen, with history 
lessons about “our ancestors, the Gauls”. 

Even today, physical reminders of the power of 
the state are everywhere. No French village is com- 
plete without its dominant town hall, decorated as- 
sertively with a huge tricolor flag; no département 
without its grand préfecture, stately home to the un- 
elected representative from Paris. At its various lev- 
els, the French state spends a hefty 54% of GDP, one 
of the highest proportions in the European Union, 
and employs one in four workers. Three-quarters of 
the ministers under Lionel Jospin, France’s present 
prime minister, are former civil servants, Even the 
state-sponsored “Plan” retains its name and its 
symbolic capital letter to this day. 

To most Frenchmen, the dirigiste model re- 
mains a source of pride, not resentment. This owes 
much to the part the state played in the 30 years of 
spectacular economic growth after the second 
world war, which propelled a heavily rural econ- 
omy into the modern industrial age. It turned 
France into the world’s fourth-largest industrial 
power, after America, Japan and Germany, and its 
fourth-biggest exporter. In terms of income per 
head, France overtook Britain in 1969, and has re- 
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changing, but 
cannot face up 
to it. _ its 
exaggerat 
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tained that lead to this day. Despite 
the heavy state, private enterprise 
has flourished. France is home to a 
host of profitable. world-class 
firms, such as L’Oréal, the world’s 
biggest cosmetics group, Danone, 
the world’s biggest dairy-products 
firm, Vivendi, the world’s biggest 
water company, Axa, Europe's big- 
gest insurer, and Lvmu, a successful 
luxury-goods group. Many of them 
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are run by anelite of French former 
bureaucrats, trained to believe that 
any problem can be solved if sub- 
jected to enough rational analysis. 
The way the French educate their 
administrative caste does not ap- 
pear to be an obvious handicap in 
the competitive world. 

However, this survey will argue 
that the French model has reached 
its limits in several important re- 
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petitive markets, both in the £u 
and beyond, together with stubbornly high jobless- 
ness, a greying population and disillusion about 
corruption among the elite, are putting the model 
under intense strain. 

France needs to adapt its welfare state, its public 
service, its labour market, even its business sector. 
Indeed, it is already doing so, but in ways that the 
French find uncomfortable. This is because many of 
the changes involve embracing the values and prac- 
tices of liberal American capitalism, which the 
French find difficult to square with those of their 
own dirigiste model. 

French history has been, in large part, pro- 
foundly anti-liberal. Liberal economic thinking 
finds little echo in French history, and plays little 
part in the way the French see themselves. This does 
not mean that they cannot change—nor that the 
French should uncritically adopt the liberal model. 
France has its own traditions and political dynam- 
ics, and can surely find its own middle way. But it 
does make change more complicated, more 
wrenching—and all the harder to detect beneath the 
public talk about the need to preserve the French 
way. Fear of unfettered liberal capitalism often 
stops France from achieving, and certainly from ad- 
mitting to, any change at all. 


Mickey takes on Astérix 


Many of these changes would require the French to 
adopt features of the American way. Since their re- 
spective revolutions in the 18th century, separated 
by just 13 years, France and America have had a 
profoundly ambivalent relationship: France is at 
once admiring, resentful and disdainful, fascinated, 
infuriated and threatened by America. For sure, 
France’s chief post-war foreign concern has been 
the construction of Europe, and the main motive for 
this the peaceful containment of Germany. But, 
these days, French preoccupation with Europe of- 
ten stems as much from its desire to stand up to the 
Americans as from its historical fear of Germany. 
French anti-Americanism has moved in waves 
throughout this century, intensifying politically in 
the 1950s under the twin influences of the French 


Communist Party and General Charles de Gaulle. 
De Gaulle, the most recent embodiment of France’s 
universalist ambitions, once said that France would 
show the world how to “build an industrial civ- 
ilisation which is not derived from. the American 
model and in which man will serve as an end, nota 
means”. The French regard:America asthe epitome 
of liberal “Anglo-Saxon” capitalism. What sets their 
model apart from the individualist American one, 
they believe, are the values of equality and commu- 
nity. After a visit to America in the 1940s, Simone de 
Beauvoir wrote that she regarded “America as the 
country where capitalist oppression had triumphed 
in the most vile fashion.” 

To this day, even conservative business chiefs 
punctuate their views on the French model with re- 
publican appeals to solidarity, cohesion and equal- 
ity. “French business leaders,.in general, have a 
much greater sense of their social responsibility 
than their Anglo-Saxon counterparts,” says Mr La- 
gardére, In French politics today there is no greater 
snub than to call somebody “ultra-liberal”—a set of 
beliefs associated with brutal, uncultured, unfet- 
tered capitalist American ways. What sometimes se- 
cretly seems to annoy the French is that America 
claims to be the inventor of the modern republican 
democratic state and of human rights, when they 
feel the honours should go to their own 18th- 
century philosophers. 

Yet for all their insistence to the contrary, the 
French are increasingly adopting those American 
ways. Despite the prop of government money for 
France’s film industry, for example, little over a 
quarter of all cinema tickets sold last year were for 
French films, down from about half in 1980. French 
teenagers now dress in clothes from Gap, wear per- 
fume by Calvin Klein, tune in to “Friends”, listen to 
Lauryn Hill, and surf the “Star Wars” website. In the 
Internet age, consumer tastes cannot be dictated. 

Itis not only in the realm of popular culture that 
Anglo-Saxon habits are creeping up on the French. 
Over the past few years, their famously dirigiste 
economy has been liberalised beyond recognition: 
markets in electricity, telecommunications and gas 
have been opened to competition, and one-time 
icons of the French state such as Air France, Aero- 
spatiale and France Télécom have been partially re- 
leased into private hands. Whisper it softly, but for- 
eign investors now hold nearly half the shares in 
many formerly state-owned firms such as Société 
Générale, a bank, and Elf, an oil giant. 

Moreover, French businessmen are starting to 
behave like American capitalists. When, earlier this 
year, Banque Nationale de Paris launched a hostile 
bid to take over two other French banks, Société Gé- 
nérale and Paribas, which themselves had just de- 
cided to merge, it provoked a bout of soul-searching. 
Many Frenchmen felt that snp’s chief, Michel Pébe- 
reau, had behaved in an uncivilised, aggressive and 
thoroughly unFrench way. In foreign policy, too, 
the French are caught between their urge to resist 
“American hegemony” and the reality of needing 
America’s umbrella when things get serious. Hubert 
Védrine, Mr Jospin’s foreign minister, talks a lot 
about the need to counter world domination by a 
single “hyperpower”. Yet, when the crisis in Kosovo 
came to a head in late March, France did not hes- 
itate to put its bombers under the direct orders of an 
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American commander as part of the Nato force, 
even though it had pulled out of Nato's military 
command structure under De Gaulle in 1966 and 
remains only semi-attached. 

“We've Americanised ourselves without realis- 
ing it,” says Dominique Moisi, deputy director of 
the French Institute of International Relations, “and 
the more it happens, the more we resist it.” We are 


HE most perplexing question about contempo- 

rary France is this. If, as champions of economic 
liberalism argue, France embodies all the vices of an 
over-sheltered, welfare-cushioned, _ state-stifled, 
centralised, quaint and archaic European model, 
then how does it manage to be such a vibrant and 
prosperous place? 

It is hard to dispute the fact that France is highly 
taxed, highly regulated and state-heavy; or that the 
chief price the French now pay for their dirigiste 
model is a stubbornly high unemployment rate 
(currently 11.5%), of which more later. More tricky is 
deciding how far the heavy state really is a burden. 
Here, it is important to distinguish the essential ser- 
vices the state carries out—those of regulator, educa- 
tor, protector and planner, which the French call ré- 
galien—from its traditionally wasteful and reckless 
part in the productive economy. The trouble is that 
in trying to fulfil its dirigiste aspirations in the first 
role, the ambitious state cannot resist interfering in 
ways that impose costs on the second. 

Despite the follies of the first Mitterrand govern- 
ment, when in 1981-82 the state engaged in a frenzy 
of nationalisation and slapped on suffocating taxes, 
the French economy did not fare significantly worse 
in the 1980s than other big industrial powers. Re- 
cent years have been leaner. Between 1990 and 
1997, when the franc was hooked up painfully to 
the p-mark, France’s Gor grew at an average of only 
1.2% a year. But there has now been an encouraging 
economic upturn. Last year’s Gop growth of 3.2% 
was the best of the decade. It was also, for the first 
time since 1992, faster than the European Union av- 
erage. Inflation has been stamped flat to a mere 
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different, the French seem to be saying to them- 
selves through gritted teeth, as if by doing so they 
can keep all things American at bay. Yet if the coun- 
try is to build the dynamic and prosperous econ- 


- omy it wants, and is capable of operating, it has to 


accept some of the things it associates with the 
American way—and to find a way of doing so that 
does not undermine its Frenchness. 





0.5%. The government’s budget deficit, at 2.7% of 
cpp, has been shaved to fit inside the 3% limit set by 
membership of the euro. 

Most striking of all, those Frenchmen who have 
jobs are highly efficient. Measured by output per 
hour worked, French labour productivity is higher 
not only than in Germany but in America too. “For 
us”, says Louis Schweitzer, head of Renault, the 
country’s biggest car manufacturer, “France is the 
most productive place to make cars in Europe.” 
That helped to persuade Toyota, a Japanese car 
maker, last year to choose Valenciennes, in northern 
France, to build its brand-new FFr3.5_ billion 
($565m) factory—the biggest Japanese investment 
in Europe since Toyota and other Japanese manu- 
facturers began making cars in Britain in the 1980s. 


Learning to let go 


The weakness of the French model is not that the ré- 
galien state does a bad job, but that it does a good 
job too expensively. The French moan endlessly 
about the quality of their education, yet most mid- 
dle-class parents happily send their children to state 
schools. A business and engineering education, 
which efficiently equips graduates for the labour 
market, has long been considered chic. Only 35% of 
French workers have a level of education below the 
standard expected at the end of compulsory school- 
ing, compared with 50% in America and 55% in Bri- 
tain, according to a recent report by McKinsey, a 
consultancy. And yes, French trains still run on 
time. As part of the French public-sector grands tra- 
vaux, this year the Paris-Lyon high-speed train 
(rev) line is being extended to Marseilles in the 
south, and a new line built to Strasbourg in the east. 

Yet the public service remains overweight by at 
least 10%, or 500,000 employees, according to Alain 
Juppé, who was prime minister in 1995-97. Public- 
sector workers are hugely featherbedded, enjoying 
such perks as fatter pensions (75-85% of final pay, 
against about 50% in the private sector), earlier re- 
tirement, longer holidays, higher child allowances 
and cheaper travel, all in the knowledge that their 
jobs are secure for life. So public bodies stubbornly 
resist change. 

At the same time, the state is getting out of some 
of the areas where it has no business to be. Since he 
was elected in June 1997 with a pledge to put an end 
to privatisation, Mr Jospin has put up for sale state- 
owned enterprises worth some FFri8o billion, more 
than his five most recent predecessors put together 
(see table 4, next page). And whereas earlier govern- 
ments had gone for the easier pickings—a glass mak- 
er, a pharmaceutical firm, oil companies—Mr Jos- 
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pin has sold stakes in businesses which the French 
consider strategic, such as making fighter aircraft, or 
public services, such as telephone lines. 

The state has not let go altogether. It retains a 
44% stake in Renault, and a majority stake in Air 
France and France Télécom. The government is 
fighting to keep foreign hands off Crédit Lyonnais, 
which is about to be sold: letting in private share- 
holders is one thing, admitting foreigners quite an- 
other. And from its days in the public sector, Crédit 
Lyonnais bequeathed to the French state—or rather, 
to the taxpayer—losses which in 1997 were put at 
FFrioo billion. As for the Caisse des Dépôts et Con- 
signations, one of France’s biggest financial in- 
stitutions, Mr Jospin has no plans at all to sell it. 

Yet the importance of what has happened 
should not be underestimated. It was encapsulated 
by the extraordinary sight in February last year of 
Jean-Claude Gayssot, the Communist transport 
minister, sitting shoulder-to-shoulder with Domin- 
ique Strauss-Kahn, the Socialist finance minister, to 
announce the partial privatisation of Air France, a 
company so resistant to change that in the past it 
had often brought the country to a standstill. 

Scratch the surface, and some members of the 
government, notably Mr Strauss-Kahn, are surpris- 
ingly pragmatic. “The private sector can generally 
manage better than the public sector, that is cer- 
tain,” he concedes. “But my real criterion is: is each 
franc levied from the taxpayer well spent or not? I 
am not a believer in either a public-sector or a pri- 
vate-sector religion.” For France, this is revolu- 
tionary stuff. 


Business breaks free 


The retreat from state ownership is a big step, but 
the French state remains ambitious. The dirigiste 
model presupposes that an intelligent state is better 
than the markets at organising the economy. And 
the government has not shed that faith entirely. “Yes 





























to the market economy,” is Mr Jospin’s catchphrase, 
“no to the market society.” In trying to protect socie- 
ty from the market, through policies such as a 35- 
hour week, how far is the government holding back 
the economy? 

It is hard to conclude that big French companies 
have been cramped. The French bourse has surged 
by 50% over the past two years, compared with an 
average of 44% in the Ftse Eurotop 300. Profitable 
French firms, integrated into global markets, are bu- 
sy following the American corporate creed by fo- 
cusing on core businesses, conquering overseas 
markets and improving shareholder value. In 
March, in the biggest French acquisition ever of an 
American company, Vivendi agreed to buy usrilter, 
America’s biggest water-treatment firm, for $6.2 bil- 
lion. Earlier this year Alcatel, a telecoms-equipment 
firm, snapped up two young Californian data- 
networking companies, Xylan and Assured Access, 
to keep ahead in the information industry. Over the 
past five years, profits at L’Oréal, the world’s biggest 
cosmetics firm, have grown by over 12% a year. AXA, 
once a small provincial French company, is now 
Europe’s biggest insurer by total assets. 

The chief reason that firms like these have pros- 
pered under a meddling state is enforced inventive- 
ness. Take the 35-hour week, a policy which, prom- 
ised Martine Aubry, the jobs minister, would help 
create 1m new jobs over five years. Hatched in the 
belief that there is a fixed amount of work to be 
done, and that lopping four hours off everybody’s 
working week will free up four hours of employ- 
ment for somebody else, the new law now looks cer- 
tain to do nothing of the sort. Gains in productivity 
mean that the same worker can often do as much as 
before in less time. “In our industry”, says Renault’s 
Mr Schweitzer, “the number of jobs will continue to 
decrease, because productivity will increase faster 
than production; the 35-hour week will just slow 
that decrease.” 

In fact, employers are using the prospect of a 
shorter week to extract previously unthinkable flex- 
ibility from the unions: things like wage moder- 
ation, weekend work, late-night shifts. Naturally no 
employer is happy about the law—“‘totally stupid”, 
snorts one axa boss-—and for smaller firms it does 
pose genuine difficulties. For big companies, 
though, it is not unbearable: it just wastes time and 
money. Nor do many in government still believe it 
will create jobs. “Frankly”, admits one minister pri- 
vately, “even if it does, it will have meant a lot of 
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disorder to create relatively few jobs.” 

Ingenuity also helps companies get round the 
French taboo on sacking people. This, complain 
outsiders, makes economies of scale in merged 
French companies impossible to achieve. Well, yes 
and no. When snp launched its hostile bid, Mr Pé- 
bereau promised there would be no mass sackings. 
Yet insiders knew full well that jobs would be lost: 
nothing dramatic, just a gradual squeeze to get rid of 
the fat. It happens all the time. When axa and uar 
merged in 1997, Claude Bébéar, axa’s chief, also 
promised no mass redundancies among his 9,000 
salaried French employees. Now, two years later, he 
has got rid of a quarter of them. 

So far, so tolerable. Where the inventiveness of 
business should worry the government, and 
prompt some hard thinking about the dirigiste 
model, is the failure of the private sector to create 
jobs. The main reason why French labour produc- 
tivity is so high is that companies do not employ a 
lot of people. They prefer to grow by investing in 
machines rather than by inflating their payrolls. 
This is chiefly because employers have to pay higher 
social-security charges, and spend more on redun- 
dancy pay, than almost anywhere else in the £u. 
The government may have trimmed these charges 
for young workers and those on low wages, but 
these rules, and others about hiring and firing, make 
employers deeply wary of taking on more workers. 

This is particularly true in the service sector, 
which has been the motor of job creation in Amer- 
ica over the past 20 years. For example, Toys “R” Us, 
according to a report by McKinsey, employs about 
30% fewer people in its shops in France than it does 
in comparable stores in America. “At Club Med in 
the us”, says Philippe Bourguignon, the group’s 
boss, “we employ more kitchen hands; in France, 
we put in a dishwasher.” 


Le business à l’américaine 

If nothing else, the ingenuity of private enterprise 
should teach the state that it cannot force compa- 
nies to do things in the way it once could. The state 
may be trying hard to reinforce the French model, 
but other factors are busy eroding it. And what is 
emerging looks suspiciously like the liberal Amer- 
ican way. 

Two recent examples show up the limits to the 
government's ability to interfere, and the price of its 
reputation for trying to do so. The first is the French 
government's failure to court suitors such as British 
Aerospace and Germany’s pasa for Aerospatiale, 
the French state-controlled defence group. In the 
end, British Aerospace jilted the French (and then 
also the Germans) in favour of a tie-up with another 
British firm earlier this year, at least partly for fear of 
French state interference. 

The second is the snr bid, an event that made 
the French wallow in introspection. The motivation 
for it was still exquisitely French: to fend off an in- 
vasion by a foreign bank and to build up a French 
champion. But the method was straight from Wall 
Street. In times past, a hostile bid in the cosy world 
of Paris banking would never have been made 
without first securing the government's blessing. 
This time Mr Strauss-Kahn was barely informed, 
and the French regulators blessed the bid. “Le cap- 
italisme de papa is over,” declared Mr Pébereau. 
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Several factors will continue to 
push France ever closer to a form of 
capitalism in the Anglo-Saxon man- 
ner. One is that, over the past few 
years, a flood of investors from 
America and other foreign countries 
have been buying shares in French 
companies. French bosses have 
found themselves confronted by ag- 
gressive New York analysts asking 
nosy questions. Foreign sharehold- 
ers now control 49% of axa, 40% of 
Alcatel and 51% of Elf. Among the 
top 40 companies, an average of 
35% of all stock is now held by 
American or British investors. Some 
three-quarters of all French em- 
ployees of privatised firms are now 
also shareholders in their compa- 
nies. All this makes it more difficult 
for French bosses and governments to run their 
companies like private fiefs. 

The second is that younger businessmen are less 
insular than their elders. More of the recent gradu- 
ates of the business-oriented grandes écoles, such as 
Polytechnique, HEC or EssEC, some of which them- 
selves now offer English-language mBas, spend 
time at American business schools. Many have 
worked abroad. French business is already a little 
less chauvinistic than it was. Renault, now hooking 
up with Nissan to create the world’s fourth-biggest 
car manufacturer, is sending its Brazilian-born 
number two, Carlos Ghosn, tipped to be the next 
Renault boss, to Japan. L’Oréal is run by a Briton. 
Several big French fashion houses employ British 
designers, such as John Galliano at Christian Dior 
and Alexander McQueen at Givenchy. According to 
a recent study by Korn/Ferry, a firm of head- 
hunters, 17% of the directors of the top 40 French 
firms are now foreign, up from 6% in 1996. 

It would be unwise to make too much of these 
changes. Many big French businesses are still shel- 
tered from takeovers by a tangle of defensive cross- 
holdings. Shareholders are still treated with some 
disdain. Only 2% of all listed French companies split 
their board from their management. “I know of no 
other country that puts as much power in an exec- 
utive chairman,” says one French banker. “They are 
like little kings.” Their pay may well be royal too, 
but it remains a secret: not one company among the 
top 40 publishes its directors’ salaries. 

Nor, for all the talk about creating a more in- 
ternational business culture, are French companies 
all that keen to recruit abroad. Nota single boss of a 
French bank has ever worked in banking outside 
France, according to Korn/Ferry. French employers 
still regard with awe the diplomas dished out by 
their own prestigious grandes écoles, particularly 
the Ecole Nationale d’Administration (ena) and the 
Ecole Polytechnique (x). Even today, two-thirds of 
the chairmen of the top 40 listed French companies 
are graduates of these two schools. Only 28% of 
main board directors are genuinely independent, 
against 80% in America. The same faces crop up 
time and again in annual reports: just 10% of direc- 
tors bag over a third of directorships of the top 40 
companies. Many of the bosses of the biggest firms, 
such as Vivendi, Société Générale, axa or BNP, have 
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shuffled there from:top jobs in the civil service. En- 
trepreneurs such as Francois Pinault, who runs a 
successful retail empire, are still rare. ; 

Companies have prospered under the French 
model, thanks to its régalien strengths, and in spite 


of its meddling tendencies; but at a cost. Were 





ILLE, an industrial town in north-eastern France 

tucked up against the Belgian border and tram- 
pled on over the centuries by waves of Dutch, impe- 
rial French, Spanish. and German invaders, has re- 
invented itself. A textile town since the Middle Ages, 
Lille owed its industrial riches to cotton spinning 
and fabric making, in a region powered by wool, 
steel and coal. The 1973 oil shock caused its collapse. 
Industry was crushed, and some 92,000 jobs were 
lost over the next two decades. 

Today, however, Old: Lille has been scrubbed 
squeaky clean. The paintwork on the 17th-century 
Flemish facades, newly occupied by patisseries and 
boutiques, has been retouched in mint-green and 
gilt. Fairy lights are strung across cobbled streets, 
potted plants placed neatly on the pavements. 

Lille encapsulates the admirable French spirit of 
the state as planner. The city’s renaissance owes 
much to the craftiness of Pierre Mauroy, mayor and 
political baron of Lille since 1973, who, at hefty pub- 
lic cost, persuaded his Socialist friends to lay the rcv 
track from Paris to the Channel Tunnel along a dog- 
legged detour through Lille. Thanks to the high- 
speed train, Lille is now two hours from London, 
one from Paris and 38 minutes from Brussels. As the 
city’s publicity people keep reciting, it has “1oom 
European consumers within a 300km radius”. 

Other factors too have spurred Lille’s renewal: 
its long tradition of commerce and retailing; its 
cheap and skilled workforce; and its universities 
specialising in medical research. But the TGV serves 
as a vivid symbol of how the state can plan econom- 
ic renewal, sponsoring cutting-edge technology 
while preserving French tradition. A brand-new 
plate-glass complex, called EuraLille, is a vast Amer- 
ican-looking shrine to consumerism, housing 
clothes shops and offices rented at one-third the 
rates in Paris. Last year 52 new foreign companies 
set up in the city. 


Across the tracks 


Away from the prosperous bustle of Vieux Lille lie 
the grim tower blocks of La Cité de la Concorde, a 
1960s housing estate. Squatting by the flank of the 
city’s périphérique, La Concorde is home to 4,000 
people. There have been efforts at a face-lift 
although the boulders lining the sides of the roads 
are there not as decoration but to block joy-riders in 
stolen cars. Two years ago the council persuaded 
McDonald's to come in to brighten the grim clutch 
of local shops: a grocer that sells couscous, a post of- 
fice fortified with rusty window bars that swells 
with people collecting their monthly family welfare 
cheques. With unemployment at 28%, two-and-a- 
half times the national average, La Concorde repre- 
sents the failures of the French model. 


French firms subject to fewer rules and lighter taxa- 
tion; the French economy might be racing ahead 
now, leading to the sustained economic upturn that 
has eluded France over the past decade. In the short 
run, the dirigiste state may be tolerable. But in the 
long term, it is building up intolerable costs. 


The litany of difficulties on the estate is relent- 
less. Bronchitis and tuberculosis, thanks to damp 
and cold in flats where electricity has been cut off, 
are on the increase. Half the children in the primary 
school: have both parents unemployed; some of 
them miss school because their parents do not get 
up in the morning. Drugs smuggled from the Neth- 
erlands are traded in a telephone box on the estate; 
children keep watch for the police from nearby 
windows. “When they cruise about in their BMws,” 
says a housing officer, “the dealers give the young- 
sters the idea that this is how to make a living.” 

“People here don’t believe in anything any 
more,” says a health worker based on the estate. 
“They have closed themselves off, and bring up 
their children like that.” She knows young single 
women on the estate who have had babies at three- 
year intervals, the duration of an allowance paid af- 
ter childbirth. The sense of defeat seems greater 
among white residents than among the 50% or so of 
foreign, mostly North African, origin. One young 
white girl has started to wear the Muslim veil in a bi- 
zarre effort to believe in something. 

In recent years, there has been a renewed burst 
of moral panic in France about the suburban hous- 
ing estates that ring so many of its cities. Much of the 
agonising about the moral fibre of the young con- 
cerns crime prompted by the breakdown of families 
and authority. Behind all the moral self-exam- 
ination lies a fundamental economic problem: 
France has failed to create enough jobs for young 
people. Between 1970 and 1995, says McKinsey, in 
America the hours of work per head created in pri- 
vate services more than doubled; in France they de- 
clined by more than half (see chart 6). Nearly 3m 
people, or 11.5% of the labour force, are unemploy- 
ed, far more than in Britain and America. 

Advocates of the French model argue that job- 
lessness is a hangover from the days when the 
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French pushed up interest rates to punishing levels 
to defend the franc fort. With the economy now on 
the upturn, joblessness will fall, as it has been doing 
gently since mid-1997. But this is only part of the 
story. The chief problem is a sticky labour market, 
caused mainly by the hefty social-security charges 
that employers have to pay for their workers, and 
by the high cost of laying them off. Structural unem- 
ployment may now be as high as 9-10%. 

Most worrying, a quarter of all those aged under 
25 have no job at all, and little chance of finding one 
soon. Two-fifths of the unemployed have been 
without work for over a year, half of those for more 
than two years. A recent French study showed that 
the unemployed in France take five times as long to 
find a new job as in America; yet those in work are 
five times less likely to lose their jobs. In short, there 
is a huge gap between those with and without work. 
The potential for this to translate into isolation, an- 
ger and violence is chilling. 

There are signs of tentative change. The Jospin 
government last month announced plans for fur- 
ther cuts in employers’ social-security contributions 
on jobs paying up to 1.8 times the minimum wage 
for firms which create an extra 6% new jobs—and 
enforce the 35-hour week. Most strikingly, last year 
four-fifths of jobs created in the private sector were 
in the form of short-term contracts, a sort of flexible 
working that is new to France. Even among men, 
part-time work is on the rise, although two-fifths of 
part-timers say they would prefer to work more. 
This new flexibility has helped to coax 400,000 jobs 
from the current economic upturn. But the rela- 
tively high minimum wage is still considered un- 
touchable. And anecdotal evidence suggests that 
these changes do not go far enough. “Things are 
booming at the moment,” comments one building 
contractor in Lille, “but PII do anything to avoid tak- 
ing on more workers.” 

By failing to create jobs, the French dirigiste 
model has failed to protect people from poverty. 
Some people disagree, pointing out that on the basis 
of the relative poverty line—half median income— 
France’s poverty rate has hovered around a lowish 
8% throughout the 1990s. But this is a numbers 
game. On the basis of the American poverty line of 
about $22 per head per day, after adjustment for 
purchasing power it looks as though 12% of the 
French live in poverty—not so different from the 
14% in America and 13% in Britain, practitioners of 
the Anglo-Saxon liberal way. 


A new red model army 

On the second floor of a municipal police building 
in a run-down area of Roubaix, a textile town next 
to Lille, René-Vincent Rezzi, dressed in jeans and a 
bright red t-shirt emblazoned with the title “mé- 
diateur”, is taking a call on his radio telephone. An 
abandoned car with smashed windows has been 
found by a colleague out on the street: has it been 
registered as stolen? Sitting in the control room, the 
walls decorated with maps highlighting “hot spots” 
with little coloured pins, he calls the police and then 
carefully records the incident in a paper file. 

Mr Rezzi is one of the 179,000 young people 
who by April this year had become the beneficiaries 
of a youth job-creation scheme hatched by Mrs Au- 
bry. In Roubaix, these médiateurs act as extra eyes 
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French service, American-style 


and ears for the police. “Our only weapon is dia- 
logue,” says Ali Mecheri, the colleague who reported 
the abandoned car while cruising the streets in his 
matching bright-red médiateur sweatshirt. He 
takes home the minimum wage (FFr6,929 a month); 
the government foots 80% of the bill. Mrs Aubry, 
who is also Lille’s deputy mayor, promises to create 
350,000 such jobs by next year. 

This French answer to joblessness comes at a 
price. The youth employment scheme alone will 
cost FFr35 billion a year when fully up and running. 
And young people are only one part of a subsidy- 
soaked workforce. Between 1973 and 1997 the num- 
ber of French workers in subsidised jobs grew from 
100,000 to 2.2m, according to the oecp, while the 
total in unsubsidised jobs shrank from 21.4m to 
20.3m. Nearly a quarter of the French labour force 
now relies on government handouts, whether in the 
form of unemployment benefit or subsidised jobs. 
Because the government taxes employment so 
heavily, joblessness remains high, which in turn 
means the government has to keep on taxing heavi- 
ly to pay for it. Mr Jospin’s government is unapol- 
ogetic. “When the private sector does not do the job, 
I would like the public sector to do it,” explains Mr 
Strauss-Kahn. “The goal is economic and social in- 
clusion: there are now 179,000 youngsters who are 
not on the streets, who are integrated into society.” 

It is a fair point, but it does not deal with the un- 
derlying problem: without greater flexibility, the 
French economy will not be able to create enough 
jobs in the long run, leaving a costly and potentially 
unsustainable task for government. Besides, labour 
flexibility is essential in a single European currency 
area in which different economies are growing at 
different rates under one monetary lid. Yet because 
of the distrust of the liberal American model, few 
voices in France, whether on the left or right, are 
publicly proposing a radical alternative to the 
French way. Indeed, far from welcoming new signs 
of flexibility, some ministers regard the recent ex- 
plosion of short-term contract work as a manifes- 
tation of the uncivilised, precarious American way. 

All rich countries, not only France, are grappling 
with the uncertainties brought about by the loss of 
job security. But some flexibility is welcome, even 
for the workers involved. Mothers often like part- 




















Too much state 
invites corruption, 
but a clean-up is 
under way 


-time jobs. French businessmen report that unskilled 


French youngsters are flocking to London to take up 
insecure, low-paid jobs.in the service sector, which 
their own economy cannot create, as a means of 
gaining work experience. The unspoken attitude of 
government seems to'be: we know better.than they 
do whatis good for them. If the alternative to unem- 
ployment is the indignity of “McJobs”—low-paid, 
low-skill work—the price is not worth paying. 

“We want quality jobs, not low-paid ones,” says 
an adviser to Mrs Aubry: “Our model is certainly 
very heavy and costly, but it guarantees our solidar- 
ity.” Yet to the indignation of French Socialists meet- 
ing in Milan earlier this year, none other than a fel- 
low leftist, Britain’s Tony Blair, lectured them on the 
need to imitate America’s flexible labour markets. 
“We can’t argue with the fact that us unemploy- 
ment is lower, growth higher,” he declared. “High 
unemployment is not social cohesion.” 


Improvident state 


The impulse that prevents France from liberalising 
its labour market is stirring up problems across its 
welfare state. Take pensions. As things stand, the 
young pay for their retired parents’ pensions. That is 
just about acceptable when the dependency ratio— 
people over 60 as a proportion of those aged 20- 
60—is roughly one to three, as now, but impossible 
when, in 2040, that ratio will have climbed to about 
two to three. Unreformed, state pensions could eat 
up 20% of Gor by 2040, up from 12% today. A gov- 
ernment commission has proposed lengthening the 
working life for everybody, but especially for civil 
servants (train drivers, policemen and prison war- 





ders can currently retire on full pension at 50, many 
others-at 55). This has caused an outcry. 

Yet the debate on pension reform has so farig- 
nored one remedy: persuading those who can to 
save for their own retirement through private fund- 
ed pensions. “Unthinkable”, says a top government 
adviser; that system smacks too much of the risk- 
infested, inegalitarian American way. So the French 
bourse is kept busy by vast American pension funds 
because France has no big ones of its own. 

Or consider health care, on which the French 
spend about 10% of their Gop, more than any other 
country in the eu. Bernard Kouchner, the health 
minister, talks of their “culture of medical con- 
sumption”. They swallow more tranquillisers, 
sleeping pills and anti-depressants than anybody 
else, and antibiotics by the: bottleful. The govern- 
ment has tried to curb costs, for instance, by limiting 
visits to different doctors with the same complaint, 
and closing surplus hospitals. But “it is horribly dif- 
ficult,” sighs Dr Kouchner, to the chants of pro- 
testers in the streets outside his office. 

The French model costs the taxpayer dear. The 
total tax and social-security take last year came to 
44.9% of cpp, the same as the record figure in 1997, 
and half as much again as in America. These days 
the government scarcely even promises to ease the 
burden, only to stabilise it. In its ambitious effort to 
provide for all, the state has propped up a system 
that discourages people from looking after them- 
selves. And the rights that this has bestowed—les ac- 
quis sociaux—have come to be regarded as funda- 
mental to the French way. Dismantling them is seen 
as an assault on France’s national identity. 





The usual suspects 


EPENDING on where you stand, Eva Joly is ei- 

ther a villain or a saint. This gutsy, diminutive 
investigating magistrate, who arrived from Norway 
as a teenager in the 1960s, has in recent years con- 
ducted an almost single-handed war against cor- 
ruption in France. She put behind bars Bernard Ta- 
pie, a business tycoon and one-time cabinet 
minister under Mitterrand, and placed under for- 
mal investigation such household names as Loik Le 
Floch-Prigent, former head of EIf, an oil giant that 
was then state-owned, and Roland Dumas, head of 
the Constitutional Court, who in March took “tem- 
porary leave” pending her inquiries into gifts alleg- 
edly received from Elf when he was foreign minis- 
ter. “Norwegian bird” and “Nordic ice queen” are 
among the politer terms hurled her way for her ef- 
forts. She receives periodic death threats and lives 
under 24-hour police protection. 

Something quite novel has been stirring the snug 
world of the French administrative elite. Since the 
early 1990s, corruption in its ranks has begun to be 
exposed, and punished—partly thanks to the grow- 
ing confidence of French magistrates, partly in- 
spired by Italy’s anti-corruption trawl, and backed 
by an increasingly irreverent French press. In the 
past eight years, those placed under formal. in- 
vestigation over various corruption scandals. in- 
clude no fewer than 30 ex-ministers, including one 





Solitary Joly 


former prime minister, Alain Juppé; the former pre- 
fect of Corsica, Bernard Bonnet; over 100 former or 
serving members of parliament or mayors; six for- 
mer or current leaders of political parties; and a 
quarter of the heads of the 40 biggest companies 
(some of whom have since left). 

Many of these cases have not yet been brought 
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to trial. White-collar-fraud investigations take time, 
even though magistrates have powers to seize docu- 
ments and computer disks, detain suspects before 
charging them and haul in witnesses. The number 
of convictions secured so far is relatively small: they 
include Mr Tapie, Pierre Suard, a former head of Al- 
catel, Jean-Michel Boucheron, a former Socialist 
minister, Henri Emmanuelli, a former Socialist par- 
ty leader and ex-minister, and Alain Carignon and 
Michel Noir, two former Gaullist mayors and ex- 
ministers, Still, this list alone is quite breathtaking. 

No idealists about their governing class, the 
French have entered into a sort of bargain with it. 
Their elite, narrowly drawn from the finishing 
schools of ENA and Polytechnique, has governed in 
their name and on the basis of popular faith in the 
state, wielding an extraordinary amount of cen- 
tralised power. Some of these people, reared as a 
chosen caste, came to believe they were also above 
the law. They shuffled from plum jobs in the civil 
service and ministerial cabinets to peaches in pri- 
vate business; they sat on each other’s boards and 
dined at each other's tables. The electorate seemed 
not to mind. 

In the early 1990s, however, the faltering econ- 
omy and mounting joblessness, along with a grow- 
ing number of scandals, began to expose the costs of 
this by-product of the French model. Corruption 
thrives on a heavy state. The more layers of govern- 
ment, the more civil servants with contracts, jobs 
and favours to dish out, the more opportunities for 
graft; all the more so since many of the civil servants 
slip effortlessly into the private sector. Corruption 
and mismanagement are not just moral or cultural 
matters, as those Frenchmen who mutter about 
alien “northern European” values sometimes sug- 
gest: they reward inefficiency, and in the end the 
taxpayer picks up the tab. 

A sense of popular disillusion with the political 
class has spread, and helped to account for the elec- 
tion in 1997 of the deceptively dull-looking, but re- 
assuringly serious Mr Jospin, who promised to “say 
what I do and do what I say”. Along with rising in- 
security and xenophobia, it also helped the Nation- 
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al Front, which scooped up 15% of the national vote 
in 1997. It may even explain the French appetite for 
political “cohabitation”: in recent years the French 
have elected a government of a different political 
complexion to the incumbent president no fewer 
than three times (in 1986, 1993 and 1997). 


Nordic breeze of change 


Will the precedents being set by Mrs Joly and her 
colleagues bring about genuine change? There 
seems to be the popular will for it, and now the judi- 
cial muscle aswell, Since 1995 the financing of polit- 
ical parties by companies, the source of so much 
corruption, has been outlawed. The privatisation of 
state enterprises has robbed civil servants of the 
more blatant opportunities for crookery. And all 
those pesky American pension funds buying into 
French firms will make it harder for managers to ig- 
nore shareholders. Large-scale corruption will be 
harder to disguise. 

But smaller-scale graft and cronyism will be 
hard to root out. Mitterrand’s devolution to the re- 
gions, which added another layer of government, 
also added another layer of opportunity for corrup- 
tion. The latest survey by Transparency Interna- 
tional, a consultancy, ranks France zist in the cor- 
ruption league, better than Italy (39th) but lagging 
Britain (uth) and Germany (15th). The perks en- 
joyed by so many civil servants also seem to have 
blurred the line in the public mind between accept- 
able remuneration and downright graft. Small-scale 
local corruption, says Pierre Mairand, of the Central 
Service for the Prevention of Corruption, is com- 
mon: “We still have a lotof work to do.” 

Nor is it evident that the French elite has be- 
come much more opposed to cronyism than it used 
to be. A French newspaper, Libération, did break 
the story about alleged wrongdoing by Edith Cres- 
son, a former Socialist prime minister and at the 


time a European commissioner, including the claim ` 


that she had handed out a contract to her dentist, 
said to be a close friend. But until she was forced to 
resign in March over charges of mismanagement 
and nepotism, bringing down with her the entire 
commission, her party continued to defend her, and 
she herself continued to insist that she had done 
nothing wrong. Had she really not? “Come on,” re- 
plies one top French diplomat, only half in jest, 
“have you never had a lover?” The message does 
not seem to have sunk in. 

Corruption is not the only vice that irks voters. 
They are also annoyed by the arrogance that so of- 
ten accompanies it, and which shows little sign of 
lessening. Mr Jospin is popular in part because of 
his reputation as an honest man. Indeed, much was 
made at the time of his election of the fact thathe is a 
Protestant in a Catholic country. “It gives him this 
rigorous, honest quality,” says a close friend. But the 
system that churns out a boundlessly confident 
elite, neatly ranked at graduation in order of bril- 
liance, does not easily lend itself either to humility 
or to heterodox thought. 

Mainstream politics in France leans far less on 
parties than it does on personalities. Ministers tend 
to be cultural graduates of ena more than of their 
political parties. South Africa's African National 
Congress, founded in 1912, is three times older than 
all three parties of the mainstream right. The roll call 
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France is a 
melting pot, but 


refuses to accept it 





of government reads like a graduation class from 
ENA: six of the past eight prime ministers; two of the 
past three presidents, including the current in- 
cumbent, Mr Chirac; just over half of the top 17 
ministers in the present government, including Mr 
Jospin. The sheer exclusivity of their education will 
keep the old-boy network going. Each year ENA 
produces a mere 80 or so graduates, and Polytech- 
nique just 300; the total number of ENa graduates is 


smaller than the yearly output from Britain’s two 
most prestigious universities, Oxford and Cam- 
bridge. Tomorrow’s graduates, like yesterday’s, will 
continue to dine together and offer each other jobs. 
It is an intrinsic feature of a deliberately elitist sys- 
tem, set up to furnish the mandarins needed by the 
dirigiste French state. Perhaps only an outsider like 
Mrs Joly would dare to chip away at such a clubby 
world. 

a 





Black, blanc, beur 


No at the foot of pink Provençal cliffs, 
surrounded by fragrant pine and almond 
trees, lies the soulless 1960s new town of Vitrolles, 
built to house workers recruited in northern France 
and Algeria for the factories nearby. Since 1997, its 
concrete town hall, with the words Liberté, Egalité, 
Fraternité inscribed above its doors, has been con- 
trolled by the far-right National Front. The mayor is 
Catherine Mégret, wife of Bruno, leader of one half 
of the now-split party. 

Far-right parties have prospered on the un- 
savoury fringes of many European countries. But 
France’s National Front, which when still intact 
gathered 15% of all votes, has proved peculiarly te- 
nacious. It may now be torn in two, after Jean- 
Marie Le Pen, its bombastic previous commander- 
in-chief, and Mr Mégret, then his number two, fell 
out in a power struggle late last year. But it continues 
to cast a menacing shadow over French politics, not 
least because its success divides the mainstream 
right. And one of the reasons the far right has been 
able to flourish is the myth of French homogenei- 
ty—a feature of the French model. 

The recruiting slogan for the far right is “the 
French first”. At the centre of Mr Mégret’s scheme, 
for instance, is “national preference”: giving priority 
to French people in welfare benefits, jobs, housing 
or anything else. In Vitrolles, his wife has been obe- 
diently putting his vision into practice. “National 











Frenchmen with attitude 


preference”, declares her husband, a small, fastid- 
iously neat man, “is simply the national expression 
of patriotism, the love of your country. Patriotism is 
not the same as racism.” 

Even if you take such remarks at face value, you 
are left with a problem: it is no longer meaningful to 
separate the French—or the frangais de souche 
(those of “real” French stock), code for whites— 
from foreigners. The children and grandchildren of 
Algerians or Moroccans who stepped off the boats 
in Marseilles in the 1960s are French. The closest 
many of them have ever been to North Africa is the 
local Moroccan restaurant. But because France 
prides itself on turning its newcomers into French- 
men—a historical impulse reaching back to the rev- 
olution—it is difficult to find space for an identity 
that is neither French nor foreign. “France is afraid 
of itself,” says Mouloud Aounit, of the Movement 
against Racism and for Friendship between People, 
a pressure group, “because it is a country of im- 
migration, but has never accepted itself as such.” 

In 1886, some ım of France's then population of 
about 40m were foreigners. North Africans began 
to arrive from 1910. Successive waves of immigrants 
were recruited to work in car factories, chemical 
plants and steelworks. By the end of the 1920s there 
were 3m foreigners in the country, about 7% of the 
population (more than today’s 6%): a jumble of Bel- 
gians, Italians, Poles, Armenians and Moroccans. In 
1930, the rate of immigration into France was higher 
than into America. Throughout the 1960s, France 
recruited steadily from North Africa, Portugal and 
Yugoslavia. And still the French, reared on the re- 
publican revolutionary legend of a single homoge- 
nous nation, had not come to terms with the idea 
that these “foreigners” were there to stay. 

The myth of homogeneity makes it all the har- 
der for the children and grandchildren of im- 
migrants to find a place for themselves in France. 
And it makes it all the easier for the far right to per- 
suade worried voters that their national identity is 
being “contaminated” by foreigners. The silent for- 
eign invasion, wrote Mr Mégret in a pamphlet last 
year, “puts the very identity of our nation in peril. 
Who can believe that our nation, an old European 
and Christian land, will remain the same if tomor- 
row our country becomes covered in mosques?” 

In America, you can be a hyphenated-Amer- 
ican, part of two cultures at once. In France, you are 
either French or you are not; there is no cultural 
half-way house. This is why foreigners who dress or 
look different, however integrated they may feel, get 
treated badly. This is also why people like Mr Mé- 
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gret pontificate about the need to counter “Anglo- 


Saxon pressures” to save the country from the 
dreaded American melting-pot. This is why the Na- 
tional Front wants to “send home” 3m immigrants. 
And this is why Mrs Mégret has renamed her town 
Vitrolles-en-Provence, and changed the Place Nel- 
son Mandela into the Place de Provence. 


A war on two fronts 


Just down the road from the National Front’s con- 
trol room in the Vitrolles town hall lies the Lycée 
Pierre Mendés-France. On a Friday evening, dozens 
of teenage French schoolchildren, mostly of North 
African origin, are hanging about on the terrace 
waiting for a rock concert, part of national anti- 
racism week organised by sos Racism, a pressure 
group. “1=1; intolerance=o”, declare anti-racist post- 
ers pinned to the walls. In their Nike baseball caps, 
baggy tracksuit bottoms and sweatshirts. embla- 
zoned “Yankees”, these teenagers are culturally a 
world away from Mr and Mrs Mégret, but legally as 
French as they are. This is the other side of France: 
young, defiant, multiracial and inspired by Amer- 
ica. And the National Front cannot interfere, as 
schools are not a municipal responsibility. 

Against the odds, French youngsters like these 
are carving a space for themselves, albeit one filled 
with resentment. The word beur (meaning Arab) is 
a badge of pride, and the little litany of “black, 
blanc, beur” has become an emblem of the young, 
integrated, streetwise French. They have invented 
their own slang, verlan, which inverts the syllables 
of standard French. There has been an explosion of 
popular French rap groups such as “Nique Ta Mère” 
(Screw Your Mother), their names and their anger 
inspired as much by the Bronx as by the suburbs of 
Marseilles. “We've got nothing to lose because we've 
never had a thing,” goes one rap. “If I were you, I 
wouldn’t sleep soundly; the bourgeoisie should 
tremble, the rabble is in town.” 

More far-reaching in lifting the self-confidence 
of young beurs, and in liberating the French from 





their narrow self-perception, was the country’s.vic- 
tory.at the football world cup last year. The French 


national team was a genuine mix of black, blanc 


and-beur, the greatest hero among them Zinedine 
Zidane, the French son of Algerian immigrants. 
“What better example of our unity and our diversi- 
ty than this magnificent team?”, declared Mr Jos- 
pin. A million people poured on to the Champs Ely- 
sées in Paris to celebrate, the bourgeois in their 
Barbour jackets, some of the beurs waving Algerian 
flags, and nobody seeming to mind. France saw a 
new reflection of itself, and liked it. “They would 
have cheered just as loudly if they had all been 
white,” grumbles Mr Mégret, “perhaps even more.” 

Since that famous victory, the spirit of the world 
cup has drifted. Perhaps there has been a tip-toe of a 
change, but the restless young beurs in the suburbs 
still have no jobs; and the unemployed white voters 
of Vitrolles still believe that the beurs have pinched 
theirs. All the insecurities and anxieties of ordinary 
Frenchmen still crowd into the National Front. 

The far right has been written off as a spent 
force many times in the past, only to bounce stub- 
bornly back. Even if the two National Fronts sep- 
arately fail to bag as many votes as they did together, 
the appeal of xenophobia will not have been lost on 
the mainstream right, currently in disarray and 
casting about for a new message. Already last year 
five mainstream right-wing regional presidents, se- 
duced by Mr Mégret’s quiet policy of what he calls 
dédiabolisation (a bid to win respectability), 
formed pacts with the National Front to try to hang 
on to power; all were expelled from their party. If 
nothing else, the rise of the National Front seems to 
have made racism less unacceptable in French peo- 
ple’s minds. In an official poll in March, two-fifths 
of the respondents had no qualms declaring that 
they were “quite” or “a little bit” racist. And 51% 
said they thought there were “too many Arabs” in 
France. France may be changing, but in this re- 
spect—as in so many others—the French are still not 
ready to accept it. 


Maremmana e a 


If in doubt, seek Europe 


OR wato’s bombing of the Serbs, the French 

contributed the largest number of European 
fighter aircraft, twice as many as the British, and 
placed them under American command without so 
much as a murmur, The two French leaders, Presi- 
dent Chirac and Mr Jospin, whose government had 
been agitating about the dangers of the American 
hyperpower, stood solidly behind the attacks. Did 
this mean that the French were moving closer to- 
wards the Americans? 

Not if you believe a poll carried out during 
April, when the bombing was in full swing. A hefty 
68% of the French were worried about America be- 
ing the sole superpower, Some 61% said America’s 
influence was too great culturally; 60% econom- 
ically; and 56% militarily. French politicians, inside 
Mr Jospin’s left-wing coalition as well as in Presi- 
dent Chirac’s Gaullist party, wailed about Nato be- 
ing a “tool of America”. Asked whether. there 
should be a new European force to replace Nato al- 
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together, 57% of the French said yes, against an aver- 
age of only 36% in all NATO countries. 

In foreign and defence matters, there is often a 
gap between what the French say that they want 
and what they actually do. Once again, it is ambiv- 
alence about America that is responsible for much 
of this gap. Ever since De Gaulle pulled France out 
of the military command structure of Nato in 1966, 
the French have felt a pressing need to stand up to 
America. In many ways, France regards America in 
the same way as Britain regards Europe: with suspi- 
cion, fascination, incomprehension and irritation — 
all the while knowing that it cannot do without it. 

This often makes the prickly, proud French dif- 
ficult to deal with. For one thing, France’s instinct is 
to be suspicious of the Americans or the British, 
whom they regard as: America’s: obedient: trans- 
atlantic lap-dog. When Britain’s Tony Blair first 
came round to the French idea for acommon Euro- 
pean defence capability, for instance, French eyes 
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It’s the best way to 
rival America 
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Calling the tune? 








narrowed with doubt: was this not an Anglo- 
American plot to haul France back into an Amer- 
ican-dominated NATO? 

Or take President Chirac’s decision in 1995 to 
step closer to the Alliance again. Post-cold-war 
NATO, he could argue to the sceptical French, was 
different, a force for peace, a club for both West and 
East. So France signalled that it might rejoin NATO’s 
military structure, but then promptly rattled the 
Americans by insisting that NATO’s southern com- 
mand in Naples be held by a European. Pushy, im- 
pertinent French, fumed the Americans. The 
French, in turn, withdrew ina sulk. 

Now, just over two years later, French bombers 
have been fighting under direct American com- 
mand from Naples; French generals admit that they 
are, in practice, integrated into the Alliance. In the 
long run, even French officials say it is probable that 
France will fully return to the NATO fold. So will 
France publicly announce as much? “Absolutely 
not,” replies a top French diplomat. “Being apart is a 
symbol of our national independence.” 

The more France recognises the reality of Amer- 
ican domination, the more it is determined to re- 
sist—at least in public. Only last year, for instance, 
envious of the growing numbers of foreigners 
streaming to American universities, the French gov- 
ernment set up an agency to promote French higher 
education to foreigners. The chief point, said Mr Vé- 
drine at its launch, was to counter America’s “mega- 
power” and “to disseminate our ideas”. 


Old friends, new faces 


The prime motor of France’s European project has 
been fear of Germany; but since the end of the cold 
war, the French have become increasingly exercised 
by the need to restrain American unilateralism. 
France has long accepted that it cannot carry out the 
job by itself, and that it can succeed only with Eu- 
rope’s help. “France has no other way of projecting 
itself than through Europe,” says an adviser to Pres- 
ident Chirac. Where the British see Europe as a 
threat to their national power, the French see it as a 
multiplier of theirs. 

Even the single European currency, which the 
French pushed as a political force to bring Euro- 
peans closer together and as a financial mechanism 





for locking themselves to German monetary dis- 
cipline, was heralded in France as a triumph in Eu- 
rope’s battle against American hegemony. At last, 
the French declared jubilantly, here was a currency 
that could challenge the American dollar. Hence 
their recent agonising about the euro’s slide. 

In France these days Europe is still the answer, 
no matter what the question. Europe for the French 
is not the considered response to a perceived need, it 
is a political imperative. Part of the French zeal for a 
European defence arm comes from a sense that, 
with the single currency wrapped up, there needs to 
be some other European project to get on with. 

Central to France’s unshakeable faith in Europe 
is its special friendship with Germany, cemented by 
the 1963 Elysée treaty signed by Adenauer and De 
Gaulle. Invaded by Germany three times in less 
than a century (in 1870, 1914 and 1940), France has 
not yet shed its nagging fear of the Germans. These 
days this fear is not a military one, but the unspoken 
worry that a more self-confident Germany will out- 
grow its need to be handcuffed to France. 

That is why, on the election of Gerhard Schrod- 
er to the German chancellorship last September, 
there was so much fretting in Paris. How could a 
man with no direct experience of the second world 
war understand the importance of the historical 
bond with France? Mr Schröder may have taken the 
first flight to Paris after his election, but what of his 
mateyness with Mr Blair? As for Germany’s deci- 
sion to move its capital from Bonn to Berlin, the 
French cannot help reading a symbolic significance 
into Berlin’s greater geographical distance from Pa- 
ris. How can France be sure to preserve its influence 
in a European Union enlarged into Central and 
Eastern Europe? The last thing France wants to do is 
end up as a second-order power in a Europe run by 
a mighty Germany. 

So far, so good: the pair's friendship recently 
passed its stiffest test since Mr Schröder took office. 
To the dismay of other Europeans, Germany caved 
in earlier this year over reform of the Eu budget. 
Germany is the biggest net contributor, and had in- 
sisted on a fairer scheme. But France, which gains 
most from the eu farm budget, and where farmers 
have a peculiarly sentimental hold on the popular 
imagination, had refused to let anybody do more 
than trim the common agricultural policy, which 
gobbles up half the eu budget. In the end, Germany 
threw up its hands at French intransigence—per- 
suaded, it is said, by stern words into Mr Schroder’s 
ear from Helmut Schmidt, a former chancellor and 
now the Social Democrats’ grandfather figure, 
about the fundamental importance of Franco-Ger- 
man friendship. But veterans like Mr Schmidt will 
not be around for ever. 


Feeding frenzy 


Just as France alone cannot cut a dash in the politi- 
cal world, so its companies cannot compete in to- 
day’s fast-changing global market simply by being 
big fish in the French pond. In economic as in politi- 
cal matters, France seeks to solve this problem 
through Europe. Combined, the Eu economy is 
about as big as America’s, with roughly a third more 
people. To stay alive, and to make use of the bigger 
EU market to gain the economies of scale that Amer- 
ican firms enjoy at home, European firms need to 
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grow. This means they have to feed in the whole of 
the euro-pond. The strongest force now propelling 
them to do so is Europe’s single currency. From re- 
tailers to insurers, weapons makers to banks, firms 
across the £u have been trying to build European 
champions big enough to take on the Americans. In 
insurance, for instance, Allianz, a big German in- 
surer, fought off Generali, an Italian one, to get its 
hands on acr, a French one. Earlier this year, AxA, 
itself the product of a merger between two French 
insurers, snapped up Guardian Royal Exchange, a 
big British one. The value of mergers and acquisi- 
tions in the eu in the first quarter of 1999 was 82% 
up on the previous quarter, to a record $434 billion. 

It is not just the euro that is responsible. Eu- 
rope’s single market has been in place since 1992. 
Deregulation of markets by the European Commis- 
sion has also played a part. But the euro has has- 
tened the trend. It makes prices more transparent, 
and therefore capital easier to allocate efficiently. 
French firms now compete with other European 
firms in their industry for a place in a London or 
New York fund manager’s portfolio. The single cur- 
rency within the single market also pushes down 
transaction costs and eliminates some uncertainty 
for investors. The resulting efficiency gains should 
boost the euro-zone’s cpr by 0.5%, or €32 billion, 
according to the commission. 

The French can see all this as clearly as anybody 
else. Indeed, were it not for their recognition that in 
many industries size matters more than ever, the 
French regulators might well have blocked the Ban- 
que Nationale de Paris bid from the start. As it is, 
they would prefer to see at least one big French 
champion surface from the fight. Even if a second 
round of pan-European consolidation in, say, 
banking gave birth to mega-banks, as is happening 
in America, there would at least then be a chance 
that such outfits had a strong French flavour. 

But even though the French realise that Eu- 
rope’s market increasingly resembles America’s, 
they want to make quite sure that the resemblance 
does not spill over into the social sphere. As work- 
ers, they argue, Europeans must be protected from 
the excesses of liberal capitalism. And in trying to 
fashion a European social model, with ideas such as 
a Europe-wide minimum wage, the French are hap- 
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py to find themselves in sympa- 
thetic company. The left holds 
power in 11 of the eu’s 15 member 
countries, many of which have so- 
cial models of their own. Mr 
Strauss-Kahn is far less radically 
left-wing than Germany’s recently 
ousted finance minister, Oskar La- 
fontaine. But his policies reflect a 
genuine wish to come up with a 
working European model that is 
different from the American way. 
The hope is that in a bigger and 
more efficient single market, Eu- 
rope might just have a chance to do 
this. 

France's impulse to stand up to 
America can be constructive, as the 
present French and American gov- 
ernments both know. In many re- 
spects, the two countries are work- 
ing well together, despite their 
public quarrels: not just in Kosovo, but also in Afri- 
ca, where they have called a truce of sorts over their 
traditional local rivalry. France’s reputation for 
challenging America can be useful to both countries, 
as its freelance efforts to mediate in the Middle East 
have shown on occasion. Europe’s hopes to defend 
itself without the Americans’ technology, might and 
money may be a pipe-dream for the foreseeable fu- 
ture; but France is not alone in feeling uneasy about 
the lack of a multilateral mandate for controversial 
policies such as the NATO bombing of Serbia. Its 
push to fortify multilateral institutions, be it the un 
or the 1m, may be motivated chiefly by a desire to 
curb American unilateralism, but also reflects a wel- 
come concern about international democratic legiti- 
macy. 

Other Europeans who share France’s senti- 
ments about an overbearing America seldom dare 
say so. Instead, they tend to cling to the apron- 
strings of the reliably undaunted French. It is prob- 
ably not true that the rest of Europe is happy about 
American domination, as the French sometimes 
complain. But no other country of comparable eco- 
nomic and political weight is anything like as mes- 
merised by it. 





OW can France resolve the tension between the 
rhetoric of a “French way” and the creeping 
reality of American-inspired change? There are 
three scenarios. The first is that France, fearful of 
change but mindful of the need for it, reforms by 
seeking outside scapegoats. French governments, 
unlike the French state, tend not to be strong. There 
are a number of reasons for this: the relentless cycle 
of elections (municipal, departmental, regional, leg- 
islative, presidential, European) that keep politic- 
ians riveted to the next poll, and hence wary of re- 
form; the introversion of the political class; and the 
recent taste of the French electorate for political co- 
habitation, which can paralyse policymaking. 
France sometimes gives the impression of being 
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Irreconcilable differences? 


engaged in semi-permanent confrontation: so far 
this year, the streets have been clogged with succes- 
sive waves of disgruntled farmers, teachers, school- 
children, women, pensioners, pacifists, telephone 
workers and supporters of the traditional family. At 
heart France is terrified of confrontation. Time and 
again, the spectre of 1968 (and of 1848, 1830 and 
1789) rises at the back of the French political mind to 
prompt capitulation to protest. So French politic- 
ians reach for outsiders to blame for the changes 
they know to be necessary but cannot bring them- 
selves to make. It was the European Commission 
that twisted French arms into selling state firms 
such as Crédit Lyonnais, into prising open the 
French telecommunications and electricity markets, 
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and the euro that precipitated the current wave of 
takeover bids now shaking up French markets. 

The second scenario is that the government con- 
tinues.to let change creep up on the French people 
while denying anything of the sort is happening. To 
succeed, this needs to be done at a barely perceptible 
pace, while consulting everybody in sight; not to 
ram it home brutally, as the unhappy Mr Juppé 
tried to do. For instance, France is opening its elec- 
tricity market, but as slowly as the European Com- 
mission will allow it toget away with. Mr Jospin will 
spend overa year consulting on pension reform. In 
other words, let people get used to the idea gently. 

To the despair of those who believe that it helps 
for the government to explain what it is doing, this 
ploy is accompanied by rhetorical sleight-of-hand. 
Mr Jospin never utters the word privatisation, for 
example, because it has far too Anglo-Saxon a fla- 
vour; he prefers to call it “opening up the capital”. In 
this scenario, it would be conceivable for the French 
to end up embracing policies which at present they 
publicly reject. For instance, without attracting 
much notice, the government has set up a tiny sup- 
plementary pension fund. So far it contains only a 
paltry sum, but its mere existence suggest that some- 
where the idea of funded pensions in the Anglo- 
Saxon manner is being chewed over. 

Both of these scenarios, however, presuppose 
that French voters will not notice that their govern- 
ment is making these changes on the sly or that, by 
the time they do, they will no longer mind. For a 
government like Mr Jospin’s, elected on a promise to 
do what he says and say what he does, this looks a 
bit risky. He could just pull it off, by balancing 
change with enough gestures to the status quo. In 
many respects, the 35-hour week was an exercise in 
political symbolism, a sop to the left thrown by Mr 
Jospin’s coalition to make other policies, such as 
privatisation and taking a tougher line with the 
unions (for example, striking Air France pilots last 
year), more palatable. 

Both of these scenarios also assume that the gov- 
ernment wants change. This government has its 
pragmatists (such as Mr Strauss-Kahn and Mr Jos- 
pin) and its ideologues (such as Mrs Aubry, not to 
mention Greens and Communists); its mixed record 
reflects the tensions between them. Mr Jospin cer- 
tainly understands that the fiscal demands of mem- 
bership of the euro, pressures on the welfare state 
from demographic trends, and international com- 
petition make some changes irresistible. He has, on 
occasion, expressed admiration for the American 
model, remarking on a trip there last year that its 
dynamism was not based simply on the creation of 
low-wage jobs. But reasoned pragmatism still 
bumps up against instinctive faith in the state. And 
even if Mr Jospin is aware of the need for change, 
there are still limits to what he may be prepared to 
do. He has his eye on the campaign for the 2002 
presidential election, and will not want to push the 


“voters too hard. 


The trouble is that time is one asset France does 
not have. The cost of putting off the reforms the 
country needs is economic slippage. And the more 
that France feels it is losing in importance, the more 
prickly and resistant to change it will become. 

What if the French dislike the implicit dis- 
honesty in the change-by-stealth ploy? What if 


























their fears about precarious work become unbear- 


able because their politicians~-the same old faces— 
refuse to provide explanations and insist that noth- 
ing will change? What if the shrinking band of 
younger people who do have jobs find themselves 
saddled with a huge bill for their:elders’ pensions 
because no government has been bold enough to re- 
organise the system? The potential for disillusion to 
turn to violence in France should never be under- 
estimated. This is a country which, it is said, cannot 
reform, but evolves through revolution. 

From Lille to Toulouse, the suburbs are current- 
ly rearing a generation that may find itself the third 
in a row without work. This is not a recipe for stabil- 
ity in any country, and least of all a place like France 
where outsiders find it difficult to fit in. Each long 
summer fosters boredom, friction and turbulence. 


Ending the illusion 


French politicians have yet to find a way to preserve 
France's identity while introducing American-in- 
spired, liberal-minded reform. French resistance to 
Americanisation need not always be a problem. In 
cultural matters, the government is learning that 
central-government fiat cannot dictate the choice of 
French consumers, less than ever in the Internet age. 
On the defence side, too, it seems probable that the 
French will rejoin NATO's military command struc- 
ture one day. And the French impulse to fortify 
multilateral institutions, and to run freelance for- 
eign-policy missions independently of the Amer- 
icans, can be both refreshing and useful. 

Resistance to Americanisation matters more, 
however, and is at its fiercest, where France’s cultur- 
al ideas about itself collide with its economic needs. 
Economic reform is hard to bring off anywhere, but 
particularly so where it challenges potent issues of 
national identity. France needs to reform: not its en- 
tire model, because some of it works well, but large 
parts of it. Yet it will not be able to as long as its lead- 
ers remain near-paralysed by its suspicion of the 
American~—or at least more liberal—way. 












































But does France return the favour? 
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BRITAIN 


This time it matters 


Britain’s elections to the European Parliament could delay the government’s 
planned referendum on the single currency 


NONE respectat least, Britain is a leader in 

Europe. When it comes to voting in Euro- 
pean elections, British voters set the record 
for apathy. In the last European elections 
only 36% of Britons voted, compared with a 
European average turnout of 57%. 

Things may not improve much on June 
10th. But these European elections could 
prove unusually significant all the same. As 
little as a month ago, the conventional wis- 
dom was that they would provide yet anoth- 
er serious blow to William Hague and the 
Conservatives. Now many pundits think 
that the Tories may actually do quite well. 
That, in turn, may embolden the Tories to 
emphasise, rather than play down, Euro- 
pean issues. If so, that could make it even 
harder for Tony Blair to push Britain towards 
joining the euro, 

Since the issue of Europe has bedevilled 
the Tories throughout the 1990s, it would be 
striking if it now started to play to their ad- 
vantage. The party's European difficulties 
have certainly not disappeared. In these 
elections it may lose some votes to the left, to 
the breakaway pro-euro Tories, and some to 
the right, to the ux Independence Party 
(uxie) which advocates complete withdraw- 
al from the European Union. 

But the Tories are taking comfort from 
opinion-poll data which suggests that the 
British electorate has become more 
Eurosceptic in recent months—per- 
haps in reaction to the single curren- 
cy’s uncertain launch. Indeed a MORI 
poll last month suggested that 39% of 
the electorate now want Britain to 
withdraw from the £u altogether (the 
figure grows to 47% among all those ex- 
pressing a definite opinion). European 
matters are also rising in salience. 
Asked to name the most important is- 
sue facing Britain, more people (17%) 
named Europe than any other; previ- 
ous polls generally put health or edu- 
cation as the number one issue. Final- 
ly, it looks as if people who feel 
strongly about Europe--who tend to 
be Euresceptics—are more likely to 
vote in these elections. 

Some caution is still in order. Even 
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among those who say they are certain to 
vote, the Conservatives were running atonly 
31%, compared with Labour’s 45%. However, 
because the elections are being fought under 
a new system of proportional representa- 
tion, the overall number of Tory seats will 
rise, which should help Mr Hague put a posi- 
tive gloss on the results. 

The new voting system means that the 
voting forms will be the longest ever used in 
a British election: some will stretch to over 
two and a half feet. Under the controversial 
“regional list” system, England is being split 
up into nine electoral regions, with an extra 
region each in Scotland and Wales. Within 
each region, up to u new members of the Eu- 
ropean Parliament will be chosen by a for- 
mula that awards seats to each party roughly 
in proportion to its share of the vote. North- 
ern Ireland will elect three members under a 
separate system of proportional representa- 
tion, the single-transferable vote. 

Voters’ understanding of the new system 
is not helped by the parties’ campaigns. In 
several regions, Labour leaflets claim that 
“every vote counts” and that “only Labour 
can beat the Tories”. In fact, neither state- 
ment is true. Even in the South-East region, 
with 11 seats, a party will need over 8% of the 
vote to elect an mer; in the North-East, with 
only four mers, this rises to 20%. But since 
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opinion polls suggest that no national party 
apart from the big three will poll more than 
1%, votes for the smaller parties are likely to 
be wasted in the traditional manner. Nor is 
Labour necessarily the best choice fora tacti- 
cal anti-Tory voter. In some regions, a vote 
for the Liberal Democrats, or for a nationalist 
party, may be more effective. 

The new system strengthens parties’ grip 
on their candidates and mers. Scrapping the 
old constituencies gave parties the excuse to 
weed out candidates whose views differed 
too much from those of the leadership, And 
parties can further control who becomes an 
mep by the order in which candidates ap- 
pearon their regional lists—the higher a can- 
didate on the list, the more likely he is to.be 
elected. mers will also be much more tightly 
bound by their parties’ manifestos. Unlike in 
constituency contests, where candidates can 
issue personal election addresses, in the new 
system they have to campaign on the basis of 
acommon manifesto. 

But do these elections matter? Yes and 
no. The Amsterdam treaty, signed in June 
1997, gives unprecedented powers to the Bux” 
ropean Parliament. Under the co-decision 
procedure, introduced in 1993, some Euro- 
pean legislation has to be agreed jointly by 
the Parliament and by the Council of Minis- 
ters, which represents the member states. 
Amsterdam greatly extends the policy areas 
to which co-decision applies, crucially in- 
cluding social policy. On the other hand, the 
United Kingdom elects only 87 out of the 626 
MEPS. So even a landslide win for one party 
would only influence, not determine, the ac- 
tions of the Parliament. 

But none of the main British parties is 
treating the elections as being about what 
their mers can deliver. Instead, parties are 
trying to focus attention on their own actions 
and policies. The degree to which they 
emphasise Europe differs. Both the To- 
ry and the Liberal Democrat manifes- 
tos are largely devoted to European is- 
sues. But Labour has not issued a 
specifically European manifesto of its 
own, and its election leaflets stress Mr 
Blair and the government’s domestic 
record as much as its policy towards 
Europe. Even the Liberal Democrats, 
traditionally the most pro-eu party, 
have tempered their enthusiasm with 
calls for reform and decentralisation, 
echoed by both the Tories and Labour. 

But the most distinctive difference 
between the parties lies in their atti- 
tude to the European single currency. 
The Lib. Dems remain committed to 
the earliest possible referendum on 
the euro, which they would like Bri- 
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BRITAIN 
tain tojoin: The Tories oppose joining at least 
until the end of the next parliament, and for 
once they are publicly united on this issue— 
paradoxically, the launch of the breakaway 
pro-euro Conservative Party has made it har- 
der for Tory euro-sympathisers to argue their 
case. 

Labour wobbles in the middle. The offi- 
cial position is that the government will hold 
areferendum once five vague economic tests 
have been met. Until recently, this was inter- 
preted as meaning just after the next general 
election. But with the euro’s recent troubles, 
and an increasing scepticism in the public 


Northern Ireland 


mood, the government has been hinting that 
the referendum might be delayed. 

The new electoral system means that La- 
bour is certain to lose seats to the other main 
parties. A study by the London School of 
Economics, based on the May opinion polls, 
gives Labour 44 seats, compared with 25 for 
the Tories and i1 for the Liberal Democrats. If 
Labour does much worse than that, it will be 
a sign that European issues are indeed up- 
permost in voters’ minds. And that in turn 
could increase the government's caution 
about launching an early referendum on the 
European single currency. 





Digging up the past 


BELFAST 


Ulster’s European election campaign is taking place against a grim backdrop 


T troubled past casts a grisly shadow 
across Northern Ireland. Ian Paisley, 73 
years old but still belligerent, hopes he will 
top the poll in the elections to the European 
Parliament to demonstrate that a majority of 
Protestant voters are now opposed to the 
fading “peace process”. But part of the elec- 
torate is distracted. 

In the Irish Republic for the past week 
police have been engaged in a macabre exer- 
cise. On the basis of information passed 
through priests, they have been excavating 
remote areas for the bodies of nine people 
therra killed up to 27 years ago—some of the 
“disappeared” from the conflict. The sight of 
policemen digging deep holes in bogland, 
and sifting through clay and sand by the sea, 
hasa horrible fascination. 

All nine victims were seized inside 
Northern Ireland. Persistent reports in recent 
years suggested that they had been disposed 
of in west Belfast. But all burials are now said 
to have been south of the border, raising the 
grisly possibility that long-buried human re- 
mains have been disinterred and shunted 
around Ireland. Distraught relatives trav- 
elled from Belfast to keep vigil, yards from 
the canvas shields. Most locals, repelled, 
averted their eyes. But 100 local people walk- 
ed across the beach at Carlingford, County 
Louth one evening as the digging stopped, to 
pray with the relatives of Jean McConville, a 
37-year-old widowed mother of ten, taken 
by a gang from her Belfast flat in 1972 and 
never seen again. Her only “crime”, many 
believe, was to have comforted a dying Brit- 
ish soldier. 

One body has already been found: that 
of Eamon Molloy, described as an ra mem- 
ber who allegedly gave police the names of 
its entire Belfast leadership structure. This, 
the ra claimed, was “the one circumstance 
where the exact location was known”. 

This “find” came immediately after the 
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A ghastly vigil 


passage of special British and Irish legisla- 
tion, which gave immunity from prosecu- 
tion to anyone who delivered information 
on the whereabouts of bodies. But the new 
information on eight other cases is much less 
precise. The police have extended their 
searches, pumped water from boggy 
ground, brought in special equipment and 
asked for more specific information. IRA 
sources said they had no more to give. But as 
days passed without further finds, suspicion 
grew that the six locations given in four 
counties were too imprecise to be useful, or 
were even deliberately misleading. Monsig- 
nor Denis Faul, a Catholic priest, and one of 
the first to raise the question of missing vic- 
tims of the Troubles, said he thought the ra 
had refused a request from “their political 
people” to hand over bodies, in the same 
way as they refuse to decommission guns. 
The truth as ever is hard to detect. The 
campaign to find the “disappeared” took off 
only after the 1994 ceasefire. The sight of re- 





publicans on the threshold of political pow- 
er provoked bereaved Catholic families into 
action. And with a ceasefire, fear of retaliato- 
ry violence diminished. 

A total of 13 people have disappeared. 
The ira says it killed only nine. Their belat- 
ed, if partial, confession and co-operation is 
a propaganda nightmare in the midst of the 
campaign for the European elections. 

But it is not just Sinn Fein which is strug- 
gling. The Ulster Unionists, the pro-agree- 
ment Protestant party led by David Trimble, 
is alsoin trouble. The uu’s sitting mer Jim Ni- 
cholson is a lacklustre candidate weakened 
further among fundamentalist Protestant 
unionists by recent publicity about an extra- 
marital affair. The anti-agreement unionist 
campaign, led by Mr Paisley, hammers away 
on the theme of “betrayal”, an unforgiveable 
sin in both marriage and politics. Mr Paisley 
wants the poll to be a re-run of the 1998 refer- 
endum which gave Mr Trimble a wafer-thin 
margin among unionists. “I am the only 
unionist who can top the poll and bring con- 
fusion to Ulster’s enemies,” the Paisley mega- 
phone booms. “Put Ian Paisley Number One. 
For God and Ulster.” 

The spectre of ra bodysnatching boosts 
the Paisleyites. At its crudest, the word on the 
doorsteps will be that unionist first prefer- 
ences for Mr Nicholson and the Ulster 
Unionists will put grave-robbers in govern- 
ment. Not only that, they might cost union- 
ism as a whole its political domination. In 
the last European election, Mr Paisley main- 
tained his traditional position at the top of 
the poll by only 1,200 votes—over national- 
ism’s chief figurehead, the spLe leader John 
Hume. The ageing demagogue was shaken. 

Just as many habitual Trimble voters put 
Mr Paisley number one in the Euro-polls, as 
the strongest tribal voice, some Sinn Fein 
supporters have voted for Mr Hume. The 
growing Catholic-nationalist share of the 
electorate is traceable through recent polls. If, 
as some experts suspect, that share has now 
risen above 44%, and if hard-core Sinn Fein 
voters behave as in the past, the spre leader 
might indeed outperform Mr Paisley. A less 
likely prospect is that Mitchel McLaughlin, 
Sinn Fein’s candidate, might benefit from 
Hume transfers and a collapse of the Ulster 
Unionist vote to push past Mr Nicholson 
and take the third Northern Irish seat. 

Much will depend on whether national- 
ists’ second preference votes go to Sinn Fein. 
But images of policemen sifting for bones 
watched by haunted relatives will do little 
for the republicans’ electoral appeal. The 
usually impassive Gerry Adams told the sac 
that “all of us watching these scenes have re- 
visited mentally and emotionally what hap- 
pened 25 years ago...during war horrible 
things are done.” But even in strongly repub- 
lican areas like South Armagh, there is a feel- 
ing that many voters have been repelled by 
recent events. 
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A very British sleazebuster 


OREIGN readers should not take it amiss when Bagehot says 

that, by international standards, public life in Britain is remarka- 
bly clean. For the observation is offered in a spirit of journalistic re- 
gret rather than jingoistic complacency. It must be thrilling to write 
about places where politicians think nothing of trousering wads of 
public money in scams and bribes. In Italy, a health minister salted 
away $120m in three homes and 14 bank accounts, America isasking 
whether the Chinese army helped to finance the Democrats’ elec- 
tion campaign in 1996. When they are contrasted with these heroic 
infractions, the antics of Britain’s bent politicians seem merely sad. 
Tony Blair's party ensured that the previous Conservative govern- 
ment left office under a cloud of allegations. But what did they 
amount to? A government minister 
let a businessman pay for his stay in 
the Paris Ritz. A backbencher is said 
to have accepted cash-stuffed enve- 
lopes in return for asking some rath- 
er dull questions in Parliament. 
When you consider what they will 
ask unbribed, the wonder is that 
anybody bothered. 

As befits this tame scene, stan- 
dards in British public life have been 
presided over since the advent of 
the new government by a spectacu- 
larly unferocious sleazebuster. Lord 
Neill, the tall, imposing, soft-spoken, 
level-headed chairman of the Com- 
mittee on Standards in Public Life, is 
almost a caricature of greatness and 
goodness. A former warden of All 
Souls, barrister, pianist and amateur 
forester, he gives out an aura if not 
exactly of naivety then at least of in- 
nocence—albeit an innocence in- 
jured of late by exposure to some of 
the worldly ways of politicians. The 
powers of Lord Neill’s committee 
are pretty tame, too. It has no power 
to investigate individual allegations 
of corruption. Its job is to examine 
“current concerns” about standards 
in public life and make recommen- 
dations, which the government may 
implement or not. But now for a prediction, and a paradox. Despite 
its civilised chairman and circumscribed powers, the Neill commit- 
tee is heading for a collision with Mr Blair. 

This is because of a difference of philosophy. It suits the new 
government to argue that sleaze became widespread during 18 years 
of Tory misrule, but is now being swept away. Lord Neill begs, gent- 
ly, to differ. He concedes that in the case of local government, ever- 
lasting single-party rule does create conditions in which corruption 
can arise. But he refuses in the absence of firm evidence to infer that 
the same thing happened at national level under the Conservatives. 
Indeed, he refuses to accept, just because it happens to be conven- 
tional wisdom, that standards of public life have declined at all. All 
he is sure of is that the public believes that they have. 

In Lord Neill’s book, the blame for this belongs to the politicians 
themselves. He says that Labour made a deliberate decision in op- 
position to use accusations of sleaze as a tool with which to dislodge 
the Conservatives. The Tories are therefore now drawing attention 
to every little peccadillo that might embarrass the present govern- 
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ment. So far, they have not dented Mr Blair. But Lord Neill is gloo- 
my about the impact on public sentiment of these regular ex- 
changes of charge and counter-charge. Having decided to use 
sleaze as a political weapon, he says, politicians should not be 
surprised that their reputation has been damaged. 

It seems a pity that a country which used to rely on conven- 
tion should need to depend increasingly on rules to keep politics 
honest--especially if Lord Neill’s hunch that there has in fact 
been no deterioration in standards is right, But Lord Neill does 
not share this worry. He has grown jaundiced about public life 
since starting his new job. “The temptations of abuse are very 
great,” he says, “and people need to have rules to follow.” He ac- 
cepts that some of the rules which 
his also-distinguished predecessor, 
Lord Nolan, imposed on appoint- 
ments to non-governmental bodies 
may be deterring talented people 
from seeking such jobs. In general, 
however, he favours further codifi- 
cation of standards. 

The existence of a permanent 
committee proposing rules about 
what governments can and cannot 
do is a complication most prime 
ministers could happily do without. 
What makes this body palatable is 
that itis so very British. It stands out- 
side Parliament, but contains a 
member of each main party. It is in- 
dependent, but has no teeth of its 
own. Its chairman must perforce be 
a realist. Lord Neill keeps the gov- 
ernment closely informed and lis- 
tens hard to its advice. The essential 
thing, he says (in what could be a 
motto for Britain’s non-boat-rock- 
ing way of doing things) is that “we 
must be seen to be independent, 
and we must be seen to talk sense”. 
He sees no profit in putting the 
prime minister's nose out of joint. 

But can he avoid it? Because its 
job is to make rules and eliminate 
patronage, rather than sniff out ac- 
tual corruption, the committee seems fated to clash with the con- 
trol freak in Mr Blair. Itis starting already. When asked toruleona 
motor-racing tycoon’s donation to the Labour Party, Lord Neill 
told the government to give the money back. When asked to re- 
port on the funding of political parties, Lord Neill tossed in the 
unwelcome recommendation that in referendums—such as the 
one Mr Blair promises on joining the euro—the government 
should not use public money to campaign for its own preferred 
outcome. At present the committee is reviewing the work it did 
under Lord Nolan on relations between mps, ministers and civil 
servants. Since the conduct of mes is now firmly policed, the new 
exercise will probably focus on the executive itself, especially on 
New Labour's growing use of political appointees and the injury 
this is said to have inflicted on the independence of the civil ser- 
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5 structuring of Channel Tunnel high speed rail-link; joint 
i bookrunner of a programme of £2.65bn government 
guaranteed bond issues, including the largest Eurosterling 
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bond issue. 
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Government of Argentina - 1998; adviser in effecting 
a 30-year concession of 33 airports; at $5.9bn, one 

of the largest privatisations in South America and in the 


t airport sector. 
British Airways — 1999; lead manager of €300m perpetual 
} preferred securities; the first such quasi-equity issue by a UK 
f corporate in the Euromarkets. 
$ Concor - 1998; global co-ordinator of the international 
¢ privatisation of this Indian rail container and logistics 
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P&O and Stena - 1998; £410m merger of short sea ferry 
operations; adviser to both parties. 


J Railtrack — 1996; £1.9bn equity issue, adviser and global 
co-ordinator; World Equity European Deal of the Year 


Warburg Dillon Read 


An investment bank of global intelligence wwe com 


Issued by UBS AG acting through its Investment Banking Division, Warburg Dillon Read, regulated in the UK by the SFA, to persons who are not private customers in the UK. 
in the US, Warburg Dillon Read LLC, a subsidiary of UBS AG, is a registered broker-dealer and member of SIPC, the New York Stock Exchange and other leading exchanges. 
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Transatlantic aerobatics 


The defence industry is one of the last bastions of corporate nationalism. But 
now there are signs that American and European defence companies are 


trying to come together 


HEN British Aerospace bought Mar- 

coni from Britain’s Gec in January 
1999, creating the world’s second-biggest de- 
fence-aerospace company, the merger 
seemed only to bolster the idea of national 
defence industries by creating an even bigger 
British national champion. But now it looks 
as though the deal’s effect may have been 
more interesting than that. In a convoluted 
way, BAe-Marconi has paved the way for 
more transatlantic deals. And this week’s flo- 
tation of France’s Aerospatiale will, by turn- 
ing it into a proper business that Americans 
understand, make those deals likelier. 

The BaAe-Marconi merger has clearly 
made it less likely that there will be a single 
European aerospace and defence company. 
DASA, part of DaimlerChrysler, had been 
close to merging with sae to create the nu- 
cleus of such a group. The BAe-Marconi deal 
scuppered that plan. Now DaimlerChrys- 
lers co-chairman, Jürgen Schrempp, says 
there will be no single European defence 
firm. “The dream is dead,” he said recently. 

But BAe-Marconi also changes the bal- 
ance of power between American and Euro- 
pean companies. Big American companies 
have long used European ones as junior 
partners on specific contracts for which poli- 
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tics demanded local participation. This lat- 
estdeal means they can no longer rely on be- 
ing able to patronise little European 
companies: BAe is no junior now. 

The first transatlantic coupling could be 
an alliance of Thomson, a partly privatised 
French defence-electronics group, and 
Raytheon, America’s fourth-biggest defence 
firm, with which it already collaborates on 
air-traffic-control and other systems. They 
are talking about a more formal union, and 
could announce one soon. 

Thomson needs a partner because the 
European missile business is grouping 
around a joint venture between sae and Ma- 
tra, part of France’s Lagardère group. The 
joint venture owns a 30% stake in the missile 
subsidiary of pasa. Aerospatiale, which also 
makes missiles, has merged with Matra as a 
prelude to its flotation; Italy’s Alenia is also 
part of the gang, through an alliance with 
GEC, of which the merging Marconi was for- 
merly a subsidiary. These link-ups leave 
Thomson out in the cold. That makes Rayth- 
eon, which produces missiles, defence elec- 
tronics, radar and ground surveillance sys- 
tems, especially attractive. 

For Raytheon, Thomson would offer a 
foothold in European markets as a counter- 


weight to the BAe-Matra grouping. The talks 
are more likely to lead to an alliance, through 
several joint ventures, than a full-scale merg- 
er. Raytheon is also reported to be close to a 
deal to ally with Racal, a small British de- 
fence-electronics firm. 

But the company for which this realign- 
ment holds most hope is Lockheed Martin. 
Lockheed has been struggling lately. Its arch- 
rival Boeing now dominates the market: two 
years ago it absorbed McDonnell Douglas, 
which allows it to exploit common technol- 
ogy in military and civil applications. Lock- 
heed tried to get a leg up through a merger 
with Northrop Grumman, but the Defence 
Department objected and Lockheed drop- 
ped the deal last summer. 

It seemed from this that the shrinkage of 
the American defence industry—down from 
15 companies to four big ones since 1992— 
has probably gone as far as it is going to. So if 
Lockheed was to find a partner, it would 
have tolook abroad. Marconi seemed the ob- 
vious candidate, and Lockheed thought it 
had the deal sewn up until sae swooped. 

Lockheed has also been hit by a spectac- 
ular series of commercial and technical di- 
sasters. Its huge contract for the THAAD anti- 
missile system risks being cancelled by the 
Defence Department because it has failed a 
series of tests. Itis running late on a big Penta- 
gon military transport aircraft contract and 
is $100m over budget on its prototype for the 
Pentagon’s Joint Strike Fighter. The firm is be- 
ing investigated by the White House after a 
series of failed satellite launches ($4 billion 
of federal and insurance money up in 
smoke). Its shares have fallen by a quarter in 
the last year, to around $40, and on June 3rd 
it announced 2,000 job losses. 

Lockheed executives think that one way 
out of their troubles might be to build a rela- 
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tionship with Boeing’s great civil rival, Air- 
bus Industrie. They have been having talks 
with Aerospatiale, one of the Airbus part- 
ners, about how to form an alliance. Officials 
at both Lockheed and Airbus say no deal is 
imminent, but they do not deny the talks. 

Airbus is a consortium owned by 
France’s Aerospatiale and pasa (37.9% each), 
British Aerospace (20%) and Spain’s CAsA 
(4.2%). But there is room for more. Airbus is 
signing up extra partners to share the costs 
and risk of launching its 550-650 seat double- 
decker passenger jet, known as the A3xx. It 
needs at least $10 billion before the first air- 
craft rolls out of the hangar—and it also 
needs the squabbling over turning Airbus 
into a proper company to be resolved. 

These moves offer Lockheed two routes 
to re-enter civil aerospace, reaping the bene- 
fits of civil and military integration, and to 
bolster its European position. It could either 
join the A3xx programme now, putting in 
some of the money, or it could wait to invest 
in Airbus when it is a company heading for 
flotation. Lockheed also dreams of a joint 
venture with Airbus to make the military 
transporter plane that Europe desperately 
needs. Certainly, Airbus could do with some 
new input, for its own transporter project is 
stuck. 

Airbus evidently sees the sense in these 
ideas, Its managing director, Noél Forgeard, 
made clear on a recent visit to America that 
he saw both Boeing and Airbus transforming 
themselves into global groups, rather than 
national or regional champions. An Ameri- 
can partner would help to increase Airbus’s 
sales in America, where Boeing, the national 
champion, gets preferential treatment. 

There are obstacles. Lockheed is under 
pressure from investors and cannot afford 
expensive acquisitions. The American De- 
fence Department and Congress are both 
dubious about any deals that might mean 
sharing sensitive military know-how with 
European, especially French firms—so they 
might block mergers. Wall Street would also 
be wary: defence margins are thinner in Eu- 
rope than in America, and Americans still 
think of Airbus as a workers’ paradise, even 
though it has snatched haif the world mar- 
ket from under Boeing’s nose and makes 
profits, That is why the Airbus conversion to 
a company, making its finances more trans- 
parent, might have to come before a Lock- 
heed move. 

Once Airbus starts behaving like a com- 
pany, all sorts of possibilities open. “In the 
short term, there will be alliances,” says 
Charles Grant of the Centre for European 
Reform, a London-based think-tank, “but in 
the longer term there are bound to be full- 
scale mergers between European and Amer- 
ican companies.” 

If this is the way things go, the outcome 
should be good for governments, as well as 
for companies. National defence industries 
mean protection and little competition; 
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global companies should mean less protec- 


“tion and more competition. And co-oper- 


ation between companies should help cus- 
tomers’ weapons systems to communicate 
with each other, as they have not done in 
Kosovo, for instance. So alliances between 
companies across the Atlantic should help to 
underpin alliances between governments 
across the Atlantic—if only the Americans 
would permit them. 

Scenic esa nN Sin agama ap hoa el citar bart a 


European steel 


Forging ahead 


LAME it on the euro. The world market 

for steel has long suffered from over-ca- 
pacity, but firmseverywhere have stubborn- 
ly resisted consolidation. That is, every- 
where but Europe, where the mere prospect 
of the single currency has spurred a wave of 
mergers. This week appears to have brought 
yet another euro-inspired union. 

After days of speculation that had sent 
its shares rising by over a fifth, British Steel 
confirmed on June 2nd that it was engaged 
in serious merger talks with Hoogovens of 
the Netherlands. Merger may be a polite 
term, given that British Steel has a market 
capitalisation three times that of its putative 
partner. The deal, if consummated, will cre- 
ate the world’s third-largest steel firm, with 
sales of some $16 billion. The two firms have 
promised to reveal the details of their match- 
making by June 7th. 

This is the latest in a series of European 
steel mergers. In the past two years, Germa- 
ny’s Thyssen and Krupp have merged, 
France’s Usinor has taken over Belgium’s 
Cockerill Sambre, Britain’s Ispat has bought 
parts of Thyssen and Usinor, and Luxem- 
bourg’s giant Arbed has. taken a stake in 
Spain’s Aceralia. In May, Arbed was poised 
to gobble up Germany’s Salzgitter, but na- 
tionalist politicians thwarted the deal. 

It might appear that desperation is one 
reason for this frenzy of activity. After all, Eu- 
rope’s steel makers are enduring a double 


























blow: prices were already low thanks to slug- 
gish European demand in recent years, but 
they have been dragged down further by 
cheap imported steel from Asia and Eastern 
Europe. Europe's steel production fell by 1% 
during the first two months of this year; in 
Germany, it dropped some 20%. Germany’s 
Thyssen Krupp last week announced that its 
pre-tax profits slid sharply during the past 
two quarters. France’s Usinor also warned 
this week of imminent losses. But even dire 
straits have not kept steel firms in other parts 
of the world from obstructing the long-over- 
due process of consolidation. 

The real catalyst for Europe’s recent 
merger wave, say some analysts, is the arrival 
of the euro. This is because, even by the stan- 
dards of the industry, Europe’s steel market 
is opaque and inefficient. Accounting prac- 
tices vary greatly. Prices do too: many grades 
of steel sell in Denmark for some 15% more 
than in Germany while, in turn, German 
prices are often 8-12% higher than those in 
France. The transparency in pricing forced 
by the euro is already pushing steel prices 
down. As it squeezes margins and dimin- 
ishes currency risk, the euro may well spur 
further deals like the mooted marriage bet- 
ween British Steel and Hoogovens. 

But this week’s deal is not quite like the 
other recent steel mergers in Europe. For one 
thing, both British Steel and Hoogovens are 
healthy competitors with strong balance 
sheets. British Steel has such a big cash pile, 
indeed, that it even promised this week that 
any Hoogovens deal will include “return of 
value” to its own shareholders, raising hopes 
of a generous share buyback or special divi- 
dend payment. Martin Doble of Beddows & 
Company, an industry consultancy, argues 
that unlike recent deals involving struggling 
firms, this is one done from a position of 
strength. Both firms are among Europe’s 
best, he notes, and have already slashed 
costs and significantly restructured their 
businesses. The real merit of the deal comes 
from the resultant size and economies of 
scale, necessary to compete in an increasing- 
ly globalised steel business. 

The other big difference is that Britain is 
not part of the euro zone. And, unlike the eu- 
ro, sterling has remained strong in recent 
years. That has hit exporters like British Steel 
particularly hard: most of its plants are in 
Britain, but much of its sales are in overseas 
markets. CEBR, a British economic consul- 
tancy, calculated last year that the strong 
pound added roughly 12% to the British steel 
industry’s costs relative to those of its chief 
international competitors. Acquiring Hoo- 
govens will diversify British Steel’s sales 
portfolio and diminish its currency risk 
quite nicely. In the end, it may turn out that 
British Steel is buying Hoogovens not be- 
cause of the arrival of the euro, but from the 
more mundane desire to get its hands on any. 
foreign currency. 
as al Sethi Aca 
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Asia's hotels 


Empty rooms? So what? 


HONG KONG 


Asians who own hotels are having a dreadful time. But the foreigners who run 


them are doing rather nicely 


CRES of marble, glass and gold fittings 
and enough hardwood to deforest Su- 
matra: even in the good times, Asian hotels 
symbolised the worst excesses of the region. 
So it seemed fitting that, when the bad times 
came and the tourist and business trade 
dried up, the hotel business should be hit ex- 
cessively hard. 

Considering that the biggest of these 
struggling hotels sport such familiar western 
names as Hyatt, Hilton, Marriott, Starwood 
(owner of Westin and Sheraton) and Bass 
(Holiday Inn, Inter-Continental and 
Crowne Plaza), this might seem a particular- 
ly sorry chapter in the story of multination- 
als in Asia. But oddly, these companies have 
skated through the crisis relatively un- 
scathed. Their Asian profits may be down a 
bit, but not one has dipped into the red. How 
did they manage to pull off this magic? By ex- 





Red elephant 


TAIPEI 


OTS of Asian hotels lose money 
these days, and plenty are mis- 
managed. But none can hold a 
candle to the father of Asian disas- 
ter hotels, Taiwan’s Grand Hotel. 
The Grand hit its nadir in 1996, 
when Lien Chan, then prime min- 
ister and now vice-president, was 
stuck in one of its lifts for nearly an 
hour with the rotund visiting pres- 
ident of Malawi, one of the few 
countries that still recognise Tai- 
| wan. Given that the Grand was 
built largely to impress diplomats 
from countries whose support Tai- 
wan needed in its battle against 
China, the episode was particular- 
ly poignant. 

Two decades ago, this huge 
red Chinese box on a hill overlooking Tai- 
pei was ranked as one of the seven best ho- 
tels in the world. It was a national treasure, 
with a golden pagoda-style roof the size of 
a football field supported by a forest of red 
pillars each more than three metres 
around. Tourists and locals alike came to 
gawk at its Chinese antiques, hand-paint- 
ed walls, and the intricately carved and 
gilded dragons in its lobby ceiling. Foreign 
dignitaries frequently stayed there. 

But in the late 19708, as all the most im- 
portant countries abandoned Taiwan for 
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Room service in grand style 


ploiting one of the niftiest business models 
around, 

Most of the big western hotel chains in 
Asia are managers, not owners. This means 
that they take little of the risk and a big 
chunk of the profit in the hotels that carry 
their name. Somebody else—a property de- 
veloper or a local tycoon looking for a glam- 
orous pile to call his own—takes out a huge 
loan, buys the land, builds the hotel and fur- 
nishes it. Then, either because they know 
nothing about the hotel industry or because 
they simply need a brand, a global reserva- 
tion system and economies of scale, the 
owners sign a long-term contract with a big- 
name hotel-management company to run it. 
“For many owners, prestige counted for 
more than cashflow,” says Andreas Flaig, of 
Arthur Andersen’s hotel research group. 

The managers have usually fixed a sweet 
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deal. Typically, they take in all the money 
and write all the cheques, including one to 
the owner, if there is anything left after pay- 
ing for all hotel operating costs, the manage- 
ment fee, and sometimes the salaries of the 
staff in the manager’s own regional head- 
quarters. Twenty-five-year contracts signed 
in the early and mid-i990s had management 
fees as high as 3.5% of total revenues, plus 6- 
10% of gross operating profit. Even if there 
was no profit, as was often the case after ac- 
counting for the owner’s financing costs, the 
management company could be sure to stay 
comfortably in the black. 

In contrast, most Asian hotel chains, 
such as Shangri-La Asia, Mandarin-Oriental, 
and Hongkong and Shanghai Hotels (which 
holds the Peninsula brand), own and man- 
age their own hotels. With a property-devel- 
oper mindset, these companies stood to 
profit more than western managers in the 
days when property valuations were sky- 
rocketing. But they were also far more ex- 
posed when the market turned down: Hong- 
kong and Shanghai alone lost $266m before 
tax last year. Today, says Jones Lang LaSalle, 
a property and hotel consultancy, hotels are 
the lowest-yielding property investment in 
the region. Indeed, some Singaporean own- 








mainland China, the Grand lost its raison 
détre.Very little has gone right for it since. 
Although its accounts are a shambles, they 
suggest that the Grand has made a profit 
only once in its history, in 1989. This despite 
a cosy deal with the government that al- 
lowed the hotel to be built on interest-free 
bonds and operated with no tax, cheap 
rent, and even, for a while, a duty exemp- 
tion on the luxury items that its managers 
imported to fill its rooms. 

Part of the explanation for this singular 
failure may be that its 1,000 employees are 





among the best-paid in the industry, witha 
third having worked at the hotel for more 
than 18 years. Another may be that it oper- 
ates under the auspices of the 
non-profit Taiwan Friendship 
Foundation, whose 1u-member 
board is made up mostly of for- 
mer political figures or their aco- 
lytes, such as the doctor and secre- 
tary of modern Taiwan's founder, 
Chiang Kai-shek. The age of its di- 
rectors averages 80—or, rather, it 
did before a fraud and embezzle- 
ment scandal last year led to the 
conviction of the board's former 
president and the replacement of 
three ailing directors with govern- 
ment representatives. 

By the mid-1990s the hotel had 
become a national embarrass- 
ment, shabby and usually empty. 
When its roof was destroyed in a 
blaze in 1995 the Grand was merci- 
fully shut down. Last year a renovated 
Grand reopened, having regained much of 
its original splendour. It still does not make 
money, but revenues are rising and it 
hopes to break even this year. Next month 
the directors plan to turn the rest of their 
seats over to the government, part of a | 
process that would, in effect, nationalise 
the hotel. There may be no reason to think 
that the government will make a better 
business of the Grand than two genera- 


tions of political cronies—but it can hardly 
do worse. 
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ers are giving up and converting their hotels 
tocondominiums. 

Despite the advantages of their business 
model, management companies saw Asia’s 
economic crisis as an opportunity to straddle 
the line. If they could buy hotels cheaply, 
they could both maintain control over the 
properties and resell them at a tidy profit 
when the market recovered. This time last 
year, investment bankers reckoned that 
these firms were prepared to spend as much 
as $10 billion buying distressed hotels in the 
region. But after a frustrating year, most of 
that money has gone home: no major deals 
have emerged (although Goldman Sachs, an 
investment bank, is in a bidding war for the 
Regent Hotel in Bangkok). Without workable 
bankruptcy laws in much of the region, hotel 
owners could default on their debt with 
equanimity; and they saw little reason to sell 
their property at a huge loss. 

Now management companies are facing 
a tougher market. New and renegotiated 
contracts these days tilt the balance more to- 
ward performance-based fees: often just 1% 
of revenues and up to 12% of profits (and 
sometimes only net profits at that). The con- 
tracts are also shorter: often just ten years, 
with options to extend or break depending 
on results. As they get more familiar with the 
hotel industry, more owners are opting for 
franchising, a system in which they pay for a 
chain’s name, reservation network and mar- 
keting, but manage and control the hotels 
themselves, Compared with the owners, the 
managers still have it good. But they will still 
feel the impact of the crisis for years to come. 
— J 





Russia 


Sweetly flows 
the Volga 


OOMING foreign investment, modern 

technology, rising sales and ambitious 
plans for export—can this really be miser- 
able, bankrupt Russia? In Samara, in Russia’s 
southern industrial heartland, the gloom 
and venality of Moscow are refreshingly dis- 
tant. On June ist Nestlé, a Swiss food compa- 
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ny which is one of the top foreign investors 
in Russia, opened a new production line at 
Rossiya, the country’s biggest chocolate 
plant, which it bought in 1994. Down the 
road at Avtovaz, the country’s largest car 
maker, managers showed off a range of 20 
new models, boasted about rising sales, and 
claimed to have banished Russia’s two great 
industrial plagues, crime and barter, from 
their business. 

Both companies’ good fortunes reflect 
the uneven rate of Russia’s decline since last 
summer's financial crisis and devaluation, 
which made most imports quadruple in 
price, but gave a big competitive advantage 
to firms producing locally. Most Russian 
companies have failed to take advantage of 
this. Some sell mainly to the bankrupt public 
sector, or have seen their working capital dis- 
appear in the collapsed banking system. In 
others, managers have been more interested 
in stealing from their company than in rais- 
ing its sales. Any business dependent on im- 
ports, whether western or local, faces much 
higher costs; these can be crippling if not 
carefully managed. But a clever handful are 
now thriving. 

“The crisis vindicated our strategy” says 
Andreas Schlaepfer, Nestlé’s boss in Russia. 
Unlike his competitors, who built sweet fac- 
tories from scratch, Nestlé took over an exist- 
ing plant, producing well-known Russian 
brands. This was cumbersome at the begin- 
ning, but it makes cost-cutting easier now— 
for example by using more (cheap, Russian) 
sugar and less (expensive, imported) cocoa. 
Tinkering with global brands produced in 
Russia, such as a Mars bar, is trickier. Nestlé 
provides few figures, but its market share is 
rocketing, and it expects sales of more than 
$500m this year. 

Avtovaz buys locally too, and it has kept 
component prices at their pre-crisis levels. Its 
standard models—simple sedans, jeeps and 
hatchbacks—cost around $5,000, whereas a 
new western car (after punitive 100% cus- 
toms duties) is four times as much. Although 
workmanship is often shoddy (this corre- 
spondent’s new jeep caught fire) Russians, 
who expect to repair their cars themselves, 
praise their simplicity. Ruggedness also 
counts on the country’s appalling roads. Av- 
tovaz hopes to sell 660,000 cars this year, up 
from 580,000 in 1998. 

Both companies are well insulated from 
the vagaries of federal politics. Avtovaz pro- 
vides half the region’s tax revenues, giving it 
plenty of clout with Samara’s ambitious and 
influential governor, Konstantin Titov. Nes- 
tlé is an emblem of the foreign direct invest- 
ment that most governors can only dream of. 
At the launch of the new production line for 
Nesquik, a sugary drink for children, Mr Ti- 
tov turned up to eulogise its healthy (“vita- 
minised”) properties and to congratulate the 
company on its far-sightedness. The bureau- 
cratic greed and bloodymindedness that of- 
ten plague companies based in Moscow are 





less acute in a remote corner like Samara. 
“We basically wanted to be left alone, and 
Samara has been a hassle-free environ- 
ment,” insists Mr Schlaepfer. 

Criminals rank alongside bureaucrats as 
a business problem in Russia—especially in 
distribution, which is ridden with racketeers. 
Nestlé monitors its distributors closely, re- 
warding the more reliable. Avtovaz has in 
past months tackled the gangsters who used 
to spirit cars into parallel distribution chan- 
nels (such as roadside sales lots, brazenly lo- 
cated next to the factory). This seems to have 
worked, at least for now. But building a west- 
ern-style dealer network, as planned, looks a 
Himalayan task given today’s typical sales- 
room: a squalid concrete bunker, featuring 
limited choice, surly service and machine- 
gun-toting security guards. 

What Avtovaz really needs is a Nestlé to 
take it over. Its new range of models, all at less 
than $10,000, includes a luxury stretch Lada, 
a beach buggy, a mobile office called the Me- 
nedzher, electric cars, and an armoured se- 
curity van using Soviet military technology. 
This is a tribute to the firm’s ingenious de- 
signers (who earn less in a year than their 
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RUSSIA 


western counterparts do in a week), less so to 
the company’s strategists. 

Selling these models in large numbers, 
let alone exporting them as the company 
plans, will be hard. Russian engines remain 
thirsty, noisy and smelly compared with 
western ones. Avtovaz’s best car, tellingly, is 
powered by a motor from America’s General 
Motors. Electrical systems are also unreliable 
and corrosion is almost guaranteed. 

The plant’s antique and chaotic produc- 
tion lines, mostly built 30 years ago (and a 
sharp contrast to Nestlé’s gleaming new ma- 
chines) make western standards of quality 
and workmanship all but impossible. Al- 
though the company claims—impressively 
if true—to have forsworn barter, which 
made up 80% of its turnover a year ago, fi- 
nances (including details of the main share- 
holders) are still murky. 

So far, Avtovaz’s snooty managers have 
spurned foreign approaches (although there 
are well-advanced talks with General Mo- 
tors about assembling cars under licence). If 
that ever changes—and the argument for 
outside expertise and technology grows ever 
more compelling with time—a resurgent Av- 
tovaz could do for Russia’s roads what Nestlé 
already plans for the nation’s children. 
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he would not have known anything beyond her native village, 
if not for a developing economy. 


There'd be no developing economy, 


if not for new, more reliable sources of electrical power. 


There might not be new, more reliable sources of electric power 
if not for the ingenuity of ABB. 





ho Qin has lived in a small village near Guilin in the south of China all her life. So the chance of her 


ever experiencing life in the big city of Beijing had always seemed remote. Soon however, she'll move here to begin 
è é b, > 


a new job with one of the companies moving into this economically burgeoning area 
It's an opportunity Shen Qin would not have had as recently as a few years ago. There wasn't enough 
electricity available in the region to support that kind of extraordinary growth, Ageing power plants are ‘increasingly 
unable to meet the demand for clean, cost efficient power 
But last year, the North China Power Group decided to modernise a 39-year-old coal-fired combined heat and 
power plant in Beijing. It was an ambitious renovation that would enable the plant to improve its efficiency by 
producing more electricity from the same amount of coal. And it was made possible by the resourcefulness of ABB 
You see, no other company utilises local resources and develops local management like ABB, It’s an operating 
strategy that results in cheaper costs from local suppliers and a project team with the know ledge and experience to 
reach a cost-effective solution 
What's more, ABB is the only full-service company in the world with the capability to perform every single 
task in the process of producing energy. Which means we have resources no other company can match 
It's this unique approach that has enabled ABB to devise the kind of energy solutions that have helped 
clients like the North China Power Group all over the world achieve their goals on time and within budget 
At ABB, we're proud to help new energy to start flowing into the region around Beijing. Because for 
many of China's young people like Shen Qin it will mean a new standard of living and ultimately a new life 


More power to them 


Visit the ABB World Wide Web site at www.abb.con INGENUITY AT WORK 
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Person wants a hotel 
staff who’s 
mastered the art 


af making 
guests smile. 


(Or chuckle, if they prefer.) 





you'll see why Renaissance famous for its smiles. For reservations and information 


snaissancenotels.com, call u yr your travel agent Sn 
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America’s sugar industry 


Bittersweet 


CLEWISTON AND PALM BEACH. FLORIDA 





Things have gone sour for Florida’s sugar barons; and the two companies that 
dominate the industry there are dealing with their new problems very 


differently 


EAD out from Miami on us27, and you 

are on the “sugarland highway”. On ei- 
ther side of the road, as far as the eye can see, 
are the consequences of the generous protec- 
tion that America affords the industry: miles 
and miles of subsidised sugar. Trade barriers 
have made America’s sugar farmers rich by 
keeping the domestic price at around twice 
the world price—and have cost the 
consumer, according to estimates 
by the General Accounting Officea 
few years ago, around $1.4 billion. 
Recently, however, things have 
turned against the sugar farmers. 

Some problems come from the 
environment. Big Sugar’s arrogance 
and influence can best be mea- 
sured by its effluents. Parts of Flor- 
ida’s Everglades, a vast marshland 
with a fragile ecosystem (the south- 
ern bit of which is a national park), 
are now choked with cat-tails, a 
weed that flourishes on the run-off 
from the sugar fields. 

For decades, sugar farmers re- 
leased their run-off without much 
fear of state regulators, Federal con- 
servation officials were so outraged 
that they sued the state regulators 
for neglecting their duties. After a 
bitter battle, the state settled that 
suit in 1991, vowing to clean up the discharge 
from the sugar farms. In April this year, gov- 
ernment officials unveiled the Restudy, 
America’s most ambitious environmental 
plan ever: an $8 billion-11 billion proposal to 
clean up the Everglades. 

That has sparked a debate over how 
much of the bill the sugar companies should 
pay. The industry used to take an angry, 
combative stance. Of late, it has softened its 
image in hopes of reducing the price tag: 
firms have taken measures to cut some emis- 
sions, and now insist they are “part of the so- 
lution.” Jonathan Ullman of the Sierra Club, 
an environmentalist group, is unimpressed: 
“All of south Florida is essentially a slow- 
moving river—and sugar has been emptying 
its sewage at the source. The industry must 
pay.” With the Restudy due to be presented 
by the administration to Congress on July 
ist, the battle may heat up soon. 

Big Sugar’s other problem is economic. 
Thanks to Newt Gingrich and his band of 
zealous Republicans, the 1996 farm bill abol- 
ished the guaranteed minimum price, in- 
creased the quota for imports and, most im- 
portantly, scrapped the domestic cartel of 
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producers. While many distortions remain, 
competition is at last beginning to creep in. 
Weaker firms—in Hawaii, Texas and Califor- 
nia—have gone bust. Florida's companies 
are having to adapt to survive. 

us Sugar and Flo-Sun each control 
around 40% of Florida’s industry. Both are re- 
sponding to the squeeze by trying to capture 





fatter margins downstream. us Sugar recent- 
ly built a new refinery, the first in America 
for decades; Flo-Sun bought one in New York 
from a Canadian firm earlier this year. Both 
are also, for the first time, promoting retail 
products and building brands, Flo-Sun, for 
example, is now marketing products such as 
organically grown sugar and building its 
Florida Crystals brand. us Sugar has joined a 
marketing venture with sugar-beet pro- 
ducers which now commands a 25% share of 
America’s $6 billion white sugar market. 

Beyond such broad similarities, the two 
companies’ approach to change differs— 
probably because their ownership does too. 
In the past, both were family-owned busi- 
nesses, Flo-Sun is still owned by the Fanjuls, 
sugar barons in Cuba until Castro’s revolu- 
tion. us Sugar was founded in 1931 by the 
conservative Mott clan, but the family’s 
main shareholders have died, and the firm is 
now controlled by the charitable trusts they 
set up, the Mott Foundation and the Mott 
Children’s Health Centre. An employee 
stock-ownership scheme launched in the 
1980s has also softened attitudes. 

Signs of change at us Sugar came in 1989, 





BUSINESS 
when the firm was caught by federal envi- 
ronmental officials disposing of hazardous 
waste without proper labelling. The firm’s 
boss, Nelson Fairbanks, took his top brass 
into the courtroom, where they jointly apol- 
ogised. us Sugar’s record has since improved. 

Labour activists contrast the recent re- 
cord of the two companies. Gregory Schell, a 
labour lawyer with the Migrant Farmworker 
Justice Project, tells of his efforts over the 
years to help migrant workers at both firms. 
Flo-Sun remains hostile, he says, and has of- 
fered concessions only grudgingly and when 
forced by litigation. In contrast, us Sugar in- 
vited his lawyers to visit labour camps on 
the firm’s property so that workers could eas- 
ily seek help. 

us Sugar has also pushed further ahead 
in transforming its business. It has 
been diversifying energetically, 
moving into citrus production, 
which now makes up about a 
quarter of the firm's annual reve- 
nues, It has moved from growing 
the trees to processing the fruit,and 
is now the largest bulk supplier of 
fresh juice to national brands such 
as Tropicana. The idea, says Robert 
Buker, senior vice-president of us 
Sugar, is to emulate such global 
agri-businesses as Cargill and 
Archer Daniels Midland. 

Flo-Sun, meanwhile, focuses its 
energy more on politics than on 
business strategy. Alfonso Fanjul 
and his brother have held top posts 
in the fund-raising operations of 
both the Republican and Demo- 
cratic parties; there is evidence of 
their clout in Kenneth Starr’s report 
about Bill Clinton’s liaisons with 
Monica Lewinsky. One passage describes 
how Mr Clinton—usually receptive to Miss 
Lewinsky’s attentions when chatting on the 
phone with congressmen—shunted her 
aside for nearly half an hour for a telephone 
call from a real potentate: Alfonso Fanjul. But 
the limits to Flo-Sun’s approach are evident: 
despite excellent political access, the envi- 
ronmental bills mount up and the subsidies 
continue to fall. 

Both companies’ futures may be deter- 
mined by something outside the control of 
American politicians—Cuba, once the 
world’s top sugar exporter. If America threw 
open its market to Cuban sugar, “we would 
all go broke,” says Mr Buker plainly. But he 
has other plans. Before Mr Castro seized 
power, about a third of us Sugar’s output 
came from its own fields in Cuba. There 
would, of course, be competition. “Of course 
we'd rush to get back into a democratic Cu- 
ba, but the Fanjuls might get there first... 
they’ve already got their parachutes on! 
And when they land, they will no doubt 
quickly establish a hotline to the presidential 
palace in Havana. 














Break up to make up 


Everybody wants to get into mobile telephony and broadband cable. So why is Cable & Wireless’s 
Graham Wallace getting out of these businesses? 


FE as long as anyone can remember, people 
have been saying that Cable & Wireless’s far- 
flung parts are worth rather more than the 
whole. The company clearly needed taking in 
hand—-either by achiefexecutive with a plan, or 
by a bigger and richer telecoms company keen 
on taking a short-cut to a global presence. So 
when Dick Brown, a flamboyant and rather au- 
tocratic American, took over at the floundering 
127-year-old British company in 1996, it was gen- 
erally expected that the company’s fate would 
be settled one way or another. Either it would be 
gobbled up, or it would find its own focus. 

Mr Brown certainly gave the impression of 
activity. He boasted that he did 18 deals worth 
$17 billion during his first 22 months in the job. 
But when he suddenly jumped ship at the turn 
of the year tojoin Eps, a giant computer-services 
company, it was still difficult to say what Cable 
& Wireless was really for. 

The appointment of Graham Wallace, a 
quiet and rather undemonstrative Englishman, was met with some 
disappointment. The board had spent two months looking for a 
successor; Mr Wallace was running Cable & Wireless’s cable-rv 
business; the suspicion arose that he was on hand rather than on 
top of the list. His cv was not particularly impressive—he had 
spent much of his career running Granada’s declining television 
rental business—and his reputation was of being a somewhat con- 
ventional man. But four months into the job, he has turned out to 
be far more radical than his predecessor. 

While the rest of the world is piling into mobile telephony and 
broadband cable, Mr Wallace has announced that Cable & Wire- 
less will be getting out. He has said that he plans to sell Cable & 
Wireless’s 50% share of One-2-One, a British mobile-phone oper- 
ator. Whether that is a trade sale (Deutsche Telekom is said to be in- 
terested, after its disappointment with Telecom Italia) or a flota- 
tion, it is expected to raise somewhere between £4 billion ($6.4 
billion) and £5.5 billion—a downpayment on his promise to unlock 
the value in Cable & Wireless. 

Mr Wallace is also doing a deal with Telewest, a rival cable-tv 
operator, which would mean swapping Cable & Wireless’s resi- 
dential subscribers for Telewest’s business customers. Cable & 
Wireless is thus selling the prized “last mile” into people’s homes, 
which companies such as arar and Mi- 








such as WorldCom, Qwest and Level Three 
have been the ones to attract stellar market rat- 
ings. The stockmarket has punished the old ver- 
tically integrated incumbents—the Baby Bells, 
atats and sts of the world—for being in too | 
many businesses. 

Mr Wallace knows that Cable & Wireless is | 
far from being a WorldCom. Nevertheless, he 
argues that the similarities are far greater than 
they are with those old incumbents, because 
nearly three-quarters of Cable & Wireless’s reve- 
nues come from business users and because it is 
a genuinely global, as opposed to a largely local 
or national, operator. 

Which, says Mr Wallace, means that the In- 
ternet suits Cable & Wireless nicely. Business 
customers want data and Internet applications 
delivered by companies who can offer all the 
services they need all over the world. There are 
very few firms who can genuinely claim to do it. 
WorldCom may be one and the new joint ven- 
ture between arat and sT another; smaller specialists such as 
Equant and Infonet can do it too; grand-sounding but fuzzy tele- 
coms alliances such as Unisource and Global One are less good at 
it, because when too many managements are involved, bucks get 
passed and customers irritated. 


The business customer is king 

Perhapsinfluenced by the horrible experience of dealing with res- 
idential customers when he ran the cable~rv operation, Mr Wal- 
lace wants Cable & Wireless to focus entirely on business custom- 
ers, and offer them all the services they could dream of wanting, to 
enable their workers to communicate with each other and with 
the outside world. And he wants to be big. He is raising Cable & 
Wireless’s capital expenditure by £1.2 billion to £3.2 billion a year. 
An advanced European telecoms network will be complete with- | 
in a couple of years and the Internet backbone business in Amer- 
ica, for which Dick Brown paid WorldCom $1.8 billion when it | 
completed its purchase of mcı, will be upgraded. This week Mr | 
Wallace bid nearly $600m for 1pc, a Japanese telecoms company, 
in a battle with nrr. The bidding war has turned into high drama 
in Japan, where hostile takeovers are rare and bids by foreign com- 
panies are still regarded with some suspicion. 

The interesting question now is 





crosoft are investing in. They evidently 
believe there are oodles of money to be 
made from delivering information, enter- 
tainment and services to residential cus- 
tomers. 

Mr Wallace agrees that both wireless 
and broadband are great businesses to be 
in. “But,” he says, “you can’t and shouldn't 
do everything.” 

. So what is it that Mr Wallace wants to 
do? His starting point is that the telecoms 
companies that have created value in re- 
cent years (see chart) are the highly-fo- 
cused players such as Vodafone, cot and 
Energis in Britain. In America companies 








whether Mr Wallace will take his argu- 
ments to their logical conclusion. Many of 
Cable & Wireless’s remaining assets do 
not fit in with his bold new strategy. 
Stakes in French and Singaporean mobile 
operators, and Bezeq in Israel, look certain 
to go. But what about Optus in Australia, 
or even Hong Kong Telecom? The latter is 
one of those integrated service providers 
whose model he disparages; but it also 
provided 56% of Cable & Wireless’s oper- 
ating profit last year. Mr Wallace is a brave 
man; but he may not be quite brave 
enough to sell the company’s. stake in 











Hong Kong Telecom just yet. 
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Corporate performance management 


How well is strategy reinforced and realised 


throughout your company? 








A new report tells you how nearly 200 senior execu- 
tives tackle this issue in their organisations 


lobalisation, shorter timeframes, increased competition and strategic 

alliances are all dramatically reshaping the traditional corporate environ- 
ment. These seismic changes are imposing ever-sterner demands on CEOs and 
their teams as they strive to create, communicate and implement strategy 
throughout their companies. 


Corporate performance management: Ensuring strategy implementation—a 
new research paper—outlines the key challenges identified by top companies and 
helps you to set an agenda to tackle these in your own company. It establishes an 
integrated framework that examines performance management in the context of 
four streams—performance measures and targets, enterprise processes, people 
processes, and information management and reporting—and then presents vital 
action points to set you on the path to successful resolution of these issues. 


Unique strategic analysis for CEOs and their senior 
executive teams 

Based on a global survey of 170 senior executives and interviews with 25 major com- 
panies, this research paper describes the core issue for effective performance manage- 
ment—how well strategy is reinforced and realised throughout the organisation. 


Sharpen your understanding of the key performance 
management issues 


Published by the Economist Intelligence Unit in co-operation with 

PricewaterhouseCoopers, this research paper helps you understand the issues 

organisations are facing in tackling the key challenges: 

4 Reconciling the differing 
performance management agendas 
of key groups 


1 Choosing the correct leading and 
lagging indicators 

2 Measuring intangibles, including 
product innovation and customer 
focus 


5 Getting the most out of information 
systems 

6 Setting comparable targets for 
diverse business units 


3 Involving middle management 
in strategy implementation 


At a glance—case examples profiled in the study 


Gillette—developing performance measures that balance team and individual efforts 
Glaxo Wellcome—/inking global strategy and regional implementation 
Royal Sun Alliance—redesigning performance management around people issues 


Schroders—vetaining staff to ensure the communication and c ontinuity of 
corporate strategy 








Special offer 


Discount for multiple purchases of 
Corporate performance management. 
For special rate information, call the 
Economist Intelligence Unit 
office nearest you. 


Order today! 


Fax this form to 
(852) 2802 7720 














How to order 

To order, complete this form and send it to 
the Economist Intelligence Unit office (see 
below for address). 


Please send me __copies of Corporate 
performance management at US$375 each. 
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Nature of business 





Email 


I am paying by telegraphic transfer to: 
The Hongkong and Shanghai Banking C orpo- 
ration Ltd. 1 Queen’s Road, Central, Hong 
Kong. 

Account number: 500-050125 

Account name: The Economist Group 
(Asia/Pacific) Limited. (Please enclose a copy 
of your telegraphic transfer instructions) 


I enclose a cheque for US$ (made 
payable to the Economist Group (Asia/Pacific) 
Limited) 


Please charge US$_____ to my 


American Express Visa C MasterCard 





Account No Expiry date 





Signature (required on all creditcard orders) 

] Please proforma invoice me (reports to be sent 
upon receipt of payment). 

I do not wish to receive promotional materials 


from: O The Economist Intelligence Unit 
4 Other companies 


3ABTMF 


The Economist 
Intelligence Unit 


Asia Australasia 

The Economist Intelligence Unit 
25/F Dah Sing Financial Centre 
108 Gloucester Road 

Wanchai, Hong Kong 

E-mail: hongkong@eiu.com 
http://www.elu.com 

Tet: (852) 2802 7288/2585 3888 
Fax: (852) 2802 7638/2802 7720 
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This announcement appears as a matter of record only. 


April 1999 


Baht 65,000,000,000 
(U.S. $1,750,000,000) 


Units Consisting of 
5.25% Non-Cumulative Convertible Voting 
Preferred Shares of 


QO 


The Siam Commercial Bank 
Public Company Limited 


(incorporated in the Kingdom of Thailand as a public company with limited liability) 


LAL Ty ae aT ae 


and 
Warrants to Purchase 
such Preferred Shares from 


Ministry of Finance 
Kingdom of Thailand 


Tin eae nee 


The undersigned acted as sole global coordinator, bookrunner and 
lead manager in this transaction. 


SALOMON SMITH BARNEY 


success is earned” 


Amemberof citigroup 





© 1999 Salamon Smith Barney Inc. Salomon Smith Barney is a service mark of Salomon Smith Barney Inc 
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Japan's debt menace 


FOKYO 


Just how bad are the Japanese government's finances? 


HISPER it quietly, or better still, not at 

all: Japan is planning yet more emer- 
gency spending to revive its sickly economy. 
Since late last year, when yields on Japanese 
government bonds tripled, Keizo Obuchi, 
the prime minister, and his economic advis- 
ers have at times seemed in the shadow of a 
volcano. Miserable tax revenues and a huge 
public-works programme have saddled Ja- 
pan with monstrous debts—so monstrous, 
in fact, that this winter's interest-rate rise in- 
spired fears in Tokyo of a government-debt 
crisis, For a time, soothing words and looser 
money helped to massage rates lower. But 
now there is talk of another fiscal boost— 
maybe in September, maybe worth as much 
as ¥15 trillion ($124 billion)—and they are ris- 
ing again. Despite the government's careful 
pussyfooting around its spending plans, the 
yield on the benchmark ten-year govern- 
ment bond rose to nearly 1.7% on June and, a 
two-month high. 


| Andreas Kluth, one of The Economist's finance 
| correspondents, has won the 1998-99 Press | 
| Journalism Award of the Institute of Internal 

| Auditors United Kingdom, for his article “Meet 


| the riskmongers”, published on July 18th 1998. 
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Foreign nerves are fraying, too. The fear is 
that the government may soon lose com- 
mand of its finances, or worse, that borrow- 
ing is already out of control. This is a poten- 
tially nightmarish view: a sudden loss of 
confidence, capital flight, soaring interest 
rates and a run on the yen. Just how much 
damage this would do to America, Europe 
and the rest of the world is anybody’s guess. 
But the resulting shock could surely dwarf 
recent financial crises. As a result, the coun- 
try is drawing harsh words from top econo- 
mists, “Japanese bonds deserve a junk rat- 
ing,” wrote Rudi Dornbusch, of the 
Massachusetts Institute of Technology, in the 
Wall Street Journal recently. “The problem is 
out of control.” 

Why the feverish doomsaying? The 
numbers are undeniably awe-inspiring. This 
year, according to the finance ministry, gross 
public debt should hit 108.5% of cpr. Next 
year, by this measure, Japan will probably 
pip Italy as the most indebted economy in 
the G7 group of rich countries. The budget 
deficit rose to 6% of copr last year and will 
probably surpass 8% this year if Mr Obuchi 
goes ahead with more public works this au- 
tumn. Finances as troubled as this cannot be 
repaired easily and the debt will grow for 


several years to come. By 2001, thinks the 
mF, gross debt will be close to 140% of cor. 

The scale of the government's gross debts 
is not in dispute. But opinions are, predict- 
ably enough, sharply divided about how 
much they matter. Some economists argue 
that the government’s true indebtedness is 
much smaller, around 35% of cop, because 
its assets should be offset against its liabili- 
ties. Most notably, the assets include the so- 
cial-security funds that have piled up over 
many years of public-pension-fund surplus- 
es. Others say the government's position is 
actually far worse than the gross figures sug- 
gest. By 2010, Japan’s rapidly greying popula- 
tion will have pushed its pension system 
into the red; and, unless the system is re- 
formed, it will stay there. The present value 
of these future unfunded obligations is more 
than 100% of cpp. 

In a report produced last October, the 
t™mF sensibly argued that the truth lies some- 
where between these extremes. The speed 
with which Japan’s population is ageing and 
the size of its unfunded pension liabilities 
(they are similar to those in Germany and 
France) suggest that it is imprudent to treat 
social-security funds as if they can be divert- 
ed into servicing the national debt. On the 
other hand, Japan could reduce its future 
pension obligations by reforming the sys- 
tem. Indeed, the government has already 
floated several ways of doing this, including 
raising contributions, cutting benefits and 
raising the eligibility age from 60 to 65. 

But the net debt figure of around 70% of 
cpp (if social-security funds are excluded 
from the government's assets) may still be a 
serious underestimate. It omits hidden debts, 
the largest of which are buried in the books 
of the finance ministry’s fiscal investment 
and loan programme, or zaito. This institu- 
tion sucks up the nation’s postal savings and 
pension funds, and lends the money to pub- 
lic-sector financial institutions, such as the 
Japan Development Bank and the Housing 
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Loan Corporation, a mortgage lender, and to 
infrastructure projects. 

Just how savagely zaito’s ¥395 trillion- 
worth of assets need writing down is impos- 
sible to judge from the skimpy information 
provided by the finance ministry. But two 
clues point to something pretty smelly. First, 
some of zaito’s biggest clients, like the Hous- 
ing Loan Corporation, require big annual 
operating subsidies to balance their books, 
suggesting less than rude health. Second, zai- 
to has recently had to transfer ¥28 trillion- 
worth of its loans (mainly to the Japan Na- 
tional Railway Settlement Corporation, a 
company set up ten years ago to assume the 
debts of the privatised rail network) on to the 
government’s books. As the true financial 
position of other zaito clients becomes clear, 
plenty more “assets” are sure to follow, per- 
haps adding up to 10-15% of GDP. 


The road less travelled 


Compared with other countries, this burden 
does not appear crushing. Five years ago, 
both Italy and Sweden had run up similar 
debts. Yet those investors, such as Skandia, a 
big Swedish insurance company, which 
sensed impending crisis and refused to buy 
the government's debt, missed out on a big 
bond-market rally as deficits and debts were 
brought under control. In 1946, debt-to-cpp 
ratios hit 120% in America and 260% in Bri- 
tain without disaster striking. 

Ultimately, of course, it is up to bond in- 
vestors to decide whether Japan’s burden is 
bearable. If they begin to charge sharply 
higher interest rates, the government’s debts 
will quickly spiral. But several factors make 
this unlikely. This year, the current-account 
surplus (which equals the surplus of domes- 
tic savings over investments) should be 3.4% 
of Gpr, according to The Economist’s poll of 
forecasters. High savings should ensure a 
healthy demand for bonds, which will also 
be snaffled up by Japan’s distressed banks, 
as they cut their loan-books in the struggle to 
meet capital-adequacy requirements. 

At the same time, the expectation of de- 
flation is taking root among Japanese firms, 
which are unwinding their debts and build- 
ing upcash piles. According to the Bank of Ja- 
pan, the flow of credit to the private sector 
shrank by ¥44 trillion last year—an extraor- 
dinary 9% of pp. So longas the flow of funds 
to private borrowers is weak, the govern- 


74 


FINANCE AND ECONOMICS | 





ment should easily find buyers for its debt. 

Also, most of the government's debts are 
owed to domestic institutions and to indi- 
viduals. Unlike flighty foreign investors, they 
would naturally prefer to stay put. And for- 
eign-currency debts, the proximate cause of 
the recent financial crises in most emerging 
markets, are negligible. (Itis, however, rather 
far-fetched to claim, as the government 
sometimes does, that Japan's. $11 trillion- 
worth of net foreign assets, mostly owned by 
the private sector, should somehow be set 
against its public debts.) 

But however faithful its bond-buyers, 
the government will soon have to rein in the 
growth of its debts. The temptation in Japan 
is always to achieve this by giving in to the 
traditionally strong appetite for tight fiscal 
policy. That proved disastrous in 1997, when 
a premature tightening tipped the economy 
into its present recession. But, undaunted, 
the finance ministry, which opposes further 
stimulus this autumn, is threatening to make 
the same mistake again. 

If its economy was growing, Japan, 
where tax revenues are lower as a proportion 
of cpr than in any other of the G7 countries, 
would have scope for tax rises. In the current 
recession, however, a better approach might 






be thorough fiscal reform. This would start 
with the abolition of zaito, making the pub- 
lic lenders self-financing and combining zai- 
to's myriad special accounts and corpora- 
tions with the government's general 
account. Transparency would soothe those 
Japanese who fear that something really 
nasty lurks in zaito’s books. It would also ex- 
pose the allocation of public funds to a pub- 
lic-interest test (instead of the prevalent one, 
based on bureaucratic self-interest). 

Reform would be painful for the finance 
ministry, revealing years of mismanage- 
ment and concealed losses. Unless it is un- 
dertaken, however, good money will follow 
bad into the system, and zaito’s hidden debts 
will continue to swell. That might not matter 
if the economy recovers strongly. In the early 
1980s, Japan was able to repair the damage 
inflicted on its finances by the previous dec- 
ade’s two oil shocks without fundamental 
reform to its system of public finances. With 
the economy barrelling along, the finance 
ministry could simply cap spending and en- 
joy the swelling tax revenues. This time, 
however, few expect growth, when it re- 
sumes, to be nearly so robust. That argues for 
reform now, before it is too late. 
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MERICAN political fund-raisers may 

not realise it, but presidents come 
| cheap in the long run. According to a new 
study, public spending in countries run by 
presidents is a third less than it is in those 
with a parliamentary system. 

There are many reasons why some 
| governments spend more than others. 
| Richcountries tend to lavish more on wel- 
| fare, for instance, as do those with ageing 
| populations. Yet even after allowing for 
| such factors, puzzling differences remain. 
| For example, central-government spend- 
ing accounts for 38% of Britain’s Gpp, but 
only 24% of America’s. 

Two economists, Torsten Persson of 
| Stockholm University and Guido Tabelli- 
| ni of Bocconi University in Milan, writing 
1 
1 
| 





in a discussion paper (no 2051) for the Cen- 
tre for Economic Policy Research, reckon 
toexplain a big chunk of that discrepancy. 
| Using data from 64 countries, they find 
| that, in those with parliamentary systems, 
| central-government spending as a share 
| of Gor exceeds the level in countries with 
a presidential system by an average of 
more than ten percentage points. That is a 
| huge gap: public spending averages 29% of 
cpr in their sample countries. 

A statistical quirk? Not necessarily. 
| Messrs Persson and Tabellini argue that 
| presidential systems may encourage thrift 
because they are more competitive than 





| Perks of the presidency 


parliamentary ones. In presidential sys- 
tems, the top politician is held directly and 
separately accountable by voters, limiting 
their’ profligacy. In parliamentary sys- 
tems, lines of responsibility are more 
blurred, giving politicians more scope to 
splurge. Moreover, presidents require 
only ad hoc parliamentary majorities to 
pass laws; these can be assembled by buy- 
ing the “cheapest” votes. In parliamentary 
systems, stable majorities need to be sus- 
tained, encouraging the distribution of 
pork all round. 

Their research is not wholly convinc- 
ing. It does not, for example, account for 
the huge growth of government over the 
past 50 years. It may also be biased by the 
preponderance of parliamentary systems 
in Europe, whose voters seem especially 
keen on public spending. (High-spending 
France, incidentally, is classified as parlia- 
mentary because its governmentdepends 
on a parliamentary majority.) And it does 
not explain why Japan, with a parliamen- 
tary system, has central-government 
spending of only 16% of GDP. 

Yet applying economics to politics 
does yield thought-provoking insights. If 
Messrs Persson and Tabellini are right, giv- | 
ing Tony Blair presidential powers would 
allow him to roll back the state more than 
Margaret Thatcher ever dared: public 
spending might fall to 28% of GDP. 
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Financial mergers 


Complex equations 


Consultants have a new catchphrase for the challenges facing the bosses of 
banks and insurers: “complexity management” 


Nee ever thought that running a 
bank as huge and sprawling as Citi- 
bank was easy. But even Cits managers 
were surprised, two years ago, when they 
looked into just how complex its operations 
had become. Take something as ordinary as 
a demand-deposit account. Around the 
world, for reasons of local regulation or his- 
tory, Citi was offering not one such account 
but 150,000 versions of it. Some accounts cal- 
culated interest daily, others monthly; some 
charged fees, others did not, and so on. To 
handle all this, Citi's back-office needed 28 
different computer systems. Citi has since 
launched a project to reduce its complexity 
by 75%, and to cut the number of computer 
systems to one or two. The hope is to save 
more than $1 billion a year. 

Concern about complexity is pop- 
ping up on the radar screens of banks 
and insurers all round the world, 
mainly because of a wave of mergers 
that is supposedly helping financial 
firms to “consolidate”. Managers are 
finding that, in practice, consolida- 
tion brings such nightmarish com- 
plexity that it often threatens to undo 
any cost savings or revenue synergies 
that the mergers might have 
achieved in the first place. 

Booz Allen & Hamilton, a consultancy, 
has investigated why this is happening. Size, 
after all, is supposed to yield economies of 
scale. In the average bank’s call-centre, for in- 
stance, costs per call fall by 18% as call vol- 
umes double. Unfortunately, such econo- 
mies of scale at the operational level appear 
to be wiped out by diseconomies at a firm- 
wide level. So, whereas makers of electric 
components or ball-bearings become more 
efficient with size, banks and insurers tend 
not to. 

Take insurance. Booz Allen has calculat- 
ed that, while market concentration in Bri- 
tain, as measured by the market share of the 
top five insurers, has risen from 22% in 1990 
to 36% in 1998, insurers’ expenses as a propor- 
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tion of premiums have gone up--from 29% 
to 33%. In Switzerland, thanks to mergers, the 
top five now conttol 57% of the market, com- 
pared with 41% in 1990, but their expense ra- 
tios, too, have risen to 25% from 20%. 

The reason, thinks Tim Wright, a partner 
in the London office of Booz Allen, is, quite 
simply, complexity. Insurers tend to operate 
in many lines of business, ranging from life 
and health to non-life insurance. Their cus- 
tomers include both companies and indi- 
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viduals. They generally sell policies through 
several distribution channels, such as inde- 
pendent brokers, tied agents, and direct con- 
tact with customers. Most now operate in 
many countries, and every government 
tends to impose its own regulations on pol- 
icy wording. And more and more policyhol- 
ders are demanding tailored products. 

Some insurers, such as Britain’s Direct 
Line, have tried hard to standardise their 
policies and systems, says Lewis Phillips, an 
analyst at Fox-Pitt Kelton, an investment 
bank, but “you're never going to get a one- 
size-fits-all.” Managing claims-handling, un- 
derwriting, accounting, and customer com- 
munication amid such diversity is difficult 
and costly. And for newly merged compa- 
nies, the task is downright Herculean. 

Take, for instance, Royal & Sun Alliance 
(RSA), Britain’s second-largest insurer. It was 
born of a merger in 1996 between Royal In- 
surance and Sun Alliance, but the two soon 
discovered how hard it is to streamline a 
merged insurance company. Across the RSA 
group there are “hundreds of policy varia- 
tions”, says Jan Miller, a director, adding, 
with British understatement, that “it’s com- 
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plex enough not to make a merger a straight- 
forward proposition.” Because of that com- 
plexity, rsa has, since the merger, only 
managed to shave costs a little—from £2.2 
billion ($3.5 billion) a year to £2.1 billion. 

Most other expansive insurers face simi- 
lar difficulties. Allianz, a German insurance 
giant that went on a shopping spree in the 
1980s and 1990s—buying firms such as Fire- 
man’s in America, RAs in Italy and Cornhill 
in Britain— now has about the same expense 
ratio as it had in 1990. Zurich, an equally ac- 
quisitive Swiss behemoth, saw its expense 
ratio soar in 1997. 

On the other hand, France’s Axa, which 
merged with uar in 1996 and bought Bri- 
tain’s Guardian Royal Exchange this year, 
has brought down its expense ratio. This sug- 
gests that complexity is mainly a manage- 
ment issue. With mergers and scale come 
problems such as duplication (two chief ex- 
ecutives and treasuries, say), more bureau- 
cratic decision-making and unco-ordinated 
purchasing (of, for instance, reinsurance) by 
different parts of the business. 

One approach is to standardise oper- 
ations as much as possible—just as Citi is try- 
ing to do. If customers’ demands prevent 

this, it may help to focus variety on a few, 
important, features. Mr Wright points toex- 
amples from other industries. Benetton, a 
fashion retailer, successfully standardised 


\ most of its products, except for their colour, 


which was added at the last minute in re- 
sponse to the latest tastes. Another ap- 
proach is to farm some operations out to 
other firms, as, for example, car makers 
have done with their components supplies. 

But in financial services, such steps are 
still rare. And, in the present merger frenzy, 
they may also be harder to implement. Citi- 
bank, for instance, is now part of the even 
bigger Citigroup. Besides streamlining the 
commercial bank, its bosses now have the 
back offices of an investment bank, Salomon 
Smith Barney, and an insurer, Travelers, to 
cope with. They must sometimes yearn for 
the simple life. 
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Banking regulation 


Growing Basle 


S WHAT was all the fuss about? The pub- 
lication of the proposed new-look Basle 
Accord, which determines how much capi- 
tal banks must put aside against their assets, 
had been held up by an acrimonious row 
between America and Germany. One of the 
most contentious issues was how much cap- 
ital German banks should put aside against 
their commercial mortgages. But, the 62-page 
report issued on June 3rd, devoted only one 
sentence to the subject: “The committee has 
decided that mortgages on commercial real 
estate do not, in principle, justify other than 
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internal models are used to 
allocate capital in trading op- 
erations. But, for example, 
whereas market-risk models 





can be tested every day as 
markets bounce up and 
down, credit-risk models 
have to be tested over the 











a 100% weighting of the loans secured.” The 
answer to the seemingly insoluble problem 
lay in two weasel words—“in principle”. 
That allows Germans (but, with luck, no- 
body else) to give their mortgage banks gen- 
erous treatment. Ingenious, eh? 

For this, the protagonists risked the un- 
ravelling of an agreement that had taken 
years to put together. But despite such 
fudged compromises and some holes, the 
document that the Basle Committee has pro- 
duced is better than many had expected. 

It certainly improves on the present ac- 
cord. This is often criticised for encouraging 
banks to take more risk, because they are 
charged the same amountof capital for high- 
er risks as for low ones. As a result, say critics, 
capital ratios provide little clue to a bank’s 
health. A recent paper from a Basle working 
group examined these accusations, and, al- 
though couched in evasive central-bank 
speak, found for the prosecution. Hence the 
need for change. With arithmetic precision, 
the committee has come up with four aims 
for the new accord; three pillars on which it 
is based; and two alternatives for banks to 
calculate how their capital is to be allocated 
(though for good reason they muddy this 
neat series by proposing a third option). 

The aims are a little nebulous: “to pro- 
mote safety and soundness in the financial 
system”; “to enhance competitive equality” 
(ie, a level playing field); “to provide a more 
comprehensive approach for addressing 
risks” (ie, a better one); and to apply the un- 
derlying principles to all banks, and not only 
those that are internationally active. The pil- 
lars are a bit more solid. To the present ac- 
cord’s emphasis on regulation are added en- 
hanced roles for the market, and for 
supervisors, who will, for example, be able to 
force some banks to hold more than the regu- 
latory minimum capital. The committee 
wants to expand capital requirements to 
cover, for example, operational and interest- 
rate risks. It wants financial markets to do 
more to keep banks on the straight and nar- 
row. Banks should give more detail about the 
sorts of capital they have and the categories 
in which they put their loans. 

Defining those categories is tricky. The 
ultimate goal is that banks’ capital should re- 
flect the riskiness of their loan portfolios. 
This, most believe, is best achieved by using 
banks’ own credit-risk models, much as their 
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economic cycle. In their pre- 
sent state, said the committee 
in April, such models should 
not be used for allocating 
capital—though it holds out 
the hope that they will be used in the future. 

In the meantime, it proposes two alter- 
native approaches. The first is to modify the 
present system, which makes banks allocate 
capital according to four “risk buckets” for 
their loans. Lending to sovereign borrowers 
in the orco needs, for example, no capital 
set against it; loans to non-financial compa- 
nies attract the full 8% weighting. The revi- 
sions redistribute the capital required for dif- 
ferent sorts of lending and add a fifth bucket 
for dodgier credits (and, possibly, others for 
still worse cases). The table outlines the pro- 
posed buckets, expressed as percentages of 
the “standard” 8% ratio; for example, a 20% 
weighting means 1.6% capital. = 

For sovereign lending, there is a smooth 
scale from. o% to 8%. Not so for corporate 
lending. Highly rated companies attract a 
1.6% capital charge and lowly rated ones a 
12% charge—higher, oddly, than unrated 
companies. European regulators, in particu- 
lar, were worried that American banks 
would be given an edge if there were more 
gradations in the scale, since so many more 
companies in America have credit ratings. 

For lending to other banks there are two 
options. The first is to take the sovereign risk 
of the country in which the borrower is 
based and put the bank into the next catego- 
ry down. The second is to take the ratings of 
the banks themselves on a stand-alone basis. 
The broad effect of both methods is that 
lending to other banks will require more 
than twice as much capital as now. The in- 
centive to lend short-term to other banks in 
emerging economies, which used to carry a 
small capital charge, will also be eliminated. 
That should go some way to stopping banks 
rushing to lend to such borrowers. 

The alternative, for sophisticated banks, 
is to use their own internal ratings. There are 
advantages in this. Banks have more infor- 
mation than the rating-agencies about their 
borrowers, particularly smaller ones. In ad- 
dition, it would provide them with an incen- 
tive to develop better internal credit-rating 
systems. For the moment, however, there is 
almost no detail about how this might be 
achieved. And there are many difficulties. 
How; for example, should banks’ differing 
methodologies be compared? The commit- 
tee hopes to come up with more concrete 
proposals by next year. In principle. 





Russia 


IAN bites dog 


moscow 


ESTERN creditors’ barks can be worse 

than their bites. After last August’s fi- 
nancial crisis in Russia, holders of Gxos (do- 
mestic rouble debt), once worth around $40 
billion, growled and whined but then took 
the bone they were tossed—a confiscatory 
restructuring scheme giving them a couple of 
cents in the dollar. 

Now Russia is trying again, this time 
with 1ans, bonds representing $6 billion- 
worth of unpaid interest on $22 billion of So- 
viet-era debt which was restructured in 1997 
by the London Club of private commercial 
creditors. Russia wants to delay by six 
months a$855m combined debt-service pay- 
ment, due on June and. 

This time, however, Russia is dealing 
with different dogs, who may prove to have 
sharper teeth. Whereas Gkos were covered 
by Russian law, making lawsuits futile, 1ANs 
are subject to English law, and the restructur- 
ing agreement incorporates a waiver of the 
legal defence of sovereign immunity. Be- 
cause of cross-default provisions, default on 
the rans would make other Soviet-era debt 
payable at once. And a Eurobond, due in 
2003, issued by Vnesheconombank, the 
state-owned bank that is also the borrower 
of the rans, would probably be affected too. 

Moreover, a big chunk of ex-Soviet 
debt—perhaps as much as a third--is now 
held not by the original banks, but by hedge 
funds and other investors. The commercial 
banks, led by Deutsche Bank, that run the 
London Club negotiations with Russia, have 
tolerated its pleas of poverty, perhaps with 
an eye to future business there. Investors are 
less sentimental. A bunch headed by Marc 
Helie,a New York fund manager, has already 
threatened legal action. 

Russia’s behaviour on its other debts has 
also hardened attitudes. Against expecta- 
tions, the authorities last month paid $333m 
to service domestic hard-currency debt, 
known as MinFins, to the benefit of the 
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MISSION: Ask people about safety, and the first thing they'll mention is speed. But what about 
getting people to stop? In Australia, a systems integration approach has traffic lights themselves enforcing # 
safety laws—with a camera. Managed by a joint venture between the Tenix Group and Lockheed Martin, 
this “intelligent” network is one of many safety innovations planned for Australia’s roads. 
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wealthy Russian individuals and institu- 
tions that hold it. Russia is also servicing out- 
standing Eurobonds, and debt to interna- 
tional institutions. So why not IANS too? 
Thanks to a higher oil price and capital-ac- 
count controls, the central bank’s reserves 
are moderately healthy. 

Any change in the 1ANs’ payment terms 
requires the approval of 98% of bondholders. 


Wall Street 


Online cannibals 


NEW YORK 





So, after the expiry of the two-week “grace 
period” following June 2nd, a lawsuit ison 
the cards. Because a state bank, not the coun- 
try itself, is in the firing line the government 
may see a court case as embarrassing rather 
than painful. But the dispute raises interest- 
ing wider questions—such as why Russia is 
still entitled to the Soviet Union's assets 
when it regards its liabilities so cavalierly. 


Technology v tradition in the markets. Technology is winning 


HIS week may come to be seen as the 

point when Wall Street decided to do 
anything necessary--however distasteful— 
to survive the Internet revolution. On June 
ist, Merrill Lynch, the leading traditional (ie, 
offline) brokerage announced that it will 
soon offer customers cut-price online share- 
trading, and compete head-to-head with 
fast-growing Internet-savvy brokerages such 
as Charles Schwab, And, on June 3rd, also in 
response to competitive pressure from the 
new technologies, the New York Stock Ex- 
change (nyse) was asked at a board 
meeting by its chairman, Richard 
Grasso, to consider introducing eve- 
ning share trading as early as July. 

Not long ago, in the “old” econ- 
omy, successful companies would 
shun any new products that might 
damage their existing business. But 
such “cannibalisation” is the manage- 
ment-speak buzzword of the “new” 
economy. Nowadays, firms that are 
willing to undercut their existing busi- 
ness through innovation are seen as 
visionary. After all, better to cannibal- 
ise yourself than to allow rivals to tuck 
into your market-share—as Wall 
Streeters have found. New-technolo- 
gy intruders have taken a large bite out of 
their business. 

Only a few months ago, John Steffens, 
head of Merrill’s brokerage operations, said 
that “the do-it-yourself model of investing, 
centred on Internet trading, should be re- 
garded as a serious threat to Americans’ fi- 
nancial lives.” Now, it seems a more serious 
threat to Merrill's highly-paid brokers, who 
can charge customers hundreds of dollars 
per share-trade, compared with the $29.95 
trades (the same as Schwab) that Merrill 
plans to offer online. 

Merrill may lose a few disgruntled su- 
per-star staffers to traditional brokers that 
remain offline—-though the number of such 
firms is likely to fall fast now that Merrill, the 
market-leader, has made its move. Life will 
get harder for the existing e-brokers. They 
will now speed up their innovations, in par- 
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Grasso, geek and traditionalist 


ticular by offering similar services to Mer- 
rill’s~-such as online advice. Strikingly, also 
on June ist, E*rra ne, the number-three on- 
line broker, acquired Telebanc, an Internet 
bank, toexpand the services it can offer. 

It is not just the brokers who are scram- 
bling to cope with the new technology. The 


“NYSE, which, like Merrill until this week, has 


long claimed that Wall Street’s traditional 
methods are superior to new-fangled Inter- 
net-based alternatives~may be contem- 
plating a spot of cannibalism of itsown. 





Its Big Board is now the only large stock- 
market in the world that continues to use the 
old technology: a crowd of people on a floor 
shouting and jostling. Electronic stockmar- 
kets are now the norm in the rest of the 
world, and are increasingly important in 
America. Nasdaq, the country’s (and the 
world’s) second-biggest market after the 
NYSE, already calls itself the “founder of the 
electronic marketplace”. But it too faces 
competition from a crop of “electronic com- 
munication networks” (ecNs), such as Is- 
land, that offer low-cost electronic share- 
trading, ecns have proliferated because the 
technology needed is very cheap: Island, for 
example, located for symbolic reasons just 
down the road from the nyse, transacts 
around a fifth of all retail-trading volume in 
Nasdaq shares such as Amazon.com with 
software that runs on a desk-top computer. 
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This week's discussion about extending ` 
trading hours at the nyse offered one of the: 
first hints that the exchange might take the 
electronic route. Mr Grasso conceded that,as 
there is a limit to how long floor-traders can 
work, evening trading might be facilitated 
by buyingan ecn oreven by the creationofa 
“super-BCNn”, It would be introduced as an 
“inferior” technology. for use at a time when 
markets might be thin. But Benn Steil, an eco- 
nomistat the Council on Foreign Relationsin 
New York, argues that, once in place, it could 
easily be extended into daytime trading 
hours, particularly if customers demanded 
it. As he points out, other exchanges, such as 
London's futures market, uirre, have pro- 
gressed from offering electronic trading after 
hours to doing so during the day. 

There is no greater enthusiast for the 
Nyse trading floor than Mr Grasso. Indeed, 
he is cocking a snook at those who believe 
floor-trading will soon die by building a 
trading floor in the nyse’s new $1 billion 
home. Yet Mr Grasso is actually something of 
a technophile. The nyse has spent a fortune 
on new technology and Mr Grasso, who 
loves to watch the pretty patterns created on 
the screen in his office by nyse trading vol- 
umes, is a fully fledged geek; it is hard to be- 
lieve he does not see which way the techno- 
logical wind is blowing. 

The nyse is also being buffeted by 
-regulatory squalls. The Securities and 
Exchange Commission has said it will 
consider recognising ECNs as official 
“stock exchanges. Island has already 
applied. In principle, this ought to al- 
low the rcns to make markets in 


< tive advantages. Currently, this privi- 
lege is available only to America’s re- 
gional exchanges, which, unlike the 
ECNS, do not compete on price with 
© the nyse. The EcNs might take much 
of the nvse’s volume. 

But will Mr Grasso be able to scrap 
the nysr’s floor even if he wants to? It 
is owned by its members, many of whom 
would have to vote to cannibalise them- 
selves out of a job. Fearing that this will block 
change, some important nyse members are 
considering other options. A consortium ac- 
counting for over 40% of trading in Ameri- 
can shares, which includes Goldman Sachs, 
J.P. Morgan and Morgan Stanley and Instinet 
{an electronic brokerage), last month bought 
control of Tradepoint, a British electronic ex- 
change. Such deals show the potential seen 
in the technology-driven upstarts. Perhaps 
the consortium can convince other Nyse 
members of the benefits of cannibalisation. 
If electronics allows the Big Board to remain 
the world’s leading stockmarket, its mem- 
bers’ seats will be worth much more than if 
they cling to the old ways, and allow some- 
body else to gobble up their business. 








A shocking error 
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Europe’s high unemployment is often blamed on structural rigidities alone. 


That is a mistake 


INLAND’S finance minister recently 

made a bold promise to Europe's 16m 
unemployed. His country’s presidency of 
the European Union, which starts on July 
1st, will be almost unique: it will be marked 
by no new job-creation schemes. 

Perhaps none will be needed. That 
must be the hope of the eu leaders who 
launched their latest plan to get the jobless 
back to work at a summit in Cologne on 
June 3rd-4th. It involves voluntary job-cre- 
ation targets and “macroeconomic dia- 
logue” between companies, unions, gov- 
ernments and the European Central Bank. 
Maybe this will miraculously dent the dole 
queues. But don't count onit. 

Or perhaps a touch of reflation might 
help to ease the unemployed back into 
jobs. The ecs could trim interest rates and 
EU governments could give their econo- 
mies a fiscal boost: both would stimulate 
employment. But the ecs says no more in- 
terest-rate cuts are in the pipeline. And it is 
insisting on tight fiscal policies to conform 
with the £u’s “growth and stability pact”, 
which limits governments’ budget deficits 
to 3% of cpr. Europe’s high unemploy- 
ment, the central bankers declare, is noth- 
ing to do with macroeconomic policy: it is 
solely a “structural” problem. 

This is nonsense. Some of Europe’s un- 
employment is cyclical, meaning that it 
could be cut by faster economic growth 
without sparking inflation. For example, 
Germany’s unemployment rate is 10.6%. 
The me estimates its structural rate at 8.9%. 
Faster growth could reduce the gap. Even 
so, the bulk of Europe’s unemployment is 
structural. So is the ecs right to say that 
macroeconomic policy cannot affect it? 

Well actually, no. Europe’s high struc- 
tural unemployment cannot be blamed on 
labour-market rigidities alone. Its labour 
markets were as just as ossified 20 years 
ago, if not more so; yet joblessness was then 
far lower. However, there is a danger that, 
when labour markets are gummed up, a 
cyclical rise in unemployment can turn 
into a structural one—making it impervi- 
ous to an economic upturn. For example, 
strict employment-protection laws make it 
hard for workers who lose their jobs to find 
new ones. The longer they stay unemploy- 
ed, the more their skills rust and the less 
employers are likely to hire them; some 
may give up looking altogether. Unable to 
compete effectively for jobs, they nolonger 
help restrain pay demands: they have be- 
come “structurally” unemployed. So the 























ECB’s insistence that macroeconomic poli- 
cy cannotaffect joblessness could produce 
higher structural unemployment. 

New research* by Olivier Blanchard of 
the Massachusetts Institute of Technology 
and Justin Wolfers of Harvard University 
confirms this. Many studies have sought to 
explain Europe’s high unemployment, but 
theirs is the first to quantify the impact of 
the interaction of economic shocks with la- 
bour-market rigidities over time. It exam- 
ines the role of eight labour-market rigid- 
ities~such as the length and generosity of 
unemployment benefits, the degree of em- 
ployment protection, the payroll-tax bur- 
den and the centralisation of wage bar- 
gaining. It does this using figures from 20 
countries (the 15 EU members plus Ameri- 
ca, Canada, New Zealand, Australia and 
Japan) over eight five-year periods, from 
1960-65 to post-1995. 
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Messrs Blanchard and Wolfers. per- 
form two tests. First, they assume that all 20 
countries are hit by common but unob- 
servable shocks. They track how unem- 
ployment has changed over time in the 
sample as a whole, and then they look at 
how its evolution differs across countries, 
according to how rigid their labour mar- 
kets are. They find that a country with an 
average level of all eight labour-market rig- 
idities would have seen a rise in unemploy- 
ment of 7.2 percentage points since 1960. 
But joblessness would have risen twice as 
much in the country with the strictest em- 
ployment-protection laws as in the one 
with the laxest. The country with the most 
generous unemployment benefits would 
have seen joblessness rise nearly five times 
as muchas the one with thestingiest. Anda 
country with highly co-ordinated wage 
bargaining would have seen a fourfold big- 
ger rise in unemployment than one with 
highly decentralised bargaining. This mod- 
el predicts rather well what actually hap- 
pened country-by-country (see chart). 

Next, the two economists assume that 
the sample economies are affected by ob- 
servable, country-specific shocks. They 
identify three. Annual productivity 
growth has fallen sharply in most coun- 
tries since 1960. The average has declined 
from around 5% to around 2%; this has add- 
ed 13 percentage points to the unemploy- 
ment rate. Second, real (inflation-adjusted) 
interest rates have shot up over the past 20 
years, Where they have risen by five per- 
centage points, the jobless rate has gone up 
by three. Third, the demand for labour has 
fallen since the mid-1980s as technological 
change reduced the need for unskilled 
workers and as companies have restruc- 
tured. In France and Spain the share of cpp 
going to labour has fallen by a tenth: this 
has boosted their jobless rates by around 
two percentage points. As in their first test, 
Messrs Blanchard and Wolfers find that la- 
bour-market rigidities are magnifying the 
effect of shocks—even more so in this case. 

This is by no means the last word on 
the causes of Europe’s unemployment. The 
authors admit there are problems with 
some of their results. But the lessons for Eu- 
rope are clear enough. Labour markets do 
need to be more flexible if Europe’s jobless 
are to get back to work. But until labour 
markets are freed, tight macroeconomic 
policy is one of those shocks that can only 
make things worse. 


**The Role of Shocks and Institutions in the Rise of Euro- 
pean Unemployment: the Aggregate Evidence”, ob- 
tainable from web.mitedu/blanchar/www. 
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EXPRESSIONS 
OF 
INTEREST 


The Government of Sri Lanka (GOSL) wishes to divest a further 10.5% stake in Sri 
Lanka Telecom Limited (SLT). 


SLT is the fixed wire line telecom service provider in Sri Lanka. Nippon Telegraph & 
| Telephone Corporation (NTT) of Japan, one of the largest telecom carriers in the world 
and a leader in the globalization of telecommunications, holds 35% of shares and 
management of SLT. GOSL currently holds 61.5% of the shares of SLT while 
employees hold the balance 3.5%. 


In 1997, SLT had assets worth US$ 845 million, turnover of US$ 224 million and 
profit after tax of US$ 40 million. It also has around 66% share of the domestic 


telecommunications market and a monopoly for fixed wire line and international 
telephone services in Sri Lanka until 2002. 


In the recent past, the highly liberalized and effectively regulated telecommunications 
sector in Sri Lanka has shown remarkable progress. At the same time, with a telephone 
penetration rate of around 4.1 per 100 population, 
there exists significant scope for further expansion of services. 


Interested parties/consortia should submit Expressions of Interest including a company 
profile, financial statements and details relating to the proposed method of funding the 
purchase, to the Public Enterprises Reform Commission of Sri Lanka (PERC) 
by 4.30 p.m. on 18th of June 1999, 


A short list will be made based on the financial strength of the party/consortia. Short 
listed parties/consortia will be invited to submit their proposals to purchase 10.5% of 
shares of SLT. 


Interested parties may collect the Guidelines for Expressing Interest document 
from the PERC. 


Director General 
Public Enterprises Reform Commission 
Level 11, West Tower, 
World Trade Centre, Colombo 01, Sri Lanka. 
Telephone: 94 | 338756/8 Facsimile: 94 1 326116 
E-mail: DG@perc.gov.lk 




















| Insiders” dividers and your Glaser Litigation Bag. 


YOU CAN PACK your suit ina Glaser Suitfolder, 
and pack your Glaser suitfolder.in our 22” 
Litigation Bag, and your suit will travel almost as wrinkle- 
free as it would in a Glaser garment bag. Pack laundry- 
folded shirts in a Glaser Pakasak™ divider and they'll 
travel well also. 

















WE DESIGN AND MAKE Glaser Travel Goods in our San 
Francisco studio. We make Traveler’s Briefcases in a 





Walnut or black leather variety of styles and sell direct to you. We also make 
19 x 13 x8" $795. the world’s best luggage for frequent travelers, and 
À 22 x 14 x8", $1,050. designand make custom gifts for corporate clients. 
YOUR LAPTOP IS PROTECTED by our Flexible PLEASE CALL for a free catalog, or visit our San 
Unwreckable™ frame. Mobile Foam™ dividers Francisco showroom. 





wall-off your laptop and supply extra pockets for your pens, 
tickets, and cell phone. 


| | YOU CAN ORGANIZE loose documents and letter- 
{ size or A4-size manila file-folders in a Glaser Folder- 
holder™ divider. You can virtually double the capacity of your 32 OTIS ST. SAN FRANCISCO CA 94103 


bag by storing loose documents vertically, side-by-side in PHONE 415-552-3188 FAX 415-431-3999 
a Glaser Double Dayfile™ divider. TOLL FREE 800-234-1075 ECON @GLASERDESIGNS.COM 
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| Learn Another 
| Language on 
| Your own! 


Learn to speak a foreign language fluently on your own and 

at your own pace with what are considered the finest in-depth 
courses available. Many were developed by the Foreign Service 
Institute of the U.S. Department of State for diplomatic personnel 
who must learn a language quickly and thoroughly. Emphasis is on 
learning to speak and to understand the spoken language. A typical course (equivalent to a college semester) includes an album 
of 10 to 12 audio cassettes (10 to 18 hours), recorded by native-born speakers, plus a 250-page textbook. Some of our courses: 




























O Arabic, Saudi $185 O German H $155 O Mandarin $185 E Spanish, European $125 
O Egyptian $185 O Greek $185 C) Norwegian $135 (Latin American! $185 
O Bulgarian $265 O Haitian Creole $225 Cl Persian $185 O Latin American If $165 
© Cantonese $225 O Hebrew $255 © Polish $195 O Swahili $275 
O Catalan $225 ( Hungarian $225 Portuguese, O Swedish $225 
C Czech $155 © Italian $185 QO Brazilian $225 O Tagalog $325 
O Danish $155 (1 Japanese $185 O European $155 C Thai $225 
Dutch $125 O Korean $225 O Romanian $135 O Turkish $225 
O Estonian $295 © Lakota $185 O Russian $255 0 Ukrainian $225 
O French I $185 O Latin $160 C Serbo-Croatian $225 O Urdu $195 
a French Il $215 a Latvian a : Shona $225 E Vietnamese (South) $245 
German I $185 Lithuanian 165 Slovak $225 
You can order now with a full 3-week money-back guarantee. Credit card orders by phone aUDIC- FORUM 
1-800-243-1234, (203) 453-9794, fax (888) 453-4F AX, e-mail: RT620@audioforum.com,or mail THE LANGUAGE SOURCE 
check or money order. Add $29 for air mail shipments overseas. Ask for our free 52-page Room T620, 96 Broad Street, 








Whole World Language Catalog with courses in 98 languages. Our 27th year. Guilford, CT 06437 USA: 
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A creeping success 


Worms may not look much like people, but they are similar enough to be a 


boon to the pharmaceutical industry 


IFE as a supermodel is far from easy. Peo- 
ple follow your every move in micro- 
scopic detail, probe your sexual habits, and 
watch for the slightest signs of ageing. They 
even ply you with drugs, in the hope of af- 
fecting your behaviour, and then revealing 
your antics to the wider world. And that is 
precisely why 1,300 researchers gathered this 
week in Madison, Wisconsin for an interna- 
tional conference on their favourite model, 
Caenorhabditis(or more familiarly “C.”}ele- 
gans, But this fashionable creature is a little 
more down-to-earth than the darlings of the 
catwalk. For C.elegansis, in fact,a worm. 

No ordinary, garden-variety worm, of 
course (though C. elegans, a imm-long ne- 
matode, does live in the soil). More is known 
about its genetics and biochemistry than 
that of any other animal. Over the past 25 
years, biologists have puzzled out many of 
the cellular reactions involved in its growth, 
reproduction, daily life and death. And six 
months ago it became the first animal to 
have its ona completely disentangled. 

Although the worm is reckoned to have 
roughly 20,000 genes (only a quarter of the 
human number), over 70% of those genes are 
also found in people. So understanding how 
they work can provide important insights 
into man. This is of more than mere academ- 
ic interest: a number of biotechnology and 
pharmaceutical companies have begun to 
putC. elegans to work to help discover drugs 
for such disorders as Alzheimer’s disease, 
diabetes, schizophrenia and cancer. 


Sheer elegance 


The nematode has surfaced in drug develop- 
ment largely because it is a happy medium 
between the complexity of other animal 
models of human physiology and the sim- 
plicity of single-cell systems, according to 
Geoff Duyk, chief scientist at Exelixis, a bio- 
technology firm in South San Francisco that 
has helped pioneer the use of the worm for 
testing drugs. Although it is made up of only 
a thousand cells, C. elegans has many of the 
bits and pieces found in, say, a mouse—in- 
cluding nerve cells, muscles, an intestine and 
kidneys. It also has fine senses of smell and 
touch, and thrusts itself into the rough-and- 
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tumble of feeding and mating with alacrity. 
This means that there are biochemical proc- 
esses in the worm that are beyond the ken of 
the humble bacterium. 

But unlike more sophisticated creatures, 
worms are easy to use ina laboratory. Tostart 
with, they can survive freezing and thawing, 
something mice do not adapt to well. Thou- 





sands of C. elegans can fitinto the bottom of 
a test-tube. And the worms can even be dis- 
pensed by the robots that service the auto- 
mated systems which companies use to 
screen thousands of prospective drugs at a 
time. They also grow up and pass on their 
genes to the next generation within days, 
which makes genetics experiments faster. 
Moreover, altering genes in the worm—inac- 





tivating them or introducing human ones— 
can be as simple as dipping the animal ina 
solution of pna’s molecular cousin RNA. Do- 
ing the same in mice takes months. 

One group putting the worm through its 
paces, from depression to kidney disease, is 
led by Thierry Bogaert, of Devgen, a Belgian 
biotechnology company. The firm has made. 
considerable progress in its anti-cancer pro- 
gramme. Working with a team from Janssen 


Pharmaceuticals, a Belgian subsidiary of . 


Johnson and Johnson, an American drug 
firm, Dr Bogaert and his colleagues have 
identified a new family of genes that they 
suspect of being involved in the spread of tu- 
mours. These genes, which encode three - 
novel proteins called steerins, were first 
identified in C. elegans by creating muta- 
tions that caused certain types of cells to 
wander all over the worm during develop- 
ment, rather than going to their correct desti- 
nations. Versions of the same genes are 
found in people, where they produce a pro- 
tein responsible for relaying signals from the 
outside of a cell to the molecules that make 
upits internal skeleton, 

Since changes in this internal skeleton 
may be critical for cancer-cell migration, 
identifying compounds that interact with 
steerins is a useful step forward. This is what 
Dr Bogaert and his team announced at the 
Madison meeting. They tested a battery of 
different molecules against worms whose 
steerin molecules had been labelled with 
fluorescent markers. Since C. elegansis trans- 
parent (another advantage over mice), theef- 
fects of interfering with the steerins were 
plain to see. Those worms whose cells had 
gone astray glowed in the wrong places. 
With these molecules in hand, the Devgen 
and Janssen groups will goon totry themout 
in mammalian cells, to confirm that what is. 
good for the worm also works in man: 

A similar approach is being tested by 
Pharmacia & Upjohn (pau), another large | 
drugcompany. Its worms have a mutation in 
a gene called sel-12, which prevents them 
from laying eggs. People have a similar gene 
to sel-12, It is responsible for a protein called 
presenilin that has been implicated in cer- 
tain forms of Alzheimer’s disease. A faulty 
presenilin gene leads to a build-up of the 
“amyloid” protein characteristic of the con- 
dition. An efficient way of testing thousands 
of compounds for their effect on presenilin 
might well speed up the development of a 
drug for Alzheimer’s. 

To this end, as reported to the meeting, 
Mark Gurney and his colleagues at pau have 
developed a worm test that detects active 
compounds by their ability to act on sel-12 to 
prevent egg production. So far, the team has 
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checked 11,000 molecules. Of those, only one 
both blocks egg-laying and causes amyloid 
protein to build upin mammalian cells. The 
next step, to be carried out in collaboration 
with Exelixis, is to use the technology to find 
compounds that reverse the blockage of egg- 
laying, and may therefore have a useful ef- 
fecton dodgy presenilin. 

Even psychiatric drugs can be put 
through their paces with C. elegans. Robert 
Choy and James Thomas, from the Universi- 
ty of Washington, have used the worm to 
show that Prozac, a popular anti-depressant 
drug, acts ona number of different nerve-cell 
receptor sites, not solely those that are in- 
volved in the uptake of the depression-relat- 
ed molecule serotonin. And axys Pharma- 
ceuticals, also based in South San Francisco, 
is working with Roche, a Swiss drug firm, to 
use C.elegans to pick out pain-related genes, 
with a view to developing novel pain-killers. 
So, although it is still early days for its use in 
drugdevelopment, the worm’s turn, itseems, 
has come atlast. 


Meerkats 


En garde? 


INCE the time of Aesop, ifnot before, peo- 

ple have loved to tell tales about animals. 
These tales are often anthropomorphic. 
They attribute human characteristics to par- 
ticular species (the brave lion, the big bad 
wolf) and then draw some moral conclusion 
for the edification of the reader. Modern 
zoology, alas, has punctured many of these 
myths. Lions rarely attack unless they have 
superior numbers; and wolves, far from be- 
ing bad, appear to lead exemplary family 
lives. But people still want to believe in an- 
thropomorphic fables about animal beha- 
viour, so zoology has provided one or two of 
its own to replace those it has destroyed. 

One of the most famous of these is the 
myth of the meerkat. These African mon- 
gooses have all the necessary ingredients to 
capture the public imagination. They look 
cute. They live in groups that are large 
enough to have interesting social dynamics, 
but small enough for watchers of television 
documentaries to remember all their names. 
Above all, they are altruistic—prepared to 
sacrifice their own immediate needs (and, 
on occasion, their safety) to the greater good 
of the group. That, at least, was the theory. 
But a study by Tim Clutton-Brock of Cam- 
bridge University and his colleagues, pub- 
lished in this week's Science, suggests that 
when it comes to altruism, meerkats are in 
fact all-too-selfishly human-like. 

The greatest example of meerkat self- 
sacrifice was supposed to be the fact that in- 
dividual animals took turns to act as senti- 
nels to spot potential predators while the 
other group members concentrated on the 
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heads-down business of finding something 
toothsome to éat. The sentinel, it was. pro- 
posed, is doubly disadvantaged. He (or she, 
for meerkats are modern in their feminism) 
could not eat while on guard duty. And by 
exposing himself in a prominent position 
(sentinels frequently climb trees or stand on 
hilltops, in order to see further), he was in- 
creasing his chance of being the target select- 
ed bya predator as lunch. 

Such altruism, according to zoological 
theory, has two possible explanations. If the 
self-sacrificing individual is putting himself 
out for close relatives, then there is a fair 
chance that his behaviour will help to prop- 
agate his genes collaterally. Alternatively, if 
members of a group know each other well 
enough to trust one another (and to watch 
for cheats who abuse that trust), unrelated 
individuals can make sacrifices in the expec- 
tation that these will be reciprocated. Both 
mechanisms could apply to meerkats. Most 
members of a group are relatives, and group 
members know one another well. 

The myth has therefore grown up that 
meerkat sentinel behaviour is a good exam- 
ple of altruism at work. In 1997, however, Pe- 
ter Bednekoff of Eastern Michigan Universi- 
ty pointed out thatnobody had ever actually 
tested this attractive idea. Dr Clutton-Brock 
took up the challenge. 

The first question was whether guard 
duty really is dangerous. Apparently it is not. 
Over 2,000 hours of observations failed to 
yield a single incident when a guard was 
even attacked, let alone killed. The fact that 
the guard is looking for trouble seems to out- 
weigh any risk caused by his elevated posi- 
tion~-and, in any case, guards took up sta- 
tions that were, at five metres (15 feet) away, 
actually closer on average to a bolt-hole than 
the animals they were guarding. Indeed, 
guarding seems such a good idea (apart from 
the sacrifice of feeding opportunities) that 














Looking out for number one 





even solitary animals engaged in it from time 
to time. That hardly suggests it is dangerous. 

But it is time-consuming, and the altruis- 
tic-guard theory assumes that this time is a 
sacrifice. That was not what Dr Clutton- 
Brock found. Instead, he discovered that it is 
usually only animals with full stomachs 
whoare willing todo guard duty. Individuals 
were much more likely to act as guards if 
they had just been fed by the researchers 
than if they were hungry. Nor do guards ap- 
pear to work to any sort of rota to share the 
burden fairly—as might be expected if guard 
duty were truly onerous. If one decides he 
has had enough, another will take his place 
almost at random. And when that guard, 
too, gives up, the first animal is as likely as 
any other in the group to be the one that re- 
places him. 

This result does not destroy the myth of 
the meerkat completely. They still collabo- 
rate to raise their young—with non-breeding 
females, and males who are probably not 
the fathers, bringing food to pups. Such indi- 
viduals will also babysit the pups, an activity 
that involves measurable sacrifice, to the ex- 
tent of 1-2% of body weight for each day’s du- 
ty. But that is a far cry from laying down 
one’s life for one’s friends. 


Robots 


The call of 
nature 


NE of the most popular characters in 

“Dr Who”, a British television science- 
fiction series, was a robot dog called x9. On 
June ast, science fiction became science fact 
when Sony launched its latest product, Aibo. 
Described as “a one-of-a-kind artificially in- 
telligent pal”, Aibo is a dog that never needs 
to be walked, fed or washed. Nor does it 
make a mess or get into fights with other 
dogs. It has stereo microphones for ears, can 
recognise colours and shapes, and emits a 
variety of bleeps and chirps. A sensor in its 
head can distinguish between an amiable 
pat and a reproachful slap. And the pause 
button on its chest means it can be switched 
off and left in a cupboard when you go on 
holiday. 

A good joke, and a profitable one (the 
first batch of 3,000 machines, priced at just 
over $2,000 each, sold out within 20 min- 
utes). But behind the marketing spiel about 
Aibo’s autonomous behaviour patterns, 
simulated emotions and instincts, “lovable 
shape” and “four highly expressive legs”, 
lurks a serious point. Aibois merely the latest 
example of a robot inspired by biology. 

This makes sense. Millions of years of 
evolution have already solved difficult de- 
sign problems in locomotion, manipulation, 
sensing and navigation in almost every envi- 
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ronment in which a robot mightconceivably 
need to operate. Accordingly, a menagerie of 
“biomorphic” robotscan now be found scut- 
tling, squirming and swimming in laborato- 
ries all round the world. 

For instance, several separate efforts are 
now under way to build robotic fish that 
could be used to locate mines or take envi- 
ronmental readings. Understanding how 
fish manage to swim so quickly but expend 
solittle energy could also lead to new propul- 
sion systems for ships and submarines. This 
may explain why Mitsubishi Heavy Indus- 
tries, a Japanese company whose activities 
include shipbuilding, has spent four years 
and $ım building an incredibly lifelike ro- 
botic sea bream. (The company now plans to 
move on to re-creating extinct fish for dis- 
play in museums.) Similarly inspired robotic 
pike and tuna have been built at the Massa- 
chusetts Institute of Technology. 

But a robot does not have to look like an 
animal to borrow useful ideas from the ani- 
mal kingdom. Mark Tilden and his col- 
leagues at Los Alamos National Laboratory 
in New Mexico, who have been building ani- 
mal-like robots for years, have now applied 
their knowledge to create a system that will 
operate in one of the environments that nat- 
ural selection has not yet managed to pene- 
trate—outer space. Their latest robot is de- 
signed to keep satellites on station. 








eee: 
l and best 


The origina 
Dr Tilden is concerned not so much with 
what animals look like as with how their 
nervous systems work. As every schoolboy 
discovers, pulling some of the legs off a spi- 
der does not stop it walking. Its nervous cir- 
cuitry can adjust to such injuries. That is be- 
cause, unlike most modern computers 
(including those that control Aibo), much of 
that circuitry is analogue rather than digital. 
Inadigital computer, information is sent 
around as discrete bits and bytes. If a critical 
bit goes missing, and the program has not 
been prepared in advance for the possibility 
of such a loss, it breaks down. With analogue 
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circuitry, however, there is no such thing as 
an independent, critical piece of data—ev- 
erything is coupled together as one continu- 
ous flow of current. If some information goes 
missing (for example, because a schoolboy 
has amputated a leg), the output will 
change—but it could still be meaningful. Dr 
Tilden’s robots use cheap and basic electron- 
ic components such as transistors, resistors 
and capacitors, rather than fancy microelec- 
tronic silicon chips. Yet their behaviour is so 
life-like that they can sometimes “spook” 
those afraid of real spiders. 

These robots, like Aibo, are toys. But a 
satellite-navigation system is a serious, prac- 
tical application. Dr Tilden’s design for such 
a system is being tested in an experimental 
Swedish satellite called Hugin. Its task is to 
keep Hugin’s electricity-generating solar 
panels pointed at the sun. It has a dozen 
light-sensors, each connected to a circuit 
whose natural oscillation is modulated by 
the strength of the incoming illumination. 
Those circuits, in turn, control the satellite’s 
attitude jets. If the satellite moves off station, 
the amount of light falling on the sensors will 
change, and its analogue circuitry will tell 
the jets how much to fire to bring it round to 
face the correct way. It may not be as photo- 
genic as a robot dog, but it is certainly a lot 
more useful, 

ie s 








A solar-powered millennium bug 


CHICAGO 


b Aer cellular phone stops working. 
The electricity goes out. Telecommuni- 
cations satellites crash to earth. Military ra- 
dars go blind. Not, as you might think, an- 
other tiresome list of the perils of January 
1st 2000, when the world’s computers may 
choke on the four digits of the new year. 
These disasters will probably happen next 
March—and the villain will not be a com- 
puter programmer, but the sun. 

The sun may seem like a constant force 
of nature, butin fact it alternates in temper- 
ament in a cycle lasting, on average, 11 
years. According to forecasts presented to 
this week’s meeting of the American As- 
tronomical Society, the peak of this cycle 
(during which the sun erupts with flares 
that can disrupt power grids and radio 
transmissions) will occur during 2000— 
one year ahead of the 11-year average. 

Predicting the solar mood is more im- 
portant for this cycle than for any other in 
history, because the world now relies on so 
many technologies that are vulnerable to 
solar storms. This will be the first “solar 
maximum” since the widespread adop- 
tion of cellular telephones and devices that 
use the Global Positioning System, both of 
whose signals may miss their destinations 





for hours if a solar flare upsets the electrical 
balance of the earth’s atmosphere. Flares 
also cause the outer atmosphere to heat up 
and expand a bit, producing extra friction 
for satellites in low orbits, 

Each cycle marks a reversal in the di- 
rection of the sun’s magnetic field, but the 
reason for that reversal is still mysterious, 
So making long-term predictions is rather a 
black art. Among the tea leaves that astron- 
omers consult are the number of sunspots 
(dark and relatively cold blotches) on the 
sun's surface, and the slight variations in 
the earth's magnetic field that are some- 
how linked with the sun’s more drastic 
changes. Just one of many unexplained 
rules of thumbis thatodd-numbered max- 
ima (such as the next one, the 23rd since re- 
cords began) tend to be more violent than 
even-numbered ones. 

JoAnn Joselyn, leader of a panel at the 
National Oceanic and Atmospheric Ad- 
ministration, has checked 28 of the tradi- 
tional forecasting methods against the his- 
torical record, and then used them to make 
a consensus prediction of when the next 
maximum will happen. She thinks that, al- 
though the sun has been stagnantin recent 
months compared with the corresponding 


period in previous cycles, during 2000 it 
will throw a tantrum that will rank among 
the top five ever recorded. 

Richard Altrock, a researcher at the Na- 
tional Solar Observatory in Sacramento 
Peak, New Mexico, has, meanwhile, in- 
vented a 29th method. This relies on pic- 
tures of the sun’s tenuous outer atmo- 
sphere, the corona, taken through a green 
filter that emphasises the glowing, ionised 
iron that resides there. 

While poring over such pictures, Dr Al- 
trock noticed a pattern that had previously 
been overlooked: a few years before a solar 
maximum, a pair of bright spots emerges at 
solar latitudes 55° north and south. These 
spots then move toward the poles. The so- 
lar maximum always seems to occur 15 
months before the spots vanish at the 
poles, so if the vanishing time can be pre- 
dicted (easy, since the spots move ata stea- 
dy rate), socan the maximum. 

Without pretending to understand 
why this works, Dr Altrock also predicts 
the solar maximum will occur a year early, 
in 2000, and ventures further to say it will 
probably happen in March. For pessimists, 
this means yet further anxiety about the 
millennium—but at least it guarantees 
more spectacular displays of the solar cy- 
cle’s beautiful corollaries, the northern and 
southern lights, to cheer up those who 
have lost their phone connections. 
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MIBS PROGRAM 


Your Passport To 
The World! 


Its a jungle out there. Let the 
University of Miami prepare you to 
meet the challenges of the global 
marketplace. In 23 months you'll 
earn a Master of Business 
Administration degree and a 
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Descended (with cheerful apologies) from ‘Simple Heraldry’ by Moncreiffe & Pottinger 


M'lords, ladies and gentlemen 


A new “Burke's Peerage” has come out after a 
review it, along with the lives of two titled w 


NCE upon a time, “Burke’s Peerage and 

Baronetage” (to give it its full name) was 
a standard reference book for just about ev- 
ery member of the 2,000-odd families whose 
kin inhabited its pages. It offered marriage 
guidance par excellence, it gave vital clues:in 
pursuit of understanding how one family 
seemed to matter to another, and it was a 
comprehensive genealogical lexicon of the 
British upper class. For serious social histori- 
ans, be they Marxist or monarchist, it has 
provided essential material for disentan- 
gling the intricate network of blood, money, 
politics and power that bound together Bri- 
tain’s old establishment and helped it to rule 
the country, certainly until the second world 
war and perhaps even into the late 1950s, 
when Harold Macmillan, a duke’s son-in- 
law, could still pack his administration with 
the Eton-educated sprigs of landed and ti- 
tled families, all the while jovially telling the 
masses (who seemed to believe him) that 
they had “never had it so good”. 

Burke’s was always more useful, for 
scholarly as much as for snobbish purposes, 
than its old rival, Debrett’s, because the latter, 
which has come out far more regularly, fo- 
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BuRKE’S PEERAGE AND BARONETAGE. 
| Edited by Charles Mosley. Morris Ge- 
| nealogical Books; volume one: 1,754 
, pages; volume two: 1,796 pages; £295. | 
-Fitzroy Dearborn; $395 | 
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genealogical gap of 29 years. We 
riters who appear in its pages 
cuses on the current holder of a hereditary ti- 
tle and his (rarely her)close relations and im- 
mediate lineage, whereas Burke’s offers a far 
wider genealogical canvas, exposing all the 
“collateral” branches (that is, distant rela- 
tions) of each family, thereby painting a 
much more detailed picture of consanguin- 
ity, achievement, endurance and (especially 
these days) decline. This latest edition tabu- 
lates more than 100,000 living people, most 
(but by no means all) Britons, replete with in- 
dex. This amounts to less than a fifth of 1% of 
the United Kingdom’s populace. 

Is there any point to it, these days? Well, 
for one thing, snobbery still exists. Many Brit- 
ish parents, be they posh or not, think it 
would be nice for their sons and daughters to 
“marry well’—in terms of blood-lines as 
well as money. Here is the best genetic hand- 
book, if you have £295 or $395 handy. And, if 
you are tickled as much by curiosity as snob- 
bery, the potted histories of families do re- 
veal intriguing patterns that spell warnings 
of doom or suggest tendencies to excellence. 
Information on families’ religious, educa- 
tional, professional and political inclina- 
tions, the average ‘longevity of their mem- 
bers, their proneness to suicide and divorce 
and so forth, must shed some explanatory 
light on the personalities under genealogical 
scrutiny. Burke’s is not just about nature but 
about nurture as well. 

This edition, published for the first time 
in two volumes, is handsomely laid out, gen- 





erally free of literal errors and patent how- 
lers, and tries hard (perhaps too hard) to be 
“user-friendly”. Most entrants have address- 
es supplied, mottoes are (sometimes oddly) 
translated and—again, for the first time— 


children born out of wedlock (more than << 


30% of all births in Britain, these days, 
though still quite a bit less common among 
the upper class) are sometimes acknowl- 
edged. Not surprisingly, this perk for 
the prurient is a bit random. It is 
unclear, for instance, whether 
both parents need accept the 
child as theirs, or whether pater- 
nity is documented merely on 
the say-so of the mother. The editors 
have written into the entry of Lord Snowdon, 
Queen Elizabeth’s former brother-in-law, 
that he has an illegitimate child by the 
daughter of a (named) baronet; but in the 
said baronet’s family tree no mention is 
made of this extra twig, 

Has the shape of the British upper class— 
as defined by hereditary  title-holding— 
changed over these past three decades? Well, 
yes~-as italways has done. For the British up- 
per class has survived more strongly than its 
continental counterparts partly because it 
was open to regular and massive infusionsof | 
“new” blood. In any case, compared with 


hereditary castes elsewhere in the world, o 


most British titles are not very old. The prin- 
cipal titles of barely 30 of the 750-odd heredi- 
tary peers were created before 1500. Nearly 
half the rest were created this century. 

Even Britain's current dukedoms, the 
grandest of its six grades of hereditary title 
(ahead of marquesses, earls, viscounts, bar- 
ons and baronets), have been open to less- 
than-blue blood. Of the 39 past and present 
spouses of today’s 24 non-royal dukes, only 
13 are from families with hereditary titles, 
while nearly half these dukes’ mothers were 
likewise unlisted in the “big red book”—un- 
til they married into it. As a clue to ducal soli- 
darity, a shared outlook (16 dukes, for in- 
stance, went to one school, Eton) probably 
matters more than breeding. This is in sharp 
contrast to grandees in mainland Europe: 
look, for instance, at the latest “Almanach de 
Gotha” (published by a British company last 
year) and it is plain that instances of out-of- 
caste breeding are much rarer. 

The most glaring shortcoming of the new 
Burke’s asa comprehensive reference workis 
its regrettable decision not to cross-refer to 
that other compendium of British family 
history, “Burke’s Landed Gentry”, because 
the two publications happen now to be 
owned by rival companies. But they are en- 
tirely complementary. There is scarcely a 
family that is long established in the peerage 
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or baronetage which has not married into 
the non-titled but sometimes: more solidly 
upper-class gentry. Yet all previous referenc- 
es to the rival publication, last published 
nearly 30 years ago: and ‘containing some 
3,000 British families who lack hereditary ti- 
tles but have had land, a “place” and armo- 
rial bearings, sometimes for centuries, have 
been idiotically deleted. 

The other big failing of the new Burke’s is 
its decision to include the 500 or so life peer- 
ages in its pages while almost entirely failing 
to give any genealogical information about 
them. Some, perhaps, do not have any avail- 
able; but others do. Take, for example, Lord 
Wilberforce, a retired law lord. His family 
history is fascinating, going back to the Wil- 
bérforce who campaigned against slavery. It 

was well documented in the last edition of 
“Landed Gentry’—~but fails to appear in the 
peerage. Cross-references to the genealogy of 
the many Scottish clan chiefs who do not 
have hereditary titles and who have fre- 
quently married into the Scottish and Eng- 
lish titled aristocracy are also absent. 

A final weakness, not Burke’s fault this 
time, is that clearly many of those whose 
names are in the red book have failed to an- 
swer the up-dating questionnaire. Half a 
century ago, most would have. Which brings 
one to wonder whether enough people, 
these days, care enough about their family 
histories to make an effort such as Burke's 
viable. The brutal reality is that the social 
and political solidarity that kept most of the 
entrants in the last edition, in 1970, more or 
less together as a vast extended happy fam- 
ily has been fast eroded. The 100,000 names 
that make up the new volumes are no longer 
synonymous with power or wealth. 

A perusal of the new edition shows why. 
The huge connection to empire~-the count- 
less references to regiments and to cam- 
paigns abroad—has gone. A striking minori- 
ty of people in the book—-perhaps as many 
as 5%—~are no longer British, nor wish to be, 
but have Australian, New Zealand, South 
African or North American citizenship. The 
number of clergymen has slumped. In diplo- 
macy the figures are little bigger. Even politi- 
cal ties are waning—and will do so faster 
once the right of most hereditary peers toleg- 
islate is removed later this year. Of those 
dukes, only a handful have played a (mod- 
est) part in national politics. 

These days, more people, including 
those whose names fall within Burke’s pur- 
view, look more eagerly to the Sunday Times 
list of the 1,000 supposedly richest in Britain 
than to manuals of purplish blood. Itis nota- 
ble, too, that representation from the hered- 
itary peerage on that plutocrats' list is falling 
too. Eleven dukes still make The Sunday 
Times's cut (all because of their holdings of 
land and sometimes art) with another 37 big 
landowning aristocrats plus another score of 
hereditary peers whose wealth, founded on 
such things as shipping (Lords Inchcape and 
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Cayzer), meat (Vestey), publishing (Hamble- . 


den and Stockton, representing W.H. Smith 
and Macmillan’s respectively), Rothschild 
(banking), Rothermere (newspapers), Iveagh 
(Guinness), is still holding up. 

But a slide is unmistakable. A:small mi- 
nority of peers have held on to their old 
“seats”. The aim of most, judging by the pro- 
fessions of the new generation, is to make 
money, often in the City of London, some- 
times in the media, but not primarily to take 
up public office as their ancestors did almost 
by right. Margaret Thatcher's: revolution be- 
gan to squeeze them out of the new conser- 
vative party; Tony Blair will kick most of 
them out of the legislature altogether. 

Lots of young ladies (and quite a few 
gents) may still love a lord. Buta lord without 
a seat and without land, without a stake in 
national debate, with less money than the 
Sunday Times elite, without purpose, does 
not have the cachet that once was his. And 
being part of the genetically interwoven 
lordly fabric of Britain is not what it was. 
Burke's is recording something that too few 
people, these days, want to buy. It will be in- 
teresting to see whether another edition will 
come out—before 2030. Quite possibly not. 


Titled English writers 


Star quality 


Byron: CHILD OF PASSION, FOOL OF 
Fame. By Benita Eisler. Knopf; 813 pages; 
$35. Hamish Hamilton; £25 


ROM the age of 24, Byron was the most fa- 

mous poet in Britain and Europe. His 
fame was as much a matter of his life as his 
art--the two were, in any case, inextricably 
intertwined. He enjoyed something like mo- 
vie-star status, and had the looks to match. 
He set more pulses racing than Leonardo Di- 
Caprio, partied harder than all of the Rolling 
Stones put together and broke more taboos 














Captain, poet and seducer 






than Vladimir Nabokov. He had the face of 


an angel and the mind of a brilliantly erratic 
revolutionary. He was a voracious seducer of 
men and women, a cross-dressér, an adven- 
turer, a gambler-altogether “mad, bad, and 
dangerous to know”, as Lady Caroline Lamb 
memorably put it. He was also, seemingly in 
his spare time, an exceptionally gifted (if 
wildly uneven) poet. 

George Gordon, sixth Baron Byron, was 
born in 1788. He was christened, prophetical- 
ly enough, in the Marylebone Parish Chapel, 
which Hogarth had used as a setting in his se- 
ries “The Rake’s Progress”, The tone for his 
future exploits was set early. At Harrow he 
participated enthusiastically in all the usual 
boisterous activities: fist fights and experi- 
mental romps with schoolmates, gang-war- 
fare with the local thugs, the annual cricket 
match with Eton at Lord’s—though on his 
own account he did dissuade fellow pupils 
from setting fire to the school. At Trinity Col- 
lege, Cambridge, things continued in much 
the same vein. There Byron found still more 
scope to indulge his lordly vanity and sexual 
whims. His ability to waste money was spec- 
tacular. He concentrated his energies on 
nothing so dreary as books or study but ona 
taxing round of drinking, whoring, boxing 
and gambling. : 

Byron’s first public foray into the literary 
world was a disaster. “Hours of Idleness”, 
which appeared in 1807, was savaged by the 
critics. The deeply-wounded young poet 
fired off a satirical riposte, “English Bards 
and Scotch Reviewers”, before embarking 
on a long journey through Portugal, Spain, 
Malta, Greece, Turkey and Albania. The po- 
etic result of this trip was called “Childe Ha- 
rold’s Pilgrimage”, and was published in 1812. 
Byron’s failure with “Hours of Idleness” was 
now triumphantly erased. The new poem 
sold by the thousand. Byronmania swept 
across England and Europe. A series of eager- 
ly awaited and still more successful poems 
followed—exotic tales of adventure and 
mystery, each more thrilling than the last, 
and typically featuring a hero whose brood- 
ing, sexily Satanic qualities were of course 
identified as Byron’s own. 

The fruits of celebrity included affairs 
with many of the most fashionable women 
of the day, including Lady Oxford and Lady 
Caroline Lamb. However, marriage to Anna- 
bella Millbanke in 1815, which ended in sep- 
aration, recrimination and scandal, together 
with an increasing sense of the gap between 
his own idealism and what he saw as the 
intolerable hypocrisy of English politics and 
society, set Byron packing for Europe the fol- 
lowing year. He was never to return. He em- 
braced the cause of Greek national inde- 
pendence, trained Greek soldiers and 
became a commander in their army, suc- 
cumbing to a fever during the Turkish siege 
of Missolonghi at the early age of 36. 

Benita Eisler presents the narrative of By- 
ron’s whirlwind career with modest flait 
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and scholarly attention to detail. She treats 
the poems as “advertisements for himself” 
(with a nod to Norman Mailer). She shies 
away from close critical analysis of the po- 
ems and focuses instead on Byron’s person- 
ality and his relationships with his family, 
friends and lovers. She has perceptive things 
to say about the various misfortunes and 
anxieties which beset Byron as a child and 
adolescent: his club foot and the acute self- 
consciousness it caused, his relationship 
with his difficult but loving mother, his un- 
pleasant early sexual experiences which, as 
he later realised, anticipated all of his 
fraught relationships with women, includ- 
ing his half-sister, Augusta Leigh. 

Ms Eisler sensitively assesses the impact 
of these youthful experiences on Byron's 
adult life, invoking them to help account for 
the baffling contradictions in his character. 
His vanity and fierce competitiveness are 
seen as compensation for his embarrass- 
ment at his physical deformity. The same 
man who could boast 200 conquests in a 
month in Venice during carnival time could 
also be painfully shy in ordinary social sit- 
uations. Byron's desperate need for approv- 
al, which often led to all manner of histrion- 
ics when the necessary ego-rub was denied, 
was matched by an equally marked capac- 
ity for generosity and kindness. 

Poets, said Byron in “Don Juan”, are pro- 
fessional liars, and though her “fountains 
are clear” truth must often “navigate o'er fic- 
tion”. Ms Eisler does well in her own naviga- 
tion over the winding canals of contradic- 
tion in Byron’s multifaceted personality. She 
keeps by and large to known facts and 
steers clear of academic lit-crit approaches, 
while managing also to avoid coming to 
grief on the rocks of her subject's own pow- 
erful self-projection. The result is a readable 
and richly documented life of one of English 
literature’s most extraordinary figures. 
= - = — mae) 





Titled English writers 
Missing wit 


Lapy Mary WoRrTLEY MONTAGU: COMET 
OF THE ENLIGHTENMENT. By Isobel Grundy. 
Oxford University Press; 704 pages; £30 and 
$45 


N A time of gender-dominated studies, 

most women of note are bound, sooner 
or later, to be subjected to scrutiny in some 
academic corral or other. Lady Mary Wort- 
ley Montagu (1689-1762)—society beauty, 
wit, celebrity, writer—is a prime candidate, 
and Isobel Grundy has been on her case, as 
it were, for many years. Wortley Montagu’s 
verse was the starting-point, in her doctoral 
thesis in 1971. Now, in this capacious and 
impressive biography, Ms Grundy brings 
the full weight of her learning to bear on 
her subject, keeping a weather eye at all 
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Foremother of women’s writing 


times on the gender aspect. 

Her sex is seldom considered irrelevant 
to the matter under discussion. “Most of 
the political benefits of her rank”, says Ms 
Grundy, “came with a ‘men only’ label to 
them. The wealth that surrounded her in 
youth and age were never her own, but al- 
ways her father’s or husband’s.” But “the 
way that gender restrictions applied to her 
high social status was nothing to the way 
they applied to her literary ambitions.” No 
wonder Ms Grundy considers the literary 
career of her subject—whom she calls Lady 
Mary in social and family contexts and 
Montagu when examining her writings, re- 
serving Wortley for her husband—half 
thwarted. 

Wortley Montagu was born Lady Mary 
Pierrepont, daughter of Evelyn Pierrepont, 
later Duke of Kingston. Once she became of 
marriageable age, her father sought to se- 
cure her a sound financial match. She and 
her sisters and friends had views on such 
arranged marriages: a husband you detest- 
ed they called “Hell”, someone you could 
put up with was “Limbo”, and someone 
you actually loved “Paradise”. On the eve 
of her wedding to a “Hell”, called Clot- 
worthy Skeffington, she eloped with a 
“Limbo”, Edward Wortley Montagu, a 
member of Parliament and colliery owner. 

In 1716, he was sent to Constantinople 
as ambassador to the Ottoman empire. The 
journey in winter to Vienna and on to Tur- 
key was in due course written up by his 
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wife, an account that foreshadowed later 
travel writing. Earlier in life she had caught 
smallpox—indeed she was badly 
“poxed”—and in Turkey she came across 
the practice of inoculation. On her return 
home she made a point of injecting or graft- 
ing a small amount of the smallpox germ 
into her young daughter, and the practice 
among her friends caught on. In this she 
was a pioneer. 

In London Wortley Montagu moved 
not only in the highest social and political 
circles, but also among the most eminent 
literary figures of her day. She was clearly 
excellent company, but also difficult and 
prone to quarrels. Most famously, Alexan- 
der Pope, for reasons that remain unclear, 
moved from adulation to what Ms Grundy 
calls “gendered hatred”, and wrote scorch- 
ingly about her. 

For the latter part of her life, Wortley 
Montagu lived abroad, mostly in Italy. It is 
not known quite why she chose this exile; 
Ms Grundy believes she went in pursuit of 
a young Italian, Algarotti, for whom she 
had conceived a passion, though he was 
homosexual. For several years she lived in 
an Italian village, leading a simple life and 
cultivating a garden: an idyll familiar today. 
She also spent stretches in Venice where, as 
an ageing celebrity, she was a must to visit 
for the young noblemen doing their grand 
tour—gap-year travellers of the time—and 
provoked either delight or disgust. Horace 
Walpole remarked upon her “old, foul, taw- 
dry, painted, plastered visage”. Others 
would attest to her dirt and lack of care 
about her clothes. Her wit was undimmed. 

At all times she read—avidly and crit- 
ically: Henry Fielding’s prose could, to her 
annoyance, reduce her to tears. She also 
wrote. In this she was indeed a fore- 
mother—to use a word of Ms Grundy’s—of 
the women who would soon, as readers, 
critics and novelists, contribute so much to 
the world of English literature. Five vol- 
umes of her letters, essays and poetry sur- 
vive; much more has been lost, her diaries 
burnt. She wrote with distinction and ex- 
pressed amusing and radical ideas, often 
causing controversy. Had she been a man, 
her literary endeavours might well have re- 
ceived greater recognition long since. 

Still, Wortley Montagu seems to have 
had life pretty much on her own terms. As 
a fellow writer, Horace Walpole, the prime 
minister's son, conceded after her death, 
“She had parts and had seen much.” In fact, 
her story is so good that it survives even Ms 
Grundy’s gender-tinted treatment. It is 
helped by her originality, spirit and sheer 
intelligence, all of which shine through. The 
notable casualty is her renowned wit, 
which fails to penetrate Ms Grundy’s schol- 
arship. This is an academic tome, fact-rich 
and with some heavy-handed phrasing, 
but the tale is still worth telling. 

——————— | 
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Plastic wine stoppers 


A corking row 


It is not so much cost but dependability that sets the defenders of cork and of 
plastic against each other in a wine-industry row 


OME drinkers may still think that the 

term “corked wine” refers to the bits of 
cork in a bottle where the stopper has crum- 
bled or fallen into the wine. But more and 
more now know that it actually refers to 
mustiness or cheesiness in the wine, with 
overtones of vegetable rot or old socks, 
caused by a taint which can be traced to 
2,4,6-trichloroanisole. This contaminant, 
known as TCA, is so powerful that, according 
to one expert, half a tablespoon of pure TCA 
could “destroy all the wine produced in the 
United States”. And even if the wine is not 
actually mouldy, rca can flatten the taste, re- 
moving flavours the wine maker has la- 
boured long and hard to provide. 

The increased awareness is largely due to 
the battle now waging between defenders of 
the traditional cork stopper and its oppo- 
nents, who believe that an unacceptable 
percentage of wine is affected by “corki- 
ness”. Unfortunately the battle has devel- 
oped into a dialogue of the deaf. No one 
knows exactly how to evaluate the positive 
contribution made by cork to the quality ofa 
wine, which some claim has to do with its 
porosity, which allows a desirably slow oxy- 
dation—though this is controversial. Tocom- 
plicate matters estimates of the “corkiness” 
due to defective corks rather than to the wine 
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or to bad storage vary between less than 1% 
and 8%. 

In Britain cork’s defenders have un- 
leashed a ferociously negative (and largely 
counter-productive) public-relations cam- 
paign. They have attacked plastic substitutes 
as imparting their own impurities and 
claimed that their use would destroy the 
cork-oak forests of Spain and Portugal, to- 
gether with their dozens of rare species of 
birds. This has merely alerted the majority of 
wine drinkers who had previously attribut- 
ed the nastiness of any particular bottle to 
their own inadequate palates—for the top 
5% of palates are 200 times more perceptive 
to the faults in a wine than the bottom 5%. 

The public battle started when a number 
of big British supermarket groups stated flat- 
ly that any systematic fault was as unaccept- 
able in wine as it was in any other product. 
They were joined by American and Austra- 
lian producers more aware of profit margins 
than more traditional wine makers and less 
inclined to accept the idea of cork contami- 
nation as an inescapable act of God. The bat- 
tle has, belatedly, forced the cork industry 
into action. For years the price of cork had 
been increasing and the quality declining as 
the cork oaks were stripped of their precious 
bark too frequently. The manufacturing 


processes remained primitive and conti- 
nued to rely on the use of chlorine washes 
which increased the likelihood of contami 
nation. Today washes have been changed 
quality controls tightened and more care 
generally, is taken that the corks are not ex 
posed to moisture which encourages the de 
velopment of tca during the manufacturing 
process. Today corks can be treated in a pro- 
cess called nos designed to use its inheren: 
sponginess as a way of squeezing out possi 
ble contaminants. Amorim, the biggest pro- 
ducer, not only uses nos but has also intro- 
duced a new cork “twin top” based on thost 
used inchampagne—where the cork’s centre 
is made of agglomerated cork (cork granule: 
stuck together) topped and tailed with sliv 
ers of pure cork. 

But even Amorim and other quality 
conscious producers such as Sabate are going 
to have to accept that plastic corks—and the 
screw caps used in many cheaper wines ir 
the United States and by the Swiss for ever 
their finest bevvies—are going to take an in 
creasing share of the market. This is not be- 
cause they are cheaper. They aren't, and they 
create their own problems: the perfection ol 
the seal they provide means that the air ir 
the bottle has to be expensively removed be 
fore the stopper is inserted, and they are har 
der to extract than their natural competitors 
although they do provide the expected satis 
fying plop when the bottle is opened. 

One obvious winner is the Supreme 
Corq from America, devised after its inven- 
tor had seen plastic bungs being used to sea 
the casks in some of the classiest estates ir 
France. It is made from a recyclable, iner 
thermoplastic polymer used to store medi- 
cines—a field where cork was abandoned 8c 
years ago—thus answering many of the ac: 
cusations hurled at plastic closures. 

How likely is the wine-stopper war tc 
end in open hostilities? The fact of the matte: 
is that demand for wine in bottles (as op 
posed to wine in bags) is growing faster thar 
the supply of properly prepared cork, sc 
there is actually plenty of room in the marke! 
for different types of stopper. At the top enc 
of the market, that does not necessarily fa 
vour plastic. For nobody can yet know 
whether plastic stoppers will remain sounc 
for the 20 or more years during which the 
greatest wines mature before they are drunk 
On the other hand, “the top end” accounts 
for a very small amount of the total wine 
drunk, and plastic’s chances look corre- 
spondingly better. As over 90% of all wine is 
consumed within a year of being bottled 
(and within 24 hours of being purchased) for 
most drinkers the argument about the long- 
term effects of plastic will seem fairly theo- 
retical. In the end, all the participants in the 
row ought to be able to agree with Supreme 
Corq’s marketing director, Brooke Hilton 
who says: “We're only in existence to get a 
better bottle of wine to the drinker.” 














BITUA] 





Paul Sacher | 


ENSIONS between compos- 

ers and patrons of music are 
nothing new. Mozart railed 
against his easy-going employer, 
Hieronymus Colloredo, the Arch- 
bishop of Salzburg, whom he 
called “a misanthrope”, “an arro- 
gant, conceited cleric” and, worse 
still, a disciple of “that godless, 
arch-rascal Voltaire”. Wagner was 
even more churlish. He rewarded 
the loyalty of his great supporter, 
Hans von Bulow, by eloping with 
his wife, Cosima. 

So it is no surprise that Paul 
Sacher, a player and a conductor 
as well as a munificent patron of 
contemporary classics, had de- 
tractors as well as admirers in the 
world of music. His idiosyncra- 
sies, especially his distaste for the 
piano, and his sometimes savage 
sarcasm vexed some of the com- 
posers he backed. Proponents of 
the so-called Second Viennese 
School were dismayed by his lack 
of enthusiasm or, as they put it, 
understanding, for the music of 
Berg, Schoenberg and Webern. 

Mr Sacher was unapologetic. 
“Tm not the radio. Ido not have to 
be fair,” he retorted when chal- 
lenged for overlooking, say, the 
work of America’s John Cage or 
Italy’s Luigi Nono. Nonetheless 
his partiality inevitably provoked 
resentment from some of those 
he neglected. Mr Sacher had deep 
pockets and the composers he fa- 
voured were richly rewarded. 

His wealth was inherited, not created. Paul Sacher was born into 
a humble household in Basle, the son of a gardener and of a farmer's 
daughter, but married exceedingly well in 1934. His bride, Maja 
Hoffmann-Stehlin, was the widow of Emanuel Hoffmann, the heir 
toa Swiss drug company, and he came into immense riches when he 
became the patriarch of the Hoffmann family as the stepfather of 
her two children, Lukas and Vera. 


Joining the plutocracy 

Through his marriage, Mr Sacher eventually came to control a ma- 
jority of the voting shares of Roche Holding—a stake that was at the 
core of a fortune estimated at between $17 billion and $20 billion 
which catapulted him into the ranks of the world’s ten richest peo- 
ple. He never permitted his musical career to eclipse his corporate 
responsibilities. For almost 60 years, from 1938 until his retirement 
in 1996, Mr Sacher was an active member of the board of Roche and 
so only too aware of the controversies that seemed constantly to dog 
the profitable pharmaceutical group. 

For many years the Swiss-based multinational fought allega- 
tions that it profiteered, and engaged in creative transfer pricing, on 
its patented tranquilisers, Librium and Valium. It also came in for 
criticism for its relentless pursuit of a whistle-blower, Stanley 
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Paul Sacher, plutocrat and patron of 
music, died on May 26th, aged 93 


Adams, who had passed on sensi- 
tive corporate information to Eu- 
ropean antitrust officials in Brus- 
sels. Subsequent allegations that 
Roche was involved in a global 
price-setting cartel on vitamins 
were settled in a criminal court in 
the United States only last month, 
when the group pleaded guilty 
and agreed to pay a fine of $500m. 

Yet somehow none of these 
rows besmirched Mr Sacher’s rep- 
utation. He probably owed this 
remarkable immunity in large 
part to his aversion to publicity. In 
line with a vow he had made to 
himself as a young man to remain 
inscrutable to all but his most in- 
timate friends, he cultivated a 
cold, haughty manner in public 
and refused to countenance any 
questions about his often decisive 
role in the family business. 

Only in music was Mr Sacher 
a public man, and in this he got 
his priorities right. Whereas his 
influence on the pharmaceutical 
industry is likely to prove ephem- 
eral, his influence on classical mu- 
Sic is certain to endure. He found- 
ed the Basle Chamber Orchestra 
in 1926, when he was a penurious 
20-year-old, and with the aid of 
donations from friends almost 
immediately started commis- 
sioning pieces. His reputation for 
having a keen ear for talent was 
already established in Switzer- 
land when the Roche fortune 
gave him the wherewithal to be- 
come a patron of unrivalled generosity. 

Among the scores of works he commissioned, mainly for the 
Basle Chamber Orchestra and its Zurich counterpart, the cham- 
ber orchestra of the Collegium Musicum Zurich, were Bartok’s 
“Divertimento for Strings” and “Music for Strings, Percussionand | 
Celesta”, Hindemith’s “Die Harmonie der Welt”, Richard 
Strauss’s “Metamorphosen”, and Stravinsky’s “A Sermon, a Nar- 
rative and a Prayer”, as well as music by Boulez, Britten, Henze, 
Honegger, Martinu and Tippett. 

The catholic nature of his taste in contemporary music is ob- | 
vious. His enthusiasm may not have extended to the Second 
Viennese School, but he was not averse to atonal music, though 
he preferred it with a theme, a rhythm or a sequence. He also had 
a passion for Early Music, especially the music of Purcell, and in 
1933 co-founded the Schola Cantorum Basiliensis to promote in- 
terest in it. 

Yet, paradoxically, he may be best remembered for a feat that 
has nothing todo with either 2oth-century or Early Music. For it is 
Paul Sacher who is credited with rescuing much music by Mozart 
from obscurity, including “Idomeneo”, an almost forgotten op- 
era when he helped rediscover it in the 1930s. In music, if not in 
business, Mr Sacher was a man for all centuries. 
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Templeton 


The Oxford 
Advanced 
Management 
Programme 


20 June — 18 July 1999 | 3 — 30 October 1999 


Please send details of: 

The Oxford Advanced Management Programme 
Return to 

Caroline Lomas, Templeton College 

University of Oxford 

Oxford 0X1 5NY, England 

Tel +44 (0)1865 422771 Fax +44 (0)1865 422501 
Email amp@templeton.oxford.ac.uk 


www.templeton.ox.ac.uk 


Name 


Address 


Tel 
Fax 


Email 









Presents a global overview of the 
business enterprise and its strategic 
challenges. This programme at 
Templeton provides a unique 
opportunity to stand back and pursue 
your own learning agenda, assisted by 
a world class team of individual tutors 
and in the company of some of the 
most international and high calibre 


senior executives. 
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d f UNIVERSITY DEGREE 
Good Distance Learning 


te Ne 2" For Life, Academic & Work Experience 
MBAs are hard to find. ey Degrees for people who want to be more effective 


A , ; and secure in their jobs or professions. 
Mail for a guide to the best, Eam your BACHELOR'S, MASTER'S or DOCTORATE degree by 


utilizing your ife and work experience. Collage equivalent credits are 
wherever you are. H ining? 


given for your: Job, military, company training, industrial 
Position with a e aris and Dudineas arerierica” 


PAR A = j eee AA legal degree We accept college credits no matter when taken, 

The Durham MBA Distance Learning Programme is one of Britain's most highly and Our graduates are recognized for their achievements in business and 
regarded International MBA courses and is one of three AMBA accredited transcripts industry. We will assist you in completing your degree requirements. 
study options, including Full-Time and Part-Time. Y 

















at your own pace through home study. 
It you would like to develop into one of the world's "As you know | Sendax detailed resume for a NO COST evaluation. 
best managers, apply for your brochure today. 


eperen t Pacific Western University 
investing in excellence in teaching and research fo still the best 














deacher But 1210 Auahi Street, Dept 197, Honolulu, HI 96814-4922 
g Durham University Business School, Admaif 436, Mil Hil Lane, Durham DHT 3Zz ae 1-(808) 597-1909 
$ Telephone: 0191 487 1422. Facsimile: 0191 374 3989, e-mal: MBA DL Burhani ae ux degrees open CALL: (800) 429.3244 ext. 197 UK: 0800-960-413 


doors," Fax: (310) 471-6456 E-Mail: admissions @ pwu.com 
http-/Avww.pwu-hi_edu 
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up to 45 private and/or group lessons 
and pedagogical activities 
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Internet: 
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MAXIMUM OF PI 






UMUC 


Graduate School 







Earn your MBA online, without putting your career on hold. 
Introducing the 2-year MBA from UMUC. 
UMUC ~ ranked by Forbes as one of the “Top 20 Cyber Universities” in the world ~ introduces its new 
24-month, 42-credit MBA online program. It is designed to be interdisciplinary, integrated and applied, 
exploring organizational and management processes in the context of a global business environment. 


Developed to accommodate working professionals with diverse academic credentials and organizational 
backgrounds, there is no GRE, GMAT or residency required. 


Phone: 800-581-UMUC or 301-985-4617 (U.S.A.) Ewa 


E-mail: mbaonline2@info.umuc.edu 


Web site: www.umuc.edu/mba UM UC 


* State approval for this Master of Business Administration program is expected May 1999. 
UNIVERSITY of MARYLAND UNIVERSIT ,OLLEGE 
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International Problems need. 
International Solutions. 


Study the world’s problems in a diverse 






































Sey of scholars in Castellón, E a Ma 1 999 GENEVA 
a i, 1, 28009 Madrid (Spain) | PPP. ean 
28391 Fax: +34 914 315 084, [MA Program in Peace and Development > Q EXECUTIVE COURSES IN 
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email: epd@guest.ujiies J5] QO zZ aN Fi NANCE 
http:/ /www.ujies/epd/ master | O oO 
H 
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BUSINESS < < training executives from over 900 institutions and 84 
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RS Bh a a E ment techniques. A highly renowned international faculty 
3 four-year undergradual ý degree 3 e i n n 
(full-time) starting September or March. þ- 2 assists participants to build skills which enable them to 
MBA; one or two-year graduate degree za a. meet the challenges of a rapidly changing environment. 
{evening classes) starting October, = 
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es a ial S Starting in 1999, we are pleased to collaborate with 
- Global IT & Telecommunication Met. Q FAME in the organization of our executive courses. 
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SCHOOL IN BRUSSELS 






Validated by the University of Wales, 
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Affiliated with Merce University, SHAREHOLDER VALUATION AND SECURITIES ANALYSIS 
Atlanta, U.S.A. 
Info: UBI - United Business Institutes 5 Hashem Pesaran August 23 - 27 
Avenue Marnix, 20 FORECASTING TECHNIQUES IN FINANCIAL MARKETS 
B-1000 Brussels - BELGIUM 
Tel: +32 (0) 2/548 04 80 6 Richard Levich Aug. 30 - Sept. 3 
san aa ahi EXCHANGE-RATE AND INTEREST-RATE ECONOMICS 
Website: http://www.ubi.edu AND FORECASTING 
7 Stephen Schaefer September 6 - 10 
BOND PORTFOLIO AND INTEREST-RATE RISK 
London Hotel School offers the MANAGEMENT 
Por to peal as work in ee 8 Philippe Jorion September 13 - 17 
e world's biggest & fastest GLOBAL ASSET ALLOCATION 
growing businesses. Choose from LONGOri Hotel School 
5 UK & USA accredited hospitality * Hospitality General 9 René Stulz September 20 - 24 
Diploma courses of 12 theory units Management FINANCIAL RISK MANAGEMENT AND DERIVATIVES 
which you can start any month, * Human Resources 
followed by a one year paid * Hospitality Finance 10 Paul Embrechts September 27 - 29 
internship in a London hotel. * Sales & Marketing EXTREME VALUE THEORY AND RISK MANAGEMENT 
„H.S. th t i 
L H:S: the management fast track: « yy & Tourism 11 Mike Staunton October 18 - 22 
4 £ ak EQUITY PORTFOLIO MANAGEMENT 
12 David Cox November 1-5 
QUANTITATIVE TECHNIQUES FOR FINANCIAL MARKETS 
13 Didier Cossin November 15 - 17 
CREDIT RISK PRICING, MANAGEMENT AND THE USE 
A t diate busi : OF CREDIT DERIVATIVES 
postgracnare n ~ 14 Salih Neftci November 22 - 26 


with a truly glob | perspective | University MECHANICS OF FINANCIAL ENGINEERING WITH 
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* Open Access * Distance learning 
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` t. Z eme 
Managemen Huma p Resource Management EANA ICMB, Av. Blanc 49, 1202 Geneva, Switzerland 
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Surrey European Management School ith eteen i / 
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Tol +44.(0) 1483 259347 Fax: +44 (0) 1483 259811 
Email sems@surrey.ac.uk Web: www.sems.surrey.acuk Hag 
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WITH § YEAR REFUND GUARANTEE 


A Dip, TEFL, MBA or PhD by distance lnamingilife experience! 
honorary award from $400, Impossible? Learn about 1800+ 
non-traditional universities worldwide (including many widely 

advertised). At least one offers a 5 year unconditional refund | 
| guarantee if vour status and career prospects do not improve! 


f Save time & money, Before 


B.S, M.S., Ph.D. Many fields, No classes, 
NO COST evaluation! Send resume. 
6400 UPTOWN BLVD HE SUITE 398-W 
Dept.34 + ALBUG., HM 87110'USA 
1-505-889-2711 





Fax +662 634 7585 Quote Dept 2. Give street address 
17313 Surawong Rd (Block 121), Bangkok, 10500 






Fax: 605-232-6011 ec@distancemba.com 
www.distancemba.com 








CREDIT FOR WORK EXPERIENCE. | 
NO CLASSROOM ATTENDANCE. 
SEND/FAX YOUR RESUME FOR 
























Learn how easy it is to become a Certified Professional 
Consultant (CPC ia your own field. Write for free 
catalogue, 


The Consultants Institute 
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Web: http: //wwweunw.edu 

University or N 





ORTHERN WASHINGTON 






ERRE BACHELORS « MASTERS 
America’s 
Preferred 
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Distance * Credit for work experience + Students from 96 
Learning countries and 30 states in the USA. 


Cnnaaenaas Washington International University 
= i P.O. Box 1138, Bryn Mawr, PA 19010-USA 
Fax:610-527-1008 - E-mail: washuniv@op_net. 
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VACANCIES FOR ECONOMISTS 


The Institute of Economic Affairs, Ghana has two vacancies 
for Economists with Ph.D. and Specializations in Industrial 
Organization and Public Finance respectively. Applicants 
must have at least two years of experience in an academic 
institution or public/private sector. 


Candidates must possess strong analytical, statistical and 
computing skills. For the Micro-Economist, experience in 
analysing micro-economic policy issues is an advantage. For 
the Macro-Economist, work experience in fiscal policy issues 
is an advantage. 

The successful candidate will also make substantive 
contributions to IEA’s economic reports, lead round table 
discussions on pertinent policy issues and act as a resource 
person for workshops and seminars organized by the 
Institute. 

The length of appointment and salary are negotiable. 
Fullbright scholars and faculty on sabbatical leave may also 
apply. 

Applications with full CVs should be sent before 31st July, 
1999 to: 


Institute of Economic Affair (IEA) 
P.O. Box 01936 
Christiansborg 
Accra, Ghana. 


Tel. (233-21) 244716/244717 
Fax (233-21) 222313 
E-mail: iea@ncs.com.gh 





Full-time faculty position at the Geneva Centre for Security Policy 


The GCSP -- a Geneva-based international Centre that trains diplomats, 
civil servants and military officers from the Euro-Atlantic area -- invites 
applications for the full-time faculty position in security studies. The 
successful candidate is expected to develop and run a new 3-month 
course beginning Spring, 2000, dealing with global and transnational 
security challenges to the Euro-Atlantic region. This course will explore 
how emerging political, economic, social, and environmental factors affect 
security. In addition to teaching, duties would include organisational and 
administrative responsibilities, 


Requirements are an academic background in security studies with 
specialisation in a field relevant to the course and a proven track record in 
teaching. Experience in foreign policy, defence policy planning or 
governmental decision-making would be distinct assets. 





The ideal candidate would have at least 5-10 years experience, fluent in 
English (written and oral), and have at least a basic knowledge of French. 
Applicants should submit a CV, a list of courses taught and at least three 
letters of recommendation. 


Ideally, the successful candidate would start on October 1st, 1999, 
Closing date for applications is 30 June or until the position is filled. The 
annual starting salary will be Frs. 120,000 or higher, depending on 
experience and credentials. 

For more information about the GCSP please consult our web page 
(www.gesp.ch). 


Contact person for the position is Ms Susanna Lehmann, 
GCSP, Rue de Lausanne 69 
PO Box 1295 
CH-1211 Geneva 1 
Switzerland 
Tel, +41 22 906 16 16 
Fax. +41 22 906 16 49 
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Shair in Social Statistics and Methodology | 





Applications are invited for a Chair in Social Statistics and 
Methodology. This newly established Chair will be held 
jointly in the Department of Statistics and the Methodology 
Institute. The post is part of the School’s commitment to 
strengthening research and teaching in quantitative social 
science, seen in the recent appointment of two new Chairs 
in Statistics. The appointee will have an excellent record of 
international standing in the application of quantitative 
methods to the social sciences, or possibly to the bio- 
medical sciences. 


If you would like to discuss the post please contact 
Professor Anthony Atkinson: Department of Statistics 
(a.c.atkinson@lse.ac.uk), Professor John Hobcraft: Department 
of Social Policy (.n.hobcraft@Ise.ac.uk) or Professor George 
Gaskell: Methodology Institute (g.gaskell@ise.ac.uk). 


Further particulars and details of how to apply may be 
obtained from the Personnel Services Office, The London 
School of Economics and Political Science, Houghton Street, 
London WC2A 2AE (tel: 0171-955-7079; fax: 0171 -955-6843; 
e-mail: j.brown@ise.ac.uk). 


The closing date for the receipt of applications is 
Friday 9 July 1999. 


‘The London School of Economics and Political Science is committed 
to equal opportunities and excellence in teaching and research 































































Executive earning $50K-500K+. Career searching into, within or out of 
Asia/Europe/U:S.? A new position is closer than you think! Free info. 
www.CareerPath.co.uk 





THE UNIVERSITY OF THE 
WEST INDIES 


CAVE HILL CAMPUS, BARBADOS 


SENIOR 
RESEARCH FELLOW/ 
RESEARCH FELLOW 


Institute of Social and Economic Research 

Applications are invited for the post of Senior Research 
Fellow/Research Fellow in the Institute of Social and 
Economic Research. 

Requirements: (i) PhD in Sociology or Public Management/ 
Administration; (ii) Good research and publications record, 
with a good understanding of qualitative and quantitative 
research methods; (iii) Familiarity with Caribbean society 
and/or public management systems; and (iv) Ability to teach 
in an inter-disciplinary graduate degree programme. 

The closing date for applications is 30 June 1999. The 
successful applicant will be expected to assume duties by 
1 September 1999 or as soon as possible thereafter. 

Detailed applications (three copies) giving full particulars of 
qualifications and experience, biodata and the names and 
addresses of three referees should be sent as soon as possible 
to the Campus Registrar, University of the West Indies, 
P.O. Box 64, Bridgetown, Barbados (tel: (1 246) 417-4064/8; 
email: a.hinkson@uwichill.edu.bb; fax: (1 246) 425-1327). 
To expedite the appointment procedure applicants are 
advised to ask their referees to send references under 
confidential cover direct to the Campus Registrar without 
waiting to be contacted by the University. Further 
particulars for this post, including remuneration package are 
available on request. These particulars may also be 
obtained from the Association of Commonwealth Universities 
(47445), 36 Gordon Square, London WC1IH OPF, UK 
(tel: (0171) 387 8572 Ext. 206; fax: (0171) 383 0368; 
email: adverts@acu.ac.uk) or visit our website at 
www.uwichill.edu.bb. 
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THE UNIVERSITY Of York 


DEPARTMENT OF ECONOMICS 
AND RELATED STUDIES 


CHAIR OR READERSHIP IN 
ECONOMICS 


Applications are invited for a further post in the Department of 
Economics and Related Studies available from 1 October 1999. 
The successful applicant will have an established record of 
published research in high quality journals. The appointment will 
be made on the appropriate scale, subject to suitable qualifications. 
(a) Readership on the salary scale £31,563 - £35,670 per annum 
(b) The minimum professorial salary is £36,401 per annum. 
Informal enquiries may be made to the Head of Department, 
Tony Culyer (ajcl7@york.ac.uk) or from John Hutton 
(jphi@york.ac.uk), Peter Simmons (ps1@york.ac.uk) or 
Mike Wickens (mrw4@york.ac.uk). It is anticipated that 
interviews will take place in July. 

For further particulars and details of how to apply, please write 
to the Personnel Office, University of York, Heslington, 
York YO10 5DD (e-mail: jobs@york.ac.uk), quoting reference 
number 3/1004. The closing date for applications is 25 June 1999. 























DEPARTMENT OF AGRICULTURE 


LECTURER/SENIOR 
LECTURER IN RURAL 
ENVIRONMENTAL 
ECONOMICS 


£16,655-£34,464 


Applications are invited from individuals with research 
interests in rural environmental economics. You will be able 
to demonstrate excellence in both research and teaching and 
significantly add to the Department's research strengths in 
Economics led by Professor Thomson. The appointment 
also offers the opportunity to collaborate with- the 
University's Arkleton Centre for Rural Development Research 
and the Aberdeen University Centre for Organic Agriculture 
(AUCOA). You will share responsibility with colleagues for 
teaching and research supervision at undergraduate and 
postgraduate level. informal enquiries should be made to 
Professor Michael Lomax, Head of Department (tel: - 
+44(0)1224 274199; fax +44(0}1224 273731, email: 
m.a.lomax@abdn.ac.uk). 
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CHIEF EXECUTIVE OFFICER 
WORLD COUNCIL OF CREDIT UNIONS, INC. 


World Council of Credit Unions, Inc. (WOCCU} - the apex trade association 
and development organization of the international credit union system - is 
recruiting a dynamic visionary for the position of Chief Executive Officer, 


Leading a global trade association, the CEQ has representational 
responsibilities to WOCCU’s members throughout the worldwide credit 
union movement, fostering information exchange and cooperation among 
cooperatives, In addition, as the key public relations figure, the CEO builds 
relationships with donor and government organizations to secure resources 
for credit union development activities, 

























A recognized undergraduate degree is required. A post-graduate 
qualification is also desirable. Related equivalent experience and training 
will be considered, 








Send resume and requests for further information to: 
World Council of Credit Unions, C/O QTI Human Resources, 

PO Box 911, Madison, WI 53701. or 
FAX resumes to 608-238-8020 or Email: Cindys@qstaff.com 





UNITED NATIONS KN 
The United Nations is seeking to recruit qualified candidates 
for the following post at the senior management level. 


THE UNITED NATIONS 
ENVIRONMENT PROGRAMME (NAIROBI) 
Director, D-2, Division of Environmental Information, 
Assessment and Early Warning, 

(VA # 99-X-UNP-111-NA/AE) 


S: The United Nations Environment 
Programme (UNEP), the global environment authority is seeking a 
Director to manage its Division of Environmental information, 
Assessment and Early Warning. The incumbent will lead an international 
team responsible for keeping under review the state of the world's 
environment, identifying and providing early warning of emerging 
issues and environmental threats, and providing authoritative and 
appropriate information for decision making and policy formulation. 
As a member of the Senior Management Group, the incumbent will 
play an active role in ensuring that UNEP fulfills its role as the 
environmental voice of the United Nations and the environmental 
agency for the world community. 


This is a key position in UNEP and the work of the Division makes 
up one of the UNEP’s five areas of concentration. The incumbent will 
head one of the largest divisions in UNEP. and will be directly 
responsible for the strengthening and restructuring of UNEP's 
information, assessment and early warning activities to ensure a more 
integrated, rational and effective use of capacities and resources. 
Functional components of the division include UNEP’s assessment 
and reporting, information networking, targeted science and research, 
and data integration and management. 


Advanced degree and research in a 
field related to environmental Management and / or regional planning. 
Strong leadership qualities and a readiness to take initiative are 
important. A proven track record in environment policy, assessment 
and information management support, which should include at least 
10 years experience at an international level and more than 5 years 
in a senior management position. 


LANGUAGES: Fluency in English is essential. 


United Nations is seeking well-qualified women candidates. 
Depending on professional background and experience, a competitive 
compensation and attractive benefits package is offered. 
Please refer to our home her information. 

+, Si È fo p pj 















































es Management, 
New York, NY 10017, USA. 














-Due to volume of applications, we are unable to acknowledge 
receipt of, or provide information on individual applications, 
Only candidates under serious consideration will be contacted, 
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Dynamic Sales Professionals 





Could you capitalise on your overseas experience? 





Meyado is Europe's premier provider 
of 
internationally minded people living 
and working abroad. They rely on our 
Investment Consultants to manage 
their finances effectively, 
ambitious 
millennium start now with the 
expansion of our Sales Force world. 
wide. 


Aged over 28 an acknowledged high 
achiever with proven sales success, 
you ate aiming for a long term career 
with excellent promotion prospects. 


You will have already built up 
the skills and credibility to 
deal with clients at the Š 
highest levels. Meyado E 
will provide you with 
comprehensive training 
and ongoing support to 
equip you with the 
tools necessary for 
success 

as 
Investment Consultant. 
Living and working in 


Frankfurt + Madrid © Lisbon © Stockholme + Prague * Sao Paolo © Buenos Aires + Santiago 


al Trade 


The School of Management at New Jersey Institute of Technology 
invites nominations & applications for this the newly established posi- 
tion, Candidates should have PhD in the area of international trade & 
business w/record of scholarly activity & teaching experience consis- 
tent w/that of a full professor at a major research university. 
Candidates at the rank Associate Professor w/exceptional research & 
other academic achievements are also encouraged to apply. Under the 
general direction of the Dean of NJIT's School of Management, the 
successful candidate is expected to teach, conduct research & pro- 
vide service to the university & profession. This srlevel position is 
responsible for playing a leadership role in the School's development 
of international programs & supporting the School’s mission 
w/emphasis on global competitiveness. In addition, the candidate is ; 
expected to actively seek sponsored research opportunities. Salary |. 
will commensurate w/experience & the policy governed by the col- 
lective bargaining agreement. The university reserves the right to sub- 
stitute equiv. education and/or experience at its discretion. Send 
resume to: Personnel Box HLC-SOM. 


NJIT’s School of Management, established ten yrs. ago, offers BS in 

Management & an MS in Management, incl a 14-month Executive 

Program leading to an MS in Management. Plans are underway to offer 

an MBA in Management of Technology. The School collaborates - 
w/Rutgers University-Newark in the PhD in Management program. The 

School is accredited by AACSB, the International Association for 

Management Education. For inquiries, contact Dean Alok Chakrabarti at 

Chakrabarti@adm.njit.edu. 

Newark, NJ 07102-1982 


NJI 7 A Public Research University 


New Jersey Institute of Technology EOE 




























University Heights 














Results Orientated Commission Package 
Locations Worldwide 







your chosen city world-wide, you will 
be expected to work in the English 
language. This should be the last career 
move you ever make... 


investment advice to 







Our 
next 


Meyado stands out from the competition 
not only in terms of what we offer our 
clients, but also our “Consultants and 
Managers”. 






for the 






plans 

















Do you believe you have the 
commitment and the drive to build an 
exciting new career with us? Will you be 
stimulated by the demands and the 
benefits of a serious, results orientated 
package? Then please send your CV and 
a covering letter to: 















Human Resources Manager 
Meyado International Ltd 
Berkeley Square House 
2nd Floor 

Berkeley Square 

London WIX GEA 









Meyado International Limited 
ae 


Cee 






Alternatively, please fax 
applications on +44 171 
887 6540, or e-mail them 
to careers@meyado.com 







an International 





Helping people... 
.. Achieving Goals 


















































APPOINTMENTS 


















Publishing Entrepreneur 
Do you want to conceive, structure and sell sponsorship for your own book 


projects? .travel extensively and deal facetoface with some of the most 
senior people in some of the world’s most interesting markets? 


Are you a graduate with two or three years commercial, but not necessarily 
publishing, experience? Are you presentable, sharp-minded, tenacious and 
entrepreneurial? Are you interested in economic, financial and business matters? 


To find out more, call 0171 779 8955, or email sallen@euromoneyplc.com 


www.euromoneybooks.com 


Department for 
International 
Development 


The Department for International Development's assistance 
programme to Latin America, administered by LACAD, aims to 
eliminate poverty and focuses on three main sectors - natural 
resources, the environment, and health and governance within 
the priority countries of Brazil, Bolivia, Peru and Mexico. 


SOCIAL DEVELOPMENT PROGRAMME 
SUPPORT MANAGER (BOLIVIA, PERU 

AND MEXICO) 
BASED: LA PAZ 


Peru and Bolivia are the poorest 
rogramme. However, as receptive 
policies and sound macro-econo 
or poverty reduction and; engagi 
ity is in place; Mexico, i n 
ality and*‘rising»numbers in, poverty (currently 


INITIAL 2 YEAR CONTRACT 


countries in the LACAD 
vironments for pro-poor 
s policies, a broad strategy 











ith the international 




















vand Bolivia. | 


SOCIAL DEVELOPMENT FIELD 





ng Britain’s commitment tol i world poverty 





INITIA 














L 2YEAR CONTRACT 





cauntry, 
people livir 
rtLA 












pp i ting 
Department for Intern r 
G75 8EA or telephone: 


The Department for International Development (DFID) is the 
British government department responsible for promoting 


the internationally agreed target of halving the proportion of 
people living in extreme poverty by 2015. 


DFID works in partnership with governments, international and 





1an 


Required to fill senior editorial/reporting. post, based in London or 
Nicosia, with highly respected weekly journal covering oil, finance, and 
related developments in the Middle East. Primary requirements are: 
knowledge of and contacts with the international 
journalistic skills with English as first language. Prior acquaintance with 
the Middle East and knowledge of other languages (particularly Arabic 
and French) would be added advantages. Please send applications with 
CVs to Middle East Economic Survey (MEES) at postal address: 


SOCIAL DEVELOPMENT POSITIONS 


ma 30 million) but commitment to poverty elimination iso E p 
ess successful and donor co-ordination is weaker than in:Peru 
“For the La Paz position, experience at project level in an aid or 








reference AH304/1c/PS/TE clearly on your envelope from: 
Room AH304/1c, Abercrombie House, Eaglesham Road, East Kilbride 
phone) or e-mail y-patterson@dfid.gov.uk http://www.dfid.gov.uk 


development and the reduction of poverty. DFID is committed to 





OIL JOURNALIST/ANALYST 


oil industry; and 


PO. Box 24940, 1355 Nicosia, Cyprus; fax (357-2) 671 988; 
or email mees@spidernet.com.cy 






LATIN AMERICA, CARIBBEAN AND 
ATLANTIC DEPARTMENT (LACAD) 





organisations and build and maintain a network which 
supports local social development capacity with particular 
emphasis on participative methods, social, poverty and gender 
analysis. Furthermore, you will provide back-up to DFID Field 
Managers whilst identifying, briefing and checking quality on 
local consultancy inputs to LACAD projects. 


Although based at La Paz and Brasilia, extensive travel within 
relevant countries and to the UK will be required. 


QUALIFICATIONS AND EXPERIENCE 

For both posts - a degree level qualification in social sciences 
such as sociology, anthropology or geography is essential along 
with a relevant higher degree. However, exceptionally 
extensive practical experience may substitute for some of 
these formal qualifications. You should also have knowledge of 
he practical use of PRA methodologies and gender and 
akeholder analysis. 


ice of working with DFID or other donors and of pro- 
poor policy making would be advantageous. 


development agency, particularly rural development, is 
ira gether with work experience in Latin America. 
Spanish is required. 

based in Brasilia, project level experience in a 
civil society organisation or development agency is desirable, 
especially: in rural development. Work experience in Latin 
America, preferably Brazil and excellent knowledge of 
Portuguese would also be preferred. 








l oth roles will be c£38,000 p. a. (UK taxable). The 

il be for 2 years initially. Additional benefits will 
‘variable tax free allowances, children’s education 

nçes;and passages. 

hould either be nationals of Member States of the 
pear Area (EEA) or Commonwealth citizens 

ò have established right of abode and the right to work in 

WKS 

Closing date: 2nd July 1999, 








wW 


national non-governmental organisations, and institutions such 
as the World Bank, UN agencies and the European Commission. 
Most of our assistance is concentrated on the poorest countries 
in Asia and sub-Saharan Africa, but we also work in middle 
income countries, and in Central and Eastern Europe. 


DFID adheres to the Civil Service’s Equal Opportunities Policy. 
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APPOINIMENTS O O OOOO ee 
aE E E iment eeinn tne 


PE FISHERIES FIELD MANAGER 


international 


Development BANGLADESH, DHAKA 
3 YEAR CONTRACT 


The Bangladesh programme, one of DFID’s largest, places a * Support the identification, design and appraisal of projects 

strong emphasis on poverty elimination and has a current and facilitate the development and approval of projects by 

budget of £58 million per annum. Around half is spent on partners. 

human resource development, with the main areas being 

health and population, basic education and micro-credit; a QUALIFICATIONS 

further third goes on developing productive capacity, notably You will be educated to degree level in a fisheries related 

in agricultural research and extension, fisheries and roads. discipline and have a postgraduate qualification (science, 
He management, economics or development) which enhances 

your fisheries or management experience. You should have at 

least five years relevant developing country experience and 

must be a strong team worker with effective communication, 

negotiation, judgement and influencing skills combined with 

strong analytical and problem solving abilities. 


















You will have overall responsibility for the operation and 
_, Management of sheries Management Support Office in 
Dhaka. Working closely with the Fisheries and Aquatic 
Resources Adviser, at the High Commission, you will ensure 
“effective project cycle management and co-ordination of 
and technical support to the fisheries and aquatic resources 
_ sector programme in Bangladesh: More specifically you will: TERMS OF APPOINTMENT 

Salary will be commensurate with qualifications and 
experience (UK taxable), inclusive of superannuation. You will 
qualify for a range of tax free allowances subject to status. 


‘to reduce world poverty 


















Candidates should either be nationals of Member States of the 
European Economic Area (EEA) or Commonwealth citizens 
who have an established right of abode and the right to work 
in the United Kingdom. 


Closing date: 2nd July 1999, 



















ulfilling. Britain’s ‘commit 


please write quoting ref: AH304/3/PN/TE clearly on your envelope 
ent, Room AH304/3, Abercrombie House, Eaglesham Road, 
843138 (answerphone) or e-mail p-newlands@dfid.gov.uk 










The Department for International Development (DFID) is the national non-governmental organisations, and institutions such 
British government department responsible for promoting as the World Bank, UN agencies and the European Commission, 
development and the reduction of poverty. DFID is committed to Most of our assistance is concentrated on the poorest countries 
the internationally agreed target of halving the proportion of in Asia and sub-Saharan Africa, but we also work in middle 
people living in extreme poverty by 2015. income countries, and in Central and Eastern Europe. 


DFID works in partnership with Bovernments, international and DFID adheres to the Civil Service's Equal O ortunities Policy. 
p p 8 q pp y. 
















BUSINESS ANNOUNCEMENT 
The OPPORTUNITY 


Economist 
conc 5 DESPERATELY SEEKING 


ECONOMIST READER 
with GSOH into: birth 
control, TVs, Quarter 
Pounders, Heavy Metal 
and smoking, further 
education, speed, Imelda 
Marcos, feet, bizarre 
instructions, Brazilian 
games, battery power, 
raiding parties on males 
and living on credit - 
preferably a Virgo. 

If you've got what it 
takes cand want a 
rewarding relationship, 


Financing Worldwide from $10 mill. 
To $5 bill. & up. 7/4 
Acquisitions Mortgage Corporation 
215-343-9180, Fax 215-343-5969 


Are you interested in working with 
The Economist? 

We are seeking part-time helpers in Asia Pacific who are 

prepared to spend approximately two days a month checking 

(and reporting) The Economist's newsstand availability. 

Assistance is required in the following cities: 

Auckland - Bangkok - Bombay - Jakarta - Kuala Lumpur - Manila 

~ Seoul - Taipei. 







3146 Bristol Rd. Warrington, 
PA, USA 18976 







Payment will be made on a quarterly basis and you will be 
expected to provide a monthly written report. 












OFFSHORE COMPANIES 


* Ready made companies 

* Full corporate administration 

* Trade services (UC, shipping) 

* Banking/Accounting services 

* China business development services 

Contact Stella Ho for immediate services 
& company brochure 





If you live or work in any of the above cities and are interested in 
learning more about this opportunity, please contact:- 


Jasmine Tan 
The Economist Newspaper Ltd. 
Singapore Representative Office 


























30 Raffles Place NACS LTD ws 
13-01, Caltex House Room 1108, Albion Plaza beat the competition at: 
Singapore 048622 www.economist.com/quiz 






Fax: (65) 534 5066 any time. 
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‘APPOINTMENTS. A ae 


The European Organisation 
for the Safety of Air Navigation 






searches for its Experimental Centre in Brétigny-sur-Orge (France) (m/f): 


HEAD OF SOFTWARE ENGINEERING UNIT (SEU) 


(ref. CE/1999/AT/037/EC) 

Responsibilities: ° define the Centre's strategy in the software engineering (including configuration 
management), software quality assurance and software quality control domains, ¢ provide support to 
projects in these domains; * analyse and improve the software development process at the Centre. 


Requirements: Ħ university degree or equivalent in computer science or related domains; © extensive 
experience in software engineering (including configuration management) and in software quality assurance 
and software quality control; * at least two years experience in team management is essential; @ ability to 
communicate fluently in English, both written and oral, basic knowledge of French; * a knowledge of other 
European languages would be an advantage; ¢ knowledge and/or experience in air traffic management would 


be an advantage. 


AIRCRAFT PERFORMANCE ENGINEER (ref. CE/1999/BT/038/EC) 


Responsibilities: Ħ provision and maintenance of aircraft performance and operations models, which are 
suitable for trajectory calculation and prediction within ATC simulations and on-line applications; 
e maintenance, update, documentation and distribution of a performance database (BADA). 


Requirements: ¢ higher secondary technical education in aerospace engineering or equivalent professional 
experience, dedication to applied research; Ħ 3 or more years of professional experience in a related field; 

e ability to communicate fluently in English, both written and oral, and ability to acquire quickly fluency in 
French, the other working language of the agency; ¢ experience with the use of PC tools (Windows, Word, 
in particular Excel and familiarity with configuration management techniques would be an advantage. 


An attractive international salary, including social security is offered. 
Further details and application forms may be obtained from EUROCONTROL, 
Selection and Assignment Section, rue de la Fusée 96, B-1130 Brussels or on 
http:/www.eurocontrol.be. Enquiries may be made to fax n° 32 2 729 90 70 and 
must bear the appropriate reference quoted above. 
Completed application forms clearly indicating 
the reference must reach the above address 

by 6.7.99 for the ref. CE/I999IA T/037IEC 

and by 30.7.99 for the ref. CEH 999/BTIO38/EC 

at the latest. Closing dates are strictly applied. 



























UNIVERSAL COMMUNICATION 





BUSINESS & PERSONAL 





l at ; ae 
INCORPORATE IN USA enim 
BY FAX OR PHONE West of Ireland 


Six miles from Clifden 


e Corporations and LLCs TYPICAL INCORPORATING FEES Georgian toris, privite 
i ' pier on the se: 
e Free name reservation | Delaware $199.00 Five double bedrooms en suite | 


| 
Wyoming $285.00 | | Oil fired central heating & 





U.S. Bank Account 
Opening Service 


CALL ANYTIME Tel: 1.800.423.2993 
(toll free) or +302,996.5819 
Fax: 1.800.423.0423 (USA/Canada only) 
or Fax: +302.996,5818 
E-mail: inc_info@deibusinc.com 
Internet: http://www.delbusinc.com 
Delaware Business Incorporators, Inc. 














+ Personal assets shielded | 
e Confidential and cost effective | Nevada $380.00 


| all mod cons 
Rent includes daily housekeeper, 
nt electricity, gas, water and turf. 











U.S. IMMIGRATION 

We specialise in finding jobs, businesses or 

properties which allow you to qualify fora | 

visa, and our associate attorneys handle the i 

visa processing, To learn how we can help 
you, phone us at 001 954-424-6071 
Management Consulting USA Inc. 

1802 N. University Drive, 

Suite 100A, 
Ft. Lauderdale, Fl. 33322. 


e Full registered agent services Utah $270." 


* ss Available on other dates. 
FAX: 302-421-5753 TEI. 302421: 3790 . _ Nearby Golf, Horse riding, ` 
Registered Agents, Ltd. Web Site: srw. InCUSH.COmn Fishing and Guided out door activities 
Tel +353 1 6682800 


{320 N. Market Street, Suite 606 * Wilmington, Delaware 19801 E-mail patrickwilliams@economist.com 
So ee 
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IMMIGRATION TO CANADA. 
Experienced Canadian immigration 
Lawyer will prepare Visa application 
and conduct job search for prospective 
immigrants. Very reasonable fees, 
Leonard Simcos, Ref. E, 1255 Laird 
Bivd., #208, Mt, Royal, Québec, 
Canada H3P 2TL Fax (514) 739 0795. 
Email: LSimcce@esi.com 
http://users. yes.net:85/simcoe 


UNITED WORLD TELECOM 


SAVE ON INTERNATIONAL PHONE CALLS 


FOR SALE 


altavantage.com 
securevantage.com 






offering Steep *n* Deep Sports 
James McDonald 

#104 11817 123st. 

Edmonton AB Canada T5L OG7 














www.uwteallback.com 





* Low Intl. Rates 
* High Quality 
* Prompt Service 


* No Fees, No Commitment 
* Office, Home & Cellular 
* Phone, Fax & Modem 
Call now for new low rates 


AGENTS WANTED!! 

















gration 
5th World Congress and Trade Show 


June 5-9, 2000 


Toronto Convention Centre + Toronto « Canada 








ium in North America 


R'2000 will cover technological, ecological, 
economic as well as social issues by addressing all 
relevant materials, products, processes and resources. 


Submit your 
abstract now! 


Contact address: Maria Buhler 
Tel: +41 1 386 44 44 


Fax: +41 1 386 44 45 
http://www.RRR2000.com 
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DELAWARE (USA} 
CORPORATIONS 
fiat ons. fare! 


pociolsts it satting up Nelowara Conerations. ener ol, Aiea 
Boat & Shelf Corporations. Call or write for our FREE MIT! 
i We provide confidential 
7 quality service for a 
à dod. reasonable rate, 
3511 Siverside Re, #105-8¢ DE USA 19810 
3024779800 © BOO321-CORP» ar 900473 9811 
E-mnel: cop@dehog. com © baterae: hitp:/ /delog.com 


_CANADA IMMIGRATION 


RIGES OF COLNE R, SING! 
; hip & Ima 


2ND PASSPORTS, DRIVER'S 
LICENCES, DEGREES, BANK 
A/Cs, CAMOUFLAGE PASSPORTS, 
GMC 
Fax +3120-524 1407 
Email: 1004 13.3245¢compuserve.com 
http://www. global-money.com 


Leading subsidy book publisher seeks 
manuscripts of all types: fiction, non- 
fiction, poetry, scholarly, juvenile and 
religious works, etc. New authors 
welcomed. Send for free 32-page 
illustrated booklet S-92, Vantage Press, 
516 W 34 St, New York, NY 10001, USA, 





The Original 


New Lower Rates! 
Call to the U.S. from: 
Hong Kong...29¢ 
Germarny...... 
Uo VARTER 25¢ 
Singapore....33¢ 
Australia....... 14¢ 


No Minimum 
No Set Up Fees 
*Instant Activation 

* itemized 6-Second 
Billing 
* Ideal for Home, 
Office, Hotels and 
Mobile Phones 
Agents call 
1.206.479.2816 


Tel: 1.206.376.1954° Fax: 1.206.376.1955 
e-mail: info@ms.kallback.com 
www.kallback.com 


anne enn een 











econor 
Ww 


1402 TEANECK ROAD « SUITE 114 > TEANECK, NEW JERSEY - 07666 + USA 
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OffshoreCompanies Offshore rusts 
International & Offshore ak Planning 











SOVEREIGN TRUST INTERNATIONAL 
QUALITY SERVICE ~ REASONABLE COST 
www.sovereigngroup.com 


SOVEREIGN 


A Sonam N 
SS Modern, comfortable 977 


Serviced Apartments offering Best Value for Money. 
Unbeatable location in Sauth Kensington, 


2 person apartment from £70 per night 
4 person apartment from £115 per night 





2” CITIZENSHIP 
Henley & Partner, Inc. 


ISLANDS  LIECHTE 
S LONDON ZU 









CHANN 
LOS ANGELI 






TEL +44 ~ 1481 — 832 880 
FAX +44 ~ 1481 ~ $32 881 


Touris? Board Commended 


ASHBURN GARDEN APARTMENTS 
3 Ashburn Gardens, London SW7 4DG. U.K, 


‘al: ++ 44 171 970 2663 

G Fax: ++ 44 171 970 6743 § 

A N 
R E 















WWW.HENLEY-PARTNER.COM 





CUT THE COST OF YOUR 


STAY IN LONDON Í 
Comfortable self-contained serviced studio flats | Luxury Serviced apartments near Harrods. 
in Knightsbridge near Harrods, fully equipped 
kitchen-dinette, bathroom, phone, satellite T.V., 
central heating, elevator, maid service, resident 
manager. Suit 1-2 persons, Brochure by Air-Mail; 
Knightsbridge Service Apartments 
45 Ennismore Gardens, 
London SW7 1AQ. 

TEL: 0171 584 4123. Fax: 0171 584 9058, 

info@ksflats.demon.co.uk 

www. ksflats.demon,co,uk 








furniture, Limousine service available, 
Special offer for new guests 


58 Kensington Court, London W8 50G 
TEL: ++ 44.(171) 937 2469 
++ 44 788 7985955 (Mobile) 
FAX: ++ 44 (171) 795 6215 
EMAIL:info@kensingtor nparkapts.com 
www. w.kensingtonpal capts.com 







OFFSHORE COMPANIES 


Trusts and Foundations 
Fiscal Migration / 2nd Citizenship 


Since 1977 the ICSL organisation has specialised in the establishment and 
administration of offshore companies and other structures with emphasis 
on tax mitigation, asset protection and privacy. 


¢ Incorporation in ALL 
offshore jurisdictions 

* Post incorporation services 

+ Bank accounts opened 

+ Trust and Foundation services 

« Banks & insurance 
companies formed 

° Migration consultancy 


INTERNATIONAL COMPANY 
SERVICES LIMITED 


The Offshore Professionals since 1977 
www.ICSL.com 


Paul Brennock FCIS, Sovereign House, St Johns, Isle of Man, IM4 3AJ 
Tel: +44 1624 801801 Fax: +44 1624 801800 E-mail: iom@ICSL.com 


LONDON, UK CZECH REPUBLIC SWITZERLAND 


TYPICAL INCORPORATION FEES 


Bahamas 000000... 
Credit Cards Accepted 





















Peyman Zia Chartes Zidek Astrid Fuenzalida 
Tei: +44 171 493 4244 Tel: +420 2 573 20706 Tel: +4t 22 St 3080 
Fax: +44 171 491 0605 Fax: +420 2 538 928 Fax: +41 22 310 4878 


Email: uk@ICSi.com Email: firstcom@traveller.cz Email: ICSL@cortex.ch 












UKRAINE 
Mark Rayner 
Tel: +380 44 235 8666 
Fax: +380 44 235 8560 
Email: (CSL @gu.kiev.ua 


USA 
Jerry Bakerjian 
Tel: +1 954 943 1498 
Fax: +1 954 943 1499 
Email; usa@ICSL.com 


CARIBBEAN 
Mark Shadwick 
Tel: +1 649 946 2828 
Fax: +1 649 946 2825 
Email: tci@ICSL.com 












OFFSHORE SOLUTIONS 


» Ken ngton Park Apartments 







Select frorn studios, one/two bedroom apartments 
H ali with fully equipped kitchens, and stylish italian 







































HONG KONG: UNITED KINGDOM: USA: 
Tel. +852 25421177 Tel: +44 (0}7000 59 60 61 Tel +1 757 363 9669 
Fax: +852 2545 0550 Fax: +44 (0}7000 89 99 00 Fax: +1 757 363 9668 


hk@sovervigngroup.com uk@sovereigngroup com usa@sovergigngroup.com 








Publish Your Work 


ALL SUBJECTS CONSIDERED 





write or send your manuscript to: 


MINERVAPRESS 
315-317 REGENT STREET, 
LONDON W1R 7YB, ENGLAND 
www. ninerva-press.co,uk 


Traveling Well in a Nutshell 


TM 





















Briefcases with Flexible Unwreckable 
frames to double as laptop bags, 
and make Insiders™ dividers to 
custom organize your bag. We 
consult with each customer to 
help analyze your requirements. 
We sell direct to you. 


We make Traveler's 





But what if the bag you carry 
to beat the two-bag limit is 
larger than the bag you need in town? 
Pack an Insiders portfolio in your 
Glaser Traveler's Briefcase, leave 
the big bag at your hotel, and take 
your portfolio to meetings. 








Please call for our free catalog 


Traveler's Briefcases Walnut or black leather Various sizes $750. to $1,050. 
Insiders Portfolios Legal ar A size Walnut or black leather $375, to $475, 


oR GLASER DESIGNS 
cs 


TraveL Goons MAKERS 


\e Joj 


32 OTIS ST. SAN FRANCISCO, CA 94103 
PHONE 415-552-3188 FAX 415-431-3999 
TOLL FREE 800-234-1075 ECON@GLASERDESIGNS.COM 


INTERNATIONAL PROPERTY 


172 acre Vineyard in the Central Valley of Chile w/2700 add'l acres to rancho: 
Includes new house, tennis court, swimming pool, 10 horses and new stable. Other) 


features include new irrigation system, 200 olive trees, and 1400 citrus trees newly 
planted. Ultra private and 15 minutes to a city of 150,000 people. Excellent for” 
ecotoutism/private hacienda. Price $2,500,000.00 U.S. Dollars. 

Contact: Pager 1-800-832-985 2/617-287-2708 Mr. Adams. 

P.O. Box 36, Boston, MA. USA 02117 
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OFFSHORE COMPANIES 
A P ATT 






& management services, 
For a no-obligation confidential consultation, 
together with free explanotory brochure contad: 






WORLDS No. 1 fe & TAX PLANNING 
































WORLDWIDE CORPORATE | PROVIDER BY LAWYERS 
Since 1975 aur world wide statt Y 
SOLUTIONS LIMITED of aver 300 muti-dlscipiined The SCF/Hibernian Group is probably Europe's premier 
ULE YP Abcam | 255002 incuding lawyers, LICENSED trust and management practice fully owned 
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ECONOMIC INDICATORS 








OUTPUT, DEMAND AND JOBS America’s GDP growth in the year to the first quarter was re- 


vised down slightly to 3.9%. Dutch Gor growth slowed to 3% 


in the 12 months to the first quarter, 


as did Canada’s, to 2.6%. Australia’s quickened to 4.8%. Japan’s jobless rate remained at a record 


high of 4.8% in April; France’s edged down to 11.4%. Spain’s dipped to 17.4% in March. 
















































































COMMODITY PRICE INDEX 
Negotiations to revamp the In- 
ternational Coffee Agreement, which ex- 
pires at the end of September, broke down 
last week. But African coffee producers 





Economist 




































































% change at annual rate The Economist poll industrial Retail sales Unemployment 9 
GDP GDP forecasts production (volume) % rate have now come up with a plan to save the 
3mthst 1year 1999 2000 3mthst 1 year 1 year latest yearago | pact. They want toextend the current agree- 
H roy * 4 . + 
Australia +43 +48 0 +33 +32. na 41 Q + 44 Q 7,5 Apr 79 | ment fot two years and to follow it witha 
Austria na +21 04 +20 + 2.5 na + 2.6 Jan + 2.3 Dec 45 Apr 44 deal that ai t rt pri P 
Belgium -12 +16 Oe +19 +24 a a ae aa | EN dea that aims 10 Suppo prices. Pro- 
Britain Toa 406g +08 +23 Č <35 -07 Ma + 1.6 Ap 6.2 Mas 65 ducers also want toset upa fund to promote | 
Canada 734 +26 Ql +20 +27 +42 #10 Me + 30 lan BS Ae 84 coffee consumption. This may satisfy Bra- 
Denmark TOR +27 ga +16 +22 na + 0.9 Mar + 2.4 Feb 5.9 Ap 6.9 zil, which has threatened to leave the ica. If 
France +12 + 21 OV + 22 +26 = 35 =- 0.2 Mat ~ 0.8 Jan 11.4 Apr 11.9 itdid, that would strengthen the ICA’S rival, 
Sermany 22 z 2° as n i a = a 2 = ve Poe sa va se Api nā the Association of Coffee Producing Coun- 
S t x 4 y $ ë $ i ~ 0.37 y " $ . . ae 
ay. te g that EDA tisma an z tries, of which Brazil is also a member. The 
Japan ~ 32 ~~ 28 Q4 iI = 0.1 +64 -— 17 Ap ~ 3.5 Feb 48 Ap 4.1 h far b ble to limi 
Netherlands 4 24 3300 +24 326 +39 +03 Ma = 28 Jan za ani a5 | ACPC has so far ee eto limit mem- 
Spain 30 4360 +33 +34 Tod +20 Max fa 17,4 Ma 19.2 bers’ exports, but if Brazil played by the 
Sweden LEJ 432 oa 423 427. -59 + 0.7 Feb? + 6.3 Mar s3 ar 66 | rules, the cartel could acquire some teeth. 
Switzerland +421 412 Q4 + 12 + 17 na ~ 0,7 Qa + 9.3 Mar 2.9 apr 4.2 | 
United States + 41 + 3.9 Qt + 38 +27 +27 + 2.0 Apr + 9.2 Mar 4.3 Apr 4.3 4990=100 % change on 
Euro-11 +08 +23 04 +21 + 26 ~ 3.5 - 0.3 feb + 1.5 Datt 10.4 Mar 11.1 May 25th Jun ist* one one 
*Not seasonally adjusted. "Average of latest 3 months compared with average of previous. 3 months, at annual rate. ¢New series, Jan-Mar, claimant count month year 
rate 4.5% in April. **Feb-Apr, tT Economist estimate: weighted average of countries listed above, Dollar index 
em RTA All items 83.6 83.2 ~ 12 -10.2 
PRICES AND WAGES Japanese consumer prices fell by 0.1% in the 12 months to April. Con- | Food 90.1 914 + 21 ~ 161 
sumer-price inflation in the euro area edged up to 1.1% over the same period; Danish inflation | industrials 
crept up to 2.4%. Swiss inflation was unchanged at 0.6% in the 12 months to May.German work- All 3 779 161 7 44 - 31 
ers received a pay rise of 2.7% in the 12 months to March, an increase of 2.3% in real terms. Nig 93.5 95.1 4 12 + 3. 
Metals 68.6 646 ~ 89 ~ 80 
% change at annual rate The Economist poll 
Consumer prices* consumer prices forecast _ Producer prices* Wages/earnings Sterling index 
3mthst 1year 1999 2000 3.mthst 1 year 3 mths? 1year All items 93.2 92.3 - 05 - 86 
Australia -07 +120 +16 +24 -23 ~ 06 Q ~ 03 +148 Q1 food 100.4 1014 + 28 -146 
Austria +08 + 0.3 Apr +09 + 14 +25 = 1.6 Apr na na industrials 
Belgium +27 +08 My +12 + 15 ~ 51 ~ 3.2 feb eit + 25 Q4 All 86.9 845 = 37 =- 13 
Britain +07 + 1.6 Ap +20 +23 +34 + 1.0 Apr +68 + 48 Mart* Nfat 104.2 1056 + 19 + 5.0 
Canada +64 + 17 Apr + ti + 1.6 -06 + 0.8 Apr +42 + 1,3 Feb Metals 76.4 77 - 82 ~ 63 
Denmark +43 + 24 Apr 422 +22 +09 = 14 spr +37 +45 Note | SDR index 
France +19 +04 Ap +07 + 11 ~ 1.9 ~ 2.6 Apr +18 + 2.0 Ot All items 84.4 84.1 ~ 07 -105 
Germany +12 + 0.7 Apr +07 + 1.3 +19 ~ 3.1 Apr na + 27 Ma Food 90,9 924 +25 ~164 
italy +41 + 1.5 May +15 + 18 7 16 16 Apr + 0.6 + 1.6 Apt industrials 
Japan - 24: 0.1 Apr 808 os 0.4 ee? 22 =~ 1.9 Apre* na + 0.6 Apr ! Ali 78.6 77.0 -40 = 34 
Netherlands +65 +22 Ap + 22 + 22 -04 ~ 2.3 Mar + 2.3 + 28 Mar Nia? 94.3 362 +16 + 27 
Spain +29 + 24 Apr +22 +23. +15 7 08 Ap +23 +19 Q4 | Metals 69.4 653. - 85 ~ 83 
Sweden na = 0.1 Apr +04 + 1.0 ~ 48 -~ 1.8 Apr +14 + 1.6 Mar* Gold 
Switzerland + 1,7 + 0.6 May +05 +09 ~- 1.8 = 2.7 Apr na + 0.5 1997 $ per oz 271.05 267.35 -63 - 81 
United States +22 +23 Apr +22 +21 +16 + 1.1 Ape +30 + 3.2 Apr 
Euro-11 avraell ne ae) 26 ~ 23 Mar ro er) grude oil North. San Brent 
: : ; : ‘ : $ per barrel 15.16 1470 ~127 + 25 


*Not seasanally adjusted. taverage of latest, 3 months compared with average of previous 3 months, at annual rate. **New series. 
weighted average of countries listed above 


TT Economist estimate: 


























* Provisional, t Non-food agriculturals. 
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M FORECASTS Every month The Econo- 
mist polls a group of economic forecasters 


The Economist poll 
o "Real GOP, % ch 





of forecasters, June averages (previous month's, ichange 





Consumer prices: 
ome hl 








no LoWwhigh range 





and calculates the average of their predic- 

























































































for the euro area’s two strugglers, Germany 











tions of growth, inflation and t na 
ions of growth, inflation and current-ac- | australia -25/39 27/37 
count deficits for 15 countries and for the 11 | ‘Austria LEIA 
euro economies as a whole. The table also | Belgium 12/33. 
shows the range of forecastsforgrowth.The | Britain 2.5/ 10 
previous month’s forecast, where different, Canada 2836 2 l 
is shown in brackets. This month our panel Denmark — 10722 1ER = ae 
i é see urp. France 19/28 22/40. A 72304 210. 
has increased its forecasts ofAmericanGpr | Germany 1.3/1.6. 18/29 acy SO gS eas) 
growth for both this year and next, to 3.8% | Waly 14/16. 1.8/3.0 C22 yo 22 QO 23 2N 
and 2.7%. Growth forecasts for 1999 have Japan — 2.4/0.8 2011.8 di 34°33) ea 
been raised for fourother countries,andcut | Netherlands 20/28 20/30. 26 48 o 
Spain “28/36 26/38 GA 
‘Swe “27 

































i 24/33 oo 3 
and Italy. Inflation forecasts have been | switzerland 10/15 11/25. a 950A 09 OB) 
raised for ten countries and for theeuroar- | United States 28/23 1.9/3.4 3 RIGS). 2220 2123. 
ea in 1999. Higher oil prices look like boost- | Euro-11 — 47729. 1.3731 TR 26. 420) ASUA 











ing American inflation; oil and a weak euro 
could do the same for Europe. 
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FINANCIAL INDICATORS | 


| MONEY AND INTEREST RATES Bond markets took a knock after surprisingly strong Amer- 
ican economic data sparked fears that the Federal Reserve might soon raise interest rates. The 
yieldon 30-year American Treasuries leapt to 5.94% on June and. 






































Money supply* ; Interest rates % p.a, (Jun. 2nd 1999) 

% rise on year ago over- 3-mth money market banks 2-year 10-year gov't corporate 
cee, arrow, broad night latest yearago prime gov'tbonds latest? year ago bonds 
Australia +98 +89 Ap 4.75 493 495 8.75 5.21 615 5.41 6.54 
Britain +59 +74 Ap 522 5.25 7.42 6.25 5.65 525 5.69 5.12 
Canada +24 +21 aw 469 483 469 625 524 545 530 643 
Denmark na +39 ap 305 322 415 5.75 3.49 469 497 7.09 
Japan +94 +39 ap 001 003 047 150 O2 163 146 065 

| +76 3.02 433 377 3.63 4.76 5.01 4.58 
1.06 1.81 3.00 1.56 263 300 3.20 
| 4,75 4.86 7.75 5.53 5.79 5.56 7,26 
2.60 4.02 4.15 2.92 4.20 na 3.68 











“Narrow: M1 except Britain MO, broad: M2 or M3 except Britain M4 Sources: Commerzbank, Den Danske, LP. Morgan, Royal Bank of Canada, Svenska 
Handelshanken, Warburg Dillon Read, WERA Group, Westpac, DatastreamviC V Rates cannot be construed as banks’ offers. 
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STOCKMARKETS The prospect that America’s Federal Reserve will soon increase interest rates 
| cast a pall over most big stockmarkets. Frankfurt drifted down by 3.2% over the week to June 
2nd. London was a little more cheerful. Helped by takeover speculation, it rose by 1.0%. 
















































































Market indices % change on 
coc 1998 one one record Dec zist 1998 
Jun 2nd high low week year high inlocal ins 
Paa currency terms 
3,145.2 2,804.8 = O01 +95 -73 + 36 + 88 
1,326.3 1,011.3 + 04 -247  -266 + 66 ~ 59 
6 3,681.9 30766 = 23 -62 -i64 ~125 -228 
Britain (FTS 1 i 6,302.2 65988 57702 +10 +68 -45 y 7I x38 
Canada (Toronto Composite) 6,850.6 7,101.1 6,180.3 + 10 ~ 86 ~ 12.4 + 56 + 96 
Denmark (Copenhagen SE) 6256 6539 s655 = 48 i0 17 75 ~12.9 
France (SBF 250) 2,768.5 28265 2500 128 29 2 0 i3 
Germany (DAX) 4997.8 $443.6 46787 -32 -n0 -i90 -017 =119 
italy (BCI) „4518.0 1,598.8 1,396.6 = 14 +06 -82 421 OS 
Japan (Nikkei 225) 16,418.0 17,3006 13,2327 +12 +70 -578 + 186 1107 
(Topix) 13268 13811 1,0483 + 18 +10] -540 1221 7139 
Netherlands (EOE) s566 s837 5073 -06 i8 68 333 Fi 
Spain (Madrid SE) 8919 9316 8278 -o4 +10 359 428 53 
Sweden (Affarsvarlden Gen) 3,696.1 3,771.7 3,2684 -04 01 66 pits y 18 
Switzerland (Swiss Marke 6,9708 7.6688 68876 x 11 37 Ta ize 
United States (DHA) 10,5579 11,1072 91207 -13 J139 13 Jio Lio 
(S&P S00 O OOOO 248 3676 1210208 86 33 r 5.3 
Europe (FTSE Eurotop 300)" 1,2842 1,3317 1.1643 0a 3 35 36 86 -42 
Euro-11 (FTSE Ebloc 100)" 1,040.2 1,0892 9715 -17 -07 273 DB 
| World (MSA) 1188.6 12521 11235 203 12d 5] na + 34 
| World bond market (Salomon) 430.1** 4598 4293 -07 Ba D5 na 58 


in dollar terms. 
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M FARM SUBSIDIES Government support 
for agriculture in oxcD economies rose dur- 
ing 1998. The total value of farm subsidies 
was $362 billion last year—around 1.4% of 
OECD countries’ Gop—up from 1997's $336 
billion (13% of cpr). However, the long- 
term trend remains downward, as govern- 
ments increasingly introduce market-ori- 
ented farm policies: in 1986-88, farm subsi- 
dies averaged 21% of GDP. Support to 
producers made up about one-third of 
farm receipts in 1996-98. The amount of 
support varied widely among orco mem- 
bers. Switzerland treated its farmers most 
generously, spending 2.4% of its Gop. New 
Zealand was the tightest, spending only 
0.2% of cpp on supporting farm incomes. At 
1.2% of Gop, America’s subsidy was slightly 
below the oxcn average. 
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TRADE, EXCHANGE RATES AND BUDGETS The euro fell toa new low of $1.033 on 
over the week to June 2nd. The euro’s weakness contributed 
area’s visible-trade surplus narrowed slightly to $91.6 billion in the year to February. 


Current account 


June 2nd; its trade-weighted value was down by 1.2% | 
tosterling’s strength: its trade-weighted value rose by 1.6% over the week. The euro 




































































___Trade balance*, $bn __Exchange rate Currency units Budget 
latest latest 12 $bn The Economist poll trade-weighted? per per per per balance 
month 5 latest 12 mths % of GDP, forecast Jun2nd year ago $ £ DM euro % of G 
1999 2000 Jun2nd year ago 1998 
~ 187 Q1 -55 -48 841 819 155 163 250 082 161 05 
-3.7 Feb “18 18 101.9 103.2 133 125-2437 703 1376 -21 
+ 12.2 Dec 47 46 1010 1028 38.9 366 6267 2063 4034 J3 
+ 25 04 -0.9 -1.2 105.9 103.6 062 06i -033 0.64 04 
_ 18.4 Qa -1.6 “12 798 814 1.48 1.45 2.38 0.78 153 13 
~ 13 Feb “0.6 “0.2 104.2 1053 717 695 1154 380 743 10 
+ 40.1 feb 23 24 104.2 106.2 633 594 1019 335 656 -2.9 
| , a +t 758 68 Mar 0.5 KYI 101.7 104.4 189 177 304 196 20 
i + 1A] tan + 274 + 28.0 Feb 22 23 744 76.2 1,869 1,745 3008 990 13936 -2.7 
+ 10.73 Mar + 125.7 +1188 Mar 34 35 130.9 1117 121 138 194 6401 125 -6.0 
+ 174 Mas 4 155 + 21.4 Q3 49 48 100.2 102.2 213 2.00 3.42 313 2.20 07 
-2.50 Mar -257 + 33 Mar 0.6 “0.8 737. 774 161 150 258 85.07 166 18 
Sweden + 1.32 Ape 172 +45 Mar 2.6 2.0 80.6 86.2 864 777 1390 458 895 19 
~ 0.15 Feb ~ 09 + 21404 73 7.2 106.3 106.1 154 1.48 247 081 159 na 
United States -26.46 Mar 2678 ~ 233.4 Qa “33 34 109.9 111.2 = =- 161 053 104 77 
Euro-11 4 504 fe TG + 750 Q4 12 11 858 912 0.97 0.30 155 051 -21 





“Australia, Brtain, France, Canada, Japan and United States imports fob, exports fob. AH others cifffob. 119962100, Bank of England. OECD estimate, 
Snot seasonally adjusted. **New series, 
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EMERGING-MARKET INDICATORS 











@ INTEREST RATES One way of gauging 
theextentof financial-market turbulence in 
emerging economies is to look at the volatil- 
ity of short-term interest rates. As the chart 
shows; nominal rates in the emerging eco- 
nomies tracked by The Economist have re- 
cently been extremely volatile. 

In Asia, interest rates rose sharply in 
late 1997.and 1998 as the financial crisis hit. 
Since then, most Asian rates: have fallen 
sharply. Thai interest rates are now around 
5%, down from a peak of 26% in early 1998 
and less than half their pre-crisis level in Ja- 
nuary1997-In South Korea interest rates are 
6%, compared with 14% in 1997. Only Indo- 
nesia has nominal interest rates that are 
higher than their pre-crisis level. 

Latin America’s short-term interest 
rates have been generally higher and even 
more volatile than Asia’s. As confidence in 
its economy eroded, Brazil was forced to 
raise rates during 1998.to maintain its cur- 
rency peg. In early 1999, after the real was 
floated, interest rates were again raised, to 
45%, to ward off inflationary. pressures. 
With little sign of a sharp rebound in infla- 
tion, Brazil has since been able to reduce in- 
terest rates more quickly than expected. Its 
short-term rates now stand at 23%. 














ECONOMY Hong Kong's cpe fell by 3.5% in the year to the first quarter. But Taiwan’s grew by 
4.3%,and Gp in the Philippines expanded by 1.2%, following three quarters of year-on-year de- 
cline. In thé year to May Indonesia’s inflation rate slowed to 30.7%; consumer prices fell by 0.5% 
in Thailand but rose by 0.8% in South Korea. 


% change on year earlier Latest 12 months, $bn Foreign reserves*, $bn 
















































































GDP Industrial Consumer Trade Current Latest Year ago 
production ` prices balance account 

China | t 83 Q + 90 Apr 2.2 Apr +33.6 Apr +31.1 1998% 150.4 Feb 143.7 
Hong Kong _ TSS or olaga oa 38A S67 ap + 0.5 1998? 895 Ap 961 
india + SO or) + 25 Mer t BA Ao TT ap ~ 71 30.2 Me 263 
Indonesia _ z -10.3 a1 i -142 qá + 30.7 May 2 +21.2 Ape + 3.0 a3 23.8 Im 18.1 
Malaysia 280 - O4 Mw + 29 sm +168 Am + 94 rept 27.2 ian 19.7 
Philippines + 1.2 01 ~ Baie + 80 ar + L6 mr + 13 04 "9.2 dec 73 
Singapore y 12 a #62 Matt 0.3 Apr + Bi ap +176 04 72.4 Feb 73.9 
South Korea + 4601 +17.1. Ape + 08 May +32.3 May +34.5 apr E 59,3 Apt 35.5 
Taiwan + 4.3.01 baam Olam + 9M Ae + 87 95.1, Apr 84.0 
Thailand TBO woe + 8.3 Apr - 0.5 May 410.9 Apt +14.2 04 29.2 Mar 26.9 
Argentina -050% ~12.0 Apr ~ 0.7 Ap ~ 4B Mar ~14.7 os 24.4. Mar 21.1 
Brazil Tog 34Ma + 39am = 55 Aw 342 a 44.3 Ape 73.2 
Chile. Toya 63a + AOA lOa 745o 15.7 Apr 169 
Colombia = AS or 720.7 feb + 11.2 Apr A o 17 Mar ~ 7.0 1998** 8.2 Feb 9.0 
Mexico “Hag + i7 me + 82am 7.1 var -15,8 08 3 m 30.1 
Venezuela ~ BZ Q4 na $ 249 Ape + 3,7 Now ~ 0.5 a3 10.5 Mar 12.6 
Egypt. +S 19985 + 8.0 1998 + 38 Mar 12.3 4 = 2.6 a4 18.0 Jan 18.8 
Greece + 3.5 1998 +24 Ma + 28 Ao 174 Aug ~ 3.6 dec 20.7 Feb 143 
israel aiem 20 we + 5.9 Am 66 Aap ~ 2.3.04 22.1 Max 21.6 
South AR OS ee Pat 1A T23 43 Ma 55 
Turkey : + 0.794 ~ 7.6 Mar + 63.9 Apr ~ 16.0 Mar + 2.7 Rec 20.3 Feb 19.5 

' Czech Republic = 2.7 a1 - BÖ Mai + 2.5 Apr = 2.3 Apr ~ 1.0 %4 11.9 Apr 11.4 
Hungary A 5.2 04 + 6.7 Apr + 94 rp 2.3 Mar = 2.5 Mar 8.7 Apr 10.1 
Poland + 2.9.04 + 0,3 Apr, + 63 Apr ~ 13.6 Mar = 6.8 Mar 25.7 Mar 22.8 
Russia + 39.Qtt = 41 Apr +1129 Apr +19.2 feo = 5403 6.7 Mar 11.9 


“Excluding gold, except Singapore, IMF definition, tyisible and invisible trade balance. +Year beginning April 1st. §Year ending June. **Estirnate. ttNew 


series 
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EHNANCIAL MARKETS The news that South Korea’s government may sell its stake in POSCO, 
asteel maker, pushed the Seoul stockmarket up by 7.6% in the week to June 2nd. Worries about 
Russian politics, difficulties over an tmr deal and a missed London Club payment sent the 
Moscow market down by 5.7%. Jakarta was also down, ahead of the Indonesian election. 

















































































































Currency units Interest rates Stockmarkets % change on 
; per $ per £ short-term Jun 2nd Dec 31st 1998 
Jun2nd yearago Jun 2nd % p.a. one in local in$ 
week currency terms 
China 828 8.28 B3 7.72 1,367.2 TAi + 121 + 12.1 
Hong Kong 776 775.125 AS 12,458.6 +04 + 240 + 239 
dia ABB 3,935.8 Toa + 288 + 27.5 
indonesia 8,135 11,650 ___ 13,093 27.16 574.3 T52 + 443 + 41.0 
Malaysia 3.80 392 6.12 3.43 749.5 -06 + 279 + 279 
Philippines _ 380 38.9 61.2 ga ISB IT + 227 + 256 7 
Singapore 473 167 2.78 “ies «1,927.4 +18 + 384 + 323 
South Korea 1,186 1,393 1,909 6.25 775.0 +76 + 378 + 397 
Taiwan — 37 34.2 52.7 515 7,488.0 +08 + 167 + 149 
Thailand 37.1 42.0 59.7 5.25 474.9 +36 + 335 + 308 
Argentina 1.00 1.00 1.61 6.19 522.1 +06 + 24 + 213 
Brazil 17 115 Z83 2335 11,026.0 ye + 625 +17 
chile «96 455 798 11.09" 4,489.4 -10 + 249 + 19.2 
Colombia 1.668 1,399 2,684 18.35 1096 +08 = ti = 83 
Mexico 9.75 8.81 15.7 2067 5,400.2 39+ 364 + 383 
Venezuela 599 539 964 19.67 5,467.3 TTS + 42 + 76 
` Egypt 3.41 3.42 5.50 8.85 9,783.9 723. + 70 + 69 
Greece 33 301 5a 1018 «4,077.3 +15 + 487 + 329 
Israel l 409 364 657 100 382.6 ~09 + 276 + 299 
South Africa 6.21 5.14 10.0 (13.54 6691F + 18 + 228 + 164 
Turkey 409,255 257,690 __ 658,696 80.00 4,964.1 T22 + 91 + 473 
Czech Republic 36.3 32.7 58.5 7.03 498.2 -20 + 264 + 45 
Hungary 240 213 387 15.22 6,284.0 ii - 04 = 107 
Poland 3.99 345 643 13.29 15,800.3 +04 + 235 + 85 
Russia 24.5 6.00 39.5 60.00 gaat 57+ 819 +598 





*inilation-adjusted. fin dollar terms, tune 1st. 


| Sources: National statistics offices, central banksand stock exchanges: Datastream/CV, EIU; Reuters; Warburg Diflon Read; J.P Morgan; Hong Korig Mon» 


etary Authority; Centre for Monitoring Indian Economy. FIEL; EFG-Hermes; Bank Leumi Le-tsrael; Standard Bank Group; Akbank; Bahk Ekspres; Deutsche 
Bank; Russian Economic Trends. 
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Sometimes the answer to an obvious problem isn't found in 
obvious place. The editors of the Economist Intelligence Unit's Healthc 








international reports will testify to that. 

Each quarter they uncover new trends and technologies in | 
most unlikely places. The US Army is a fine example. 

With 8 million people to care for, costs are as critical here as tl 
are in civilian medicine. However, the army, unrestrained by pati 
litigation, has been able to forge ahead with the development 
technology that spreads expertise and saves time. 

The introduction of video conferencing allows consultants ba: 
in one country to examine patients in another. 

Sophisticated “telepresence” equipment enables specialists 








arform not only tests by remote control but delicate surgery as well. 

And home diagnostic systems using telephone or cable television 
xes permit at-risk patients to monitor themselves, avoiding the 
stly and time-wasting routine of hospital check-ups. 

Clearly the potential for such technology in civilian medicine is 
swormous, but if it had not been for Healthcare international civilian 
edicine might still not have known about it. 

It is one of many reports published by the Economist Intelligence 
iit. For further details of them all, simply visit our website at 
tp://www.eiu.com or call Amy Ha in Hong Kong on (852) 2802 7288 

Lela Abdullah in Singapore on (65) 536 2240. “The Economist 


They are just what the doctor ordered. intelligence Unit 
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Y . 
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Aid, democracy, rot 


Sir—Linking aid to a govern- 
ments respect for democracy is 
an excellent idea (“The rot in Paki- 
stan”, May 22nd). Most aid to 
countries lacking mechanisms of 
accountability does not reach the 
masses, so why bother? However, 
if a poor country is stimulated to 
cultivate a culture of accountabil- 
ity it will become self-sufficient 
and its begging-bowl redundant. 

For too long the free world has 
taken a convenient approach to- 
wards the third world. Often, des- 
pots were supported’ because it 
was easier to deal with one per- 
son than face the rigours of the 
democratic process. It is sad that 
those who owe their way of life to 
the institutions of freedom turn a 
blind eye to their importance to 
the people these despots control. 
Louisville, 
Kentucky 


SIDDIQUE MALIK 


Sir—Your leader on Pakistan is 
malicious, insulting and offensive. 
You recommend aid to Pakistan 
on the condition of good govern- 
ance. I presume this means ac- 
cording to the dictates of ‘the 
West. The truth is that the West is 
suffering from the collywobbles 
because of Pakistan's nuclear ca- 
pability and more so because it is 
an Islamic state. The rot is not in 
Pakistan but in western minds. 
The West uses covert actions, 
encouraging traitors, dissidents, 
rebels and Quislings. Among oth- 
er things it provides money, asy- 
lum and protection to create in- 
stability in countries which do 
not accept slavery to the West. 


This is immoral and chauvinistic. 
Aid with ‘strings attached is not 
acceptablé ‘to. Pakistan. And re- 
member, nuclear technology is 
encashable. ; 

Lahore M.A. KHAN AKTER 


Travelling light 


Sir—There is an odd omission in 
your article about lighter-than- 
air-craft (“Pushing the Envelope”, 
May 29th). You mention the crash 


of the Hindenburg as discourag- » 


ing continuation of hydrogen- 
buoyed airships, but say nothing 
about why America abandoned 
large helium dirigibles after the 
crashes of the Akron and Macon. 

The reason was that eventually 
a dirigible would encounter 
small-scale turbulence violent 
enough to rip its structure apart. It 
would take a remarkable im- 
provement in strength and weight 
of materials to overcome this dif- 
ficulty, which: can also affect 
planes if close enough to the 
ground. Better predictions of local 
turbulence might help, but it is 
doubtful. What can be fatal can 
be far less evident than a tornado. 
Los Angeles WILLIAM KAULA 
ore | 





Model Dutch 


Str—Frits Bolkestein’s article on 
the success of the Dutch model 
(By invitation, May 22nd) hits the 
mark, especially when he takes 
the myth and magic out of it. Not 
so very long ago, journalists and 
politicians abroad referred to this 
model as the “Dutch disease” or 
“Hollanditis”. The model was 
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“blamed for leading to high in- 
flation and unemployment. Since 


then, however, appreciation of 
the Dutch model abroad has 
changed dramatically from nega- 
tive to outright admiration. 

Whatever model there is can 
work well only ina specific set of 
circumstances. The institutions, 
lines..of communication and 
forms of consultation have re- 
mained the same. The main cause 
of the improvements in the Neth- 
erlands lies in the fact that social 
partners, and particularly trade 
unions, have come to realise that 
the Netherlands has a very open 
economy. Therefore, economic 
success depends greatly on how 
well our: products and services 
can be sold in increasingly com- 
petitive international markets. 

This realisation represents a 
big change compared with the 
mid-1970s, when the dominant 
idea was that government could 
spend its way out of economic 
difficulties. Rather than the issue 
being us (employees) versus them 
(employers), we saw it becoming 
us (the Netherlands) versus them 
(other countries). Now that social 
partners agree on a diagnosis, it is 
easier to find a solution. 





Putten, 

The Netherlands JAN EPPINK 
“m 

South Africa's past 


Sır—in your review of Anthony 
Sampson’s excellent biography of 
Nelson Mandela (May 29th) you 
complain that in the 1960s 1 ex- 
pressed hopes in The Economist 
that problems could best be 
solved if Dutch South Africans 
grew. “even richer, because that 
could make them more secure 
and therefore nicer to blacks.” 
With respect, that is exactly what 
occurred. In the 1960s, the centre 
of gravity among Dutch South 
Africans moved from poor red- 
neck whites toward university 
graduates, who sensibly and mer- 
cifully surrendered conditionally 
to an even more sensible and 
merciful Nelson Mandela. It is 
self-contradictory for you to snort 
that “South Africa changed in a 
way that almost no one predicted 
and few believed possible.” 

By the 1960s we were seeing 
the same change away from poor 
whites in the southern United 
States, and in 1870 this is what 
Walter Bagehot preached in The 


Economist about Britain. Bageho 
hoped that a new middle clas 
might, at just about the right mo 
ment, make our industrialisin; 
country safe for democracy 
(While 1789 had by 1870 landec 
France with its second Napoleon 
who bred Bismarckism and thre: 
German invasions during the life 
span of any poor Frenchmar 
who lived from 1868-1948.) 

Today, the need for my grand 
children is that “communist” Chi 
na should grow as many million 
aires. and middle-class entre 
preneurs as possible. This is why 
we should not allow emotional 
ists to keep China out of th 
World Trade Organisation anc 
the imF, even on this emotiona 
tenth anniversary of Tiananmer 
Square. 


London NORMAN MACRAE 
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Social electricity 


Sir—Your article on power ir 
China (May 29th) does not con 
vey clearly the entire message 
am trying to put across. What 
have said for some time is tha 
Ags will do no more cost-plu 
contracts with annual tariff ap 
provals and no more project 
without complete control. In thi 
past five years we have been suc 
cessful in backing nine project 
totaling almost 3,000mw, © 
which eight are now in operation 
We have leamed a lot from tha 
experience and in future we wan 
only to do projects with a struc 
ture that allows us better to ac 
complish our objectives. 

AEs’s mission has always beer 
to meet the world’s need for elec 
tricity in a socially responsibh 
way, and there is certainly a bij 
need in China. As you point out 
there are several hundred millior 
people who do not have access t 
electricity and several hundrec 
million who would like more. A: 
long as that need is there azs wil 
be in China trying to serve thos: 
people. We just have to figure ou 
a way that makes better busines: 
sense to us. 

Concerning the commen 
about aes having “unrealistic ex 
pectations”, I do not think it is un 
realistic to expect people to live 
up to the commitments anc 
promises they make or to honou: 
the contracts they signed—any 
where in the world. To expect les: 
would be a failure to meet oui 
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provide a unique opportunity to build an unparalleled understanding of the 
latest thinking in consumer goods - knowledge which should prove 
invaluable throughout your career. 


We are looking for a confident, highly articulate individual with a good degree 
and an impressive knowledge of the cohsumer goods field, based on some 
5-10 years’ fast-track career experience in a blue-chip FMCG or related 
professional service environment. In addition to strong quantitative and 
analytical skills, you will demonstrate the drive and entrepreneurial flair 
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The Office of the Rail Regulator is a non-ministerial government 
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Railtrack and providing economic and financial advice to other divisions 
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appropriate level of Railtrack's charges and in particular will be 
responsible for reviewing its future expenditure needs and the scope for 
efficiency savings. Both post holders will provide innovative and strategic 
advice to senior management. 


THE ECONOMIST JUNE LATH 1999 


Central London 


These high profile and intellectually challenging roles offer an excellent 
opportunity to shape your career and play a key role in developing the future 
regulatory framework of the railway industry. Applicants should possess a 
first degree in economics or a related discipline, a masters degree would be 
advantageous, backed up by at least 3 years’ work experience in an analytical 
environment preferably including one of utility regulation, competition policy 
or transport policy. Expertise in micro economics as well as weil honed 
written and oral skills should be combined with some project management 
experience, a track record of innovation and resilience under pressure. 
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For an information pack and application form, to be completed and 
returned by 30th June 1999, please contact Andrew Sinclair-Smith, Riley 
Consultancy, 4 Red Lion Court, London EC4A 3EN. Tel: 0171 353 3223. 
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LETTERS 


commitments to the many other 
stakeholders that we have been 
entrusted to represent. 

Bit, RuccIus 


President 
Hong Kong AES Orient 
si enactment Rasa 
Australian culture 


Sir—As a Melbournian who now 
lives and works in Sydney, Iam in 
some position to comment on 
your analysis of the fight between 
these two cities to’ be acknowl- 
edged as the cultural capital of 
Australia (“Australia’s culture 
clash”, May 15th). Melbourne is 
buzzing with energy these days, 
as you say, while a deep pall 
hangs over Sydney as all is re- 
vealed about corruption in the in- 
ternational Olympic. movement. 
What needs to be considered, 
however, is the nature of Mel- 
bourne’s cultural revival? 

The cultural projects that have 
become hallmarks of the govern- 
ment of Jeff Kennett, the state pre- 
mier, bear an uncanny resem- 
blance to the gaudiness and 
gigantism of totalitarian regimes. 
Massive, soulless buildings are 
constructed, and grandiose, ex- 
pensive plans are realised. Mr 
Kennett is depositing large dol- 
lops of his ego all over Melbourne 
and calling it culture. To help fund 
this, money is taken from schools 
and hospitals, which are encour- 
aged to become more competitive 
and entrepreneurial. 

The Economist finds all this 
“racy and brash”. It would be 
more accurate to say that the gov- 
ernment has abrogated its re- 
sponsibilities and has its priorities 
all wrong. Or maybe I am just 
dull now that I have moved to 


Sydney. 

Sydney Curis INGHAM 
niin tintin iin | 
Hot potato 


Sır—The image of “men in white 
coats monkey[ing] about with 
God’s own potatoes” (Bagehot, 
May 29th) is a powerful one. But 
God’s claim on the humble spud 
is questionable. If anything, God’s 
own potatoes are surely the small, 
bitter and mostly poisonous tu- 
bers of Solanum tuberosum 
found wild in tropical South 
America. When the potato was 
introduced to Europe it was al- 
ready the result of thousands of 
years of human selection and 
propagation. Another 500 years of 
horticulture lies behind today’s 
supermarket varieties, which are 
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mostly: cloned. mutants or sterile 
hybrids. Some even contain genes 
from other species introduced by 
cross-breeding. 

At every stage of human devel- 
opment, men in white coats (or 
their equivalents) have mon- 
keyed around with the most so- 
phisticated knowledge and tech- 
niques available, trying to make a 
better potato. Their efforts have 
resulted in one of the: most eco- 
nomically and socially important 
food crops in the world. Even 
with the latest Gm technology, to- 
day’s scientists can only dream of 
making improvements compara- 
ble to those already achieved. 
Esher, ` 
Surrey 


NiGEL HARRIS 


Sir—Bagehot's “genetically mod- 
ified government” shows that 
America and Britain are divided 
by much more than a common 
language. On the western side of 
the Atlantic, where the modern 
consumer and environmental 
movements were. born; the pub- 
lic’s main fears about the genetic 
revolution are that genetic-test re- 
sults will be used by insurers and 
employers to discriminate against 
those at risk. Americans (not the 
most trusting of people), unlike 
many Brits and other Europeans, 
are remarkably unconcerned 
about the dangers of genetically 
modified foods. 

But then the American con- 
sumer movement began with 
Ralph Nader and cars that were 
dangerously unsafe; Britain’s be- 
gan with real ale. 

New York HUMPHREY TAYLOR 
a 


Prisoners’ progress 


Sir--You suggest that the Close 
Supervision Centre (csc) at 
Woodhill prison (“End of the 
line”, May 15th) has failed to 
change the behaviour of its pris- 
oners and that conditions there 
are “inhumane”. The csc system 
provides a real step forward in 
dealing with.a very small number 
of prisoners who do not respond 
in segregation units and who 
pose a serious danger to other in- 
mates and staff. 

In a csc extra resources are de- 
voted to helping prisoners im- 
prove their behaviour. Specialist 
psychological’ and psychiatric 
support is available; staff are spe- 
cially trained; there is an excellent 
staff-to-prisoner ratio; prisoners 
receive personalised targets and 
their progress is -individually 





monitored; and allocation to a 
csc is reviewed every month. 
You overlook the two cscs at 
Durham prison. 1 wing is for pris- 
oners who may benefit from psy- 
chological support. G wing is an 
activity: based centre, which pre- 
pares. prisoners for a return to 
mainstream prisons. Prisoners 
have at least 20 hours construc- 
tive activity a week, including 
education, group work, physical 
education and cooking. 
Undoubtedly, a core of prison- 
ers have no interest in progressing 
and concentrate their efforts on 
undermining the system instead. 
Though difficult to manage, they 
continue to be given personal tar- 
gets and opportunities for pro- 
gression, but intransigence can re- 
sult-in long periods spent on a 
and p wings. For this reason, con- 


ditions are kept under constant 


review: Meals are not served 
through a hatch unless necessary 
for. staff safety. Association with 
another prisoner on exercise can 
be earned. 

The emphasis of the csc sys- 
tem is therapeutic rather than pu- 
nitive. Progression is determined 
by a prisoner’s own behaviour. It 
aims to strike a balance between 
fairness. to the prisoner and the 
safety of staff and other prisoners. 
We are confident that this bal- 
ance is being achieved. 

PHIL WHEATLEY 
Deputy Director General 
London HM Prison Service 


Feeding North Korea 


Sir—You say the United Nations 
World Food Programme has ac- 
cess to 59 of North Korea’s 211 
counties (“Echoes from the her- 
mit kingdom”, May 22nd). In fact 
we had access to 159 and now we 
have gained access to another 
four. Neither our 41 international 
staff nor the staff of other aid 
agencies have found any evi- 
dence of systematic diversion of 
food aid. Our aid consists of 
maize and wheat; the preferred 
food of elite groups is rice, of 
which sufficient quantities are 
available from domestic harvests. 

DaviD MORTON 


Pyongyang, World Food 
North Korea Programme 
sisal ao aetna Sa = 
Official reply 


Sır—I must take issue with your 
somewhat pessimistic account of 
the Ugandan economy (May ist). 
Far from starting to “sputter”, it 


has rebounded strongly from the 
adverse effects of drought and El 
Niño in 1997. The latest estimate 
of real economic growth for the 
fiscal year 1998-99 is a robust 7.8%, 
more.than double the average real 


` growth rate for all developing 


countries in 1998. Furthermore, 
consumer price inflation has re- 
mained firmly under control at 
31% and annual average inflation 
has been well under 10% for six 
years. 

Donors must speak for them- 
selves as to whether they are “los- 
ing sympathy” but next year they 
will increase their support for 
Uganda. It is also misleading to 
state that donors pay more than 
half the government’s running 
costs. Every year since 1995 do- 
mestic tax and non-tax revenues 
have been more than sufficient to 
fund all recurrent expenditures 
by government. 

The exchange rate has depre- 
ciated over the past 12 months, 
but Uganda is hardly unique 
among developing countries in 
this respect. Given depressed cof- 
fee prices, regional political in- 
stability and the strength of the 
dollar against almost all other 
currencies, it would have been re- 
markable if the Ugandan shilling 
had not depreciated. There have 
been scandals involving corrup- 
tion, but to describe the private 
sector as “mired in corruption” is 
a gross exaggeration. Moreover, 
the recent closure of banks dem- 
onstrates our determination to 
enforce prudential regulations in 
this sector. 

E. TUMUSIME-MUTEBILE 
Permanent Secretary 
Ministry of Finance 
teins rannani 


Kampala 


Too many chiefs 


Smr—Calling Mike Harris Onta- 
rio’s prime minister (“More of 
Harris’s hatchet”, May 29th) is an 
error we expect more from a glos- 
sy American periodical than The 
Economist. As every school child 
knows, Canada, like Britain, has 
only one prime minister—cur- 
rently Jean Chrétien. Mr Harris is 
Ontario’s premier. 

However, Quebec does call its 
premier a premier ministre to 
confuse unwary foreign corre- 
spondents into thinking it is al- 
ready independent. Perhaps sug- 
gesting Ontario might also have a 
prime minister is The Economist's 
clever way of foreshadowing our 
nation’s future? 

Toronto Ron Kopas 
POSES cats eee N TEA el 
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Thanks to this advert, 
we hired the best in 1996. 


This is where they've 
taken us. 


+ aoc petty 
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Recruit the class of ‘99. 


HR DIRECTOR 
- EMEA 


Exceptional package + 
stock options 


Based London 
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Micromuse is a company. with a track record 
of excellence. Thanks to Netcool®, a revolutionary 
suite of products used globally by the world’s 
leading telecoms providers, ISPs and enterprises, 
it's grown to become the number one supplier of 
service level management software. 

In fact, since-last year, when Micromuse was 
floated on NASDAQ, it's tripled both its customer 
base and revenue. What's more, the Editor of 
the Sunday Times Business section selected 
Micromuse as “my share of the year for 1999” 
(3rd January 1999). But it doesn’t stop there. 

With more ground-breaking products in the 
pipeline and its.growth.showing no signs of 
slowing down, Micromuse needs more exceptionally 
talented peopie to consolidate its. position. And 
it's looking to you to target and hire the best in 
the industry. 

In this newly created role, you'll play a vital 
part in building the company, brick by brick, from 
250 people to a 1000-strong organisation over the 
next few years. To hit quality and quantity targets, 





you'll. have to- revamp the hiring process, set up 

a graduate recruitment programme and implement 
professional development and performance 
appraisals. Micromuse is developing its business 
in mainland Europe, so although you'll be based 
in London, you will also recruit on the Continent. 

This is a chance to become a major player 
at Micromuse, so your track record will be as 
impressive as our client's. A graduate (ideally with 
an MBA), you'll have a substantial recruitment 
background, which will enable you to decide how 
best to target the people Micromuse wants. You'll 
also need broader HR experience and should be 
comfortable working in a hi-tech organisation. If 
you're a smart team player who's excited by the 
prospect of bullding a global business, Micromuse 
would like to hear from'you today. 

Please submit your CV and covering letter by 
e-mail to jennifer_g@corpexec.com or by fax or post 
to Maxine Harfield at Corporate Executive Selection, 
7 Savoy Court, Strand, London WC2R 0EZ. 

Fax: 0171550 1001. 


CORPORATE 


EXECUTIVE SELECTION i 








MANAGER OF [NTERN/ 
BUSINESS DEVELC 
Standish, Ayer & Wood, 
inc, a: Boston-based 
investment counseling 
firm with over $45 billion 
in assets under manage- 
ment, seeks a Manager 
of International 
Business 
Development ta act as 
the lead for all of 
Standish International's 
(SIMCOS) business devel- 
opment efforts outside 
the United States. Key 
tasks will be to work 
with SIMCO’s marketing 
partners across the globe 
to develop business and 
marketing plans that 
will result in the prof- 
itable growth of 
SIMCO’s assets under 
management. 


* Represent SAW to non-US clients and 
non-US marketing associates. 


e Participate in product development efforts 
aimed at non-US markets. 


CFA and advanced degree highly desirable. 

Experience in one or more major asset classes, 

e Direct experience in Japan or European 
markets. 

© Strong interpersonal skills and ability to create 
success in highly entrepreneurial environment. 

e Willingness to travel. 

Please submit your resume in co 


Human Resources/SIMCO 
Standish, Ayer & Wood, Inc. 
One Financial Center, Boston, MA 02111-2662 
FAX: (617) 368-8116 


No phone calls please. EEOF 


International Atomic Energy Agency 


The International Atomic Energy Agency (IAEA), a UN specialised Agency with 
its headquarters based in Vienna, Austria, seeks qualified applicants for two 
positions entitled Programme Management Officer to manage the technical co- 
operation (TC) programme of a specific group of countries in the Europe region 
and the West Asia region. This includes the planning, implementation and 
administration of TC activities under the programmes of the Agency and the 
United Nations Development Programme (UNDP). The programme 
Management Officer will assist the Section Head in the management, co- 
ordination and monitoring of the Section’s work, as well as maintain an 
overview of the region’s development needs: prepare policy analyses and 
proposals to address regional/subregional issues and/or Agency technical co- 
operation approaches; and analyse the development status and needs of 
countries, 


The successful applicant must be fluent in English with excellent drafting and 
presentation skills and hold an advanced university degree related to 
international development, public/business administration or management, or 
in the field of natural sciences or engineering with additional administration 
studies. Applicants should have at least ten years’ experience in the 
development, implementation and evaluation of technical co-operation 
programmes. In addition, knowledge of national and regional issues, familiarity 
with information technology and nuclear technology; and knowledge of 
Russian or Arabic would be an advantage. 


Initial contract duration is three years, with total annual tax-free emoluments of 
Austrian Schillings 752 105 which is composed of net base salary plus local post 
adjustment and amounts, after deduction of the contribution to the United 
Nations Joint Staff Pension Fund. Additional allowances for dependants. 


Applicants should send their curriculum vitae (CV) in English quoting vacancy 
notice no.99/012 to the Division of Personnel, International Atomic Energy 
Agency, P.O, Box 100, Wagramerstrasse 5, A-1400, Vienna, Austria before 24 June 
1999. To facilitate applications, Personal History Forms may be obtained directly 
from the JAEA or Internet (http;/www.iaea.org/worldatom/vacancies}. 
Applications from qualified women and candidates from developing countries 
are encouraged. 
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THE UNITED REPUBLIC OF TANZANIA 
MINISTRY OF REGIONAL ADMINISTRATION AND LOCAL GOVERNMENT 


Local Government Training Adviser 


Local Government Reform Programme 

The Government of Tanzania has decided to 
reform the local government system, to 
decentralise power to local authorities and to 
make them largely autonomous, 
democratically elected and accountable 
organisations, delivering quality services in 
response to local needs. This involves wide 
ranging reforms in the institutional, legal, 
financial and human resources areas. 


The Ministry has-recruited a specialist team, 
the Local Government Reform Team, to 
spearhead and manage the Reform 
Programme. As implementation will soon 
begin in 35 Phase One local authorities, we 
now need to strengthen this team by 
recruiting a training adviser. This highly 
demanding role requires a training and 
development professional whose experience 
includes a successful international track 
record in the field, ideally in East Africa. 


The Job 

Reporting to the Programme Manager, and 
working closely with the Chief Technical 
Adviser, the successful candidate will take 
the lead role in developing and managing 
the training elements of the reform. 


Specific responsibilities will include: 

* Developing a strategic plan for training 
* Preparing action plans and budgets 

» Developing training capacity at all levels 
+ Monitoring implementation / delivery 

* Participating in the wider reform process 


The job will entail extensive travel in 
Tanzania. 


The Person ; 

The successful candidate will 

* be a mature and experienced professional 

* hold a relevant post-graduate degree 

* have 10 or more years relevant international 
experience as a consultant / adviser. 


The Contract 

An internationally competitive reward 
package will be negotiated with the successful 
candidate as part of a two or three year 
contract. 


Selection 
Short-listed candidates only will be contacted. 


Application 
Please submit an application letter setting out 
how you meet the criteria for the post, and 
enclose your Curriculum Vitae and copies of 
your quatification certificates. Include the 
names and addresses of three referees, 
including your present employer (who will 
not be contacted without your prior 
approval). Include also your full address, 
telephone, fax and / or E-mail where 
available. 
Apply to: 
The Permanent Secretary, 
Ministry of Regional Administration and 
Local Government, 
P.O. Box 1923, Dodoma, Tanzania. 
Attention: Programme Manager, 

Local Government Reform Programme 
Fax: 061 - 322116 or 22246 
E-mail:  lgrt@raha.com 

badriscol! écats-net.com 


Closing Date for Applications: 30 June 1999 
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Bahrain Centre for Studies and Research is a non-profit organisation 
actively involved in applied research. The Centre is seeking a highly 
qualified economist and statistician to join its economics, social and 
management research programme. 


Main Responsibilities: 
Economist 


(1) To be the main participant in major projects and to lead research team. 

(2) Conduct research and share knowledge with other colleagues. 

(3) To research regularly on the performance of Bahraini and other GCC 
economies. 


Statistician 


(1) Plan and supervise surveys. 

(2) Participate in analysing economic and social data and be able to carry 
out forecast. 

(3) Provide inputs to upgrading the data and projection infrastructure. 


Qualification: 

For the economist, the candidate should have advanced graduate training 
(PhD) in economics with strong background in labour economics. The 
statistician must also have PhD with background in economics. The 


candidates for both positions must have no less than five years of 
experience. 


Interested applicants should send detailed curriculum vitae, including a 
list of publications and other written work, by July 15, 1999, to: 


Director, Economics, Social and Management Research Programme 
Bahrain Centre for Studies and Research 

P.O. Box 496, Manama- Bahrain 

Tel: (+973) 756125 Fax: (+973) 754440 

E-mail: Aalyousha@bcsr.gov.bh 








* Home page address: www.besr.gov.bh 
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UK Environment Manager 


Excellent plus flexible benefits London based 


KPMO’s mission is to transform knowledge into value for the benefit of our clients, people and communities. 
Our values refine the way in which we work and define the nature of the success we enjoy. 

Our concern about the impacts of our activides an all the communities we serve has led us to establish the role of UK 
Environment Manager. The brief is to drive the implementation of our environmental policy throughout the UK firm. 
co h ‘ 

Its a strategic challenge in which you will integrate environmental management into every aspect of the way we work. 

Such a holistic approach can only succeed with internal support from every level; making the ability to inspire 
through passion, enthusiasm and the business case for reform, essential, 

You will have a proven track record of delivering business aligned environmental management solutions and contributing 
to change management strategies. You must be able to command board level credibility. be a persuasive communicator 
and have resilience and determination to achieve results. Drive and energy are also key attributes for success. 

Please direct your application, quoting reference AY “Ik PMC/042, to Mark Allen or Wham Garnier, Allen and York 
Recruitment Consultants, 4 Eastbrook House, East Sereet, Wimborne. Dorset BH21 LDX. Telephone: 01202 888986. 
Fax: 01202 888826, Email: info@allen-york.com 


www.kpmg.co.uk 


It's time for clarity. 
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Founded ay 1857 


AMREF COUNTRY DIRECTOR, KENYA 


The African Medical and Research Foundation (AMREF). isan Afriean-based, 
non-profit, regional health NGO with a mission to improve health in Africa 
through integrated service provision, capacity building and.research. AMREF has 
over 500 employees and is headquartered in Nairobi, Kenya, with country offices 
in Kenya (Nairobi), Tanzania (Dar és Salaam), Uganda (Kampala) and South 
Africa (Pretoria). s 


AMREF is now recruiting a Country Director for Kenya. The Kenya Programme 
is the largest AMREF programme and the Country Director is a member of 
AMREF’S senior rnanagement, We are looking for an experienced development 
leader with proven leadership and professional management skills. The Director 
will head the Country Office and lead a multi-disciptinary:team of health 
professionals in developing and managing the programmes in Kerlya. 


` All applicants should have postgraduate training in a relevant field-and at least 
eight years experience in managing health and/or development programmes in 
similar organizations, The candidate. should have experience in donor negotiation 
and research coordination and should possess proven inter-personal skills. The 
person should also be computer literate. 


An attractive salary and benefits package will be offered and the initial contract 
will be for two. years. Applications with curriculum vitae and names and addresses 
of three referees should reach: 





The Director General 

African Medical and Research Foundation 
P.O. Box 30125 

Nairobi, Kenya. 


Not later than Thursday, 15th July 1999, 


We regret that only shortlisted candidates will be contacted. 
Previous applicants need not reapply. 


AMREF is an equal opportunity employer and has a non-smoking environment policy. 











SENIOR TRADE AND INVESTMENT 
ante “ADVISOR FOR USAID MALI 


USAID Mahis seeking applications from qualified. individuals to serve for. a period. of two 
` years-an Seniór Trade and Investment Advisor for the Regional Strategy Team (RST): 
The incumbent will serve asa spokesperson, on economic growth and development particularly 
ii the area of trade and investment policy issues, at international meetings and conferences and 
asa senior policy advisor for the highest levels of Africa. Bureau. management, arid play a key 
palytienl, advisory, and project design/management role in the implementation of ATRIP 
activities As a member of the RST, s/he will identify the most significant trade and investment 
policy and structural adjustinent issues facing countries in West Africa: and advise APR/SDISA 
and. the: regional West Africa mission directors on issues of concern and recommend policy 
actions to be taken. Develop policy: analyses, reports and recommendations on selected 
cottitriés ‘or programs based upon the incumbent's best professional judgement and in 
anticipation of senior Agency and Bureau management's needs. Perform analytical, 
administrative and other duties, including the review and critique of USAID Mission Country 
Strategy Plans (CSPs), Results Review and Resource Requests (R4s), economic policy reform 
programs, result packages and activities proposed by USAID Missions, SSA governments and 
other donors, Travel approximately 25 per cent of the time to other West African countries, the 
United States, and other A frica‘Europe. 
Qualifications 
« The Senior Advisor must have a Ph.D, or equivalent in Economics or a closely related field 
* He or She should have at least five years of work experience in international development 
(including at least a year of work in West Africa or similar, francophone region), with an 
emphasis on one or more of the ATRIP program areas, aswell ay excellent 
interpersonalteam work skills. 
The incumbent needs an excellent. grasp of economic. theory, research methodology, and 
applied analyti¢ tools and skills, including technical expertise in micro and macro economies 
agriculture or other key sectors and quantitative methods and policy analysis, 
The Senior Advisor will be well-versed: on international trade agreements and regulations 
and related matters (agricultural, tariff and transport issues, export market requirements such 
as ISO certification requirements.) 
Speaking proficiency and reading fluency in French at the S-3/R-3 level is required. 
Excellent analytical, writing, and oral presentation skills are required. 
A minimum of three years of development project management experience and fantiliarity 
with USAID. rules and regulations, 
Compensation: 
The term. of contract will be for two years, The position has. been classified at a GS-14 level 
($63,567 $82,638), The actual salary of the successful candidate will be negotiated within 
that range deponding on qualification and previous earning history. Offshore benefits and 
allowances. will be authorized. 


How te-apply: Interested applicants are encouraged to send an updated resume or SF 17 tto 
USAID MALI Executive Office, 
or by fax to 22-39-73/22-39-33, or by email to mlandina@usaid.gov 
Closing date is July.2, 1999, 


CHIEF EXECUTIVE 


DFCC BANK - SRI LANKA 


DFCC Bank is a long established leading private sector 
financial institution in the country providing a range of 
financial products and services, with a focus on term 
lending and investment banking. The bank has 
consistently been one of the most profitable and in terms 
of market capitalization, one of the largest listed 
companies in Sri Lanka. DFCC Bank’s strategic partners 
include a leading private commercial bank, a pioneering 
fund management company and a large venture capital 


firm. 


DFCC Bank is looking for a CEO who has vision, 
capacity and drive to lead and transform the bank into 
a next generation financial institution through a process 


of strategic and organizational change. Proven general 
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management ability and experience at a senior level in 
the financial services industry would be essential 
attributes, The CEO will be an ex-officio member of the 


board of directors. 


An excellent remuneration package commensurate with 
the importance of this position is on offer. Please forward 
your curriculum vitae to the Chairman, DFCC Bank, 
73/5 Galle Road, Colombo 3, Sri Lanka, on or before 
2 July, 1999. Candidates of Sri Lankan origin are 
preferred. 

Tel: 94-1-440366 

Fax: 94-1-440376 

E.mail: dfcc@sri.lanka.net 

Website: http://www.dfcc.com 
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EUROPE ECONOMICS 


Microeconomics Consultancy 


European Economic Research Lid (Europe Economics) specialises in the 
application of economics to utility regulation; competition policy and 
business issues. 


Our clients include government, regulators, the European Commission, 
law firms and private-sector companies. Our approach aims to combine 
the client-based professionalism of leading management consultancies 
and law firms with the theoretical rigour of academic research. 








Due to expansion of our business, we wish to recruit up to another 12 
micro-economists who are interested in consultancy, at all levels of 
seniority. Candidates will usually have a high quality post-graduate degree 
in economics, and must possess excellent written. and verbal 
communication skills. Familiarity with quantitative techniques and/or 
fluency in European languages would be a further advantage for some 
posts. 





For at least one post, candidates should have experience in the 
application of economics of competition policy. Another post is likely to 
be offered to someone who is a qualified accountant as well as a first-class 
economist, 


We offer a friendly but intellectually demanding working environment, 
competitive remuneration, and pros for rapid professional growth. 


Please send a short CV no later than 30 June 1999 to: 


Dermot Glynn 
Chairman 
Europe Economics 
Chancery House 
53-64 Chancery Lane 
London WC2A 1QU 

















in goods and services within multinationals - is a major 
new field for the application of economics, finance, 
accounting and related disciplines. Because it is a new 


@ Ernst & Young is one of the leading global transfer 


global network which develops multi-country transfer 
pricing solutions for the world's largest companies. 

On these engagements, economists work with tax 
professionals and, increasingly, with other consultants 
such as supply chain experts. 


performing benchmarking analyses, building econamic 
models to develop transfer prices and documentation. 


M We have a number of vacancies in our group for 
talented economists. Candidates will have a very good 


ZI] ERNST & YOUNG 
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area, we are never short of challenges.and we often find 
ourselves developing new solutions to complex problems. 


pricing advisors. Its UK transfer pricing group is part of a 


@ The work involves analysing industries and businesses, 









Inspirational Thinking - International Scope 
Opportunities in Transfer Pricing for Economists 


@ Transfer pricing ~ setting prices for cross border trade 


The United Kingdom firm af Ernst & Young is a member of Ernst & Young International. 











QUANTITATIVE ECONOMIST 


Merrill Lynch hasan immediate opening in its London 
office for an economist: to assist in a variety of 
econometric research projects. The ideal candidate will 
have a strong second degree in economics with a 
specialisation in econometrics and substantial hands-on 
experience in data handling and empirical research. 
Relevant professional experience in a financial markets 
environment would be a plus. 


The position reqiiires extensive interaction with non- 
specialists. Strong communication skills as well as highly 
developed public presentation, skills, both in formal 
and informal settings, are essential. Experience in the 
preparation of written reports in English dealing with 
macroeconomic and financial subjects is also important. 
The ability to work effectively in a second European 
language would be very useful. 


Candidates must be highly motivated, seeking a challenging 
position where they can produce work. of the highest 
professional standards, The ability to work independently 
on a range of tasks, while functioning effectively in a team 
environment, is essential, 


If you are interested in developing your career with 
Merrill Lynch please write enclosing a full CV to Amanda 
Dent, Merrill Lynch International, 25 Ropemaker Street, 
London EC2Y 9LY. 





Bo Merrill Lynch 


degree, probably in economics, and, preferably, a higher 
degree in economics or other relevant field. Other 
necessary attributes include excellent analytical, 
teamworking and communications skills, and the ability to 
produce high quality work within tight deadlines. 
Language skills are also highly desirable. Posts for the 
Senior Economic Analysis level will have at least two 
years" experience in an. economics or consultancy role. 
For the Manager level, candidates will have a minimum of 
four years' experience and will be able to demonstrate a 
high level of the above skills with some management 
experience. Knowledge of transfer pricing would be 
beneficial but is not mandatory. 


To apply, please send your CV and covering letter, quoting 
reference MDS/ECON and stating your current salary and 
benefits package, to Michelle Stokes, Ernst & Young, Roils 
House, 7 Rolls Buildings, Fetter Lane, London EC4A 1NH. 


H 










































Scholz & Friends Berlin 











International trends originate in the minds of the manufacturers. They start their triumphal march in Frankfurt. Or in 20 further cities 
with Frankfurt trade fairs. It makes no difference whether it is for the consumer, textiles, automotive and technology sector or for com- 
munication and leisure. You will find distribution partners from all over the world as well as finding out where it is really lucrative. 
For more information see www.messefrankfurt.com 





We make markets. Worldwide. 
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Messy war, messy peace 


ENJAMIN FRANKLIN thought there nev- 

er was a good war, nor a bad peace. Bill 
Clinton, Tony Blair and the other leaders of 
the West thought it could be otherwise. They 
launched the first war in history said to be in 
pursuit of principle, not interest. The trouble 
‘was that they had never intended to do more 
than drop a few bombs. Then, when a few 
bombs proved inadequate, they found they 
had stumbled into a war they did not mean 
to fight, had not prepared to fight and were 
not willing to fight, at least with men who 
might get killed. This is not the stuff of nobil- 
ity. The Kosovo war turned out, as wars gener- 
ally do, a mess. The peace, if that is what the 
deal finally signed on June 9th brings, looks little better. 

The first shortcoming is that the West, whatever its pro- 
testations, has not won a clearcut victory. It resorted to force, 
remember, to make Slobodan Milosevic accept the terms he 
had rejected at the French chateau of Rambouillet in Febru- 
ary. He had balked in particular at two conditions: that Nato 
should have the free run not just of Kosovo, but of all of Ser- 
bia, and that within three years the Kosovars should have the 
chance of voting for independence. These may have been 
foolish conditions to try to impose on Serbia; had the West 
never set them, it might not have mattered much that they 
have now been abandoned. However, they were set, and their 
abandonment means Mr Milosevic may legitimately claim at 
least a partial vindication of his defiance. 


An unhappy victory 


If nato’s victory lacks shine, however, it is because of the cost 
at which it has come and, above all, the distribution of that 
cost. The death figures tell their own tale: allied servicemen, 
nik Serb soldiers, perhaps 6,000; Serb civilians, perhaps 2,000; 
Kosovars, perhaps 100,000. To these must be added the 
wounded and the refugees: 600,000 displaced within Kosovo, 
800,000 driven out. Many of those will never return home, if 
only because they now have no home to return to. 

Of course, the blame for most of these deaths and dis- 
placements lies with Mr Milosevic, not narto., But not for all of 
them. Never mind the genuine mistakes, any dispassionate 
accounting of the conflict is almost certain to find the allies 
guilty of some terrible crimes. Even the elegant trituration of 
targets in Serbia, the destruction of bridges, the incapacitation 
of power stations, however necessary in war, when carried 
out night after night from the safety of the skies seemed to 
tum the bombing into a horrible high-tech coconut shy. 

The greatest reason for questioning the nature of the allies’ 
triumph, however, was its central failure: this was a war to 
stop ethnic cleansing, but the main effect was to intensify it. 
The bombing campaign accelerated the killing—no more than 
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2,000-3,000 people had died in the province 
before the bombing began, quite a few at the 
hands of Kosovar guerrillas—and it accelerat- 
ed the emptying of the population at large. In 
humanitarian terms, the Kosovo campaign 
turned into a disaster, 

Whether that disaster can now be miti- 
gated may depend on Mr Milosevic. Whatev- 
er his claims of victory, for the Serb people as 
a whole the war has been a catastrophe. If 
they can get rid of him, establish a democracy 
and settle down to live in peace with their 
neighbours, then the prospects not just in 
Kosovo but in the region as a whole look 
much brighter. None of that, though, is cer- 
tain. For the moment, at least, Mr Milosevic is still in charge, 
still in a position to frustrate progress towards peace and, be- 
cause he is now officially wanted for war crimes, still with a 
motive to defy the West. How nice if someone.could nab him 
and have him put on trial. Unfortunately, the allies’ apparent- 
ly opportunistic release of evidence about him that made his 
indictment possible has also made the war-crimes tribunal 
seem less than independent. That could be serious. Lasting 
peace will be even harder to establish in the Balkans without 
an unambiguously impartial court that can bring the region’s 
many war criminals to book. 


The unfinished business 


A compromised court, however, is not the only difficulty 
ahead for the allies. To the costs of reconstruction and resettle- 
ment must be added the cost of garrisoning this new corner of 
ex-Yugoslavia. Bosnia is already a protectorate in all but name, 
and likely to remain so for many years. Kosovo will be in 
nato’s hands for just as long. Serbia itself is likely to stay tur- 
bulent, its hardliners truculent. And despite the dropping of 
more explosives than in any other 1 weeks in history, the Serb 
army remains potent: relatively few of its men have been 
killed, a formidable proportion of its armour, artillery and 
mobile air-defence systems is still intact. Though this may be 
consistent with Mr Clinton’s avowed aim of reducing Serbia’s 
ability to attack Kosovo's civilians, it is not impressive. The 
main job will lie with the incoming peacekeepers. 

Nor, as some are claiming, has the bombing opened a new 
chapter in the history of warfare by showing that air power 
alone can produce victory. Until the last two weeks of the 
fighting, when the kamikaze tactics of the Kosovar guerrillas 
flushed the Serbs’ armour into the open and rendered it vul- 
nerable to NATO’s strikes, the infamous Serb army had escaped 
serious injury. Even if Kosovo is now inviolate, Serb troops 
could still be used, say, to suppress Montenegro, the last Yu- 
goslav republic still yoked to Serbia. 

One day, several years off, a grand conference of interested 
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parties may be able to redraw the map of the Balkans with 
the consent of its people. The hope will be that by then the 
West will have tied the now-volatile countries of the region to 
its clubs—the European Union, nato and so on—and made 
them at least see the merits of good behaviour. With generos- 
ity, luck and a fair wind, that might reduce the volatility, but 
it would be foolish to imagine that ancient animosities will 
by then be entirely dead, or that recent upheavals will be for- 
gotten. Many of the refugees of the 1990s will still be dis- 
placed. More transfers of population will probably have to 
follow, peacefully, it must be hoped. 

And has the Kosovo war made even a distant settlement 








Pakistan started this crisis, but only compromise will end it 


AR between us is now unthinkable, claimed the two 

newest nuclear powers last year, as both sought to reas- 
sure an anxious world that their newly-tested weapons were 
in responsible hands. Yet India and Pakistan are now at war, 
or something close to it, over Kashmir, a disputed state that 
has been the cause of two full-scale wars in the past half- 
century. India’s air force is in action for the first time since 
1971, in an attempt to dislodge Pakistani-backed militants 
from the snowy peaks near Kargil, on India’s side of what has 
become, in effect, the border—the “line of control”. Both 
countries say they want peace. Yet neither seems willing to 
bend for it. Pakistan’s foreign minister is due in Delhi on June 
12th. He should use the occasion to negotiate a face-saving re- 
treat. Then it will be India’s turn to compromise. 

The latest crisis is Pakistan’s doing. Springtime always 
brings violence across this provisional border, which sep- 
arates Pakistani-administered Kashmir from India’s side of 
the Muslim-majority state. Militants sponsored by Pakistan 
often cross the line to murder officials and civilians as part of 
a campaign to wrest control of the territory from India. Rou- 
tine shelling claims casualties on both sides. This year Paki- 
stan sent well-armed fighters (most of them its own soldiers, 
India claims) to try to alter the de facto border by force. Paki- 
stan insists that the intruders are “freedom fighters” acting on 
their own, but few believe that. Rather Pakistan seems to be 
hoping that worries about escalating violence in these poten- 
tially fissile times will encourage outsiders to intervene in a 
dispute that India insists is no one else’s business. 

So far the targets of Pakistan’s nuclear-backed dare have 
kept their cool. Foreign powers have wisely avoided in- 
terfering. India is trying to confine its counter-offensive to its 
side of the line of control, hoping to deny Pakistan any pretext 
for escalation (see page 28). Nuclear weapons have helped to 
encourage the crisis but are also, for the moment, helping to 
contain it. In 1965 a similar, albeit bigger, provocation drove 
India to attack Pakistan’s heartland. 

Yet whether the intruders are pulled out by Pakistan or 
thrown out by India, it will then be India’s turn to show flex- 
ibility. The prime minister, Atal Behari Vajpayee, promised to 
turn his attention to the Kashmiri dispute during his peace 
mission to Pakistan in February. Pakistan's support for the 
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more likely? Yes, despite the awful cost, if only because such a 
settlement would have been less likely had Mr Milosevic 
been allowed to expel the Kosovars without any resistance 
from the outside world. That he would have tried to do so 
seems almost certain: fully 35,000 people, maybe more, had 
already fled the province in the months before the bombing 
began. The West could surely not have just turned its back on 
such an outrage. But it could have shown itself ready to drive 
the Serbs back by fighting on the ground as well as from the 
air. If it now confronts a messy war and a messy peace, it is 
largely because it resorted to force with such inadequate 
preparation. 








militants does not release Inda from that promise. 

India has long contended that peace would return to 
Kashmir if only Pakistan would stop interfering. That is, at 
best, a half-truth. India has tamed a decade-long insurgency 
against its rule. There seem to be fewer home-grown in- 
surgents and more foreign infiltrators. But that does not mean 
Kashmir has returned to normal, or that its people are content 


to remain under Indian rule. Most Muslims there seem to 


want independence, rather than rule by India or Pakistan. In- 
dia adamantly refuses to offer them the choice. But if it is to 
govern Kashmir peaceably, it needs to rebuild its own legiti- 
macy in the eyes of Kashmiri Muslims, and to talk to Pakistan 
about Kashmir, even if sovereignty is not on the table. 


Time to talk 


There was a time when even Kashmiri Muslims thought secu- 
lar India would protect their distinct identity better than 
avowedly Islamic Pakistan. That trust could be revived. India 
values Kashmir in part because its Muslim majority bolsters 
the country’s official ideology of “unity in diversity”. Kashmir 
is not Kosovo; ethnic cleansing is the last thing on most Indian 
minds. It is the years of misrule by Delhi that have stoked de- 
mands for self-determination. 

Kashmir remains a bullied state. It has lost the autonomy 
it once enjoyed. Indian policing is venal, oppressive and 
sometimes brutal. Kashmir’s literacy rate is below India’s low 
average. Local elections set for May and June, which officials 
promised would demonstrate Kashmir’s capacity for normal 
political life, were postponed. India could start to put matters 
right by opening an unconditional dialogue with the sep- 
aratists in its part of Kashmir, as some local politicians have 
suggested. 

That would not automatically reduce tensions with Paki- 
stan, but it might help. Hardliners will not be content until 
Kashmir is wrested from Indian control. But there are moder- 
ates—the prime minister, Nawaz Sharif, may be one—who 
might settle for something less, or at least later, if India would 
talk seriously about Kashmir. The problem may not be solu- 
ble. But it will not even be manageable unless Pakistan ends 
its brinkmanship and India responds with statesmanship. 
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End of a ritual 


Does your company really need an annual pay round? 


OST workers today have had a pay rise every year of 
V & their working life—and most assume they always will. 
But contrast this with a century ago. In 1900 the average week- 
ly wage of an American worker was $9.30 a week, exactly 
what it had been 30 years earlier. The result of ruthless cap- 
italists exploiting defenceless workers? No, for this happened 
at a time of falling prices: real wages actually rose by almost 
40% over the period. Before the first world war, prices and 
wages seldom rose continuously; instead they were broadly 
stable over long periods. The annual pay rise is an invention 
of the late 1950s, when inflation first became persistent. With 
prices stable or falling in many industries in many countries, 
that invention is looking stale. 

In macroeconomic terms, many rich industrial economies 
are within sight of price stability. The average rate of consum- 
er-price inflation in the G7 economies is running at 1%, its low- 
est for half a century. And central banks seem determined to 
keep it there. Britain’s inflation is higher than most, and 
America may also be an exception: there are hints that in- 
flation there may be reviving. But the Federal Reserve will al- 
most certainly raise rates soon to put the lid back on. 


Wage rage 

Yet the most important changes are those affecting individual 
industries and companies. Even if general inflation revives or 
remains positive, prices are falling in some industries. This is 
forcing managers who have been reared on decades of in- 
flation to rethink some of their old ways of doing business 
(see page 63). In particular, the case for a general annual pay 
rise, tied to consumer-price inflation, is vanishing. 

A periodic pay review is welcomed by many managers: it 
is easier than an ad hoc approach, and is less liable to cause 
conflict and jealousy. But there is no reason why it should be 
annual, especially in industries where prices are falling. 

Many employees feel differently. Trade unions in partic- 


Right on debt 


Debt relief could do much to help poor countries’ prospects. But only if it is 


properly designed and financed 


HEN pop stars and the pope join forces, politicians 

take note. That is why debt relief for the world’s poorest 
countries will be high on the agenda of the rich world’s lead- 
ers at their summit in Cologne on June 18th. In recent months, 
politicians from the Group of Seven (G7) have been falling 
over themselves to propose ever more generous-sounding 
plans to cut debt burdens. Most of them trumpet massive 
debt relief—but offer few specifics on how to pay for it. This 
summit must go beyond such posturing. These poor and 
heavily indebted countries need genuine help, not headline- 
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ular might feel undermined. Moreover, people like an annual 
pay rise even if it provides no real gain. In other words, they 
suffer from money illusion. When inflation was 10%, people 
felt good about getting a 10% pay rise; in hard times they 
might even have accepted a 7% rise—a 3% cut in real terms. 
But when inflation is close to zero, a pay freeze is regarded as 
an insult, even if it leaves living standards unchanged. And 
since it is hard to cut nominal wage rates, price stability could 
put a floor beneath real wages. There is thus a risk that price 
stability may make relative wages even more rigid. 

This is why some economists argue that a little bit of in- 
flation, say 3%, is a useful lubricant for relative wage ad- 
justment, because it makes it easier to disguise real wage cuts. 
Yet this is a dangerous argument: the past three decades have 
shown that a little bit of inflation, just like a little drink, can 
easily get out of hand. A better solution is to make wages 
more flexible—down as well as up. This requires not only re- 
considering the negotiation of annual pay rises; it also sug- 
gests linking a bigger share of pay to profits or individual per- 
formance. The wage bill would then fall automatically in 
hard times. That would mean lower take-home pay—but 
most people would surely prefer that to losing their jobs. 

More variable pay might also increase the incentive for 
employees to raise their productivity. In the 1950s, a pay rise 
was a special event—the result of promotion or a reward for 
individual merit~and not an automatic annual expectation. 
Since then, annual pay negotiations have not only served to 
keep inflation going; they have also sometimes obscured the 
signals that link effort to reward. 

Central bankers may argue, entirely correctly, that in- 
flation is bad for the economy and for growth. Yet employees 
(and often their employers, too) are rather fond of it. Inflation, 
as J. K. Galbraith once said, rescues firms from the errors of 
optimism and stupidity. It is time that bosses and workers 
learnt the advantages of living without it. 








grabbing but empty promises. 

To start with, debt relief needs to be considered in a 
broader context. Debt forgiveness for its own sake may have a 
moral or even a religious justification, as well as being politi- 
cally popular. But in practical terms it could be of only limited 
value. Whether it actually helps the world’s poor depends 
crucially on two other things: how it is financed (if it is merely 
an accounting exercise or comes at the expense of other aid 
flows, it simply shifts money between creditors or between 
poor countries); and how the proceeds are used (countries 
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that spend their savings from lower debt repayments on guns 
will do little for their impoverished citizens). 

The existing debt-reduction initiative for heavily indebted 
poor countries—known by the inelegant acronym Hiec—goes 
some way to achieving both goals. It aims to reduce a poor 
country’s debt stock to a level that, after several years of 
sound policies, should be sustainable in relation to export 
earnings. Unfortunately, at a time when commodity prices 
have been falling, the mrc initiative has proved too slow, too 
narrow and too stingy. Only three countries have actually 
seen concrete debt reduction; a mere 29 are likely to be eligi- 
ble; and the actual reduction in debt-service payments on of- 
fer can be almost non-existent. Hence the clamours for quick- 
er, broader and deeper debt relief. 


Pay up and pay the game 

Although G7 countries accept the case for change, they dis- 
agree over how far to go. The cost of the existing initiative, dis- 
counted in-net-present-value terms, is some $12.5 billion, split 
about equally between bilateral government creditors and 
multilateral institutions such as the World Bank and the imr. 
The Americans favour doubling this to $25 billion. The British 
are pushing an even bigger scheme; but meanwhile countries 
with big bilateral loans to poor countries, such as Japan and 
France, are being stingier. 


Enough is enough 


World leaders must find a new boss for the World Trade Organisation 


as a matter of urgency 


T IS both tragedy and farce. The World Trade Orga- 
nisation—the defender of free-trade rules—has proved so 
hobbled by national lobbies that it cannot even come up 
with a new director-general. It has been leaderless since May 
ist, when Italy’s Renato Ruggiero left office. The wro’s cred- 
ibility as global trade policeman was already looking shaky 
after a series of bruising trade disputes between Europe and 
America. Now it is in danger of becoming a laughing stock. 
Most of the wro’s 134 member countries think that Mike 
Moore, once New Zealand’s prime minister, is the right choice. 
But a sizeable minority favour Thailand’s Supachai Panitch- 
pakdi, who is stubbornly refusing to pull out of the race. Ef- 
forts to break the deadlock have come to nought. An exten- 
sion to Mr Ruggiero’s term? Not an option: he will not stay. 
(He even booked a Caribbean cruise to deter attempts to co- 
opt him.) A vote? Impossible, because many countries insist 
that the wro work only by consensus—even though in this 
case it is not working at all. A straw poll, after which the loser 
would bow out gracefully? That is too radical a precedent for 
many, and neither candidate seems minded to follow it. 
This stalemate could scarcely have come at a worse time. It 
is hampering preparations for a big wro summit in Seattle in 
November, which was supposed to prepare for a new round 
of world trade talks. It is creating bad blood, especially bet- 
ween the Americans and many Asian countries, that will 
make it even harder to agree on an agenda for further liber- 
alisation. There is a growing risk that the Seattle summit will 
be a failure—which could easily reopen the door to protec- 
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Next week’s G7 summit ought to be able to compromise 
over how generous to be. But it also needs, more significantly, 
to come clean on how the initiative is to be paid for, partic- 
ularly in so far as it involves the reduction of multilateral 
debts. Some resources can come from selling the imr’s hold- 
ings of gold and earning interest on the proceeds; some more 
can come from the World Bank’s profits, though most of these 
are already being used to meet other G7 demands. But the rest, 
which means as much as haif, will have to come from rich- 
country taxpayers. Unless the summit promises to provide 
these resources without reducing their flows of aid to other 
less indebted poor countries, they will end up simply robbing 
Peter to pay Paul. 

Even more important than bickering about figures and fi- 
nancing is making sure that the money is well used. That 
means rewarding only sensible policies, which is why it is al- 
ways a mistake to grant relief too easily. It also demands cre- 
ative ways to “lock in” good behaviour. One option, pio- 
neered in Uganda, is to set up a specific, publicly monitored, 
fund that spends the savings from debt relief only on desir- 
able projects. Another is to rethink the mechanisms for giving 
aid, attaching conditions that maximise the beneficial impact. 
Debt relief will certainly not end poor countries’ dependence 
on foreign aid—but at least it could be used to try to stop any 
repeat of the profligacy and fraud that created today’s mess. 
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tionists. The wro urgently needs a new leader to knock heads 
together and give it momentum and direction. 

Ideally, Mike Moore should be appointed without delay. 
His record is exemplary: under his watch, New Zealand’s pro- 
tected markets were thrown open to foreign trade. He is a con- 
vincing advocate for free trade, and commands the respect of 
businessmen and politicians alike. He has the political savvy 
to sweet-talk and twist arms in order to clinch trade deals. 
And he has the support of a clear majority of wro members. 

But Mr Supachai’s camp is now so bitter and entrenched 
that it looks increasingly unlikely that either candidate will 
get the job—or that either would be able to do it effectively. So 
it is time to look for a compromise candidate. This is not a de- 
cision that should be taken lightly. One risk is that the new 
process could drag on throughout the summer. So there needs 
to be a clear commitment from America, the European Union 
and Japan (which has been Mr Supachai’s most prominent 
backer) to resolve the matter swiftly. Another risk is that a 
weak and inoffensive placeman is chosen. That would be a 
terrible mistake: the wro needs, above all, a strong leader. 

One plausible candidate is José Miguel Insulza, Chile’s for- 
eign (and trade) minister. He is respected, and could satisfy 
the Americans and Europeans, as well as the block of coun- 
tries that want the wro’s new head to come from a devel- 
oping country. This whole spectacle of choosing the boss of 
the world’s most important economic institution has been 
unedifying. It needs to be got over with, and fast. 
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Prope Jupce You 
By Tae Worps You Use. 

Studies over many decades have proven that a 
strong command of the English language is 
directly linked to career advancement, to the 
money you make, and even to social success. 

To move ahead in your career, your vocabulary 
level must at least equal the average level of the 
members of your profession. To excel, your 
vocabulary must surpass that of your colleagues. 

Every day, people judge you by the words. you 
use. Rightly or wrongly, they make assumptions 
about your intelligence, your education, and 
your capabilities. 

Nothing makes a better impression than a 
solid mastery of the English language. 

Remove OBSTACLES IN Your PATH. 

Not having a strong command of language 
can be a serious handicap, an obstacle that pre- 
vents you from achieving your goals. 

Someone who cannot express ideas elo- 
quently, who hesitates because of uncertain- 
ty about the right word, can appear less than fully 
competent and qualified. 

That can hold you back from achieving your 
career goals, and from all the other rewards and 
recognition you deserve. 

So doesn't it make sense to have at your 
command as large, as diverse, and as exact a 
vocabulary as possible? 

What we call “the verbal advantage” is the ability 
to use words precisely and powerfully. It's the 
knowledge and skill to communicate clearly, accu- 
rately and effectively, with confidence, in every situ- 
ation, both on the job and off. 
ALL You HAvE To 
Do Is Listen! 

Imagine yourself at a business or social 
gathering. You have the floor. All eyes are on you. 
You're speaking with confidence and poise, 
always choosing precisely the right word. 

This scene could be real with Verbal 
Advantage”. This comprehensive program is the 
single best way to expand your vocabulary and 
sharpen your command of English. Best of all, 
it's on audio-cassette tapes. To benefit, all you 
have to do is listen! 

You'll know when you persuade someone, 
and when you convince him. You won't say 
reoccur when you mean recur. 

You'll be equipped to speak with confidence 


at all times. \n fact, you'll be able to converse 
and hold your own with anyone, at any level. 








~ Now, you can amass a 
HARVARD GRADUATE’S VOCABULARY 
in just 15 minutes a day! ; 


Acquire a powerful vocabulary that catapults you into the top 5% 
of all educated adults - the most successful, highest-earning people! 


Join tue Top 5%. 

When you complete the program, your vocab- 
ulary will serpass that of most executives and 
professionals, including those with advanced 
degrees. You will then be in the top 5% of all 
educated adults — the most successful, highest- 
earning people. 

You’, Never Make a MISTAKE! 

But there’s much more to this remarkable 
program. 

You'll learn about commonly misused words, 
commonly confused words, and commonly mis- 
pronounced words, You'll sharpen your ability 
to discriminate among words of similar mean- 
ings. And you'll gain the power to use language 
with greater clarity and precision. 

This extraordinary audio course will help you 
avoid common errors in pronunciation, spelling, 
grammar, and usage. Every key word is defined, 
spelled out, carefully pronounced and used in a 
sentence. So you'll never be caught in a blunder. 
Verbal Advantage” gives you the tools you need to 
communicate more effectively and confidently. 
Simply put, it will turn your ability with words 
into mastery! 





i Special No-Risk Offer 


Title/Go. 






“Pur a DOLAR SIGN IN 

Front oF Eactt Worp You LEARN.” 

More than 100,000 people have already ben- 
efited from Verbal Advantage®. And companies 
ranging from Aetna to Microsoft to Xerox have 
purchased the program. 

No book or other printed materials can 
give you the audio benefits of Verbal Advantage’. 
The course consists of 12 hours of fascinating 
narration, professionally studio-recorded on 12 
high-quality audio-cassette tapes, along with a handy 
guidebook, stored in a handsome library album. 


SPECIAL NO-RisK OFFER... 
Prus Free Bonus 


When you order now, you also receive 
Memory Advantage, absolutely FREE. This two- 
tape program (2 1/2 hours) will give you the abil- 
ity to remember names, faces, numbers and 
vocabulary as never before. 

You're fully protected by our unconditional 
30-day money-back guarantee: If you are not 
100% pleased at any time within 30 days from 
ordering, just return the tapes and we'll send you 
a prompt refund of the full purchase price. 
Memory Advantage is yours to keep, regardless. 

So what are you waiting for? Isn't it time to act? 
Order today! 





How to begin: 
e CALL US TODAY: 


RO 1-949-361-5059 


+ Or, COMPLETE THE COUPON and mail to: 
® 
1150 Calle Cordillera, Dept. 5291 
k San Clemente, CA 92673 USA 
© Or, FAX your credit card order: 1-949-361-5624 
e INTERNET. www.verbaladvantage.com 








1c yyes, Please rush me VERBAL 
T and Anvantace® audio-cassette pro- 
I gram at only $215 (almost 30% 





Address 





1 OFF)plus $9 shipping & handling. 
1 Also rush my FREE 2-tape Memory CY - 


State/Prov. 
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i for a0 daye. E in dissatsted for 2070 Code 
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Country __. 








| and: receive a no-nonsense refund. 
Whatever my decision, Memory 


i Advantage is mine to keep. Card Ne. 


EI Check enclosed, or charge my: (Cy Visa DI MasterCard DI AmEx T} Discover 


Exp. date 





l verbalAdvantage” Signature 
1 1150 Calle Cordillera, Dept. 5291 
1 San Clemente, CA 92673 USA 
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U.S. funds only, please. Add $9.00 shipping & handling per order. 
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All of these Securities have been.sold. This announcement appears as a matter of record only: 


U.S. $2,485,664,291 


Korea Telecom Corp. 


90,1 91 ,012 American Depositary Shares 
Representing 45,095,506 Shares of Common Stock 





Price: U.S. $27 56 an American Depositary Share 
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EUROPE GOES TO THE POLLS 


Little respect, less love, but 


growing power 


BRUSSELS 


One good thing to be said for the European Parliament is that it raises, by its 
mere existence, questions about the place of democracy in the European 
Union. But it answers none of them satisfactorily—yet 


OTERS in the European Union-—those 

of them, at least, who can muster the en- 
ergy, or the sense of duty—are trudging off to 
the polls this week to elect a faraway parlia- 
ment of which they know little. This, how- 
ever, is not a single pan-European election, 
but 15 elections, held country-by-country ac- 
cording to national rules, between June oth 
and June 13th. The ballot papers in 
each country are dominated by lists 
of candidates from that country’s 
main political parties. Manifestos” 
pay lip service to the European di- 
mension of the event. But the activ- 
ities of the European Parliament as 
such will be largely unknown to, and 
viewed as almost irrelevant by, even 
those voters who are bothering to 
choose its members. 

On past form, these European 
elections will be more like a round of 
ersatz general elections. In most 
countries they will count as mid- 
term tests (Belgium and Luxembourg 
will hold national elections on the 
same day). Last time, in 1994, the Eu- 
ropean elections were taken by 
many voters as a chance to register a 
protest against the parties in national 
government. A mere 31% of the suc- 
cessful candidates came from parties 
then holding national power. Past ex- 
perience has been that voter turn-out 
is lower in European elections than 
in national ones; and that the scores 
of extremist and frivolous parties are 
somewhat higher. These characteris- 
tics suggest a view among voters that 
the election itself is not altogether se- 
rious. No “real” power is at stake. 

The voters have been right to take 
that view-—so far. The European Parlia- 
ment’s powers may have grown steadily 
throughout its short history, but they remain 
far more restricted than those of any self-re- 
specting national legislature (see box on next 
page). There is a sound structural reason for 
the parliaments weakness. The institutional 
balance of the ru assigns the parliament a 
main duty that may, for the moment at any 
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Gripped by election fever 


rate, be logically impossible for it to Fulfil. 
The parliament is meant to bring the 
force of democracy to bear on the actions of 
the other European institutions—primarily 
the European Commission, which, though 
unelected, is the eu’s main policymaking 
body, as well as its civil service. But the par- 
liament can hardly claim a coherent man- 
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date for its actions, until and unless there is a 
“European people” capable of giving it one. 
And, as the very elections for the parliament 
suggest, European voters conceive of their 
politics in national terms. “Europe” hogs the 
headlines only when local institutions are 
being overridden by £u projects, such as the 
single currency. For as long as these condi- 
tions obtain, the European Parliament will 





be mainly a by-product of national politics, 
and, as such, doomed to attempt democracy 
without a European “demos” to call its own 
(see chart on page 21). 

This odd relationship with the electorate 
traps the parliament in a potentially vicious 
circle. So long as voters know and care little 
about what goes on in the parliament, that 
institution can only make a weak case to be 
given more powers in the name of democra- 
cy. But until and unless the parliament gains 
more powers, it will not command the atten- 
tion or allegiance of voters. To help it to break 
out of that circle, the eu’s governments have 
given it extra powers each time they have re- 
vised the Union’s main founding treaties: at 
Luxembourg in 1986, at Maastricht in 1992, 
andat Amsterdam in 1997. 

Governments have done this not out of 
admiration for the parliaments record 
(which has been very uneven), but 
because political logic and prudence 
have obliged them to give it more el- 
bow-room. The parliament does try 
to inject a measure of democracy, 
however imperfectly. And since all 
EU governments profess to value de- 
mocracy as the highest principle of 
politics, they can scarcely argue 
against giving the parliament powers 
which at least track the growth in 
power of the Eu regime. 

The Luxembourg treaty (the Sin- 
gle European Act) gave parliament a 
voice in—~-but not a veto over—legis- 
lation relating to the new-born single 
market. The Maastricht and Amster- 
dam treaties created and extended a 
de facto power of veto for the parlia- 
ment across a wide sweep of law 
making. The parliament still cannot 
write its own laws, nor force through 
amendments to laws against the gen- 
eral opposition of the Union’s mem- 
bers. But it can block legislation to 
which its amendments are refused in 
most areas of su activity, including 
the single market, education, health, 
transport, consumer protection, and 
the environment. Itcan sack the com- 
mission en masse (and might well 
have done so had all 20 commission- 
ers not resigned in March). And, since 
the Amsterdam treaty came into force on 
May ast, it can stop a new commission from 
taking office. 

These modest powers have been enough 
for the parliament to do some useful things. 
By taking its cues from popular opinion and 
from public-interest pressure groups, by be- 
ing a sort of sincere proxy for democracy, it 
has become an effective critic of the commis- 
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sion’s many shortcomings. The outgoing 
parliamentary chamber, which held its final 
full session in Strasbourg in the first week of 
May, can justifiably claim several triumphs 
in its five-year term. The highlights of the pe- 
riod included a laudable crusade in 1996-97 
to uncover the causes and establish the les- 
sons of the sse (mad-cow disease) scandal; a 
successful campaign for laws to reduce air 
pollution from motor vehicles; and the 
sponsoring of an investigation into fraud 
and waste at the European Commission 
which provoked the mass resignation of the 
commission in March. 

There were disasters too. The most con- 
spicuous of them was the building of an ex- 
travagant new seat in Brussels, which is one 
of the parliament’s two homes. The other 
home is Strasbourg, in France, where, at the 
French government's insistence, and to the 
parliament’s permanent irritation, the ma- 
jority of plenary sessions must be held—in a 
new building costing a mere $750m. That, to- 
gether with the $1 billion folly in Brussels, 
will advertise for decades to come the parlia- 
ment’s irresponsibility where its own affairs 
are concerned. That message will be rein- 
forced for so long as the parliament refuses 
to reach an agreement with national govern- 
ments on a salary-and-expenses code for its 
members. The outgoing chamber came close 
to doing so in May, but changed tack at the 
last minute and allowed the necessary bill to 
fail—a huge failure to do something about a 
scandalous abuse that had gone on for years. 
So Euro-mps may go on claiming reimburse- 
ments for imaginary travel and wages for 
imaginary secretaries. 

But, on balance, the record of the outgo- 
ing parliament has been good. Within the 
microcosm of ev politicking, the parliament 
is a more respected and a more powerful 
body in 1999 than it was in 1994. The hound- 
ing from office of the European Commission 
earlier this year was a landmark. Never again 
will a commission dare treat the parliament 
with quite the same disastrous disdain that 
the outgoing commission was prone to do 
under its careless president, Jacques Santer. 


The Amsterdam effect 

As for the future political complexion of the 
European Parliament, the outcome of this 
month’s elections will probably be a matter 
of relatively small moment. Save in the event 
of a truly extraordinary result, the chamber 
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will continue to be dominated by 
stwo blocks—one of centre-left par- 
ties, the Party of European Social- 
ists, the other of centre-right parties, 
the European People’s Party (epr)—~ 
which will together hold roughly 
two-thirds of the 626 seats. The re- 
maining third will be. scattered 
among five or six smaller blocks. In 
the outgoing parliament, the social- 
ist group held 214 seats, the centre- 
right err held 201. The next-biggest 
block, the liberals, had just 42. 

It was not clear, however, if the centre- 
left group would remain the largest in the 
parliament after this week’s elections. Much 
will depend on the result in Britain, which 
was due to vote on June 10th using a new sys- 
tem of proportional representation. This was 
expected to reduce sharply the dominance 
of the Labour Party. When Britain voted for 
Euro-mps using the old first-past-the-post 
system in. 1994, Labour’s 45% share of the 
vote was enough. to win it 62 seats—fully 
three-quarters of the British quota. 

The balance of the chamber could be 
further upset if French Gaullists, from the 
Rally for the Republic, decide to join the erp 
in the new parliament, and so desert their 









traditional niche in the: much. smaller 
“Union for Europe” group. Any such move 
would continue a long process of consolida- 
tion within the chamber, which has fa- 
voured the two biggest blocks. Since 1989, the 
err has absorbed groups of Euro-mprs from 
Britain, Denmark, Portugal and Italy. Some 
members complain that it has paid a high 
price in terms of ideological coherence, with 
strong tensions developing between its 
Christian democrats and their more conser- 
vative colleagues. 

Despite their internal fractures along na- 
tional and ideological lines, and despite the 
fact that their leaders rely mainly on moral 
suasion, the two big blocks have proved a re- 
liable means of delivering the vote. Rebel- 
lions are rare. The big blocks also co-operate 
amiably enough with one another—to the 
extent of voting on the same side of divisions 
roughly two-thirds of the time. One reason 
for this general mood of harmony is that the 
parliament does much of its work through 
an elaborate system of specialist commit- 
tees, in which doctrinal differences can be 
overcome long before legislation comes to a 
final vote. The big blocks also have a strong 
common interest in making the parliament 
work effectively; and the rules of the game 





HE European Parliament started life 

in 1952 as a mere “common assembly” 
of the European Coal and Steel Commu- 
nity, a precursor to the European Union. 
Until 1979, when the first direct elections 
| to the parliament were held, all its mem- 
| bers were appointed by governments 
from national parliaments. 
| The parliament cannot draw up and 
enact laws on its own initiative. The pow- 
er to propose new legislation is vested in 
the European Commission, notin the par- 
liament. The power to pass bills into law is 
shared between the parliament and the 
| gvu’s Council of Ministers, a body which 
consists of one minister from each govern- 
ment. Parliament’s main role is to propose 
| amendments to bills put forward by the 
| commission, and to argue for these to be 
| accepted in the council. i 
Prior to the Amsterdam treaty, which 
| wassigned by cu leaders in 1997 and came 
| into force on May ist this year, the Council 
| of Ministers was by far the stronger legis- 
| lative voice. For most bills, the general op- 
position of the council was enough to see 
off an amendment proposed by the par- 
liament. But the Amsterdam treaty has 
greatly extended the use of a procedure 
called “co-decision”, which strengthens 
the hand of the parliament. Where co-de- 
cision obtains, as it now does for about 
three-quarters of all legislation, the parlia- 








From small beginnings 





ment can now force amendments, if 
backed by an absolute majority of its 
members, to a new bill. 

The parliamentis atits strongest when 
national governments want to conclude 
an accession treaty to admit a new coun- 
try asa full member of the Union, or an as- 
sociation agreement with a potential 
member. Neither can be done without the 
parliament's approval. 

The parliament can also sack the com- 
mission en masse, provided it can find a 
two-thirds majority for its vote of censure. 
Itcame close to doing this for the first time 
in January this year, but decided at the last 
minute to appoint a committee of inquiry 
instead. With the coming into force of the 
Amsterdam treaty, it has gained the pow- 
er to approve or reject a new commis- 
sion—which it is using for the first time 
with Romano Prodi, the new commission 
president, and his team. 
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often oblige the parliament to find an abso- 
lute majority among its members (not mere- 
ly a majority of votes cast) to make amend- 
ments stick. 

The much bigger question is what Rom- 
ano Prodi, the designated successor to Mr 
Santer as president of the European Com- 
mission, will make of his relations with the 
parliament. For the moment, he is at its mer- 
cy. He owes his job, in one sense, to the par- 
liament's undoing of Mr Santer. But the Am- 
sterdam treaty prevents him from taking 
office until the parliament has approved his 
new commission in its entirety. For reasons 
of parliamentary procedure, that approval 
might well notcome until September oreven 
October—fully six months after the nomina- 
tion of the new boss by the eu’s heads of gov- 
ernment. In the meantime, the members of 
Mr Santer’s commission hang on in a “care- 
taker” capacity. 

Mr Prodi was taking care to betray no im- 
patience with this situation when he ap- 
peared before parliament in May for a vote 
of approval. He gave a speech calculated to 
please his audience by promising exactly the 
sort of reforms to the workings of the com- 
mission—more openness, more account- 
ability, better marshalling of resources— 
which they had long been urging on Mr San- 
ter. Mr Prodi also said that the growing 
power of the parliament need not be part of 
a “zero-sum game” among the European in- 
stitutions. The implication here was that he 
thought a stronger parliament could also 
mean a stronger commission, so long as the 
two institutions were co-operating and not 
competing. The parliament approved his 
candidacy overwhelmingly. It understood 
what Mr Prodi was getting at. 

The commission and the parliament 
ought to have plenty in common—indeed it 
is something of a tribute to Mr Santer’s clum- 
siness that they should have rubbed along so 
badly in recent years. The two institutions 
are, together with the European Court of Jus- 
tice, the main “supranational” bodies creat- 
ed to advance the interests of the European 
Union and its citizens as defined by the eu’s 
constitutional treaties. On the other side of 
the great institutional divide stand the na- 
tional governments, with their attachment 
to national sovereignty and national inter- 
est, acting together when necessary through 
the Council of Ministers. 

Under Mr Santer’s weak leadership, the 
commission was squabbling with the parlia- 
ment and losing ground to the governments. 
The heads of government were using their 
twice-yearly summit meetings to set an in- 
creasingly detailed political course for the Eu 
as a whole, usurping the agenda-setting 
function which used to be the distinguishing 
feature of the commission. They were choos- 
ing to undertake big new initiatives (such as 
monetary union, and laying the bare bones 
ofa common foreign policy) by means of co- 
operating directly among themselves, and so 
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denying the commission its chance to run 
the show. Gone were the heady days of the 
single-market project, when, under Mr San- 
ter’s predecessor, Jacques Delors, the com- 
mission often called the shots. 

Arguably, monetary union has been a 
special case. Setting up and managing a new 
currency for Europe was far beyond the 
imaginable capacities of the commission. 
The need for a truly independent central 
bank was an article of faith for the German 
government. The commission need not feel 
too peeved to have been shut out of that pro- 
ject. Parliament has done slightly better, by 
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establishing its right to interrogate the cen- 
tral-bank president at regular hearings. 

But a common foreign and security pol- 
icy for Europe will be a different matter, 
should itever come to pass. So too will be the 
further advance of the Union into domains 
such as justice and home affairs, which, be- 
fore the Amsterdam treaty, were treated as 
resolutely national affairs. In broad policy 
areas such as these, the commission and par- 
liament alike cannot allow themselves to be 
marginalised by direct co-operation among 
eu governments. Otherwise, they will be 
courting their own obsolescence. 
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Foreign policy looks set to be the subject 
of a discreet institutional tussle within the 
current year. At last week’s Cologne summit, 
the national governments, acting on behalf 
of the Council of Ministers, appointed their 
own choice of “high representative”, in the 
shape of Javier Solana, the Spanish secreta- 
ry-general of naro (until the end of the year), 
to start articulating a common foreign and 
security policy for Europe. At the same time, 
Mr Prodi, once in office, seems set to stream- 
line the commission’s large external-rela- 
tions bureaucracy under one or more com- 
missioners, who will also want to address 
the world in Europe's name. 

Self-interest and political logic thus dic- 
tate that the new commission and new par- 
liament will want to work much more close- 
ly with each other in the next five years than 
they did in the previous five: they both stand 
for the supranational way of doing things, 
over the inter-governmental way of doing 
things. The consequence could well be a wil- 
lingness on the part of the commission to set 
alegislative agenda more in keeping with the 
parliament's priorities (more laws on con- 
sumer rights, employee rights and environ- 
mental protection, for example). Parliament 
might return the favour by doing less grum- 
bling in public about the commission's oper- 
ational shortcomings, and by giving it more 
tactical backing in arguments with the 
Council of Ministers. Both institutions will 
probably also favour enlarging the eu briskly 
into Eastern Europe, and together may help 
overcome the foot-dragging of some of the 
Union’s members. 


Tomorrow belongs to MEPs 


The implication is that the years ahead 
should be rewarding ones for the parlia- 
ment. An alliance with a willing commission 
should ensure that it goes on gaining power 
and influence. Better still, that power and in- 
fluence will extend to non-economic areas 
which are of more salience to the average Eu- 
ropean voter. The Strasbourg agenda will be 
less dominated by the technicalities of agri- 
cultural subsidies or waste incineration. 
More than that, the arrival of the single 
currency in most Eu countries should en- 
courage citizens there to identify more di- 
rectly and instinctively with Europe as such. 
A common foreign and defence policy, if it 
ever takes shape, could have a similar effect. 
The long-term implications of this trend 
are big. If the political ethos of an enlarged 
Europe does ever change to the point at 
which the European Parliament can truly 
claim tobe the primary voice of almost halfa 
billion European citizens, its power will be 
all but uncheckable. That distant dream 
does not in itself change the fact that this 
month's European election will be a dull, de- 
rivative affair. But it does mean that the next 
election, or the one after that, may be less 
easy to dismiss in quite those terms. 
3 s 
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Peace at last? 








Peace seemed imminent in 
Kosovo, after a hard-won 
agreement between natro and 
Serb generals over, among oth- | 
er things, the details of a Serb | 
withdrawal from the province. 
A un Security Council resolu- 
tion was expected to be | 
passed, with Russian consent 
and Chinese abstention. A 
mainly narto force, with a 
separate Russian component, 
will enter Kosovo to keep the 
peace. The un will be respon- 
sible for overseeing the prov- 
ince’s civil administration. 





The row over the safety of 
Belgian animal products 
continued in the run-up to a 
general election in the country | 
this weekend. The European | 
Commission said it was wor- 
ried that milk containing diox- 
in—which causes cancer— 
might still be on sale in the 
country, and complained that 
the government's response to 
the food scare had been lag- | 
gardly. Several countries 
banned the sale of Belgian 
livestock products. 


As campaigns for the Euro- 
pean elections were com- 
pleted, analysts in several 
countries predicted a record 
low turnout of voters. 


After the leaders of Britain 
and Germany, Tony Blair and 
Gerhard Schroder, had ap- 
pealed for third way govern- | 
ing in Europe, France’s prime 
minister, Lionel Jospin, who 
was absent from their meet- 








| prime minister, Bulent Ecevit, 


1] Action Party. 





| budget, the speaker of the 


ing, declared the French way 
to be “unique”. 


A new coalition government 
in Turkey, led by the previous 


won a vote of confidence. It | 
includes the far-right National 


A former prime minister of 
Russia, Sergei Kiriyenko, 
said he may seek the job of 
mayor of Moscow, 


On the stump. 








George W. Bush, the front- 
runner for the Republican 
presidential nomination, left 
the safety of the governor's 
mansion in Austin, Texas, to | 
make his first campaign foray 
into the rest of America. He 
had still not officially an- 
nounced his candidacy. 


Alarmed by internal Repub- 
lican squabbling over the 


House of Representatives, 
Dennis Hastert, warned con- 
servative dissidents that the 
party risked losing control of 
the House next year if they 
did not behave. 


After two years of work, a fed- 
eral cornmission on gam- 
bling recommended a pause | 
in the expansion of the indus- 
try in America and a ban on 
all wagering over the Internet. 


More problems for Colom- 
bia’s peace process. The 
government held talks aimed 
at securing the release of over 
80 hostages held by leftist 
guerrillas, but President Pastra- | 
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| ahead with the much-post- 





| sanjo, began a purge of the 


na’s political reform bill was 
defeated in Congress. 


Despite international protests, | 
Trinidad’s government went 


poned hanging of nine con- 
victed murderers. 


A Chilean judge charged five 
retired army officers with the 
murder of 76 people after 

General Pinochet’s 1973 coup. 


ANC landslide 


The African National Congress 
won 66% of the vote in South | 
Africa’s second non-racial 
election, but fell one seat short | 
of a two-thirds majority in | 
parliament. It is expected to 
form a coalition with the In- 
katha Freedom Party which 
will give a combined majority 
of more than three to one. 


The armed wing of the Islamic 
Salvation Front in Algeria 
said it would give up its fight 
against the government in ex- 
change for a partial amnesty, 
but another rebel movement, 
the Armed Islamic Groups, is | 
expected to continue. 


The Ethiopian army invaded 
Somalia and seized the town 
of Baidoa from Hussein Ai- 
deed, a Somali warlord backed 
by Eritrea. 














Nigeria’s new (popularly elect- 
ed) president, Olusegun Oba- 


army, which has ruled—and 
pillaged~the country for 





many: years. 










The trial of the two Locker- 
bie suspects in the Nether- 


| lands has been postponed till 


February to allow more time 
for the defence to prepare. 


The government of Rwanda 


extended its mandate to rule 
for another four years. 


Megavoti 






Golkar, the party of ex-Presi- 
dent Suharto, seemed to be 
facing defeat in Indonesia’s 
first democratic election for 
more than 40 years. The party 
of Megawati Sukarnoputri, 
daughter of Indonesia’s first 
president, took an early lead. 
International observers said 
that polling had been carried 
out fairly, with only minor ir- 
regularities, though the count- 
ing of votes was painfully 
slow. 


South Korea said it was “grav- 
ely concerned” that North 
Korea had sent its warships 
into southern territorial waters. 
The North said its navy was 
protecting fishing boats and 
accused the South of seeking 
an excuse to start a war. 


Anwar Ibrahim, Malaysia’s 
former deputy prime minister, 
went on trial for the second 
time, accused of sodomy. 


Pakistan and India agreed to 
discuss ways to bring peace to 
Kashmir. But India conti- 
nued to attack Pakistan-sup- 
ported guerrillas who have oc- 
cupied Indian-administered 


| 
1 


| territory. 
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| Recovering 
1 
The Japanese economy 
grew in the first quarter by an 
unexpectedly strong 1.9%. This 
came after six successive quar- 
ters of contraction. The Obu- 
chi government may now be 
under less pressure to bring in 
new stimulative packages. 





The German economy nar- 
rowly avoided recession, with 
Gpe growing by 0.4% in real 
terms in the first quarter of 
this year after falling 0.1% in 
the previous quarter. The in- 
crease, though small, suggests 
that the worst is over for Ger- 
many. The euro's weakness 
may also have helped. 


In a bid to fend off deflation 
and boost growth, China cut 
interest rates sharply, reducing 
the benchmark one-year de- 
posit rate from 3.78% to 2.25%. 
This is its seventh rate-cut in 
three years. China’s consumer- 
price index fell by 3.5% in 
April, the 18th consecutive 
monthly fall. 


America’ s bond market is 
betting that inflation is about 
to pick up, shortening the 
odds that the Federal Reserve 
will soon raise interest rates. 
The yield on 30-year Treasury 
bonds, which plunged to 4.6% 
last September in the wake of 
Russia’s default, rose above 6% 
this week for the first time 
since last May. 








The Bank of England cut Brit- 
ish interest rates from 5.25% 
to 5%. The cut, the seventh in 
nine months, takes rates to 
their lowest in 22 years. 
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1 | €24 billion. And it bid €17 





| | AlliedSignal is merging with 
| Honeywell, an electronic- 





| vehicle in Italy and to co-oper- 





| municipal water supplier. 


| The world’s biggest consumer 


| Modus Vivendi 


A busy wok ‘for Vivendi, a a 
French communications and 
utilities group, formerly 
known as Générale des Eaux. 
A merger with Pathé, a media 
company, worth €2.6 billion 
($2.7 billion), will give Vivendi 
a 16.7% stake in BSkys, Britain’s 
satellite-rv firm. A merger 
with Canal Plus could even be 
on the cards--Vivendi is its 
largest shareholder. That 
would give Rupert Murdoch’s 
News Corporation, which 
has a controlling interest in 
BSkys, an instant entry into 
Europe's satellite-rv market. 





Vivendi also agreed to buy 
30% of the telecoms operation 
of Poland’s Elektrim, for 


billion, jointly with two Ger- 
man firms, rwe and Allianz, 
for a 49.9% stake in Berlin’s 





controls firm, to create a com- 
pany with a market capital- 
isation of around $49 billion. 
The new conglomerate, to be 
called Honeywell, will be one 
of America’s biggest. 


group, Procter & Gamble, 
plans to shed 15,000 jobs and 
close ten factories as part of a 
company overhaul. The aim is 
to speed up new product de- 
velopment and boost sales. 


Fiat is expected to sign agree- 
ments with Japan’s Mitsub- 
ishi to produce a sports-utility 





ate in developing a new en- 
gine. It has also finalised a 
joint-venture with Gaz, Rus- 
sia’s second-biggest car maker. 
Both deals continue Fiat’s 
strategy of forming smaller- 
scale alliances to boost output. 


British American Tobacco 
hopes to buy the 58% of Cana- 
da’s Imasco it does not al- 
ready own, for $6.7 billion. 
Imasco owns Imperial Tobac- 
co, supplier of 69% of Cana- 
da's cigarettes. Bat also com- 
pleted its £5.3 billion ($8.7 
billion) takeover of Rothmans, 
another tobacco firm, but 
might have to sell Rothmans’s 
Canadian business to satisfy 
regulators. 


Tail back 


British Airways will gradually 
revert to a more traditional 
tail-fin logo, incorporating 
once again the British Union 
flag. An experiment with eth- 
nic patterns proved unpopular 
with older male fliers from the 
home market. Virgin Atlantic, 
Ba’s arch-rivals, also launched 
a new livery featuring a Union 
Jack. And it plans to introduce 
double-bed seats for tired ex- 
ecutives and friends. 


Cathay Pacific settled a long 
and bitter dispute with its pi- 
lots, who agreed to a pay cut. 


Shares in: Lockheed Martin 
went into a nosedive, falling 
by around 14%, on news of a 
profits warning by the Amer- 
ican aerospace giant. 


Another setback for corporate 
nationalism in Japan’s tele- 
coms industry. The domes- 
tic champion, ntr, lost control 
of 1pc to Britain’s Cable & 
Wireless in one of Japan’s 
first-ever big contested bids. 
For a price of around ¥69 bil- 
lion ($57 billion), caw has be- 


| come the first foreigner to gain 


a majority position in a Japa- 
nese telecoms company. 


| eye Statoil and | Norsk 
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Hydro teamed up to try to 
keep Saga Petroleum in do- 
mestic hands. They topped a 
new bid from France's Elf 
Aquitaine. 


Kodak's chief executive, 
George Fisher, is to step down 
early on January ist. His suc- 
cessor will be Daniel Carp, a 
company veteran. 


Genetic information 





Giving way to pressure from 
consumers, retailers and Prince 
Charles, Northern Foods, a 
British food producer, will fol- 
low the lead of many other 
British food companies and 
retailers and stop using genet- 
ically modified ingredients. 


Pre-tax profits at Vodafone, 
the world’s biggest mobile- 
telephone operator, increased 
by 44% to £935m ($1.55 billion). 
But Bell Atlantic took legal ac- 
tion in America to stop Voda- 
fone’s merger with AirTouch, a 
large west-coast operator. 


Remerging 


Lazard's, a three-headed in- 
vestment bank operating from 
Paris, New York and London, 
launched a plan to remerge its 
three houses after more than 
100 years of Operating apart. 


Electronic trading took anoth- 
er step forward when two in- 
vestment banks, Merrill 
Lynch and Goldman 
Sachs, teamed up with Ma- 
doff Securities to launch Pri- 
mex Trading. The move by 
three of the biggest stockbro- 
king firms provides a substan- 
tial threat to the New York 
Stock Exchange’s trading floor. 
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BICC Group «) 
BICC is a £2.5 billion international" 
engineering business. It provides services, 
products and systems for the development, 
management and maintenance of the world’s 
infrastructure in transport, power, 
communications and other selected 
facilities. 





BICCEroup 
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The Group’s principal businesses, Balfour 
Beatty, Brand-Rex and Andover Controls, 
serve a number of markets with significant 
current and potential growth and in which 

: they have strong, competitive positions. 
Amongst these markets are those for railway services and engineering, data 
“communications systems, capital projects and building management control 
systems. 


CREDIT SUISSE 
GROUP o 
CREDIT SUISSE GROUP is a global 
financial services company, providing a 
“gomprehensive range of banking and 
insurance products. It comprises five 
business units, each geared to the 
“requirements of specific customer groups 
and markets: CREDIT SUISSE: corporate 
and individual customers in Switzerland. 
CREDIT SUISSE PRIVATE BANKING: 
services for private investors in Switzerland 
and abroad. CREDIT SUISSE FIRST BOSTON: global investment banking 
CREDIT SUISSE ASSET MANAGEMENT: services for institutional and 
> mutual fund investors worldwide. WINTERTHUR: insurance for private and 
“corporate customers worldwide, 




































gair | GROUP 


ANNA, REPORT (PiRhi rita 











; AE Inc. Q) 
CAE Inc. (TSE; CAE) is a world-leading 
advanced technology company. We 
specialize in the application-of advanced 
technologies to meet unique customer 
requirements in selected business segments 
worldwide. In particular, we focus on the 
application and development of advanced 
information technologies through an 
intimate understanding of our. customers’ 
businesses. Whether it is at the forefront of 
: virtual reality as in full fight simulators, or 
real-time computer-based optimization of wood processing, at CAE, we hav 
taken a leadership role. Developing and applying such leading-edge 
technologies in growing markets positions CAE for tremendous opportunitic 
in the future. CAE operates globally with over 6,900 employees focussed on 
customers’ needs through innovation and advariced technology. 











Mannesmann u) 


In 1998, Mannesmann continued the 
successful course of previous years; our 
results once again showed a marked 
improvement. The result from ordinary 
activities increased by 55% to € 1.4 bn. Net 
profit doubled to € 630m. EBITDA rose to 

€ 3.1 bn, 42% ahead of the previous year. 
The Group sectors Engineering, Automotive 
and, above all, Telecommunications 
contributed significantly to this outstanding 
performance. With the acquisition of a 
majority interest in tele.ring / Austria and the 
increase of our stakes in Arcor / Germany and 
Omnitel and Infostrada / Italy, Mannesmann emphasized its Nol position in 
Europe among the new competition-oriented providers of integrated 
telecommunications services 





Roche Group o) 


Roche is one of the world’s leading 
healthcare companies. Its activities include 
supplying high-quality pharmaceuticals to 
promote general wellbeing. Roche is also a 
leading supplier of diagnostic equipment 
and reagents. New forms of collaboration 
between the pharmaceuticals and 
diagnostics core businesses will 
increasingly result in the development of 
efficient, cost-effective integrated 
healthcare solutions. Roche’s record of 
innovation stems primarily from its above- 
average investment in research and 
development, with cutting-edge 
technologies such as biotechnology and 





genetic engineering playing a pivotal role, 


The Group employs almost 70,000 peaple 
worldwide and in 1998 posted consolidated 
sales of 24.7 billion Swiss francs. This is a 
record result, and all four divisions once 
again significantly reinforced their market 
positions. Consolidated net income rose 3% 
to 4.4 billion Swiss francs. Research and 
development expenditure in 1998 totalled 
3,408 million Swiss francs, or 14% of sales. 


The Annual Report 1998 and other 
information about Roche can be found on 
the Internet at http://www.roche.com. 
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SPT Telecom wi 


We provide voice, data and other services 
to more than 3.7 million fixed line 
customers, supported by nearly 22,000 
staff and our strategic partner TelSource, 
composed of KPN Royal Dutch Telecom 
and Swisscom, with the support of AT&T. 


| substantial investments in our 


these achievements. 


We continue to change tomorrow today. 


Through our 51% stake in EuroTel, we.are 
the largest provider of mobile services 
(GSM and NMT) in the country, with a 
client base of well over $88,000 
customers, Using the latest digital 
technology our aim is to remain the 
company of choice for telecommunications 
services when the Czech market is 


liberalised in 2001. A new corporate 
structure and changing culture, allied to 


infrastructure, will enable us to build on 


































Schering o 

As a research-based pharmaceutical 
company with 146 subsidiartes and 
affiliates worldwide, Our key features 
today are internationality; expertise and 
specialization on three business areas - 
diagnostics, gynaecology and therapeutics, 









Main financial data: With. workforce of 
22,043, Schering Group sales in 1998 
amounted to DM .6,425m, 85% of which 
were achieved outside Germany. Schering 
spent DM £,229m on R&D, a good 19% 
of Group sales: revenue. At DM 478m, 

J Group profit was 7% higher than in 1997, 
arnings per sharë as per IAS amounted to DM:7.00, or € 3.58 
1997: DM 6.50/ € 3.34), 


TNT Post Group o) 


ANT Post Group (TPG) provides domestic 
nd international mail services, and is 
cognized as one of the most efficient 

sstal operators in the world. It also carries 
texpress distribution of documents, 
arcels and freight with both domestic and 
anternational coverage and is one of the 
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rgest express-delivery operators in the 1998 
“world. In addition, the Group has a strong anni at 


iwresence in the logistics business. 





















PG employs over 100,000 people. It has 
‘ranches in around 60 countries and 
perates in over 200 countries. 











VEBA a 


Change Creates Opportunities 


VEBA is the world’s largest utility-based 
conglomerate, Our major divisions are 
Electricity, Chemicals, Oil, and 
Telecommunications. We are-also active in 
Distribution/Logistics. Real-Estate 
Management and Silicon Wafers. In 1998 
we sharpened the Group's strategic focus 
and implemented far-reaching structural 
measures, building a strong platform for 
sustained growth and value-enhancement. 
Our 116,774 employees worldwide 
chieved DVFA/SG earnings of DM 2.4 billion: (1997: DM 2:8 billion). 
‘arnings per share were DM 4.76 (1997; DM 5.58). The dividend was 
gam DM 2.10. 
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Winterthur Insurance .......... 








i Sulzer (8) 


E Founded 1834 in Winterthur, Switzerland, 
the Sulzer Corporation now employs 23,000 
co-workers worldwide. Sulzer is active in 
more than 150 countries, In 1998 the Sulzer 
E Corporation recorded net income of 221 
million Swiss francs on sales of 5,9 billion 
Swiss francs. To add value for customers, co- 
workers and shareholders, Sulzer transforms 
future-oriented scientific and technological 
knowledge into attractive, customer-oriented 
products and services. Sulzer is active in the 
following two business areas: Sulzer Medica 
FI (medical technology) and Sulzer Industries 

“ (petroleum and chemical industries, selected 
process and mechanical engineering technology, weaving machines and plant 
and building services). 























TrizecHahn u 


TrizecHahn Corporation, one of the largest 
real estate companies in North America and pA 
now expanding into Europe, has more than 
US$7 billion in assets and a total market 
capitalization of approximately 

USS$7 billion. 


It combines tremendous expertise with 
financial strength ahd a commitment to 
innovation and growth. One of the most 
liquid real estate stocks in North America, 
the Company's shares trade on the New 
York, Toronto and Montreal stock 
exchanges under the symbol TZH. 








Winterthur Insurance a» 


Winterthur can look back on 124 years as a 
successful insurance company and provider 
of financial services. 

With a premium volume of CHF 28,6 bn 
and investments of more than CHF HHI bn, 
the Winterthur Group is one of Europe’s 
leading insurers and one of the ten largest 
internationally operating insurance groups 
world-wide. It employs. around 27,000 staff 
members, of whom 70% work outside 
Switzerland in some 30 countries. Together 
with the bank subsidiaries of Credit Suisse 
Group, it forms one of the world’s leading 
integrated financial services companies. Winterthur focuses on its core 
business. It offers private and corporate customers tailor-made insurance and 
pension solutions at the local and international level. 
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“Every opportunity to work in cinema must, of necessity, entail risk. 
Unless it is daring and risks failure, any artform will wither and die.” 


The experts in total risk management. 
winterthur 
INTERNATIONAL 


a CREDIT SUISSE GROUP company 





ASIA 


Indonesia holds its breath 


JAKARTA 


The voters put on an impressive display as they flocked to the polls on 
Monday. But will their wishes be respected when all the votes are counted? 


HEY unlocked the wooden box and 
carefully placed its contents on the table. 
Then, with all the flair of a stage magician, an 
election official held the empty container 
aloft so that all could see inside. The crowd 
went wild. It did not stop there. As each new 
ballot was opened, the voters from the mid- 
dle-class Jakarta neighbourhood let out a 
fresh cheer, revelling in the novelty of 
such an open and honest contest. The 
scene was repeated all across Indone- 
sia on June 7th, as the country’s first 
day of competitive elections in over 
four decades drew toa happy close. 
The next day, the stockmarket 
joined in the celebration. With their 
hopes for a clean election apparently 
realised, investors poured money into 
local shares, driving up prices by 
12%—to their highest level since 
mid-1997, when the region’s financial 
collapse began. The ımF too was 
pleased, and approved the release of 
another $450m in loans. Investors did 
not seem to mind that all this money 
must one day be paid back, or that In- 
donesia’s economy is the most rav- 
aged in all of East Asia. After the vio- 
lence and turmoil of the past year, it 
seemed enough that the elections had 
got off toa free, fair and friendly start. 
By Thursday, however, the out- 
come was still far from clear. Al- 
though the votes at each polling place 
were counted on the spot in broad 
daylight, election officials across the 
vast Indonesian archipelago took 
much longer to add up and cross- 
check the tallies as they were report- 
ed. Three days after the polls had 
closed, only around 10% of the 12m 
votes had been reported to the election 
headquarters in Jakarta. The Indonesian 
Democratic Party of Struggle (pp1-p), the op- 
position party led by Megawati Sukarnopu- 
tri, had taken an early commanding lead, 
winning 35-40% of the total—around 15 per- 
centage points more than any other party. 
Even though only a small fraction of the 
votes had been collated, it seemed likely that 
the ppi-p would emerge as the most popular 
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of the 48 parties that contested the election. 
Combined with those of two of Miss Mega- 
wati’s potential coalition partners—Abdur- 
rahman Wahid’s National Awakening Party 
and Amien Rais’s National Mandate Party— 
the main opposition forces appeared to be 
capturing around 60% of the vote in the early 
going. If that level of support continued, it 





Megawati makes her mark 


would give Miss Megawati’s pp1-P a sizeable 
block in the prr, Indonesia’s lower legisla- 
tive body. That offers the prospect that she 
may turn out the ruling Golkar party after 
decades in power. But the margin of victory 
will be crucial. And as the figures crawled in, 
Indonesia’s bold democratic experiment still 
faced two big risks. 

The first was that Miss Megawati and her 
coalition partners would win a substantial 


share of the vote, but fail to dislodge Golkar 
from government. The electoral formula is 
skewed against the opposition in such a way 
that Golkar could win a bigger share of the 
seats than its support would warrant. Golkar 
will also have an edge in the appointment of 
200 other representatives, who will join the 
500 DPR members to elect the next president 
later this year. These advantages may make 
it easier for Golkar to cut a deal with anum- 
ber of Islamist parties, led by the United De- 
velopment Party. 

Although Golkar and its leader, B.J. Ha- 
bibie, are loathed by mostof the voters, an al- 
liance with them would offer Indonesia’s Is- 
lamist parties their first real taste of power. 
Moreover, ex-President Suharto appointed 
Mr Habibie as his vice-president precisely 
because of his appeal to modernist Muslims. 
But such an alliance would anger 
many voters. When Mr Suharto was 
forced to step down in May last year, 
many Indonesians resented Mr Habi- 
bie’s succession. They have waited 12 
months for their chance to boot him 
and his ruling party out of office. A 
deal by Golkar to maintain power, 
through a coalition with well under 
half the votes, would hardly seem like 
democracy to those people. 

All of which heightened the sec- 
ond risk: that the pitifully slow vote 
count will tarnish the polling. Given 
Golkar’s history of rigging elections, 
many voters expected it to cheat 
again. The huge turnout—over 90% of 
eligible voters appeared to have cast 
their ballots—reflected their faith in 
the new electoral mechanisms that 
Mr Habibie had agreed to. As the days 
passed, some feared that Golkar had 
been up toits tricks again. 

Itdid not help that Golkar provid- 
ed vote counts of its own, based on re- 
ports to party officials from polling 
stations around the country. These 
showed that it was doing much better 
than the official reports, That encour- 
aged a stiff warning from Mr Wahid, a 
man who rarely settles for dull pro- 
nouncements. He threatened to set up 
a “government in exile” if Golkar 
tried any funny business. 

Despite complaints by some observers, 
election officials said the delay was caused 
by a zealous effort to carefully cross check 
each result. If all goes well it will have been 
worth the long wait. In the meantime, Indo- 
nesians were left hoping. They have done 
their job, and performed like champions in 
the process. Now itis up to their leaders. 

a 
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ASIA 
Malaysia 


Two men, two 
trials 


KUALA LUMPUR 


ESS than two months after Anwar Ibra- 
him, Malaysia’s former deputy prime 
minister, was jailed for six years for corrup- 
tion, he was back in the dock this week fac- 
ing charges of sodomy. For many Malay- 
sians, already sceptical of the judicial system, 
the new trial seemed flawed when the prose- 
cution changed for the second time the year 
in which Mr Anwar was said to have had il- 
legal sex with his ex-chauffeur, Azizan Abu 
Bakar. The year had been changed from 1994 
to 1992, but it turned out that the building 
where they were supposed to have met for 
sex did not exist then. The year has now been 
changed in the charge to 1993. 

Mr Anwar’s defence team asked the 
judge, Ariffin Jaka, to dismiss the case. Before 
considering this, he lifted an order that pre- 
vented any public comment being made 
about the trial. One effect of this relaxation is 


that the conductof the trial may be linked by 
some commentators to that of the forthcom- 
ing general election, which is believed to be 
imminent. Mr Anwar’s wife, Wan Azizah Is- 
mail, heads the National Justice Party, an op- 
position group. 

The best guess is that the election will be 


held in August. The prime minister, Mahath- 


ir Mohamad, has not announced a date, but 
he has whetted political appetites by pre- 
dicting that it “will be the dirtiest ever”. For 
that he blames an opposition aided by “for- 
eign manipulators and their media”. 
Though an election need not be held till 
June next year, Dr Mahathir may be tempted 


to go for an early poll, with the prospect of 


another five-year term, now that the econ- 
omy is showing signs of recovery and the 
stockmarket is rising. The pro-government 
newspapers seem to have got their orders 
and are running daily attacks on the opposi- 
tion. Analysts expect both the government 
and the opposition to seek the support of the 
country’s Chinese and Indian minorities, as 
the Malay electoral heartland is thought to 
be split pretty evenly between Dr Mahathir 
and Mr Anwar. 

The opposition parties are aiming for a 








At last, a trial of sorts in Cambodia 


PHNOM PENH 


66™PHIS is not justice,” Nuon Paet, a for- 
mer Khmer Rouge commander, 
called out as he was bundled away to be- 
gin a life sentence. He had been convicted 
on June 7th of taking partin an attack ona 
train in southern Cambodia in 1994, and 
kidnapping and killing three young west- 
ern backpackers: Jean-Michel Braquet 
from France, Mark Slater from Britain and 
David Wilson from Australia. The former 
soldier denied the charges and argued he 
had been negotiating for their release. 
Nevertheless, Mr Nuon Paet made history 
as the first senior commander of the 
Khmers Rouges to stand trial and bejailed. 
Cambodia’s judicial system, widely 
criticised for being weak and politically 
influenced, was also on trial. The country 
is preparing to try other senior Khmer 
Rouge leaders, including its former mili- 
tary chief, Ta Mok, and its main execution- 
er, Kang Kek leu, known as Duch. They 
face charges for their part in the move- 
ment’s reign of terror in the late 1970s, dur- 
ing which as many as 2m people died. 
Cambodia has asked the un for help in 
drafting a law that would allow a special 
tribunal to be created, with foreign judges 
and lawyers working alongside their 
Cambodian counterparts. 
The signs did not look promising at the 
start of Mr Nuon Paet’s trial: the judge told 
reporters that she believed the proceed- 





ings could be wrapped up within half a 
day. In the event, they went on into the 
night. “There's been a real effort to make 
this appear more credible, to appear to re- 
spect the basic procedures,” said one hu- 
man-rights worker. 

One early surprise came as the prose- 
cutor opened his case, announcing that he 
had received government authorisation 
to press charges against two other former 
Khmer Rouge commanders, both alleged- 
ly involved in the hostage-taking—and 
both now serving as government officials. 
A controversial law provides such offi- 
cials with immunity from criminal prose- 
cution unless their superiors give their ap- 
proval. The government has often 
promised to repeal this rule, but it never- 
theless remains on the statute book. 

Some of those observing the trial said 
they were concerned that one of the main 
witnesses—who was shown testifying 
against Mr Nuon Paet in a 1994 video— 
was not present in court to be cross-exam- 
ined. Others thought the proceedings 
bore little relation to the evidence given in 
court. It may have been justice of sorts, but 
Jean-Claude Braquet, the father of the 
young Frenchman who was killed, had 
his own verdict. He had no doubt that the 
trial was part of a political drama and that 
others should have stood alongside Mr 
Nuon Paet in the dock. 











Anwar returns to the dock 


workable electoral alliance to give them 
chance against Dr Mahathir’s formidabl 
vote-winning machinery. The parliamen 
tary leader of the opposition, Lim Kit Siang 
and his urban Chinese-based Democrati 
Action Party are keen to share a platform fo 
“justice and clean government” with th 
more rural-based Islamist party pas and th 
new multi-racial party of Mr Anwar’s wife 
ras wants Malaysia to become an Islami 
state, but realistically may do its best to wor! 
with non-Muslim and multi-racial parties. 
Dr Mahathir has reshuffled his cabine 
to give it a fresh look. The new information 
minister, Khalil Yaakob, will be in charge o 
overseeing the media. He was credited witl 
the ruling coalition’s easy victory in a stat 
election in Sabah this year. The governmen 
has announced an unexpected bonus fo 
nearly 1m government employees. Dr Ma 
hathir is aware that, like Mr Anwar, he too i 
on trial. 
1 





Pakistan and India 


Time to talk 


ISLAMABAD 


OSING to India in a World Cup cricke 
match in England this week was clearly 
upsetting for Pakistan. But at least that tussle 
was settled in a day. By contrast, the real figh’ 
between the two countries, over Kashmir 
seems to drag on interminably. Sartaj Aziz 
the Pakistani foreign minister, is due in Delh: 
on June 12th to try to damp down the latesi 
flare-up in the disputed territory. Even that 
modest aim may not yet be achievable. 
The cause of the fighting was the sudden 
presence of several hundred well-armed 
guerrillas in the Indian part of Kashmir. In- 
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dia says they came from Pakistan, crossing 
the temporary border known as the line of 
control. They are now dug in on high ground 
and are able to fire on any vehicles using a 
strategically valuable road near the town of 
Kargil. In effect they have captured a piece of 
Indian territory. 

Pakistan is clearly on the side of what it 
calls the freedom-fighters, and regards their 
success in staking out a part of Indian Kash- 
mir as something of a coup. Military analysts 
think that Pakistan may be seeking to buy 
time for the intruders. If they can hold out 
until the winter in this inhospitable territory, 
Indian attempts to dislodge them would 
have to be suspended. Acclimatising soldiers 
to the low temperatures there would be diffi- 
cult, As for the guerrillas, it is thought that 
many may have previous experience of 
fighting in similarly high, rough and cold ter- 
rain in Afghanistan. For men such as these, 
swapping one icy battlefield for another may 
be quite easy. 

India is clearly aware of the difficulties 
posed by the terrain. Nonetheless, it has this 
week been continuing its efforts to dislodge 
the guerrillas. It said the attacks would conti- 
nue during Mr Aziz’s “peace talks”. If India 
were to widen the conflict, by opening up 
new fronts along the provisional border in 
Kashmir, an extra burden would be put on 
Pakistan's already enfeebled economy. 

Before going to Delhi, Mr Aziz was mak- 
ing a quick trip to China, which also has a 
border dispute with India in northern Kash- 
mir, He will welcome any friendly support 
from the Chinese, but must be aware that In- 
dia has scored a point by being able to con- 
vince many in the West that the incursion 
into its territory sparked the latest conflict. 
Although Mr Aziz may repeat to the Indians 
the official line that Pakistan had nothing to 
do with the incursion, except for the moral 
support it gives to Kashmiri groups, his gov- 
ernment would be hard pressed to convince 
outsiders, including the United States, that it 
has no responsibility for the flare-up. The 
Americans said on June gth that the guerril- 
las should withdraw. 

Pakistan may have been hoping to use 
the latest fighting to induce outsiders to try to 
mediate over Kashmir. If so, it has failed. 
seeps nnenmones pera ia d nese vel 


China and North Korea 


Closer 
encounter 


BELHNG 


HEN Chinese police and foreign jour- 
nalists .converged on Tiananmen 
Square on June 4th, they saw litte of what 
they had come looking for (see box). But 
there was something else that was unusual: 
for the first time in eight years, North Korean 
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flags flew together with Chinese ones, in 
honour of the five-day visit to China by Kim 
Yong Nam, the president of North Korea’s 
parliament and the highest-ranking official 
behind the newish “Great Leader” himself, 
Kim Jong IL There are even reports that the 
Great Kim himself may visit China before 
too long. 

China and North Korea share a long bor- 
der and a long history as communist com- 
rades-in-arms. But clearly the alliance bet- 
ween the two countries, once said to be as 
close as “lips and teeth”, has faded. The rea- 
sons are not hard to understand. North Ko- 
rea is as ideologically committed as ever to 
socialism, self-reliance and the mindless 
worship of its leaders past and present. It 
thus sees China’s efforts to reform its econ- 
omy and open up to the outside world as 
downright heretical. The final insult came in 
1992, when China yielded to pragmatism 
and established relations with South Korea, 

China, meanwhile, has become fed up 
with the intransigence of its perpetually 
needy neighbour. Though it politely refrains 
from telling North Korea in public how to 
run what is left of its economy, China is nev- 
ertheless growing weary of giving aid to a re- 
gime that shows few signs of wanting to fix 
its problems. During Mr Kim's visit, China 
pledged 150,000 tonnes of grain and 400,000 
tonnes of coal in new aid to North Korea. Re- 
gardless of the cost and no matter how frus- 
trating the results, the Chinese feel they must 
do what they can to stave off a total collapse 
in the hermit kingdom, lest the steady flow 
of refugees now coming into China sudden- 
ly becomes a flood. At the same time North 
Korea remains belligerent. This week North 
and South Korean naval vessels faced each 
other near their western sea border, as each 
side accused the other of intruding into terri- 
torial waters. 

China may not enjoy the degree of influ- 
ence over North Korea that some onlookers 
assume, but it probably holds more clout 
than anyone else. When America’s secretary 
of state, Madeleine Albright, visited China in 
March, one of her main concerns was to 
gauge China’s level of influence with the 
North Koreans and to get the Chinese to ap- 
ply it constructively. Now China’s relations 
with the United States lie in tatters after 
NATO's bombing of the Chinese embassy in 
Belgrade and Congress’s accusations of Chi- 
nese espionage. 

Accordingly, China appears to be re- 
evaluating some basic assumptions about 
both its relationship with the United States 
and its place on the international stage. Un- 
sure where exactly it wants to go, China is, 
says one foreign diplomat, keen to show the 
West that it has several paths open to it. 
Friendlier ties with countries such as North 
Korea~or Myanmar, which also this week 
senta senior delegation to Beijing —give Chi- 
naa knife thatcan cut two ways. 
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| Ten years since 


| Tiananmen 


BELING AND HONG KONG 


1 
1 
| 66TDHANKS for reminding me,” said 
China’s prime minister, Zhu 
Rongji, when asked about the tenth an- 
| niversary of the Tiananmen crack- 
| down, “Fd forgotten.” The govern- 
| ments security goons had not. Down 
by Tiananmen Square, conveniently 
| closed for repaving, their numbers on 
June 4th were matched only by Beij- 
| ing’s foreign press corps. The game of 
| the first squad was to nab the handful 
of Chinese who attempted to unfurl a 
| banner, or throw leaflets, before they 
| were snapped by the cameras of the 
| second. It was a depressing reminder of 
the official lock on Chinese history. 
| The range of plausible estimates 
| puts the number killed ten years ago at 
| somewhere between 600 and 3,000, But 
{ 
t 
i 
| 





it would be wrong to say that there was 
no public commemoration held on 
Chinese soil. In Hong Kong, perhaps 
50,000 filled Victoria Park for a candle- 
lit vigil. The remembrance was a digni- 
fied affair of old and young, flip- 
flopped street hawkers and smart 
bankers. Though the Beijing telephone 
line of Wang Lingyun, the mother of an 
exiled dissident, Wang Dan, had been 
cut off earlier that day, she spoke to the 
gathering from a mobile phone. Mr 
Wang then joined in from America. 
“Ooh,” Mrs Wang marvelled at the 
technology, “we're all connected.” The 
Hong Kong crowd clearly agreed. 
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The perils of pork and gravy 


TOKUSHIMA 


A backlash begins against Japan’s big public-spending plans 


UBLIC works, runs the theory, are what 

holds Japan’s loose polity together. The 
gravy from Tokyo keeps impoverished local 
governments servile, the bloated building 
industry sweet, the Liberal Democratic Party 
(Lpp)in office, and the bureaucrats who ladle 
out the stuff in power. Perhaps neglectfully 
for a parliamentary democracy, however, 
this theory omits the voter. That oversight 
helps explain the recent mass protests 
against unwanted dams, airports, roads and 
bridges that have suddenly broken out all 
over the country. 

In Shiga prefecture, which borders the 
Kansai city of Kyoto, residents want a refer- 
endum on plans for a new airport near Lake 
Biwa, a popular tourist haunt. The citizens of 
Kobe want to junk their city’s plans for an in- 
ternational airport, too. They reason that, 
since there are already two other interna- 
tional airports within okm (25 
miles) of Kobe, the city does not 
need one of its own. Last Novem- 
ber, Kobe’s municipal assembly 
rejected calls for a referendum, but 
anti-airport groups have fought 
on, capturing a handful of as- 
sembly seats in local elections in 
April. Now they plan to collect sig- 
natures for a second petition and 
an appeal directly to the airport’s 
most powerful sponsor, the trans- 
port ministry in Tokyo. 

In Yoshinagacho, in Okayama 
prefecture, residents have been 
battling to prevent the building of 
an industrial-waste disposal plant 
near their town. Last year, the pre- 
fectural government put the pro- 
ject on hold, infuriating the com- 
panies involved. They appealed to 
the health and welfare ministry, 
but on June 8th the ministry ruled in favour 
of the Okayama government's decision. 

Voters in Tokushima, on the island of 
Shikoku, are fighting construction-ministry 
bureaucrats over a new dam for the nearby 
Yoshino river. They may even have secured 
enough new anti-dam assembly members 
after the April elections to force a referen- 
dum. That would overturn a vote by the as- 
sembly in February against a referendum 
that was passed despite a supporting pet- 
ition signed by 100,000 residents, about half 
of the city’s electorate. The battle has sparked 
some fiery words, at least by the standards of 
consensus-loving Japan. The construction 
ministry’s man in Tokushima says that a ref- 
erendum would be “poisonous medicine”. 
Masayoshi Himeno, the leader of the anti- 
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Hold it j 


dam lobby, retorts with some sarcasm that, 
after the assembly’s earlier rejection of a ref- 
erendum, “we came to realise that public 
works are not for the public.” 

One reason why these various projects 
have the locals up in arms is that they may 
harm the environment. Kobe wants to build 
its airport on a man-made island in the bay, 
which some worry would hurt marine wild- 
life. Opponents of the Tokushima dam argue 
that dams of similar design elsewhere have 
destroyed river habitats, blocking the flow of 
water and leading to an accumulation of 
sludge on the river bed. They also say that the 
dam threatens the wetlands at the river's 
mouth, which are home to migratory birds 
and the rare shiomaneki crab. 

More intriguingly, people worry about 
the drain that big projects have puton public 
finances. The Kobe city government wants to 
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finance the building of its airport by issuing 
¥310 billion ($2.6 billion) of high-interest 
bonds. Anti-airport campaigners say that 
these bonds would land the city in deep fi- 
nancial trouble. Tokushima’s dam will cost 
¥103 billion to build, 60% of which must be 
found by the prefectural government. 

This touches a raw nerve in Japan as vot- 
ers ponder the cost of the government's ef- 
forts to spend its way out of a recession, 
which ended (for now) in the three months 
to March when the economy grew by 1.9% 
compared with the previous quarter. Bet- 
ween 1992 and 1998, according to Nomura 
Securities, a stockbroker, Japan blew a stag- 
gering $750 billion on roads, bridges, dams 
and the like (see chart) to keep its economy 
ticking over. By next year, Japan will have re- 




















placed Italy as the most indebted nation in 
the Group of Seven rich countries. With the 
population both ageing and shrinking (the 
number of Japanese is due to fall by half by 
the end of the next century, according to the 
government), people are worrying about 
whois going to pay all of this money back. 

The prime minister, Keizo Obuchi, 
seems to have caught the public mood. Es- 
chewing the ipp’s traditional public-works 
remedies, he claims a new enthusiasm for 
“supply-side” reforms and was due to unveil 
new measures on June 11th. These 
include labour-market measures 
and incentives for firms to shed 
excess capacity and debt. Cabinet 
ministers are suggesting there will 
be no big emergency budget for ex- 
tra public works this autumn, de- 
spite earlier hints to the contrary. 
Instead, said the chief cabinet sec- 
retary, Hiromu Nonaka, the au- 
tumn budget would concentrate 
on creating new jobs. 

Perhaps also with his nose to 
the wind, Katsutsugu Sekiya, the 
construction minister, said in 
April that he would scrap plans 
for Tokushima’s dam if residents 
voted against it, reversing his min- 
istry’s earlier position. Campaign- 
ers in Tokushima, Kobe, Yoshina- 
gachoand in Shiga prefecture were 
delighted, but their celebrations 
did not last long. Under fire from Tokushi- 
ma's mayor (a construction-ministry bu- 
reaucrat) and his own horrified officials, Mr 
Sekiya quickly withdrew his remarks. 

All is not quite lost, however. Last year, 
under the guiding hand of Mr Obuchi and to 
giggles elsewhere, the government intro- 
duced a new “cost-benefit reassessment sys- 
tem” to check public-works projects for 
“transparency and efficiency”. Under this 
system, spending ministries must reassess 
their projects if construction work has not 
started within five years of their inception, 
and every five years thereafter. According to 
one official, by March this year the govern- 
ment had reassessed more than 8,000 pro- 
jects. Of these, it had cancelled just 35. 
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The victors of Kosovo 


WASHINGTON, DC 


Who won, and who lost, on the home front 


S AMERICANS come to terms with the 
on-again, off-again, on-again settlement 

for Kosovo, the prevailing attitude varies 
from satisfaction to outright exultation. “He 
had a plan. It was the right plan. We've been 
able to carry it forward,” said John Podesta, 
the White House chief of staff, on President 
Clinton’s performance. “It’s a victory for the 
us. It’s a victory for NATO. us-Russian rela- 
tions are not destroyed. We've established 
the principle that you can’t get away with 
ethnic cleansing.” Thus William 


start, was mild and it eroded at the end. Con- 
gress was a shambles: it voted against the 
conduct of the war and then gave the presi- 
dent more money than he asked for to pur- 
sue it. That, says Richard Haass of the Brook- 
ings Institution, a think-tank, reveals how 
big is the president's institutional advantage. 
With no coherent alternatives being put for- 
ward by Congress and little clear public sup- 
port one way or the other, the president can 
initiate and argue for whatever he wants: 


heavy fighting on the ground is inevitable. 
Kosovo may well raise unrealistic expecta- 
tions about what is possible in war. 

A more immediate domestic conse- 
quence of the settlement has been to help Al 
Gore. Traditionally, Democratic candidates 
and presidents are thought to be more vul- 
nerable than Republicans to military fail- 
ures abroad: consider Lyndon Johnson’s de- 
cision nottorun fora second term because of 
reverses in Vietnam, or Jimmy Carter's hu- 
miliation over the hostages in Iran. Hence, 
Republicans had hoped to use foreign policy 
as a stick to beat Mr Gore. A settlement in 
Kosovo—if it holds—is likely to make that 
much harder, and Mr Gore safer. 

Lastly, the settlement is deemed satisfac- 
tory by the administration because it makes 
the Republicans look stupid. Not only did 
they vote in Congress both for and against 
the war, but the majority whip, Tom Delay, 
branded it “Clinton’s war”. The 





Kristol, the editor of the Weekly 
Standard, a conservative maga- 
zine with no love for Mr Clinton. 
There are around 800,000 Ko- 
sovar refugees; Kosovo and Serbia 
have been bombed to smithe- 
reens; Slobodan Milosevic re- 
mains in power. Why on earth, 
then, do so many American poli- 
ticians on both sides of the aisle 
find the settlement a victorious, or 
at least a satisfactory, outcome? 
Partly because, to judge by the 
opinion-poll evidence, the Ameri- 
can public appears to think it so. 
At the end of May and the begin- 
ning of June, public support for 
the war and for Mr Clinton had 
been waning sharply; as the pro- 
posed settlement was announced, 
professed satisfaction both with 
the conduct of the war and Mr 
Clinton himself rose markedly. 
For an administration obsessed by 
polls, this was satisfaction in itself. 
It also gave Mr Clinton an un- 
accustomed opportunity to present himself 
notas a shuttlecock buffeted by the polls but 
as—wait for it— Churchill. Presidential aides 
blathered to the Washington Post that this 
was “Clinton’s finest hour”. The national se- 
curity adviser, Sandy Berger, claimed the 
president “conveyed a sense of steadiness 
that’s been extremely important in an enter- 
prise that many people outside the govern- 
ment believed could not possibly work.” 
Whatever one thinks of those claims, it is 
certainly true that Kosovo was a reminder of 
the president’s considerable opportunities 
in foreign policy. Public support, even at the 


THE ECONOMIST JUNE 12TH 1999 





Superior weapons and nobody dead 


though what he wanted (such as no ground 
troops), was often dictated by what he knew 
the public would swallow. 

Seen in this light, Kosovo could set a wor- 
rying precedent, says Robert Hunter, a for- 
mer ambassador to NATO. Remarkably, the 
Kosovo conflict was “won” without the loss 
of a single American life in combat. This is an 
improvement even on the Gulf war, in 
which only 270 American lives were lost, 
more than half by accident. If presidents 
come to believe that the public and Congress 
will tolerate only casualty-free victory, they 
will steer clear of engagements in which 


implication, then, is that the peace 
is Clinton’s too. Among Republi- 
can presidential hopefuls (with 
the honourable exception of Sen- 
ator John McCain) the consensus 
was that the United States should 
not have been in the Balkans at all. 

So much for the immediate 
political effects of the settlement. 
But the administration argues that 
the deal is more than a political ex- 
pedient to extricate itself from a 
war and look good at home. It 
claims “victory” in three broader 
senses. 

The first is that, under Ameri- 
can leadership, Nato held togeth- 
er through all the ups and downs 
of the war and despite all the fis- 
sures in the alliance. For this, the 
president’s much criticised foreign 
policy can claim some credit. It 
was Mr Berger who had been 
largely responsible for formulat- 
ing policy towards Kosovo, and in 
particular had endorsed the basic 
decision that air power alone would eventu- 
ally bring Mr Milosevic to the negotiating ta- 
ble. That judgment seems to have been vin- 
dicated, to Mr Berger’s relief. In May, in the 
aftermath of a report from a committee of 
the House of Representatives into Chinese 
spying, 81 Republicans wrote to the presi- 
dent demanding Mr Berger's resignation. His 
job seems safe for now. 

Second, the administration claims that 
the war in Kosovo demonstrated the impor- 
tance and power of American military tech- 
nological superiority, especially from the air. 
The army might well argue that this was a 
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Alan’s gang 


OW many members of the Federal 

Open Market Committee (omc), the 
Fed’s interest-rate setting forum, can you 
name? Most people barely get beyond its 
chairman, Alan Greenspan. After 12 years 
at the helm of America’s central bank and 
after presiding over the longest peacetime 
economic expansion in American history, 
Mr Greenspan has assumed near god-like 
Status. He so overshadows his colleagues 
that the impending resignation of his dep- 
uty, Alice Rivlin, announced on June 3rd, 
sent barely a ripple through financial mar- 
kets. Although Ms Rivlin had never voted 


against Mr Greenspan during 
her three years at the Fed, she 
was probably the central 
banks most eloquent 
“dove”: frequently making 
the case publicly that the 
economy might be more ca- 
pable of higher growth with- 
out inflation, and stressing 
the social benefits of low un- 
employment. 

Yet, as speculation in financial markets 
mounts that the central bank will raise in- 
terest rates at its next meeting on June 29th 
and 3oth, it is worth remem- 














bering that the romc has 
more members than Mr 
Greenspan. Although the de- 
cision will doubtless follow 
Mr Greenspan’s direction, he 
in turn will not ignore the 
views of his colleagues. For- 
mally, the romc consists of 
seven members of the Feder- 
al Reserve Board (the central 
banks headquarters in 
Washington) who are ap- 





Rivlin, arch-dove 


a 


pointed toa termof14 years 
by the president, as well as 
the 12 presidents of the re- 
gional Federal. Reserve 
banks (of whom five are 
voting members at any one 
time). In practice, today’s 
romc is rather smaller: af- 
ter Ms Rivlin’s resignation 
there are two empty seats at 
the table. (Governor Susan 
Phillips, another board 
member who resigned last 
year, has not yet been re- 
placed.) 

Historically, the regional bank presi- 
dents are the more hawkish members of 
the romc, while those appointed by the 
White House have tended to be more con- 
cerned about the political implications of 
raising interest rates. According to a new 
analysis by Marc Wanshel, a Fed-watcher 
at J.P. Morgan, that is broadly true today— 
with some important exceptions at the ex- 
tremes. After the departure of Ms Rivlin, 
Mr Wanshel reckons Bill McDonough, 
president of the Federal Reserve Bank of 
New York, is the romc’s most doveish 
member, while Laurence Meyer—a politi- 
cally-appointed member of the Federal 
Reserve Board—is the most hawkish. 
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special case, settled by bombers alone only 
because America was not trying to control 
territory; but nonetheless, the Kosovo war is 
widely expected to accelerate a change in the 
American army towards high-tech weapon- 
ry, with even greater use of air power. Over 
the next five or ten years, says the Congres- 
sional Budget Office, America needs to 
spend something like $60 billion on new 
weapons systems. Kosovo is likely to accen- 
tuate, rather than settle, arguments between 
the services over who gets this money. 
Third, the administration argues that, 
despite dire predictions, relations with Rus- 
sia not merely survived, but improved. It 
claims that Russia’s decision to support 
naro demands helped to persuade Mr Mil- 
osevic to come to terms because it left him 
isolated. And it claims partial credit for this, 
saying that the Kosovo settlement benefited 
from the good relations that Mr Gore has 
built over many years with Viktor Cherno- 
myrdin, the Russian envoy to Belgrade. On 
the face of it, this may be a domestic advan- 
tage to Mr Gore for the moment. Whether it 
remains one is a different matter. Before the 
American presidential election in Novem- 
ber 2000, Russia will have had a parliamen- 
tary and a presidential vote. Mr Gore’s Rus- 
sian diplomacy will therefore be judged, in 
the end, by whoever is then in power in 
Moscow. Mr Chernomyrdin has sounded a 
note of caution in the Washington Post, say- 
ing that, in Russia itself, popular revulsion at 
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America’s actions in Serbia is bringing the 
two nations back towards a new cold war. 

That is one respect in which America’s 
claim to “victory” rests on shaky founda- 
tions. There is another: the moral one. Out- 
side Washington, the war is often perceived 
not in political or diplomatic terms, but as a 
fight against tyranny. This moral argument 
has come most loudly from the so-called lib- 
eral hawks, that is, left-wing and centre-left 
intellectuals who supported the war for 
humanitarian reasons. They have been 
among the few groups in the country to con- 
demn the outcome, since it leaves Mr Milos- 
evic in place and does nothing to give the Ko- 
sovars the right of self-determination. 

The moral aspect of the war is likely to 
become more important if NATO troops en- 
ter Kosovo and find evidence of mass execu- 
tions (200,000 Kosovars are unaccounted 
for). If such discoveries were made, they 
would test how far American foreign policy, 
and public attitudes to it, really have moral 
foundations and how far they are merely 
schizophrenic. Zbigniew Brzezinski, Presi- 
dent Carter’s national security adviser, 
points out that Americans may suffer froma 
double standard where human lives are at 
stake: an extreme sensitivity to American ca- 
sualties, combined with indifference to the 
human cost of military action abroad. If this 
is what the “victory” teaches America’s poli- 
ticians, then it will come ata high price. 
vant 





Term limits 


Second 
thoughts 


SEATTLE 


IX years (one would think) is a pretty long 

time in politics. But for one member of 
the House of Representatives, it is by no 
means long enough. That member is George 
Nethercutt, a Republican who represents 
much of eastern Washington state. His area is 
conservative, and largely rural. In 1994 he 
was the Republicans’ David, toppling Tom 
Foley, a Democrat and, at that time, the 
House speaker. Mr Foley had been in the 
House for 30 years, and one of the attractions 
of Mr Nethercutt was that he promised—as 
many other Republican newcomers did that 
year—that he would stay only six years, and 
then give up his office. 

That was then. But once you are comfort- 
ably seated at the dinner table, not hungrily 
peering in from without, itis much more dif- 
ficult to say, “Enough!” and walk away. Mr 
Nethercutt now says he may run for re-elec- 
tion this autumn. “I know what I said. and I 
wished I hadn’t said it,” he tolda constituent 
group in March. “I have lived and learned.” 

Certainly, he has learned that a few 
years of experience in Congress makes him 
more valuable to voters. Mr Nethercutt has 
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not cut a wide legislative swathe during the 
past six years, and he has won only low-level 
subcommittee assignments to the House Ap- 
propriations and Science Committees. But 
he has worked effectively for his district, 
paying close attention to issues dear to his 
constituents (notably wheat exports and ef- 
forts todismantle the federal dams which lo- 
cal farmers rely on for irrigation and ship- 
ping). And if he stays on he may earn a spot 
as one of 13 subcommittee chairmen in Ap- 
propriations, where he could have a crack at 
divvying up a portion of the $500 billion 
spenteach year on government services. 
Thus far, voters in his district seem will- 
ing to forgive, forget and vote for Mr Nether- 
cutt again. And there is no question that, 
across the country, the fizz has gone out of 
the push for term limits. In 1994, when they 
were all the rage, a plodding Democratic ma- 
jority inWashington, pc, seemed incapable 
of passing significant legislation, and new 
House members voted in with Mr Clinton in 
1992 seemed too easily co-opted by hoary 
members such as Mr Foley. Besides, accord- 
ing to Wendy Schiller, a professor of political 
science at Brown University, the concept of 
term limits was readily understood by vot- 
ers. “It hit the Democrats where they were 
weakest,” she says. “The easiest way for Re- 
publicans to make the case that the Demo- 
crats had been there too long was to promise 
that, if we were elected, we would not stay.” 
Things are different today. The booming 
economy has dulled the voter anger that 
once seemed so prevalent, and the very suc- 
cess the Republicans notched up in 1994 
made term limits a moot point. Voters real- 
ised then that they enjoyed considerable 
power anyway; and early polls indicate they 
may exercise it yet again, by returning the 
House to the Democrats in 2000. Republi- 
cans, meanwhile, seem so content to dis- 
pense with term limits as an issue that they 
are considering a revision to 1995 rules that 
limited the terms of committee chairmen. 
Several Republicans who made the 
three-term pledge are sticking to it (see table), 
and it was two of these, Tom Coburn and 


Slipping and sliding 
Those who pledged to go and are actually going: 
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Mark Sanford, who led the recent Republi- 
can revolt against busting the budget caps 
with new spending. This sort of radical activ- 
ity, unsullied by any need to appeal to vot- 
ers, is exactly what term limits were sup- 
posed to encourage. But another House 
member who promised a limited stay in 
Washington—Tillie Fowler, a Florida Repub- 
lican—is starting to wriggle; and J.C. Watts, 
Republican of Oklahoma, who apparently 
never promised to go in so many words, now 
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says he is going to break his promise anyway, 
justin case anyone thinks he made it. 

Mr Nethercutt’s position is even trickier 
than that, because he is regarded as some- 
thing of a poster-boy for term limits. Bill- 
boards have already appeared in his district 
reading “Thanks for keeping your wordt”, 
and rv ads have been aired in which a Neth- 
ercutt “aide” is seen agreeing to the removal 
of Mr Nethercutt’s “truth nodes”. Most sting- 
ing, perhaps, have been the recent “Doones- 
bury” cartoons in which Mr Nethercuttisde- 
picted as “the weasel king” for his apparent 
willingness to forget a promise that helped 
him so much. 

Yet Mr Nethercutt has found inspiration 
in a strange place: President Clinton. If the 
president can be caught lying about tom- 
foolery with a young intern and even im- 
prove his popularity ratings, surely Mr Neth- 
ercutt can pretend he never really meant to 
stay in the Capitol for a mere six years. 
= 








| The curse of Gore 


NEW YORK 


A GORE’S fledgling presidential cam- 
paign is already struggling to get off 
the ground, what with unhelpful com- 
ments about his dress sense from his 
friend Bill Clinton, even less helpful praise 
for his sexual virtuosity from his wife, and 
his long-established reputation for being 
boring. But it is not just Mr Gore who is 
suffering. His misfortune seems to be in- 
fectious. For one thing, in March Mr Gore 
claimed to have invented the Internet; 
though he later unclaimed it, shares in In- 
ternet companies are worth much less 
now than they were then. For another, if 
you happen to be a left-leaning Wall Street 
Master of the Universe who dreams of 
some day following Goldman Sachs’s 
Robert Rubin into government, we sug- 
gest you don’t call Al. If you do, the “curse 
of Gore” may cost you your job. 

Steven Rattner, for example, was dep- 
uty chief executive, and heir-apparent, of 
Lazard Fréres in New York. In March, he 
hosted a fund-raising dinner party for Mr 
Gore in his Fifth Avenue apartment. This 
week, it emerged (see page 81) that he is 
shifting to the less onerous role of deputy 
chairman to explore “other possibilities”, 
though whether Mr Gore's campaign is a 
better use of his time is doubtful. 

Despite rumours of fist-fights, the de- 
parture last November from Citicorp of 
Jamie Dimon, another heir apparent, was 
also said to be amicable. He is a member of 
Mr Gore’s Wall Street fund-raising team. 
So too is Jon Corzine, head of Goldman 
Sachs until January, when he was forced 
out—ahem, was amicably succeeded—by 








Raise funds for him at your peril 


his colleagues Hank Paulson and John 
Thain (supporters of a Republican presi- 
dential hopeful, John McCain), and John 
Thornton (Bill Bradley, Mr Gore’s main 
Democratic threat). To achieve his politi- 
cal dreams, poor Mr Corzine is now left to 
contemplate actually running for office— 
in New Jersey, of all places. 

As Oscar Wilde’s Lady Bracknell 
might have putit, for one Wall Street fund- 
raiser to lose his job is an accident; for 
three to lose their jobs looks suspiciously 


like a curse. 
ros 
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Violence in the media 


Does Jerry need 
a licence? 


CHICAGO 


ERRY SPRINGER’S appearance had every- 


thing his viewers have come to love: boor- 
ish behaviour, mocking laughter, hooting 


from the live audience, and lots of kicking, 
punching, hair-pulling and chair-throwing. 
Except that Mr Springer’s appearance, on 
June 4th, was before the Police and Fire 
Committee of the Chicago City Council. 


The ostensible purpose of the hearing 


was to determine whether the violence on 
the “Jerry Springer Show”, which is taped in 
Chicago, is real. If it is, says Alderman Ed- 
ward Burke, a 30-year veteran of the council 
who requested the hearing, then Mr Spring- 





er’s unruly guests may be subject to arrest for 
assault, battery, or domestic violence. In- 
deed, four of the security guards for the 
Springer show are off-duty Chicago police- 
men who have an obligation to stop lawless 
behaviour. If the violence is fake, Mr Burke 
argues, then the fraud should be exposed, 
and the show may even need a city enter- 
tainment licence, 

The committee watched videotapes of 
assorted Springer shows, such as a segment 
entitled “Klanfrontation!” in which hooded 
members of Ku Klux Klan brawled with 
members of the Jewish Anti-Defamation 
League. Mr Springer answered questions 
with the same glib wit that he uses to mock 
his downtrodden guests. “I am not a mem- 
ber of the Communist Party,” he asserted to 
the committee at one point. 

During more serious moments, Mr 
Springer questioned why the city does not 
take a similar interest in the fist fights at pro- 





fessional hockey games. He urged officials 
take his show less seriously and argued thi 
there is nothing glamorous about the peop! 
who appear on it, their problems, or the 
propensity to throttle each other, 

But what about the question the hearin 
was meant to answer:is all the mayhem rea 
After nearly three hours, the answer was sti 
ambiguous. “It looks real tome,” Mr Springe 
dodged, while admitting that some gues 
embellish their behaviour and some event 
had been staged. He said the show’s securit 
guards use their discretion when guests ar 
“roughhousing”, and that any guest has th 
right to file criminal charges. (Some do.) 

Mr Springer is no stranger to politics, H 
was elected to the Cincinnati City Council: 
1971 and served many years, though his pc 
litical career suffered a setback when he wa 
found to have hired a prostitute. (Polic 
tracked him down because he wrote 
cheque for services rendered. His publicist a 








Reminder of things past 


LAS VEGAS 


i HAS spent the past decade trying to 
erase its image as a gambling Mecca that 
was fathered by the mob and kept alive by 
sin. Las Vegas tried hard to turn itself into a 
family destination. When that failed—for 
some reason, parents are reluctant to leave 
their children to roam the video arcades 
while they play the slot machines—it went 
after the sophisticated crowd. The latest ca- 
sinos all have a “European feel”—hence 
names like Bellagio and the Venetian—and 
boast about the quality of their restaurants 
and art galleries rather than the amount 
that youcan eat for $5. 

This makes itall the odder that, on June 
8th, Oscar Goodman should have won 
election as the city’s mayor by a landslide. 
Mr Goodman—“the Big ©” to his friends 
and business associates—is about as deep- 
ly rooted in the old Las Vegas as youcan get. 
What charmed him about the town, when 
he arrived in.1964 from Pennsylvania with 
$87 and a newly-minted law degree, was 
that it was full of people with names like 
“Wingy” (if they happened to have one 
arm) and “The Midget”. His big break came 
when a Canadian pomographer gave him 
an envelope stuffed full of money to get his 
brother off the hook, telling him “You bet- 
ter not lose.” 

Since then the bearded Mr Goodman 
has made his fortune defending what 
might politely be called “colourful charac- 
ters”. His clients included Meyer Lansky, 
one of the mob’s greatest financial genius- 
es, and Anthony “Tony the Ant” Spilotro, 
one of its most brutal enforcers, as well as 
an oral surgeon accused of molesting 
anaesthetised female patients. Prominent- 





Lucky he didn’t lose 


ly displayed in his office is a pair of framed 
steel balls, given to him by Charlie “the 
Moose” Panarella as a token of his appre- 
ciation of Mr Goodman’s willingness to 
tisk jail rather than divulge sensitive billing 
records to investigators. A Tv programme 
about him wasentitled “Mouthpiece to the 
Mob”. He even played himself in Martin 
Scorsese's stomach-churningly violent 
film aboutorganised crime, “Casino”. 
When Mr Goodman announced his 
candidacy in March, the city establish- 
ment was traumatised. The Las Vegas Re- 
view-Journal ran an editorial headed 
“Anybody but Oscar”, and went on to call 
him a “barrister to butchers”. The Cham- 


ber of Commerce worried that its careful 
“repositioning” of the city would be dis- 
credited. But Las Vegas has little time for 
moralising (despite boasting the highest 
number of churches per head in the coun- 
try). And it loves a character: Mr Good- 
man’s predecessor, Jan Jones, made her 
reputation acting as a provocatively clad 
pitchwoman for a local car dealership. 

Mr Goodman’s campaign shrewdly 
combined the appeals of both gentrifica- 
tion and populism. He talked of bringing 
more bookshops, libraries, cultural venues 
and high-flying academics to the area. But 
with his cowboy boots and habit of aping 
the mannerisms of some of his former cli- 
ents (“Am I going to have to whack you?”, 
he asked one reporter) he was at his most 
impressive when he said that he would 
fight as hard for the people of the city as he 
had for his former clients, The new mayor 
also argued that developers should be 
taxed to help pay for the costs of growth, 
such as crime, pollution and congestion; 
and he promised to use the “bully pulpit” 
to influence the casinos on the strip, which 
technically fall under the county’s control, 
rather than the mayor's. Several letters to 
the local press compared him approvingly 
to Jesse Ventura, the wrestler-governor of 
Minnesota. 

The betting is that Mr Goodman’s rep- 
utation will only add to Vegas’s allure. The 
city’s attempt to turn itself into a European 
theme park was always a risky strategy: 
people might always decide that they pre- 
fer the real thing. The new mayor is a re- 
minder of a more exciting past, when the 
Rat Pack provided the entertainment and 
people who seriously annoyed the pow- 
ers-that-be got clubbed senseless.and bur- 
ied alive, like Mr Goodman’s unfortunate 
client, Tony the Ant. 


| 
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We helped bring one Thai business back to life. 


It could help revive many more. 


Join us. Together we can change the world. 


bd E SRN, 


PRICEWATERHOUSE(COPERS 


In the midst of the Asian financial crisis, a major Thai computer chip assembler was about to go 


under. However, PricewaterhouseCoopers helped create a unique plan to save the company. By 
combining our corporate recovery skills and knowledge of the technology industry we were able 
to work with the government, creditors and new investors to restructure it and bring it out of 
bankruptcy. It’s truly a watershed case which should provide a model for similar cases and help 
increase investor contidence throughout the region. A big job, admittedly. But with 150,000 


people in 150 countries, it’s a job we're fully equipped to do. www.pwcglobal.com 


© 1999 PricewaterhouseCoopers. PricewaterhouseCoopers refers to the individual member firms of the worldwide PricewaterhouseCoopers organisation, All rights reserved 
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IS NEVER | 
PERFECT. 
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OR IS IT? 





FOUR SEASONS A 
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Hotels and Keser P 
magine if every business stay went better than planned. Imagine if all your dining experiences were flawless, ev@i in your room. 


magine if your smallest needs were not only met, but anticipated. From Tokyo to Singapore, each and every time you visit Sound 


yerfect? Consult your travel counsellor, visit www.fourseasons.com or, in Hong Kong, call 800-96-8385; in Singapore, call 737-3507. 
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‘Dey wouldn't have survived their migration 
if they couldn't have stopped at their feeding grounds; 


they couldn't have stopped if construction 
on a nearby power plant had scared them away; 


the construction wouldn't have waited 
if not for the engineers of ABB. 

















Last year in South Humber Bank, UK, one of the wonders of technology 
collided with one of the wonders of nature and something wonderful happened. 
Nature survived. 


The largest combined cycle power plant in Europe was under construction. 
Unfortunately, it was on a site adjacent to a feeding ground for migratory birds. 
Fortunately, the company doing the construction was ABB. You sec, ABB is one company 
that's not only committed to the business of electric power generation, it’s also committed 
to the preservation of the environment. 
And it's a commitment that stretches from ABB’s senior management 
all the way through to its subcontractors on the construction site. 
Which is why during the months between September and March, 
construction on the plant, which might have alarmed the migrating birds and 
prevented them from feeding, was abruptly stopped. 
The power plant, which is representative of modern power plant technology 
(highly efficient with minimal impact on the surrounding environment), was finished 
only after the birds had completed their annual migration through the area. 
A fact that made English environmentalists very happy. 
Not to mention the birds. 


INGENUITY AT WORK #& QEB@E 


Visit the ABB World Wide Web site at http://www.abb.com 





the show denies none of this, except for the 
rumour that the cheque bounced.) Forgiving 
voters later elected him mayor of Cincinnati; 
he turned to television after running unsuc- 
cessfully for governor of Ohio. 

Nor are the Chicago City Council mem- 
bers strangers to unseemly behaviour. The 
council was so divided in the 1980s that fist 
fights (real ones) periodically broke outin the 
chamber. But punching is not the worst of it. 
No fewer than 25 aldermen have been con- 
victed of various kinds of corruption since 
1973. In fact, the revolving door between City 
Hall and jail accounts in part for Mayor Ri- 
chard Daley’s current political clout. Since 
the mayor fills all City Council vacancies, Mr 
Daley has appointed 17 of the current 50 
members. 

What will become of America’s most 
popular daytime show? Studios usa, the 
producers of the Springer show, announced 
a week before the city council hearing that 
the show would take a turn for the respon- 
sible: “no violence, physical confrontation, 
or profanity”. But the company made a simi- 
lar pronouncement a year ago, and another 
one three weeks ago; on each occasion rat- 
ings fell, and guests were soon pummelling 
one another again. History suggests that the 
outlandish behaviour will rear up again— 
both on the “Jerry Springer Show” and in the 
Chicago City Council. 


Leash laws 


When man bites 
dog 


SEATTLE 


YEAR ago, Arnold Levine agreed to help 

clean up Sunnyside Park, a half-acre 
stretch of grass and trees in a middle-class 
San Francisco neighbourhood. Along with 
other volunteers, Mr Levine, a Londoner by 
origin, wiped out graffiti, chased out drug 
dealers and in general spruced up the little 
park. Grateful youngsters and their families 
swarmed all over it. But now, says Mr Levine, 
he fears that Sunnyside Park will lose out to 
an unexpected adversary: dogs. 

It is one of 19 parks due to become “off- 
leash” areas as San Francisco tries to accom- 
modate the growing number of dogs living 
within the city. Mr Levine has pleaded with 
officials to maintain the park primarily for 
local people and their children—and for 
dogs on a leash. He has been cursed by dog 
owners, chaired meetings that dissolved into 
shouting matches, and recently opened his 
car door to find a pile of dog-dirt on the seat. 
“The dog owners have obviously tried to 
send me a message,” Mr Levine explains. 

Few issues are hotter just now in urban 
America than whether dogs should be given 
free run of public parks in these off-leash ar- 
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eas (OLAS, in bureaucratese). Battles over 
dogs have erupted in Florida, Oregon, New 
York, Connecticut, Wyoming and Washing- 
ton, to name but a few. “I would equate it to 
abortion,” Nick Licata says with a gulp; he is 
acity councillor here in Seattle who has tried 
to mediate between dog owners and the rest 
of humanity. 

Why all the woofing? Canine demo- 
graphics, for one thing. It is reckoned that 
58m dogs live in the United States. Although 
the number has held steady (and is now ex- 
ceeded by the 66m or so cats kept as pets), 
several new developments have complicat- 
ed the issue. For one, more and more dogs are 
living in cities or thickly populated suburbs 
where they have no back gardens to romp (or 
dump) in. It also seems that many dog own- 
ers are opting for larger breeds; the boister- 
ous, bulky Labrador retriever is now the 
most popular breed in the country. 

To make things worse, many people 
have come to regard dogs as something more 
thana furry household accessory. They have 
become family members, showered with 
Christmas gifts and birthday presents and 
treated to a romp on the park as readily as a 
five-year-old child would be. Most cities 
have long looked the other way as dogs ran 
loose in the parks and the streets. But, as 
American cities have grown more attractive 
and property values have risen, humans 
have sought to reassert their control over the 
parks. A culture clash almost worthy of the 
Balkans has resulted. Dog owners cannot see 
why everyone doesn't find Shiloh or Molly 
or Sheba adorable. Non-owners feel ha- 
rassed by rumbustious dogs, and see parks 
becoming dog-poop minefields. 

Most dog owners manage their dogs re- 
sponsibly, says Nicholas Dodman, a profes- 
sor of veterinary medicine at Tufts Universi- 
ty and the author of several books on dogs. 
But, as is so often the case, the bad behaviour 
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of the few tars the many. Mr Dodman is par- 
ticularly disturbed by the dog owner who 
pretends to be surprised when his animal at- 
tacks someone. “All the people who come to 
me with aggressive dogs know that their 
dogs are aggressive,” he says. In late March, 
two unleashed Rottweilers in Seattle at- 
tacked and nearly killed a two-year-old. Of- 
ficials destroyed one dog; the owner then 
claimed the other dog was trying to “save” 
the child. 

Often the dog problem is not really a dog 
problem at all; it is a people problem. In New 
York, for instance, the quality-of-life crack- 
down on squeegee men and jaywalkers by 
the city’s mayor, Rudolf Giuliani, has recent- 
ly been imitated in a campaign against unru- 
ly dogs led by Henry Stern, the parks com- 
missioner. Mr Stern has proposed tighter 
enforcement of leash laws and bigger fines 
for off-leash scofflaws. To support his case, 
he has amassed a stack of letters from irate 
New Yorkers. Most of them complain more 
about abusive dog owners than aggressive 
dogs. One recalled being harassed by a large 
off-the-leash mutt. “Quit moving, and the 
dog won't bother you,’ explained the owner. 
It can be worse than that. One owner gave 
the name of “Eva Braun” when stopped for 
having an illegally off-leash dog, and anoth- 
er hunga sign marked “Treblinka” on a new- 
ly installed anti-dog fence. 

Therein lies a moral. So far in America 
dog owners have had the upper hand. As Mr 
Licata observes, most of the people who turn 
up at meetings to discuss the issue are those 
with dogs, not with grouches about dogs. 
This may bechanging. In Avon,Connecticut, 
leash-law supporters handily out-voted 
supporters of more liberal off-leash rules ina 
referendum last year. If enough dogs behave 
badly enough, a lot more victims are liable to 
turn on the people who own the dogs. 
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George W. hits the trail 


“WHE plot comes straight from a Clint Eastwood script. Victimised 

for years by oppressive bandits, beleaguered villagers seek help 
from a mysterious cowboy who rides into town from the west. No- 
body knows much about his background, and he reveals even less. 
Yet he is the villagers’ only hope, and, though greatly outnumbered, 
he manages to drive off the men in black hats with a single revolver 
that never runs out of bullets. 

So, gun in holster, George W. Bush sets out to end the Democrat- 
ic occupation of the White House. As he makes his first trip to lowa 
and New Hampshire, the governor of Texas has tucked in his saddle 
bag an estimated $20m in campaign contributions and hundreds of 
political endorsements. He also carries with him the expectations 
that he will-broaden his party’s ap- 
peal to minorities, forge a rational 
foreign policy, prolong the econom- 
ic boom, and, if time permits, streng- 
then the American family. 

While the tight-lipped Holly- 
wood cowboy never had to define 
his stance on gun control, Mr Bush— 
already criticised for failing to back 
suchcontrolsin Texas after the Little- 
ton shootings—is now going to have 
to do that, and a great deal more. He 
faces a ravenous press corps eager to 
grill him ona range of subjects,anda 
pack of Republican presidential op- 
ponents who can finally take shots 
at him. While other candidates have 
the luxury of easing into a campaign 
by honing their message in front of 
small groups, Mr Bush, as the leader 
of the pack, is beginning his run un- 
der the glare of an international 
spotlight. His peaceful life in Austin 
will soon seem a long way off. 

Although it may be impossible for the governor to live up to his 
billing, he could start by putting substance behind his vague cam- 
paign motto of “compassionate conservatism”. As he travels the 
country, he can brag about a strong Texas record of tax cuts, educa- 
tion reform and broad minority support, yet he will have to suggest 
that his programme can be successful across the country. In partic- 
ular, he must sell his ideas to social conservatives, who never trusted 
his “kinder, gentler” father and seem equally sceptical about Bush 
the Younger. Although the religious wing of the Republican Party is 
likely to fall in line if Mr Bush wins his party’s nomination—they 
have nowhere else to go—socially conservative candidates such as 
Gary Bauer and Dan Quayle could give him great headaches during 
the primaries over issues such as abortion, on which Mr Bush per- 
forms that well-known Republican straddle of disliking it personal- 
ly, but backing the law of the land. 

He is already in some trouble over taxes, as his father famously 
was before him. Bush père lost the 1992 election, in large part, be- 
cause he promised “No new taxes” and then broke his word. Bush 
fils, in a telephone interview with a group of New Hampshire jour- 
nalists on June 8th, also vowed he would not raise taxes if elected 
president, a pretty foolish corner to back himself into. But then, in a 
typical wriggle, he declined actually to sign a pledge to oppose any 
tax increase that might be put before him. 

Mr Bush must also silence the sceptics who question his knowl- 
edge of foreign affairs. He has given them fuel in recent weeks both 
with his reluctance to take a stand on Kosovo, and with his public 
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statement that America should take care “to keep good relations 
with the Grecians.” (Presumably, not at the expense of the coun- 
try’s relations with Sparta.) Yet if the governor himself lacks inter- 
national experience, he makes up for it with a seasoned foreign- 
policy team that briefs him regularly:a group dominated by cold- 
warriors, such as Richard Perle, who have not thawed outmuch a 
decade later. Mr Bush’s recent public statements have been haw- 
kish (especially over China), and Republican leaders are hopeful 
that acoherent “Bush Doctrine” will be the antidote to two terms 
of Clinton muddle. 

With dozens of governors, congressmen and businessmen in 
his camp, Mr Bush is undoubtedly the candidate of the Repub- 
lican establishment. Rival Re- 
publican candidates have been 
left to scramble for the scraps. So 
desperate are party leaders (espe- 
cially those in Congress) to re- 
claim the White House and retain 
their majority on Capitol Hill 
that, even before their favourite 
has committed himself, they 
have already met Mr Bush and 
forged a unified agenda for the 
2000 elections. 

This has produced rum- 
blings among conservatives that 
in their desperation for a winner, 
Republican leaders are sacrific- 
ing ideology for strategy, selling 
the party’s soul for the Oval Of- 
fice. They quietly disparage Mr 
Bush’s vapid public statements 
as Clintonesque, and one staffer 
for Lamar Alexander (a rival 
whose campaign seems on the 
brink of shutting up shop al- 
ready) goes so far as to call the governor a “force of evil” within 
the Republican ranks. Others grumble that the real star of the 
Bush family is George’s younger brother Jeb, the governor of Flor- 
ida. Jeb has just won approval for a statewide. school-voucher 
plan, while George failed to persuade the Texas legislature that it 
wanted any such thing. 

Mr Bush’s opponents, both in Texas and outside it, have char- 
acterised him as a political neophyte, a wayward businessman | 
trying to ride the coat-tails of a famous name. Ironically, however, 
politics is the first arena where Mr Bush has had real professional 
success. As an oil man, his companies struck far more dry holes 
than gushers. In speeches, he often jokes about his time as part- 
owner of the Texas Rangers baseball team, which failed to shine 
during his tenure. After an uneasy time in Washington advising 
his father, Mr Bush has finally found a comfortable home in Tex- 
as politics, enjoying statewide approval ratings approaching 80%. 

Now he seems to want to return to Washington. To get there, 
he is going to have to fill in the blanks both in his vision of the 
road ahead, and in his hazy recollection of what came before. Al- 
though he has given up booze, married a librarian, and found 
God, Mr Bush may finally have to answer media questions about 
his “reckless youth”. Perhaps most important, he must be so set 
on the prize that he is able to recover quickly from the inevitable ` 
setbacks along the trail. For the shoot-outs and saloon brawls that 
await him, Mr Bush must show he has the two things most indis- 
pensable to any cowboy: a quick draw and an iron jaw. 
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Colombia's trembling peace 


President Pastrana and his controversial peace initiative are increasingly 
isolated. Even if the forthcoming peace talks are broadened to include a second 
guerrilla group, the president can ill afford further concessions 


HAT most Colombians desperately 

want an end to their country’s 30-year 
guerrilla war has never seemed clearer. A 
vigorous promise to seek a peace deal with 
the leftist guerrillas was a main factor in the 
election to the presidency last year of Andres 
Pastrana, a Conservative whose victory fol- 
lowed 12 years of rule by the Liberal Party. Yet 
the past month has been a testing one for Mr 
Pastrana’s peace initiative. Gone is the en- 
thusiastic public and political support he 
once commanded. Instead, he has faced set- 
backs on all fronts. 

First, concessions granted by Mr Pastra- 
na last month in an effort to revive the stalled 
talks-about-talks with the Revolutionary 
Armed Forces of Colombia (rarc), the larg- 
est guerrilla group, prompted a threat of 
mutiny in the army and the resignation of 
Rodrigo Lloreda, the defence minister. Then, 
on May 30th, the National Liberation Army 
(ELN), a smaller leftist group, seized 143 wor- 
shippers during a mass in a church ina pros- 
perous district of Cali, Colombia’s third city, 
prompting national outrage. Some escaped, 
but the guerrillas holed up in nearby moun- 
tains with 55 of the hostages, surrounded by 
3,000 troops and police. Then, on June 7th, a 
bill that would have given Mr Pastrana 
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sweeping powers to grant political conces- 
sions—including an amnesty for convicted 
guerrillas—was defeated in a committee of 
Colombia’s Congress. 

Some of the president's difficulties stem 
from his decision to give priority to the 
search for a deal with the farc, whose leader 
Manuel (“Sureshot’”’) Marulanda he visited in 
a jungle hideout on the eve of the election. In 
November, Mr Pastrana boldly agreed to the 
FARC’s demand to withdraw 2,000 govern- 
ment troops from a large area in southern 
Colombia. Yet many analysts doubt the 
FARC’S interest in a peace deal. It has turned 
the “demilitarised zone” into its own mini- 
state—and, say its critics, a haven for its kid- 
napping and drug-trafficking operations, 
and forced recruitment from among the 
90,000 civilians in the area. 

By contrast, Mr Pastrana ignored calls 
from the ELN for it to be granted a similar 
demilitarised zone, although the FARc’s 
smaller cousin has for some time seemed al- 
most desperate to give up its war. The ELN 
has responded with mass kidnappings 
aimed at forcing its way to the negotiating ta- 
ble. As well as those from the Cali church, its 
hostages include two dozen from a domestic 
flight hijacked in April, and a group of sports 


fishermen seized this week. Talks with jailed 
ELN leaders tosecure the hostages’ release are 
said to be close to success. It has emerged that 
two senior ELN leaders have visited the Vat- 
ican, to apologise for “sacrilege” and to enlist 
church mediation. 

But Mr Pastrana’s room for manoeuvre 
has narrowed. The appetite among his col- 
leagues, both military and political, for more 
concessions has been diminished by their 
apparent failure to produce results with the 
FARC, Last month the government gave a 
pledge to the rarc that its zone would re- 
main “indefinitely” demilitarised. That 
prompted Mr Lloreda to resign; 200 army of- 
ficers (including 17 of Colombia's 30 generals) 
threatened to go with him. To persuade them 
to stay, Mr Pastrana tacked: the rarc zone 
would be demilitarised for only six months, 
and a retired general was included in the ne- 
gotiating team for the talks with the guerril- 
las, due to start on July 7th. 

His supporters argue that Mr Pastrana 
has emerged from all this with a stronger grip 
over the army. In this view, the discontent in 
the barracks was stirred mainly by a govern- 
ment crackdown on officers with links to 
right-wing paramilitary groups—and_ the 
hardliners’ bluff has now been called. Per- 
haps so, but military morale, lifted tempora- 
rily by Mr Lloreda, has sunk again. 

For much of the past three decades, the 
army managed toconfine the guerrillas to re- 
mote jungles and mountains, where they 
impinged little on the economy and national 
life. That changed during the government of 
Ernesto Samper, Mr Pastrana’s predecessor, 
who was weakened by the hostility of the 
United States (which accused him of links to 
drug traffickers). The Farc grew to number 
15,000 fighters, and took the offensive, lead- 
ing some guerrilla commanders to believe 
they were winning the war. 

Mr Lloreda began rebuilding the 
army—a task complicated by its record of 
brutality and contempt for human rights. 
The defence budget has doubled this year to 
2 trillion pesos ($1.2 billion), augmented by 
$289m in American aid (though all but $40m 
of that is for the anti-drug police). In March, 
the army even managed a successful offen- 
sive, which left 50 guerrillas dead. 

Luis Fernando Ramirez, the new defence 
minister, is a loyal sidekick of the president's. 
But even if Mr Pastrana now has a closer 
hold on the armed forces, his political stra- 
tegy is in disarray. His political reform bill 
failed only narrowly, and officials said that 
some of its proposals (they include electoral 
and campaign-finance reform, as well as 
amnesty powers) may be put to a referen- 
dum. But it was the government's first big 
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legislative defeat. It undermined Mr Pastra- 
na’s claim to broad national backing in his 
dealings with the guerrillas. Conceivably, 
just conceivably, these multiple setbacks are 
the prelude to real progress towards a lasting 
peace. But that looks an increasingly thread- 
bare hope. 


Brazil 


Matters of tax 


SAO PAULO 


HILE his officials were seeking to con- 

vince a visiting team from the ime that 
Brazil had qualified for the next slice of its 
$41.5 billion rescue loan, President Fernando 
Henrique Cardoso suggested this week that 
his country might not actually need the 
money: such has been the speed of Brazil's 
turnaround since the currency crisis in Janu- 
ary. But celebration is premature. Although 
inflation has been remarkably subdued, and 
output may fall by nly 1.5% rather than the 
4.5% once forecast, the government’s main 


SAN MIGUEL DE TUCUMAN 


na’s poor north-west. It has an old-es- 
tablished and protected sugar industry 
which struggles to compete in the world 
market. It has reasons for hope, in booming 
citrus farms, which have made the prov- 
ince of 1.1m people the world’s leading lem- 
on producer. And its politics has more in 
common with the old Argentina of caudil- 
los (strongmen) than the modernised de- 
mocracy that is preparing for a closely 
fought presidential election in October. 

Since the return of democracy to Ar- 
gentina in 1983, Tucuman has seen the ar- 
| rest of one governor (and the jailing of two 


direct rule by an administrator appointed 
by Buenos Aires; chaotic government by 
Ramon “Palito” Ortega, a local hero who 


er to fame as a syrupy pop singer; and a 
steady rise in poverty, unemployment and 
the province's debt. In 1995 its voters turned 


al who was Tucuman’s military ruler at the 


| left-wing guerrillas. His role in the bloody 
repression of their supporters has made 
him the target of several international ar- 
rest warrants. 

This time, too, Mr Bussi’s rule has been 
controversial: he was suspended for 52 
days last year in connection with allega- 
tions of corruption and tax evasion. He 





Sweet-‘n’-sour politics 


UCUMAN is not untypical of Argenti- . 


of his ministers for corruption); a period of 
rose from obscurity as a child sugar labour- 


to Antonio Domingo Bussi, a former gener- 


height of the 1970s “dirty war” against the 


challenge remains its own shaky finanices.. 

On paper, these have shown a big im- 
provement. In the three months to March, 
the government managed a primary surplus 
(excluding interest payments on public debt) 
of 9.2 billion reais ($5.2 billion), easily beating 
the ımr target of 6 billion reais. But this suc- 
cess was partly thanks to some windfalls, 
stich as (ironically) x4 billion reais in taxes 
from investors who had gambled 'sucessful- 
lyon the devaluation. Achieving the target of 
a 30 billion reais primary surplus. for the 
whole year, and an even larger one in 2000, 
will be harder. 

That is partly because one-off revenues 
may fall, and privatisation plans are behind 
schedule: But the main danger is that some 
of the revenue the government is counting 
on, resulting from reforms pushed through 
Congress in the wake of the devaluation, will 
be delayed or could even be cancelled by the 
courts. The government is already hinting 
that it expects to lose an action in the Su- 
preme Court aimed at overturning an in- 
crease in pension contributions: for both 
working and retired civil servants. The new 
contribution rates were fixed at 11-25%, at- 











cording to income. 

Approval of this measure in Congress in 
January had seemed to signify that Brazil 
was at last prepared to take on cosseted vest- 
ed interests. But one interpretation of Brazil’s 
constitution holds that higher rates for high- 
er eamers can be imposed only through the 
income tax. If the government has to back- 
track, and charge only the minimum pro- 
posed pension contribution, it could lose 2.6 
billion reais in revenue in a full year. Sizeable 
sums are also at stake in legal challenges to 
three other revenue-raisers: the widening of 





likes to display a revolver on his desk--a 
habit quite in keeping with the Wild West 
quality of local politics, which has earned 
the province the name of “Tucson” among 
its youth. Even so, some locals view Mr 
Bussi as less bad than his predecessors. 
Since Tucuman’s constitution bars a sitting 
governor from seeking re-election, Mr Bus- 
si’s son Ricardoran in his stead this year. 
Despite being a near-stranger to the 
province, Mr Bussi junior topped the opin- 
ion polls and did well enough in the elec- 
tion on June 6th to claim initially that he 





It’s famous for its lemons 
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had won. (The general himself was easily 
elected to the provincial legislature.) But, 
unexpectedly, the final tally gave victory 
(by under 3,000 votes) to Senator Julio Mi- 
randa, the candidate of the Peronist party 
of President Carlos Menem. Fraud, cried 
Mr Bussi. A check is under way. 

If Mr Miranda’s victory is confirmed, 
has Tucuman voted for reform? He hints 
that his predecessor will not be assured au- 
tomatic immunity from prosecution. But 
sceptics note that Mr Miranda has a poor | 
attendance record in the national Senate, 
and has risen with striking speed from be- 
ing an oil-workers’ leader to become a rich 
local landowner (the happy consequence 
of cheap land, lucky harvests and his son’s 
agricultural studies, he counters). | 

Perhaps the man with most to cele- 
brate in the result is Mr Ortega. He is now 
the running-mate of Eduardo Duhalde, the 
Peronists’ leading presidential candidate. 
Mr Miranda is Mr Ortega’s man (he com- 
plained that Mr Menem’s aides were cov- | 
ertly backing Mr Bussi). And to complete a | 
good week for Mr Duhalde, his only de- | 
clared rival for the Peronist nomination 
withdrewon June 7th. 

But Tucuman is natural Peronist terri- 
tory, thanks to the subsidies and protec- 
tion for its sugar introduced by General Pe- 
ron himself back in the 19508. And there 
was a drop of sweetness this week for Ar- 
gentina’s opposition alliance, too, whose 
candidate picked up a respectable 23%. Tu- 
cuman, however, shows few signs, unfor- 
tunately, of becoming a paragon of good 
government. 
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While you're solving the problems of the world, who is solving yours? 


Robeco Bank believes that the best decisions 
are made together. 


At Robeco Bank, we do not ask for your unques- 
tioning trust. We set out to earn your confidence by 
producing above average results, year after year. 

Consider this: had you invested US$25,000 in 
Robeco N.V. at the end of December 1988, 
10 years later it would be worth US$83,650. 

It’s this kind of consistent performance 
that has made the Robeco Group one of the 
most respected investment houses in Europe with assets 
of over US$95 billion. 

For over 60 years, in good times and bad, our many 
thousands of investors have consistently profited 
from our long term investment philosophy. But such 
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Over the past 10 years, 
Robeco N.V. 
has averaged a return 
in US$ of 12,8 % 


results are not achieved without dialogue. We listen to 
what you have to say and find out what you want. 

You outline your own views on risk and reward 
and we give you all the information you need to make 
informed investment decisions. So you can 
build a portfolio to fit your personal needs. 

All you have to do to take advantage is 
contact us. By phone, fax, e-mail and post, 
or if you prefer, in person, we set out to meet your 
needs, cost effectively. 

Call us today in Geneva on (41) 22-939 01 39. 
And then you can relax, knowing that your money is 


making money. 


Respond today and get your money to make money. 


To the Manager, Robeco Bank (Suisse) S.A., 16 chemin des Coquelicots, Case Postale, CH-1215 Geneva 15, Switzerland. 
Fax: (41) 22-341 13 92. e-mail: info@robecobank.ch 


O Yes, I would like to know more about Robeco Bank. Please send me information about how you work and how 


Reference: C EC E 23 99 (Please quote the reference.) 


to gain access to this world of opportunity. In English O GermanO Dutch O French O (Tick appropriate box.) 
Mr/Mrs/Miss/Ms* Surname and initials Year of Birth 
Profession Street 
Town Postcode Country 
Telephone: daytime/evening Country Code Area Code Number 
Delete as appropriate. 





THE AMERICAS 


a turnover tax; a supposedly temporary tax 
on financial transactions (which the govern- 
ment wants to make permanent); and the 
ending of charitable bodies’ exemption from 
social-security contributions... However, 
these are less likely to succeed. 

Brazil already has a messy, burdensome 
tax system. This makes the economy less effi- 
cient and restricts growth. Even if the gov- 
ernment wins in the courts, it still needs to re- 
place these costly, emergency taxes with 
lasting reform of public finance. That in- 
volves two main proposals: a “fiscal respon- 
sibility” bill, aimed at placing permanent re- 
strictions on deficit financing; and a tax 
reform aimed at simplifying the current sys- 
tem, with fewer taxes, more efficiently col- 
lected. Yet the government's own supporters 
in Congress are showing little urgency in 
pushing either forwards. In thecase of the tax 
reform, ministers are also to blame for failing 


tosettle their proposals and sell them to Con- 
gress, argues Bolivar Lamounier, a Sao Paulo 
political scientist. 

Unless both measures start moving in 
Congress by August, they will not be com- 
pleted by next May, when congressmen will 
start campaigning for the municipal elec- 
tions later in the year. From ther on, Mr Car- 
doso will steadily lose sway in the legislature. 
His four-party coalition, ranging from con- 
servatives to social democrats, was acreature 
of circumstances—the success of Mr Cardo- 
so's 1994 anti-inflation plan—and was never 
likely to be permanent. After the municipal 
elections, the parties will be preoccupied by 
presidential candidacies for 2002. So the next 
couple of months are Mr Cardoso’s last 
chance to pull in the party leaders and to 
plead for one last round of reform before the 
mud-slinging, and the demands for pre-elec- 
tion handouts, begin. 





Panama 


An old canal’s new life 


PANAMA CITY 


Mi of the events that will take place 
around the world this December will 
be mere ephemera. Not those in Panama. 
There the United States will formally relin- 
quish control over the Panama Canal and 
the last of its troops will leave the isthmus, 
completing a gradual withdrawal agreed on 
in a.1977 treaty For Panamanians, that repre- 
sents the fulfilment of an anti-colonial aspi- 
ration, even if many of them will miss the 
jobs the Americans have provided. For the 
canal itself, it means radical change: it will be 
transformed from a branch of the United 
States federal government into a commercial 
business owned by the Panamanian state. 

How Panama runs its canal matters to 
the world, even in the age of Internet com- 
merce. Opened in 1914, the 8okm (51-mile)ca- 
nal can still accommodate more than four 
out of five of the world’s merchant ships— 
thanks to the foresight of its designers (its 
huge locks are 300 metres long and 30 metres 
wide). Until now, the canal, which charges a 
toll of up to $110,000 per ship, has been run as 
a non-profit utility, with rules and regula- 
tions set in Washington, pc. 

Can Panama, with a history of political 
turmoil and official corruption, be trusted to 
run an important (and potentially very prof- 
itable) piece of international infrastructure? 
Or will the canal fall victim to politicians 
seeking to bleed itofcash? And does Panama 
have the money and know-how to assure 
the canal’s future at a time of bigger ships 
and changing world trade patterns? 

Both American and Panamanian offi- 
cials say they are confident of a seamless 
transition. Many of the structural changes 
began long ago. Much of the old Canal 
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Zone—the 16km-wide enclave on its banks 
that was United States territory—has already 
been turned over to Panama. More than 95% 
of the canal’s 9,500 employees are now Pana- 
manian. A new all-Panamanian Canal Au- 
thority has already been appointed to take 
over in December. 

Despite confidence in their technical 
ability to run day-to-day canal operations, 
many Panamanians worry about political 
interference. To counter such fears, Panama- 
nian officials and those from the United 
States have produced several measures to 
make the canal politician-proof. 

In 1997 Panama’s Congress passed a law 
establishing the new Canal Authority as an 
“autonomous, legal entity”. A constitutional 
amendment has placed the authority “ex- 
clusively in charge” of the waterway’s oper- 
ations and maintenance. The canal will have 
a “special employment regime”, in which 
jobs are based on merit. The authority will 
appoint an international advisory board 
that will act in partas the voice for the canal’s 
customers. “A good-faith effort has been 
made and a reasonable basis exists to believe 











that the canal will continue torun efficienth 
asitdoes today,” says Joseph Cornelison, th 
current (American) deputy administrato: 
“The ability to tinker with it and turnit into 
cash cow is very restricted.” 

Though nobody has been bold enougl 
to call for the canal’s privatisation, in som 
ways the new regime could be more efficien 
than the old. The canal has been run as. 
well-padded bureaucracy. Many of it 
American employees receive a 15% “dis 
placement allowance” on top of their sala 
ries, as well as generous perks. Althougl 
American employees will keep their job: 
they will lose those benefits, saving the cana 
perhaps $30m a year. The new regime als 
has scope to increase revenues: the authorit 
will for the first time be allowed to sell othe 
services, such as shipyard repairs, bunkerin: 
and energy from its under-used power sta 
tions. (Perhaps wisely, a separate agency ha 
been set up to attract private investment t 
transform old American military bases int: 
hotels and business parks.) 

Under the current system, the Unitec 
States pays an annual share of toll revenue: 
to Panama ($87m last year). Next year, ac 
cording to a budget approved this month 
the authority plans to give the governmen 
$194m from expected revenues of $605m 
Fine—except that the canal needs to inves 
more, to catch up with changes in shipping, 

“The canal is running very near to sat 
uration,” says (without irony) Charles Lang: 
man, of Associated Steamship Agents, a loca 
shipping agency. Under a $1 billion modern: 
isation programme, the locks are being 
equipped with new machinery and the ca- 
nal’s chief bottleneck, the narrow 5km-lons 
Gaillard Cut, is being widened to allow two 
way traffic 24 hours a day. But in less than 2c 
years more than half of the world’s ocean- 
going cargo vessels may be too large to pass 
through the canal’s locks, 

Overcoming this difficulty is the new au- 
thority’s biggest challenge. Engineers are 
studying several options, including a new set 
of wider locks. But these could cost up to $€ 
billion—money that the Canal Authority ot 
Panama itself will have to borrow. The finan- 
cial risk might be low—the treaty requires 
the United States to hand over the canal free 
of debt (a provision that has restricted the 
scale of investment). But what about the po- 
litical risk? Panama has come a long way 
since the treaty was signed. On September 
ist, Mireya Moscoso will take over as the 
country’s president, in what should be the 
second democratic transition since Ameri- 
can troops invaded in 1989 to overthrow the 
military dictatorship of General Manuel No- 
riega. “The right steps have been taken,” says 
Fernando Manfredo, a former deputy ad- 
ministrator of the authority and Panama’s 
foremost canal expert. “It’s going to depend 
on the will of the politicians whether they re- 
spect what's there on paper.” 
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Oil exports and squabbling neighbours are making life a lot easier for Sudan’s 


once-isolated Islamist government 


T THE beginning of last year, Sudan 
seemed to be firmly under lock and key 
in solitary confinement: besieged by its 
neighbours, attacked by increasingly confi- 
dent rebels, the target of United Nations 
sanctions for sponsoring terrorism, and— 
apart from a few rogues—friendless. That 
has all changed. With luck, and skilful diplo- 
macy, Sudan's Islamist gov- 
ernment has begun to end 
its isolation and to win back 
the political initiative in the 
country’s long civil war. 

The luck was in oil and 
foreign wars. Sudan is ex- 
pected toexport its firstever 
oil at the end of this month, 
cutting its import bills by a 
quarter. Sudan's neigh- 
bours, Eritrea, Ethiopia and 
Uganda, which were, with 
American help, supporting 
rebels in Sudan, are now 
fighting: Eritrea and Ethio- 
pia with each other, and Uganda in Congo. 
Both Eritrea and Ethiopia are now trying to 
make peace with the government in Khar- 
toum. And the government, a clique of mil- 
itary officers and Islamist politicians who 
have ruled Sudan for ten years, has seized 
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the chance to improve its image and is trying 
to lure leading opponents back from exile. 

The regime has a lot of ground to make 
up. For years its militant Islamist agenda in- 
furiated neighbours and complicated the 
civil war in the south by encouraging differ- 
ent ethnic and religious groups to fight each 
other. In the north, the government brutally 
suppressed dissent, driving 
the leaders of even tradi- 
tional Islamic parties out of 
the country and into the 
arms of the rebel move- 
ment, the mainly southern 
Sudan People’s Liberation 
Army. Farther afield, it was 
accused of supporting ter- 
rorism. The un imposed 
sanctions, urging members 
to reduce contact with Su- 
dan’s government. 

A new constitution, 
promulgated a year ago, 
lifted a ten-year ban on 
multi-party politics; now the government is 
urging its opponents to come back and join 
in. The country’s former dictator, Gaafar Nu- 
meiri, has already accepted the offer and was 
welcomed home from 14 years in exile last 
month. More significant was last month’s 
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meeting in, Geneva between Hassan Turabi, 
the regime's ideologue, and Sadiq el Mahdi, 
an ousted prime minister whois now theop- 
position’s leading light. They are reported to 
have agreed on a framework for a political 
settlement. Sudan's vigorous foreign minis- 
ter, Mustafa Osman Ismail, has also been bu- 
sy, charming European diplomats in Khar- 
toum. They, in turn, have helped persuade 
the un Human Rights Commission, usually 
hostile to the Sudanese government, to 
praise the political changes, although it has 
repeated its usual condemnation of Suda- 
nese bad behaviour. 

There is a rethink under way in Washing- 
ton too. America’s attempts to isolate Sudan 
as a “sponsor of terrorism” have been set 
back by the bombing last August of the Al 
Shifa medicine factory, which the United 
States claimed was a chemical-weapons 
plant. A recent order from the White House 
to unfreeze the assets of the factory’s owner 
was seen as a tacit admission that its output 
was not as lethal as the cra had thought. Dis- 
creet, unofficial contacts are taking place bet- 
ween America and Sudan. 

American policy was already failing be- 
cause its three local allies, Eritrea, Ethiopia 
and Uganda, had become embroiled in wars. 
They had been putting pressure on the Suda- 
nese government, through support for the 
southern rebels. Now commercial flights 
between Ethiopia and Sudan have resumed, 
and President Omar el Bashir of Sudan has 
had a chat with the Ethiopian prime minis- 
ter, Meles Zenawi, in Djibouti in May. Eritrea 
has signed an accord with Sudan that may 
lead it to evict the National Democratic Alli- 
ance, the umbrella opposition group that 
has so far been allowed to use the Sudanese 
embassy in Asmara, the Eritrean capital. 

The government in Khartoum has also 
sought to repair the damage done to rela- 
tions with Egypt by a Sudanese-sponsored 
assassination attempt on President Hosni 
Mubarak in Ethiopia in 1995. The prospect of 
secession by southern Sudan worries Egypt: 
it fears that a new political actor on the Nile 
might disturb the river’s flow, Egypt's lifeline. 
All parties to Sudan’s civil war have en- 
dorsed a referendum on self-determination 
for the south, but Egypt is determined that 
the country should stay in one piece. A re- 
cent announcement by President Bashir, 
that he preferred southern secession to war, 
seems to have galvanised Egypt into patch- 
ing up its differences with Sudan and encou- 
raging reconciliation meetings between Su- 
danese officials and northern Muslim 
opposition politicians in Cairo. 

But will Sudan’s new engagement with 
the outside world help to end its long civil 
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INTERNATIONAL — 
war? Probably not. Its root cause is the mar- 
ginalisation of the black south by Islamic, 
Arabic-speaking northerners. The north- 
south split is now probably unbridgeable. 

Moreover, the new regional truces are 
tactical, and likely to wither as old animosi- 
ties resurface. Uganda supports the souther- 
ners and the Khartoum government will 
continue to support Ugandan dissidents. Eri- 
trea, too, is convinced that Sudan supports 
its rebels as part of its Islamist agenda. Even 
reconciliation with the exiled northerners 
will not be easy. Mr Turabi presumably be- 
lieves that, though the exiles may return and 
re-establish their political parties, he will 
somehow remain in control. 

So will they come back? Mr el Mahdi 
wants talks with the government based on 
the principle of a democratic, secular state. 
But Mr Turabi does not care for secularism. 
He still wants Islamic law to prevail, at least 
in the north. A meeting of all opposition par- 
ties this week was racked with division over 
Mrel Mahdi’s dealings with the government. 

If he does open up politics, Mr Turabi 
may have trouble with some of the soldiers 
now in government who think the gun a bet- 
ter way of bolstering their power than politi- 
cal pluralism. Tension between Mr Turabi 
and the army is increasing. Sudan’s complex 
political manoeuvres may indeed split the 
rebel alliance and broaden the government’s 
base in the north, but they may also sharpen 
the division between north and south. 
amanarea erena et lll 


Egypt 


Open economy, 
closed politics 


CAIRO 


ARCHED lands and the lush Nile valley, 

rich and poor, ancient and modern—the 
cliché about Egypt as a land of contrasts 
springs to mind. Now Egypt has a new one: 
as its economy grows ever more open, its po- 
litical system becomes increasingly closed. 

Last year, President Hosni Mubarak be- 
came Egypt's longest-serving ruler since 1850, 
surpassing even the 16 years of Gamal Abdel 
Nasser, leader of the 1952 revolution. Over 
the past few days, Egyptians have watched 
the almost pharaonic spectacle of various 
bodies—army chiefs, workers in the state 
broadcasting monopoly, bosses of the state- 
controlled labour unions—all publicly 
pledging allegiance to the president. 

Mr Mubarak is standing for a fourth six- 
year term in September. It will be, in effect, a 
referendum. Egypt's constitution requires a 
poll to confirm parliament's choice of presi- 
dent and last week, at a clamorous session, 
parliament again chose Mr Mubarak as the 
sole candidate. The outcome of the vote was 
never in doubt: some 95% of the seats are held 


46 





He hears, but does Mubarak still listen? 


by Mr Mubarak’s party and most of the tiny 
opposition meekly played along, either by 
abstaining or by failing to show up. 

Mr Mubarak can claim a fair degree of 
genuine popularity. Egypts more liberal 
economy has sustained growth rates of 
around 5% for the past few years, and the 
standard of public services and infrastruc- 
ture has greatly improved. The private sector, 
once dwarfed by the edifice of state social- 
ism, now accounts for 70% of GDP. 

` Other developments have been less wel- 
come. During the 1990s, the challenge of an 
Islamist insurgency and social stresses creat- 
ed by urgent economic reform combined to 
make the government nervous of its grip on 
power. It extended emergency laws giving 
the police wide powers of arrest and deten- 
tion, and the state declined to license new 
political parties. Strikes were banned, and 
the government used arcane rules to take 
over politically active trade unions. 

Free speech has been similarly curtailed. 
Despite the general drive for privatisation, 
the information ministry has torpedoed at- 
tempts to set up private radio and television 
channels. A campaign against the “yellow 
press” has led to the closure of Egypt’s most 
outspoken weekly; others have been cowed. 
In the past year the state censor has banned 
the American University in Cairo, a private 
institution that serves Egypt's elite, from im- 
porting 89 books, including works such as 
Khalil Jibran’s “The Prophet” and Vladimir 
Nabokov’s “Lolita”, as well as “Egypt Under 
Mubarak”, an innocuous academic study of 
modern Egyptian politics. f 

Yet this neatly stitched straitjacket is be- 
ginning to chafe. There are signs that instead 
of seeing political continuity as a positive 
virtue, Egyptians are becoming frustrated by 
the lack of change. There ‘has, for example, 
been angry public reaction toa recentlawon 
non-governmental organisations. 

From providing micro-financing for the 
poor to defending human rights, such NGOS 
have become crucial to maintaining Egypt's 
social equilibrium. But they are also among 
the few forces still capable of challenging the 
dominance of the state. The new law was 





touted as meeting the organisa- 
tions’ demands for less regula- 
tion. Instead, the hastily enact- 
ed legislation raised fears that 
the government intended -to 
keep the independent organi- 
sations under its thumb. 

The government seemed 
shocked at the vehemence of 
the public response: dozens of 
organisations have petitioned 
the government, women activ- 
ists have gone on hunger strike, 
and even the United States has 
rebuked the government. To 
soothe nerves and win good- 
will in advance of a visit this 
week by the un’s human- 
rights commissioner, Mary Robinson, eight 
human-rights groups have been granted 
provisional legal status for the first time. 

Yet the law bared deep mistrust of gov- 
ernment. Enough to influence Mr Mubarak’s 
re-election? Last time, in 1993, 94% backed 
him. He may need to offer more than good 
economic figures to match that next time. 


Iraq 


Forgotten 


TE more paranoid Arab commentators 
insist that NATO’s war with Yugoslavia is 
designed to distract attention from Ameri- 
ca’s war with Irag. Kosovo may have pushed 
Iraq out of the headlines but, for policymak- 
ers in Washington, diplomats at the United 
Nations and American and British pilots pa- 
trolling the skies over northern and southern 
Iraq, the battle continues, as fiercely and in- 
conclusively as ever. And the plight of ordi- 
nary Iraqis worsens by the day. 

Since a four-day bombing blitz last De- 
cember, the un Security Council has been 
split over Iraq. Inspectors from unscom, the 
un body charged with disarming Iraq, de- 
camped to Bahrain to sit out the bombard- 
ment, and have not been allowed back. All 
the veto-wielding members of the council 
agree that some sort of arms-control regime 
must resume to winkle out Iraqis remaining 
biological and chemical weapons. But they 
disagree over what concessions to make to 
Iraq in return. Russia, China and France ar- 
gue that the oil embargo should be suspend- 
ed when Iraq allows inspectors to return, A 
British and Dutch proposal, backed by 
America, stipulates a four-month waiting 
period to ensure compliance with a new in- 
spection regime. The Iraqis say they have no 
more banned weapons, and demand an un- 
conditional end to sanctions. 

A special uN panel was convened in 
March to find a way out of this deadlock, but 
it failed. A recent French proposal suppos- 
edly blended the Anglo-Dutch and Russian 
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‘HERE ARE NO HEROES 














iore. jui they're there. Walk down 
| ity reet and you will find them. The 
mötheri who work, the fathers who 
strive, the children who overcome. 
They aren't larger than life, but they | 

are larger than their own lives. Their | A B 
names aren't famous, but their virtues _ 
are. Hard work. Common sense. An a 
unshakable belief in themselve 


you're looking for a hero, look aroun 
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schemes, but ended up pleasing no one— 
least of all the Iraqis. Even the relatively sim- 
ple matter of sending a team to dismantle 
unscom’s abandoned laboratory in Bagh- 
dad caused a kerfuffle in the Security Coun- 
cil. With Kosovo taking centre-stage, there is 
little diplomatic capital to expend on Iraq. 
Even if there were, the American view (no 
let-up in the pressure on Saddam Hussein) 
and the Russian, Chinese and French line 
(that the crippling nine-year embargo must 
be eased) seem irreconcilable. 

Indeed, America wants to tighten the 
screws. Its planes have bombed Iraq on aver- 
age every three days since January, ostensi- 
bly because of Iraqi infractions of the two 
“no-fly zones” that America and Britain 
have declared in the north and south of the 
country. In practice, the Americans welcome 
any chance to weaken Mr Hussein’s army. 
They still hope, Iraqi opposition groups say, 
thateight years and five bombing campaigns 
after the Gulf war, the Iraqi armed forces will 
turn on their master. 

The Americans insist that internal dis- 
sent—as evidenced by the bomb attack that 
killed several members of a Baghdad-based 
Iranian militia on June 9th--shows that Mr 
Hussein’s police state is weaker than out- 
siders imagine. Congress has long wanted to 
arm and train Iraqi opposition groups to 
help them topple Mr Hussein, and last year 
authorised the administration to do that. 

But the administration has dragged its 
feet, arguing that the opposition is weak and 
divided, and none of Iraq’s neighbours is 
willing to support it. In late May it agreed to 
hand out some fax machines and photocop- 
iers for the war effort—-but no guns. The 
main opposition group, the Iraqi National 
Congress (Inc), has smartened itself up, 
dropped its unpopular president, Ahmad 
Chalabi, and recruited representatives from 
the most powerful Kurdish, Shia and Sunni 
factions. This revamped inc plans to hold a 
much-hyped meeting next month, hoping to 
turn decision-makers’ heads. 

In the meantime, an exceptionally hot, 
dry summer has withered nearly three- 
quarters of this year’s crops. The Tigris in 
Baghdad is reduced to a third of its normal 
level, disease-ridden livestock are dying of 
hunger, and worse is still to come. The oil- 
for-food programme, whereby Iraq is al- 
lowed to sell some oil to pay for humani- 
tarian imports, has been hit by low oil prices 
and run-down Iraqi infrastructure; in the 
past six months, it raised $3 billion, $2.2 bil- 
lion less than projected. In the two years that 
the scheme has run, Iraq’s rates of malnutri- 
tion and disease have stabilised, but educa- 
tion, agriculture and electricity-generation 
have deteriorated. The Security Council has 
allowed Iraq to pump more oil but America 
and Britain veto many contracts for new oil 
equipment. And appeals for extra aid for 
Iraq’s 20m people have fallen on deaf ears. 
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A famous, and dangerous, victory 


JOHANNESBURG 


LL over South Africa, colourful, card- 
board-backed posters are coming 
down. Squatters use them to insulate their 
shacks; children slide down grassy slopes on 
them; tourists pinch them as souvenirs. That 
party banners are being torn down only after 
the polls closed illustrates how much gentler 
South Africa’s second all-race election was 
than the first, five years ago. 

In 1994, canvassers who ventured into 
areas controlled by rival parties risked death. 
This year’s vote, on June 2nd, passed without 
a single political killing. Logistical foul-ups 
stretched the 1994 election over three days, 
and the vote-counting was delayed by justi- 
fied allegations of local fraud. By contrast, 
this year’s results, announced on June 7th, 
were quickly accepted by all the major par- 
ties. The ruling African National Congress 
(anc) won handsomely, finishing one par- 
liamentary seat short of the two-thirds ma- 
jority that would have enabled it to change 
the constitution. “The people have spoken,” 
exulted Thabo Mbeki, the anc’s leader, now 
certain to succeed Nelson Mandela as South 
Africa’s president. : 

The next parliament promises to be live- 
lier than the last. The anc has an over- 
whelming mandate to accelerate Mr Mbeki’s 
programme of “transformation”, intended 
to correct the country’s racial imbalances. 
But it will face sharper criticism in parlia- 
ment. The largest opposition party in 1994 
was the National Party, the party of apar- 
theid, now renamed the New National Party 
(Nne). Burdened with an odious past and an 
ineffectual leader, Marthinus van Schalk- 
wyk (nicknamed “Shortypants” for his boy- 
ish demeanour), the NP never managed to 
put forward a principled alternative to the 
ANC’ policies. The party lost two-thirds of 
its 1994 tally of seats, and is probably 
doomed to extinction. 

Itis replaced as the official opposition by 
the Democratic Party (pp), a liberal lot whose 
chief, Tony Leon, has proved to be the most 
able critic of the anc over the past five years. 
With five times the number of pp members 
in the new parliament, bumbling ministers 








can henceforth expect to get a roasting. 

A free and peaceful election, a hugely 
popular government, and a sparky opposi- 
tion to keep it on its toes—South Africa has 
much to celebrate. But, in other ways, the 
election results augur ill. The total number of 
opposition mrs has shrunk slightly, and the 
pp, with 38 of parliament's 400 seats, is only 
half as strong as the National Party was in 
1994. It can point out flaws in proposed laws, 
but it cannot block them. 

With 266 seats, the anc can do muchasit 
pleases. If, as seems likely, Mr Mbeki buys 
the support of the Zulu-nationalist Inkatha 
Freedom Party (ire) by offering the deputy 
presidency to its leader, Mangosuthu Buthe- 
lezi, he could command a three-quarters ma- 
jority, enough to abolish most guarantees of 
real democracy. Not that the anc wants to 
do so, but its power is nonetheless disturb- 
ing. In the Western Cape, the one province 
where the anc is to be excluded from gov- 
ernment, its trade-union allies have threat- 
ened mass disruption. The party also in- 
cludes some unsavoury characters. Mr 
Mbeki has promised to expel them, but he 
spent much of the campaign publicly hug- 
ging one of the worst:a convicted kidnapper, 
Winnie Madikizela-Mandela. 

Still more worrying, the election result 
was evidence of enduring racial polarisation 
in South Africa. Few whites voted for the 
ANC. Few blacks, apart from Inkatha-sup- 
porting rural Zulus, voted for anyone else. 
For many, the vote was an expression of eth- 
nic solidarity, rather than an endorsement of 
a set of policy ideas. As long as past wrongs 
are remembered—and politicians can en- 
sure that they are—race will outweigh other 
issues. The old National Party inflamed his- 
torical grievances, both against the British 
and against black South Africans, to foster 
Afrikaner unity and to keep itself in power. 

Nelson Mandela, by contrast, called for 


reconciliation. Mr Mbeki echoes those calls, 


but with emphasis on the need for white 
South Africans to share their wealth with 
blacks. On June 3rd, he. promised to move 
faster to “build a non-racial and non-sexist 
society”. By this he meant, 
among other things, pro- 
moting racial preferences 
for blacks—as popular 
among most South Afri- 
cans as the old apartheid 
laws were loathed. Racial 
appeals often win votes, 
but discrimination, posi- 
tive or otherwise, rarely 
does much for race rela- 
tions, or for prosperity. 
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EUROPE 


Peace, for now, 


In Kosovo 


After a last round of brinkmanship, a deal was done. This was how 


Fe generals who are said by nato to 
have lost around 6,000 troops, Serbia's 
commanders were remarkably defiant, be- 
fore signing up, on June gth, to a detailed 
plan for a complete and rapid withdrawal of 
their troops from Kosovo. The peace terms, 
calling for the swift deployment in the Ser- 
bian province of a robust, western-domin- 
ated force, had become embroiled in the 
murky intrigues of Belgrade and Moscow; 
but a flurry of telephone calls between the 
Kremlin and western capitals, and hard dip- 
lomatic bargaining in Cologne between the 
foreign ministers of Russia and the Group of 
Seven rich countries, eventually cleared the 
way for the generals on both sides to settle 
the procedures for an orderly Serb retreat. 
Serb military minds were concentrated by 
American bombers continuing to pound 
their troops, killing ever-increasing numbers 
until the last moment. 

Even the hard-won withdrawal plan, 
providing for the Serbs to take away 


objections. He needed more than a week to 
withdraw; NATO eventually agreed on n 
days. He balked at Nato’s demand for a 
demilitarised zone outside Kosovo; the zone 
was finally cut from 25km (15 miles) to 5km. 
More important, he suggested that the pull- 
out could not begin at all until after NATO 
had stopped bombing and the un Security 
Council had passed a resolution. Nor did 
Serbia's generals appear to agree that only a 
few hundred of their troops should remain 
in Kosovo in the longer run. 

Something had clearly gone wrong with 
the deal that Viktor Chernomyrdin, the Rus- 
sian envoy, and Finland’s President Martti 
Ahtisaari (speaking for the European Union) 
had seemingly forced on Mr Milosevic, with 
the explicit assent of Serbia's parliament, on 
June 3rd. In Moscow, Mr Chernomyrdin had 
been subjected to a chorus of denunciation 
from the foreign and defence ministries, 
both hinting that the ex-prime minister had 


imposed on Serbia an even greater humili- 
ation than was necessary. In Belgrade, mean- 
while, Mr Milosevic conferred with Vojislav 
Seselj, his deputy prime minister and leader 
of the ultra-nationalist Radical Party, who 
bitterly opposed the peace terms. He was lat- 
er allowed on Serbian state television to 
voice his objections. 

Mr Seselj may have made a bargain with 
Mr Milosevic under which the Radicals will 
hold back from street demonstrations and 
from trying to bring the government down. 
At what price? One grim possibility is Mr Se- 
selj and his cut-throats have been allowed to 
settle scores with the more enlightened fig- 
ures in Serbia's narrow political spectrum. 

A side-effect of all these manoeuvres 
was the toughening of the terms on which 
the Serbian and Russian governments 
would co-operate with western plans for an 
international force to bring Kosovo's 800,000 
or so refugees safely back home. But fears 
that the generals in both Serbia (and Russia) 
had slipped their political bosses’ control 
seemed exaggerated. Though many Serb sol- 
diers will be angry over the war’s outcome, 
there seemed little reason to doubt that Mr 
Milosevic, backed by the secret service and 
interior ministry, could still deliver a deal 
once deprived of any more wiggle-room. 

Still, the issues on which he and his com- 
manders stood ground till the last moment 

were more than technicalities. The 





what remains of their armour and 
air defences, did not quite mark the 
end of nato’s 11-week-old conflict, 
nor the onset of a new, peacekeep- 
ing phase. China said it would try to 
water down, though not block com- 
pletely, a un Security Council reso- 
lution providing for a well-armed 
force in Kosovo; the exact peace- 
keeping arrangements were still 
subject to bargaining between 
America and Russia. 

But for General Mike Jackson, 
the Briton who commands NaATO’s 
forces in Macedonia, reaching an 
agreement with the Serb command- 
ers was a welcome end to five days 
of Slav brinkmanship. A steady 
hardening of the Serbs’ position had 
been encouraged by the arrival at 
their side of General Yevgeny Barm- 
yantsev, the Russian military atta- 
ché in Belgrade, who has never hid- 
den his longing to help Serbia fight 
NATO more effectively. 

Emboldened by the man from 
Moscow, the Serbs’ General Sveto- 
zar Marjanovic presented his NATO 
counterparts with a string of new 
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Lift-off for NATO 


most delicate had to do with the ex- 
act timing of the military and diplo- 
matic steps needed to set Kosovo on 
the road to peace. NATO insisted it 
would not stop bombing until the 
Serbs were seen to be seriously with- 
drawing; Russia and China said they 
would notsign up toa UN resolution 
to license a peacekeeping force so 
long as NATO kept bombing. 

The alliance’s initial response to 
the stiffening of Serbia’s terms was to 
harden its own position. Its com- 
manders said on June 7th that it was 
up to the Serbs whether to seize their 
last chance for an orderly with- 
drawal—or be chased out by west- 
ern firepower. To drive home the 
point, an American B-52 bomber 
made the biggest single attack of the 
bombing campaign, unleashing a 
load of cluster bombs on a group of 
1,000 or so soldiers on a hillside near 
Kosovo's border with Albania. 

In Cologne, meanwhile, the bar- 
gaining picked up speed when Igor 
Ivanov, the Russian foreign minister, 
grudgingly agreed with his counter- 
parts from the G7 on the text of a UN 
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SKOPJE 


pen the promise of peace in Kos- 

ovo, Macedonia is still on a knife- 
edge. Already poor, the war has made it a 

-< lot poorer. Already ethnically divided bet- 
ween Macedonian Slavs and ethnic Alba- 
nians (who made up between a quarter 
and a third of the population before the 
war began), tension has risen sharply with 
the influx of some 300,000 Albanian refu- 
gees, On June 7th, fears that Macedonia 
and its 2m-odd people could be sucked 
further into the maelstrom grew when 
shells fired by Serbs in Kosovo hit Vratnica, 
a Macedonian village near the border. 

Even those among the Albanians and 
Slav Macedonians who strive for harmony 
tend to have different ways of going about 
it. The Slavs stress economics, arguing that, 
once Macedonia gets richer, the tensions 
between the two main groups will die 
down. The Albanians, though, emphasise 
political rights. The current government is 
a coalition of broadly ethnic parties, in- 
cluding the main moderate Albanian one, 
yet most Macedonian Albanians still think 
they are done down and despised by their 
Slav compatriots. 

Macedonia’s foreign minister, Alexan- 
der Dimitrov, stresses economics. By the 
end of the year, he says, his country will 
have lost some $1.5 billion in war-related 
damages. About a fifth of Macedonia’s ex- 
ports were to the rump of Yugoslavia (Ser- 





Still nervous in Macedonia 


bia and its rebellious little partner, Monte- 
negro). Now, with the northern border 
closed (except to incoming refugees), you 
see Macedonian farmers trying to sell their 
strawberries and cherries on the edge of 
the road outside Skopje, the capital. Many 
factories have had to shut. Privatisation 
has stalled. Unemployment is officially as 
high as 40%. “In September there may be 
social tension, strikes and trouble,” says Mr 
Dimitrov. “I fear inter-ethnic tension.” 
While poverty plainly sharpens ten- 
sion across the ethnic board, long-standing 
attitudes spell trouble at the best of times. 
Many Slav Macedonians bemoan their Al- 
banians’ “backwardness” and their “fast 
breeding”. “We are a little frightened of 
these people, with their guns and their lack 
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of educated leaders,” says:a candid Slav 
Macedonian journalist. The less tolerant of 
her fellows say the government should use 
its new consignment of tanks (from Bulga- 
ria) to keep the Albanians in their place. 
Slav taxi-drivers habitually refer to Alba- 
nians as “dogs” who are “a spreading can- 
cer in our country”. 

Arben Xhaferi, who leads the Demo- 
cratic Party of Albanians within the ruling | 
coalition, wants social and political 
change. He wants more Albanians in Ma- 
cedonia’s police, army and civil service (up 
from the paltry 5% he says applies today). 
He wants—and may be getting—proper 
recognition for an ethnic-Albanian univer- 
sity in Tetovo, the nerve-centre of Albanian 
nationalism in Macedonia. And he is argu- 
ing for Albanian to be used, alongside Ma- 
cedonian, in parliament, in court and in of- 
ficial documents. 

The government has taken some wise 
measures. In February, it let two 
nationalist Albanian mayors out 
of jail;one may stand for the coun- 
try’s presidency this autumn. And 
the Slav part of the government 
realises that it is essential to keep 
Mr Xhaferi’s lot on board, espe- 
cially with the stock of the mili- 
tant Kosovo Liberation Army, 
whose guerrillas have become in- 
fluential in the refugee camps, ris- 
ing fast since the war. If the Slavs 
cannot keep people like Mr Xhaf- 
eri sweet, the future will indeed be 
nerve-racking. | 








resolution which, without mentioning NATO 
explicitly, called for a robust international 
presence in Kosovo. The text says the Kosovo 
Liberation Army should “comply with the 
requirements” of the peacekeepers’ com- 
mander for “demilitarisation”; this leaves 
open the question of how much, ifatall, they 
will be disarmed. 

In any event, some aspects of the peace- 
keeping regime were left for further bargain- 
ing, essentially between Russia, which is 
keen to send 10,000 troops, and America, 
which seems happier about humouring the 
Russians now that the broad outcome—a 
Serb withdrawal—seems beyond doubt. 
President Bill Clinton assured Russia that its 
troops would not be formally subordinated 
to NATO, which is preparing to put in up to 
50,000 of its own. 

But Strobe Talbott, America’s envoy, in- 
sisted on arrival in Moscow on June 1oth that 
there would be no Russian zone. It appeared 
that responsibility for different parts of Kos- 
ovo would be divided between five NATO 
countries: America, Britain, France, Ger- 
many and Italy. The French, it first seemed, 
might police northern Kosovo (which Russia 
coveted), Germany a southern strip. This 
would dash Serb hopes that some areas 
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would be set aside for troops from Russia or 
other Serb-friendly nations. In Moscow, crit- 
ics of Mr Chernomyrdin complained that 
the peacekeeping structure still favoured 
NATO far too much. 

All in all, it was a bleak week for Serbia 


and its Slav friends. But the 50-year-old alli- 
ance now faces its hardest peacekeeping 
task in a landscape of mines, charred bodies 
and burned villages. One of the first ques- 
tions is how, if at all, it is to protect Kosovo's 
150,000 Serbs from ethnic-Albanian revenge. 





The Kosovars 





Who speaks for them? 


The emergence of Kosovo’s post-war leaders will be a mucky business 


OW will Kosovo’s own leaders, parties 
and guerrillas fit into the new order 
within the province? Unlike the agreement 
drafted at the French chateau of Rambou- 
illet in February, the new deal does not call 
for elections nor does it lay out details as to 
how Kosovo should be run. And Kosovo's 
ethnic Albanian leaders are as much in the 
dark as anyone else. They have spent three 
months squabbling among themselves. 
Their own people have grown impatient 
with most of them. They area tricky bunch. 
Still, they are the only leaders they have 
got. Foremost is Ibrahim Rugova. For the 


past few years he has argued consistently for 
independence but against violence, predict- 
ing that guerrilla activity would lead the Ko- 
sovars into exactly the kind of catastrophe 
they have just suffered. As leader of the 
largest Kosovar party, the Democratic 
League of Kosovo, and president of the Koso- 
vars’ self-proclaimed republic, he retains a 
certain mystique and respect, though he is 
prone to periods of passivity. 

Some suspect that his toughest oppo- 
nents are not Serbs but the Kosovo Liber- 
ation Army (ka). Its leaders have regularly 
attacked him for being—~in their view—too 
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mild. If he was unkeen on the xta before, 
nowadays he loathes it. He is particularly af- 
fronted by the way its guerrillas wrote him 
off, either as dead or as a traitor, after NATO's 
bombing began, when he was kept by the 
Serbs inside Kosovo asa sort of hostage. 

The kta is itself led by Hashim Thaci, 
who is about 30. He has devoted his entire 
adulthood to the fight for independence. He 
will undoubtedly be prominent. But, if his 
KLA men are disarmed, as they are expected 
to be, Mr Thaci and his friends will have to 
form a political party to contest any future 
elections. At Rambouillet, western negotia- 
tors found him indecisive. They noted, in 
particular, that he dithered and wobbled 
when hectored by telephone from Pristina, 
Kosovo's capital, by Adem Demaci, an 
iconic figure in Kosovo politics. 

Itis unclear how Mr Demaci, sometimes 
known as “the Mandela of Kosovo”, thanks 
to the 28 years he has spent in jail as a dissid- 
ent, survived the past three months in Prist- 
ina, where he lived quite openly. Nor is it 
clear whether he will continue to exert great 
influence on Kosovo's nationalists. 

One Kosovar who could emerge as a 
leader is Veton Surroi—if he is still alive: 
nobody knows. In his mid-30s, he is the 
tough, ambitious, founding editor of the 
Kosovars’ most influential newspaper, Koha 
Ditore (Daily Times), who stayed on in Prist- 
ina when the bombs began to fall. Perhaps 
he decided to gamble with his life in the hope 
that, if he survived, his decision to stay 
would help him bid for a central role in a 
new Kosovo. He may well argue that he is 
untainted either by association with Mr 
Rugova and his failed moderation or with 
the guerrillas and their rash adventurism. 

Several other Kosovars may make a 
mark: 

Bujar Bukoshi was and, as far as he is 
concerned, still is the prime minister of the 
Kosovars’ government-in-exile based in 
Bonn. Most important, he controls the am- 
ple funds collected over many years from 
Kosovars working abroad, especially in Swit- 
zerland and Germany. The Kia thinks he 
should hand them over. 

Agim Ceku, the KLa’s newchief of staff, 
is a former Yugoslav army officer who went 
over to the fledgling Croatian army in 1991. 
Promoted to general, he helped plan and car- 
ry out several big operations including one 
that led to the Serbs’ “cleansing” from Croa- 
tia in 1995. The KLA now says that Kosovo 
needs to be demilitarised and a new police 
force created—by their men. Given his re- 
cord in Croatia, the un might be reluctant to 
make Mr Ceku head of a new police force, 
unless the international monitors look the 
other way as Kosovo's remaining Serbs flee. 

Rexhep Qosja is a veteran politician 
with family ties to the KLA. Now in Albania, 
he shaved off his trade-mark beard before 
escaping from Kosovo. Albania’s current 
government is keen to promote him; he is a 
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close friend of Albania’s (ex-communist) 
president, Rexhep Mejdani. 

One Kosovar who is neither a soldier nor 
(yet) a politician is Bexhet Pacolli, who 
may well be the richest ethnic Albanian any- 
where. His fortune is from building, especial- 
ly in the former Soviet Union. Could he help 
rebuild—literally—his homeland, and per- 
haps finance a new political movement? In 
the murky world of Kosovar politics, he al- 
ready hasenemies attacking him in the press. 

The trouble is that Kosovo's Albanians 
have too many would-be leaders already— 
and most of them are blemished. As for Kos- 
ovo’s Serbs, they have hardly anyone speak- 
ing for them at all. Two who might stay to 
play a part in making a post-war peace are 
Momcilo Trajkovic and the Orthodox 
bishop, Artemije. Both are leaders of the 
Serbian Resistance Movement which long 
ago predicted that Slobodan Milosevic 
would lead Kosovo to disaster. Whether like- 
minded people, with uN help, can prevent a 
reverse ethnic cleansing—of Serbs by Koso- 
vars—must now, however, be moot. 
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Russians, Nordics and Balts 
Cosy up 


STOCKHOLM. 





EW countries have more to gain from Eu- 

rope’s hoped-for return to business-as- 
usual, after the violent Kosovo interlude, 
than those bordering the Baltic Sea. Before 
the latest Balkan war, all in the region had 
been hoping fora long period of boredom, in 
which historical grudges, especially those in- 
volving Russians and their former empire, 
would fade and economic ties across the Bal- 
tic Sea would continue their sprightly 
growth. Baltic countries like Estonia and Lat- 
via would learn to rub along with Russians, 
both within their borders and across them; 
Russia would gradually feel less neurotic 
about NATO's expansion; the EU would hap- 
pily widen to the east; and the Finns and 
Swedes would use their political and eco- 
nomic clout to help north-western Russia 





EUROPE 


become more prosperous and democratic. 

The Kosovo war dashed all these hopes. 
Russia felt its worst fears about NATO’s arro- 
gance were justified. In Estonia and Latvia, 
which have large Russian-speaking popula- 
tions, the war became painfully divisive, ri- 
valling even the vexed questions of citizen- 
ship and language laws. With Nato and the 
Eu looking elsewhere, Finland’s plans to use 
its six-month eu presidency, which starts in 
July, to promote the idea of a “northern di- 
mension”, with the £u trying harder to 
strengthen its ties both with Russia and the 
Balts, seemed likely to be scotched. “Instead 
of Europe’s northern dimension, we'll spend 
our presidency dealing with its south-east- 
ern one,” moaned a Finnish diplomat. 

Now, with peace apparently imminent, 
things look less gloomy. Indeed, the role of 
President Martti Ahtisaari as the West's 
peace-broker (or message-carrier) in Yugos- 
lavia may, the Finns hope, have given their 
plans a bit more weight in Brussels and 
Washington. Other £u countries seem will- 
ing to take the northern dimension serious- 
ly—helped, perhaps, by clever presentation 
from the Finns, who have kept notably quiet 
about any early financial commitments. 

Russia certainly seems to be taking the 
idea seriously. “They don’t know what it 
means, but they are promising all sorts of 
things,” says a Nordic diplomat. Better ties 
with Europe fitin with Russia’s idea, boosted 
by the war, of a “multi-polar world” (ie, one 
not dominated by America). A sign of pro- 
gress has been an agreement to set up an EU- 
Russian working-group to look at the Kalin- 
ingrad region—a Russian exclave on the Bal- 
tic, tucked between Poland and Lithuania. 
Russia has long been twitchy about Kalinin- 
grad, which it took from Germany in 1945. 

What else will the northern dimension 
mean in practice? Probably, more support 
for mundane but useful projects such as 
treating St Petersburg’s sewage, which flows 
raw into the Baltic Sea, past Finland’s coast- 
line. The financing for a new treatment plant 
came unstuck after Russia’s financial crisis 
last year. Applications for eu membership 
from Latvia and Lithuania, which have been 
lagging behind Estonia in the race to join, 
might also be viewed more kindly. 

But the sight of Finland playing an out- 
of-character part as a heavyweight in the re- 
gion draws a slightly chilly reaction from 
Sweden. Despite being the largest country in 
the Nordic area, Sweden has been compara- 
tively ineffective in EU machinations. The 
Finns’ handling of both Russia and the eu 
has been rather nimble. And the Finns’ econ- 
omy has being growing much more perkily 
than Sweden’s—witness, symbolically, the 
rise of Nokia, the Finnish electronics group 
and the stumbling of Ericsson, its Swedish ri- 
val. In the game of Nordic one-upmanship, 
diplomatic and otherwise, notch another 
one up to the Finns. 

-m 
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EUROPE — : 
Poland and the church: 


The pope 
comes home 


GDANSK 


HEN Pope John Paul was last in 

Gdansk, the port where Solidarity 
found its voice and eventually rose to over- 
throw the Communist regime, to utter the 
trade union’s name in public was forbidden, 
and Poland was in the grip of martial law. 
Now, on a visit there on June 5th, the pope- 
mobile crept past 24-hour Texaco petrol sta- 
tions, drive-through Kentucky Fried Chicken 
restaurants, and opulent dealers selling Mer- 
cedes-Benz cars. Indeed, had the pope 
looked closely at some of the banners wel- 
coming him, he might have noticed that 
some of them were emblazoned with acom- 
pany logo and the words “Official Sponsor 
of the 1999 Papal Visit”. But then the pope 
would probably have known all this before 
arriving, since he keeps abreast of most 
things in the country of his birth. 

This trip to Poland, with a punishing itin- 
erary starting in Gdansk and ending on June 
18th in the pope’s old diocese of Krakow, is 
heavy on historical symbolism. It marks the 
20-year anniversary of this papacy, and the 
ten-year anniversary of free elections in Po- 
land. Kicking off in Gdansk was particularly 
significant, not only because of Solidarity’s 
origins. It was here at the close of the last mil- 
lennium that Adalbert (Saint Wojciech) gave 
a mass baptism that laid the foundations of 
the church in Poland. 

The popeis using the trip in part to mend 
fences with the Jewish community, and to 
reach out to the Orthodox church. He is also 
keen to stem a general drift away from the 
church that has taken place in other Catholic 
countries. His sermons have been character- 
istically uncompromising. At a mass on the 
site of a Nazi execution of priests during the 
second world war, he told Poles that they 
should uphold “traditional church values”, 
and resist the temptation to read the gospels 
using “modes of interpretation suited tocon- 
temporary literature or journalism”. 

Anybody who doubted the strength of 
Catholicism in Poland need only have at- 
tended an open-air mass in Sopot,just up the 
coast from Gdansk. Some 700,000 Poles turn- 
ed out, genuflecting and praying as far as the 
eye could see. Yet, curiously, such piety has 
not translated into direct political power for 
the church. Parties which the Polish church 
openly backed in the early 1990s were 
soundly beaten. The voters’ message to poli- 
ticians, it seems, is to be pious, but not zeal- 
ous. Devout Catholic politicians now mostly 
keep their religion to themselves. 

The church has also learned its lesson. 
The only political advice it gave to Catholics 
in last year’s general election was that they 
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Still stern, 20 years on 


should vote as their consciences dictated. 
The church now limits itself to helping out in 
labour disputes, and to furthering Catholic 
social teaching: a tough stance on abortion 
and divorce, no sex education, no handing 
out of condoms, no homosexual rights. 

Perhaps oddly for a country which 
prides itself on its post-communist dyna- 
mism, the church, still headed by old men, 
sees its future as an organisation that repre- 
sents no change. How will it fare? Much de- 
pends on who will follow Cardinal Jozef 
Glemp, who has served as primate since 1981. 
His successor will have to blend the simple 
beliefs and Marian worship of the rural 
church with the intellectual and often-liber- 
al leanings of the city church. He will also 
need enough forcefulness to attract young 
Poles, as the present pope has done. 

The papal visit has confirmed one thing, 
however. Karol Wojtyla, better-known as 
John Paul, though worn to a silvery whisper 
by old age, is the last Polish hero left standing. 


Germany 


Ode to Bremen 


BONN 


GERMAN chancellor is rarely seen 

jumping for joy. Particularly not if the 
party he leads has just thrown away a 
chance to regain a decisive advantage in par- 
liament. Yet that is exactly what Gerhard 
Schröder did after the election in the city- 
state of Bremen on June 6th. 

Crazy? Not really. After all, Mr Schro- 
der’s Social Democrats emerged the easy 
winners, with 43% of the Bremen vote, a gain 
of more than nine percentage points on four 
years ago. That rise owes most to Henning 
Scherf, the hugely popular local premier, but 
naturally the party’s boss in Bonn can also 
bask in the reflected glory from up north. 






The Greens, who are the junior partners 
in Mr Schréder’s national coalition, saw their 
share of the Bremen vote slump by four per- 
centage points, to 9%. That would still be just 
enough, in theory, to allow the formation of 
a local red-Green government. And that, in 
turn, would give back to the Bonn coalition 
the majority it lost after the Hesse election 
four months ago in the Bundesrat, the sec- 
ond chamber of the federal parliament 
where the states are represented. 

Surely a chance to be snapped up, espe- 
cially now? Tricky tax measures and spend- 
ing cuts are looming and the Bundesrat has 
the power to veto at least some of them. But 
Mr Scherf, sparing the Greens no more than a 
contemptuous glance, promptly announced 
on election night that he planned to conti- 
nue his four-year “grand coalition” with the 
Christian Democrats. 

And still Mr Schroder beamed. In fact he 
could not have stopped Mr Scherf even if he 
had wanted to. The Bremen grand alliance, 
which took over when the little state of 
674,000 people was in the economic dol- 
drums, has rather unexpectedly proved a 
boon. Though debt and unemployment 
(now running at a rate of nearly 15%) remain 
high, the port and infrastructure are being 

















spruced up and new industry is moving in. 

The Christian Democrats, who deserve 
much of the credit for the economic boost, 
raised their share of the vote by almost five 
percentage points, to 37%, their best-ever 
showing in Bremen. Still, it is the lanky Mr 
Scherf who gets most of the cheers and who 
has the real clout—even over the chancellor, 
when it comes to Bremen. 

But, truth to tell, Mr Schroder is not try- 
ing to get Mr Scherf to change his mind, de- 
spite the lost chance of a Bundesrat majority. 
For one thing, the absence of that majority 
helps the chancellor, a right-winger as Social 
Democrats go, to discipline his party’s restive 
left. For another, he can brandish the Bremen 
grand-coalition model before his Green 
partners in Bonn, as a warning that he has 
other options if they become too trouble- 
some. Mr Schröder had long expected a So- 
cial Democratic-Christian Democratic alli- 
ance to emerge at national level from last 
Septembers general election. His obvious 
pleasure at the Bremen result suggests that 
he may still hanker after one. 
baht s" 
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NITS conduct over its latest scandal, the 

Belgian government has disobeyed two 
cardinal rules of contemporary politics. 
First, if you are going to behave with bu- 
reaucratic carelessness in today’s Europe, 
do not do so in matters concerning food 
safety. Second, certainly do not get caught 
doing so ten days before a general election. 

The scandal that surfaced last week 
over Belgian eggs, chicken, pork and milk 
suspected of contamination with dioxin, a 
chemical that causes cancer, comes at a 
time of near-hysteria about tampering 
with food. “Food crisis hits Europe!” 
screamed one British tabloid this week. Le 
Monde, France’s leading daily newspaper, 
called the affair “Chickengate”. 

Jean-Luc Dehaene, Belgium’s prime 
minister, insisted this week that 95% of Bel- 
gian produce was safe to eat. Prove it, says 
the European Commission. It has ordered 
the destruction of all beef, chicken, eggs 
and milk, or products made from them, 








Belgium sinks in deeper 


which can be traced to the Belgian com- 
pany that provided fats contaminated 
with dioxins to animal-feed companies. 
Andithas forbidden the sale of these prod- 
ucts without a certificate guaranteeing that 
they are safe to eat. Mr Dehaene’s govern- 
ment admits that some 1,560 poultry farms 
can be linked to the feed companies con- 
cerned; but that only a fraction of those 
may have been affected. 

So far, however, the commission's 
clampdown seems to have fanned rather 
than calmed fears—especially outside the 
Eu. Though no animal feed from the con- 
taminated producer is known to have 
reached farms outside Belgium, France and 
the Netherlands, some importers have 
slapped on a blanket eu ban. On June 4th, 
America halted all imports of chicken and 
pork from the entire European Union as a 
“precautionary measure”. South Korea, 
Hungary and Egypt extended a ban to Eu 
countries outside Belgium. 





Turkey 


Going wolfish 


ANKARA 


VOTE of confidence in parliament on 

June 9th has made Bulent Ecevit Tur- 
key’s prime minister for the fifth time. The 
new governing coalition, which combines 
his Democratic Left with the ultra-national- 
ist National Action Party and thecentre-right 
Motherland Party,commandsa comfortable 
enough majority, with 351 of the 550 seats. But 
can it end nearly a decade of political insta- 
bility, marked by weak governments that 
have dragged down the economy and failed 
tocarry out any solid democratic reform? 

Devlet Bahceli, a poker-faced former 
economics professor who leads the Action 
Party (MHP) and is to be deputy prime minis- 
ter in the new coalition, is untested. Pro- 
pelled to an unexpected second place in the 
general election in April by a wave of resur- 
gent Turkish nationalism, he and his “Grey 
Wolves”, as his followers are known, have 
been trying to dispel public fears arising 
from their past. In the 1970s, MHP vigilantes 
were at the forefront of bloody street battles 
between left-wing and right-wing students, 
which ended only when the army took pow- 
er, in 1980. In the early 1990s, some party 
members and sympathisers were linked to 
organised crime and the killings of Kurdish 
dissidents by death-squads. Mr Bahceli 
booted many of them out when he took over 
the party 1997. 

Most worryingly for Turkish secularists, 
the mup’s particular brand of nationalism is 
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By 
Fifth time lucky for Ecevit? 


heavily tinged with Islamist themes. Many 
of its votes came from conservatives in cen- 
tral Anatolia who had defected from the Isla- 
mist Virtue Party (which succeeded the Wel- 
fare Party) because it had failed to lift the ban 
on Islamic-style headscarves in government 
offices and schools during its brief time in of- 
fice. But those voters seem destined to bedis- 
appointed again. The government pro- 
gramme read out in parliament on June 7th 
gives no ground on headscarves. 

But, for all their long-standing ideologi- 
cal differences, Messrs Ecevit and Bahceli 
have edged closer to the centre over the 
years. Both see the need to repair Turkey's 
economy. Long-awaited reforms in banking 
and social security are likely to be brought in 
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Mr Dehaene’s government has courted 
widespread irritation. The commission is 
infuriated that it was not alerted earlier 
and that, by June gth, it had still not even 
been given a list of beef and pig farms that 
might have received contaminated feed. It 
says that it may take legal action against 
Belgium for infringing European law. Oth- 
er EU governmentsare infuriated at the Bel- 
gians’ tardiness. To protect the virtuous 
from the slovenly, Bernard Kouchner, the 
French health minister, wants food-safety 
rules “harmonised”. At present, inspection 
iscarried out by national governments. But 
giving that right to the European Commis- 
sion would mean an army of 50,000 in- 
spectors at a time of general suspicion 
about an interfering bureaucracy. 

The first punishment will be inflicted 
by Belgium’s voters, one-third of whom 
said this week they would change the way 
they voted at their general election on June 
13th because of the scandal. Mr Dehaene, a 
Christian Democrat, seems likely, along 
with his Socialist coalition friends, to find 
some egg on his face. 





quickly in a bid to get money from the imF. 

Elsewhere there may be little change. 
Both men reject Greek-Cypriot demands 
that some 30,000 Turkish troops sent to Cy- 
prus when Mr Ecevit was prime minister in 
1974 should be withdrawn as a precondition 
for peace. They are equally prickly towards 
the European Union. Political dialogue will 
remain frozen until Europe puts Turkey on 
the main list of countries with which it is 
ready to talk about membership. But Turkish 
bases will remain open to American aircraft 
staging bombing raids on Iraq. Mr Ecevit’s 
first trip abroad as Turkey’s new prime min- 
ister is likely to be to Washington, where he 
used to be reviled as anti-American. 

The dour Mesut Yilmaz and his Mother- 
land Party are not expected to cause much 
trouble. Having barely scraped into parlia- 
ment, with 13% of the vote, its members are 
still marvelling that they made it into gov- 
ernment and landed some of the plum jobs, 
including the much-coveted interior minis- 
try, the privatisation board and the treasury. 

Some argue that, with its impeccably na- 
tionalist credentials and its parliamentary 
strength, the new government is better 
placed than its predecessors to push through 
democratic reforms. These might include 
lifting the sedition laws under which Akin 
Birdal, Turkey’s top human-rights defender, 
was jailed on June 3rd for a speech he made 
calling for a peaceful solution to the Kurdish 
problem, as well as granting the country’s 
12m or so Kurds the right to broadcast and 
educate their children in their own language. 
But that still depends on what Turkey’s pow- 
erful generals deem best for the country. 
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Carl Bildt, a good Balkan Swede 


O WHO will be the West’s proconsul for Kosovo, presuming 

that such a job is on offer? Carl Bildt, a former international 
“high representative” to Bosnia, tapped last month to be the uN’s 
special envoy to the Balkans, is a front-runner, though he fiercely 
denies wanting the post. Would the Americans, whom he has occa- 
sionally annoyed, let him have it? Would his fellow Europeans 
want him to do it? Would he be better suited to an even smarter- 
sounding job as the West’s co-ordinator of a grand strategy for 
boosting the entire Balkans? And would he be up to taking on any 
such task? 

Mr Bildt’s credentials are impressive. For a start, he is a most un- 
usual—indeed, a most unSwedish—sort of Swede who, at 49, has 
outgrown Sweden. This week he was nowhere to be seen in Stock- 
holm, though he was supposed to be 
leading his country’s main opposition 
party, the Moderates (who are on the 
free-market right), into elections to Eu- 
rope’s parliament. Instead, he was in Ge- 
neva, trying to get international do- 
gooding agencies, led by the un, into 
planning a rescue package for Kosovo, 
before flying to New: York to take mat- 
ters further. 

Back home, he has led the Moder- 
ates for 14 years, briefly—as prime min- 
ister from 1991 to. 1994—loosening: the 
Social Democrats’ corporatist grip, be- 
fore tacitly conceding that most of his 
compatriots are still loth to lose their 
high-tax, welfare-cosseted, unadversa- 
rial way of life. And Mr Bildt is ahead of 
the Swedish game (too much so, elector- 
ally)in other respects. Most Swedes (and 
their parties in parliament) are against 
joining naro; cherish Sweden’s long- 
standing neutrality; are muddled or am- 
bivalent about the European Union; 
and deeply wary of joining Europe’s sin- 
gle currency. 

Mr Bildt, a passionate European 
who wants to see Sweden inside NATO, 
disagrees on all counts—and in doing so 
he flouts Sweden’s unspoken code of dignified consensus by 
speaking his mind candidly, often with a waspish wit. He tends to 
treat people he considers fools (of whom there are quite a few) un- 
gladly, and chastises fellow Swedes for what he sees as their limp- 
wristedness. He derides the Social Democrats’ old boast that Swe- 
den is (or at least was) a “moral superpower”, pooh-poohs the idea 
of a Nordic block, and cheekily queries whether, these days, Swe- 
den has any foreign policy at all. Since returning from Bosnia in 
1997, and losing a general election (not too badly) in 1998, his heart 


has not really been in domestic affairs. Foreign fields are what beck- - 


on. Recently he married, as his third wife, a clever and beautiful 
Italian he met in Bosnia. 

That was where his appetite for international trouble-shooting 
was whetted. His two-year term as “high rep” was, he says, “hell— 
but Idon’t regret a second of it”, After co-chairing the peace talks in 
Dayton, he oversaw the West’s stuttering efforts to re-create a civil 
and political order. He did well just to keep the show on the road, 
but was hampered by hideously unclear lines of command, by 
American-European rivalries, and by the reluctance of the three 
antagonistic communities to seek a genuine accommodation. 
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Refashioning Kosovo, he says, will be “militarily easier”, 
though the degradation, after the fighting, ethnic cleansing and 
bombing, is much greater. And whereas in Bosnia the high repre- 
sentative was technically answerable to no one in particular, in 
Kosovo, he hopes, there will be a plainer “de facto uN protectorate, 
protected by naro”. The lines of command, despite the anomaly 
of Russian troops being somehow under but not answerable to 
NATO, should—must—be clearer. 

One reason why Mr Bildt might not get the Kosovo job—sup- 
posing that he did want it—is that quite.a few Americans, includ- 
ing probably Madeleine Albright, the secretary of state, are queasy 
about him. He has an incorrigibly independent mind. What’s 
more, he was outspokenly hostile to naro’s bombing, particularly 
when combined, at the start, with 
President Bill Clinton’s intimation, 
which Mr Bildt openly deplored, that 
NATO would not fight its way in on the 
ground. He even wrote an article at- 
tacking Nato as “baby bombers”, and 
rightly predicted that the bombing 
would produce “1m refugees within 
two weeks”, though he is unclear what 
the alternative should have been. He 
has a good line to the Russians, butalso 
keeps closely in touch with Richard 
Holbrooke, the Americans’ star Balkan 
fixer and ambassador-designate to the 
United Nations. 

What Mr Bildt argues most strong- 
ly (and has for several years) is that the 
West must hurl itself far more heartily 
into reconstruction--not just in Kos- 
ovo or Bosnia, but across the entire Bal- 
kans. What is needed, he has often 
said, is “not an exit strategy from Bos- 
nia but an entry strategy for the Bal- 
kans as a whole.” He wants a “truly 
common foreign and security policy of 
the European Union, a new and more 
radical integration across the conti- 
nent as a whole [including the Bal- 
kans], and a strengthened and reba- 
lanced relationship between the £u and the United States.” 

In tune with his zest for European unity, he bemoans the con- 
sequences of trying to build latter-day Balkan nation-states out of 
the ethnic mosaic that makes up “that bloody mess called the Bal- 
kans"—-because ethnic cleansing, for which he castigates Croats as 
much as Serbs, is the invariable means of that construction. “The 
Balkanisation of the Balkans has already gone too far,” he says. 
Changing borders, let alone endorsing partition, is “a very long 
way down thelist” of options. 

The Balkans should, he recently wrote, be treated as one big re- 
gion: “The eu should provide the Balkan states with a clear blue- 
print for reforms that would pave the way for close integration, if 
not full membership of the eu. This would entail a transfer of sov- 
ereignty to EU institutions in matters of economics and structural 
issues.” Current Balkan barriers and borders, he says, must even- 
tually come down. 

Visionary, idealistic stuff; of course; Mr Bildt is indeed an ide- 
alist. But he is also tough, pragmatic and brave. “He understands 
power very well,” says an ex-adviser. Whether he is asked to han- 
dle Kosovo or the whole region, he could be the man for the job. 
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Trial of strength 


A high pound and shrinking exports are still slowing the economy 


OR decade after decade, the British have 

seen the pound become ever feebler on 
foreign exchange markets. In the past couple 
of years, however, sterling has been strong. It 
has varied little against the dollar, but it has 
soared against the euro and its predecessors. 
Since the turn of the year, it has risen by 8% 
against the euro, chiefly thanks to gloom 
about Germany’s economy. 

The euro’s weakness has made Britons, 
at least for now, more wary of joining the sin- 
gle currency. An opinion poll published two 
days before elections to the European Parlia- 
ment on June 10th showed that 61% were op- 
posed to joining the euro, up from 53% last 
month, The single currency’s troubles have 
cheered Eurosceptics, who have depicted 
the single currency as a sinking ship that the 
British would be mad to board. Not every- 


one is so happy, however. As the pound has `. 
surged again, British exporters have found it ` 


increasingly hard to make money and keep 
their markets. 

Official statistics make their difficulties 
clear. Overall, it seems likely that the British 
economy has (just) avoided recession. 
Growth was virtually flat in the last quarter 
of 1998 and the first quarter of 1999. Manu- 
facturing output has stopped falling, But al- 
though domestic demand has grown by a 
healthy 3.4% a year for the past two years, 
reckon Geoffrey Dicks and John O'Sullivan 
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of Greenwich NatWest, an investment bank, 
trade has slowed the economy. In 1997, Bri- 
tain’s trade deficit with the rest of the Euro- 
pean. Union was £1 billion ($1.6 billion) a 
quarter; this year, it was more than that in 
March alone. In several manufacturing in- 
dustries, exports have tumbled (see‘chart), 
And, even though many exporters have a¢- 
cepted slimmer margins, or even losses, in 
order to hang on to their market share, vol- 
umes have slipped as well as revenues. 

For the past few months, sterling has 
been the main preoccupation of the Mone- 
tary Policy Committee (mpc) of the Bank of 
England. Its strength prompted the mec to 
cut interest rates by a quarter-point, to 5%,on 
June 1oth. The mec has been expecting the 
pound to fall, but it has stayed strong, de- 
spite several cuts in interest rates since last 
autumn. The Bank is worried less by the 
plight of exporters than by the prospect that 


arising pound, by cutting import prices, will 


push inflation below its target of 2.5%. 

Not surprisingly, sterling’s strength has 
had marked effects on industries plagued by 
overcapacity. More than most, such firms, 
whether giants or dwarfs, are exposed to 
changes in price. This week British Steel an- 
nounced a pre-tax loss for the year to March 
of £142m, having made a profit of £315m the 
year before—and £11 billion in 1995-96, 
when sterling was its old weak self. Further 
down the scale, Tufnol, a Birmingham firm 
that makes plastic rods, tubes and sheets, 
has lost business to competitors in mainland 
Europe. Roger Trotman, the managing direc- 
tor, blames a combination of the exchange 
rate and overcapacity. Tufnol has not been 
able.to make up the business at home, he 


says, because local customers are also suffer- 


ing. In the past two years, Tufnol’s workforce 
has shrunk from 185 to 150. 

Through luck or foresight, some compa- 
nies have found other opportunities. Terry 
Clark of Aries Powerplant, a Felixstowe firm 
that makes generators (including one for the 
floodlights at Millwall football club) says 
that in 1997 he exported 56% of his wares. In 
the first quarter of this year, the figure was 
20%, thanks largely to the loss of infrastruc- 
ture business in Thailand. But the growth of 
demand from domestic telecoms firms has 





been strong enough to make up for the lost 
business. As for the effect of the pound, here 
too Aries has been better placed than some. 
Although the. company does not export to 
the eu, says Mr Clark, itcompetes against Eu- 
ropeans in the 127 countries to which it does 
sell. The adverse effect of the exchange rate 
on the price of his products has been largely 
offset by cheaper sterling prices for the im- 
ported components he uses, such as German 
engines and French switchgear. The engine 
alone, says Mr Clark, accounts for 60% of the 
cost of a generator. 

At: Twiflex, in Twickenham, south-west 
London, John Starbuck, the managing direc- 
tor, is less ablethan Mr Clark to save by buy- 
ing’ inputs from abroad. The company 
makes industrial disc brakes, for such things 
as 2.5km lifts taking South African miners to 
and from their seams, and for a ship’s lift on 
the Yangtse river. Materials account for only 
30% of the final price. In effect, says Mr Star- 
buck, “we sell engineering.” And in any case, 
Mr Starbuck prefers to buy his components 
in Britain. This is notout of a sense of patriot- 
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ism, he says, but because quality control (es- 
pecially important, you might think, for lift 
brakes) is much easier when suppliers are 
close to home. 

Mr Starbuck says his kind of specialised 
industry is “not that price-sensitive’: per- 
haps four or five companies might have 
been able to tender for the Chinese job. But 
sharp changes in the exchange rate still 
hurt—especially when exports account for 


Anglo-German relations 





70% of Twiflex’s sales, and sales to fellow 
members of the European Union alone 
make up 50%. “We've had to match compet- 
itors’ prices,” says Mr Starbuck. Although 
volume has remained reasonable, revenue 
has not. Turnover in the year to April was 
just over £6m, down from £7m in 1997-98. 
Profit has fallen from £750,000 to £400,000, 
despite investment to boost productivity 
and acutin the workforce from 101 to 80. 
Another highly specialised exporter, 
Robin Veitch, has also found that being in a 
niche market provides only limited shelter. 
His company, Traditional Weatherwear, 
which employs 75 people at Cumbernauld, 
near Glasgow, is the world’s only maker of 
“traditional” (ie, hand-made, rubberised cot- 
ton) mackintoshes. They sell for £300-400 a 
time, and 90% of the £3m sales come from 
abroad: France accounts for about one-third, 
as does Japan, while Italy buys around 10%. 
Mr Veitch sets his prices in January; custom- 
ers place orders in March and April; they pay 
and he delivers in the autumn. The pound’s 
strength since January has therefore been 
painful. Raising prices is hard: “There are al- 
ways price points in retailing,” explains Mr 


Crumbs from Blair's table 


Tony Blair and Gerhard Schréder do not have as much in common as they are 
claiming. So what do they really want from each other? 


AN Britain win the argument in Europe 

for deregulation, flexible labour mar- 
kets and Anglo-Saxon economics? Tony 
Blair’s suggestion that victory is indeed pos- 
sible gained a powerful boost on June 8th 
with the publication of a joint Anglo-Ger- 
man paper called “Europe, the third way, die 
neue Mitte”. The paper, launched during a 
visit to London by Gerhard Schroder, the 
German chancellor, contained language 
that will be familiar to British readers. With 
its emphasis on skills, flexibility, innovation, 
rights and responsibilities, it is a classic New 
Labour mix of Anglo-Saxon economics with 
fuzzy talk about social justice, fairness and 
“traditional values in a modern context”. 

But can it really be true that the British 
and German governments are now going to 
pursue common economic and social poli- 
cies domestically, and in the European 
Union? And if not, what is driving the two 
leaders to hide their differences behind the 
rhetorical bombast of the third way? 

The political, economic and institutional 
differences between Britain and Germany 
remain large, in areas from welfare systems 
and education, to trade unions and corpo- 
rate ownership patterns. Germany has never 
had a Margaret Thatcher to push radical eco- 
nomic reform, nor a Tony Blair to modernise 
its Social Democrat party. And despite Ger- 
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man angst about the country’s economy, 
Germany’s export performance, productivi- 
ty and income-per-head remain well ahead 
of Britain’s. 

Mr Schroéder’s key policy challenge, cru- 


Two men in search of a middle 


Veitch. “If you're above the price point, they 
don't stock your product.” So once his for- 
eign sales are translated into sterling, they 
will look far thinner than he expected at the 
start of the year. “The currency is very im- 
portant,” he says. “It’s the difference bet- 
ween profit and loss.” 

There ought to be relief ahead for Bri- 
tain’s exporters. Most economists expect the 
pound to turn down as the euro area, espe- 
cially Germany, recovers. This week may 
even have been a turning point as surprising- 
ly strong German Gpr figures lifted the euro. 
Then again, don’t hold your breath: most 
economists have been predicting sterling’s 
decline for a year or more. Strikingly, how- 
ever, many exporters—including Mr Star- 
buck and Mr Veitch—complain less about 
the level of the pound than about variations 
init. “If it settled at DM2.90 or DM3, then we 
could adjust to it,” says Mr Starbuck. “The 
level becomes irrelevant once you've got 
that stability.” In which case, Eurosceptic joy 
at the euro’s weakness should be tempered. 
Given that the euro area accounts for half of 
British trade, euro-enthusiasts will suggest 
an obvious solution to exporters’ worries. 


cial if he is to be re-elected in 2002, is to re- 
duce unemployment by at least ım. But, in 
pushing through necessary supply-side re- 
forms in taxes, regulations, and capital and 
labour markets, he faces opposition from 
within his own party, from trade unions, 
from a varied array of professional lobbies, 
and even on occasion from business groups 
that are threatened by particular changes. 
Mr Schröder may hope that sharing Mr 
Blair’s rhetoric will strengthen his hand do- 
mestically. But die neue Mitte has had a 
much lower profile in Germany than the 
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third way has had in Britain. And supply- 
side reform has been notoriously difficult in 
Germany for many years. Even with some 
reform, the differences between Germany 
and Britain remain great. It is not for nothing 
that the German embassy in London ex- 
plains toGerman visitors that New Labour is 
to the right of the German Christian Demo- 
crats. These political and systemic differenc- 
es may explain why one Blairite flunkey was 
heard to explain recently that in Europe 
there will be a set of third ways, not a single 
third way. 

The group that prepared the Anglo-Ger- 
man paper was led by Peter Mandelson, Bri- 
tain’s former trade minister, and Bodo Hom- 
bach, a close aide of Mr Schréder’s. The 
British side appears to have dominated the 
writing of the joint document, which is full 
of New Labour jargon and policies. The 
group ran into problems of terminology that 
extended well beyond the vagaries of trans- 
lation. “Consensus”, a favourite New Labour 
word, meant “tripartism” for the German 
side—ie, government, business and unions 
working together. That idea, in turn, caused 
consternation on the British side. 

And while hoping to learn from Mr 
Blair’s reforms of the Labour Party, there 
were raised eyebrows from the Germans at 
the British description of Blairite tactics as 
“soft Stalinism”. More generally, many Ger- 
mans are wary of Mr Blair's populist and vi- 
sionary rhetoric which, coming from any 
German leader, would appear unacceptably 
nationalist. 

Mr Blair seems to have much more to 
gain from the Anglo-German love-in. A 
common European rhetoric based on the 
third way helps the prime minister both at 
home and in Europe. Among European lead- 
ers, he can continue to promote his leader- 
ship pretensions, and mitigate the loss of in- 
fluence caused by Britain’s absence from the 
euro. Domestically, he can reassure voters 
that Europe is moving Britain’s way on eco- 
nomic and social policy, and argue that Bri- 
tain is an equal power to France and Germa- 
ny (something his focus groups tell him is 
vital for winning a referendum on joining 
the single European currency). And if Anglo- 
Saxon economic policies are gaining ground 
in Europe, Mr Blair may hope to achieve his 
goal of combining a leading role in Europe 
with a strongly pro-American stance. 

But France represents a large potential 
obstacle to these Blairite goals. Lionel Jospin, 
the French prime minister, responded to the 
London statement by saying that his philos- 
ophy bore little resemblance to the third way 
and that France should be “different, origi- 
nal”, The French look suspiciously at closer 
Anglo-German relations, since they cherish 
the fact that the Franco-German relation- 
ship is at the core of the £u. The Schröder- 
Blair statement may give France further rea- 
son to do what it can to inhibit Britain from 
oining the euro. French political and eco- 
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nomic leadership will be much greater in the 
absence of Mr Blair from euroland. 

Indeed, events in Europe may well be the 
undoing of New Labour's plans to build a 
European policy around the third way. A 
common rhetoric may persuade voters to 
overlook substantive differences in national 
policies. But where common policies are 
needed at a European level, differences will 
out. And, as the referendum on the single 
currency approaches, the real differences 
between the United Kingdom and euroland 
may make it harder to persuade the British 
public to sign up to the single currency. 

= = _ ~ 





Campaign financing 


Gift horse 


EW posters, few press ads and barely a 

canvasser: Britain’s European Parliament 
campaign, which ended on June 10th, ranks 
among the least keenly contested elections 
since the heyday of the late Joseph Stalin. 
One reason is money. The near-coincidence 
this year of the European elections with 
those for local councils and for the new Scot- 





The generous Ashcroft, donor and treasurer 


tish and Welsh assemblies has left party trea- 
surers with empty pockets. Certainly none 
of them is likely to have spent anything near 
the limit of £45,000 ($72,000) per candidate 
set for the elections by the government for 
the first time. 

The parties need some big donations, but 
they are discouraging them by their actions. 
William Hague, the Tory leader, recently 
wrote to the governors of the ssc seeking to 
veto Greg Dyke, who is head of Pearson Tele- 
vision and a candidate to become the psc’s 
director-general. His grounds: Mr Dyke had 
donated £50,000 to the Labour Party, and so 
could not be trusted to uphold the corpora- 
tion’s political neutrality. 

Meanwhile, Tory dissidents launched a 
campaign of their own. They complained, 
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anonymously, that the large donations given 
to the party by their treasurer, Michael Ash- 
croft, had reached “dangerous proportions”. 
Sources close to Mr Ashcroft, a businessman, 
deny claims that he gives £4m a year, insist- 
ing that £1m is nearer the mark. 

These two cases follow a row early on in 
the Blair administration. The prime minister 
was successfully lobbied against a ban on 
cigarette advertising in motor sports by Ber- 
nie Ecclestone, who had given Labour £1m. 
When this connection was revealed, Labour 
had to give the money back. 

Whatever the merits of these cases, giv- 
ing big money to political parties increasing- 
ly seems likes a mug’s game. It may disqual- 
ify donors from certain jobs, and invites 
public controversy. Who will risk it? Last au- 
tumn, when the Conservatives first publish- 
ed the names of those who had given more 
than £5,000 to the party, only 15 individuals 
were listed. 

Nor is giving money to political parties 
likely to grow more attractive. The govern- 
ment will publish a bill next month imple- 
menting the main proposals of the Neill 
Committee on the funding of political par- 
ties. Lord Neill recommended disclosure of 
donations of £5,000 nationally and £1,000 lo- 
cally,a ban on foreign dona- 
tions and on anonymous 
donations of more than £50, 
and the establishment of a 
committee to scrutinise 
cases where there might be 
a link between a donation 
and an honour. 

Where then are the par- 
ties to get their money? 
From small donations, per- 
haps? But every fundraiser 
knows that success de- 
pends on a mix of small and 
large donations. Or from 
corporate givers? But Lady 
Thatcher's government 
made it harder for trade 
unions to finance the La- 
bour Party, and Mr Blair has 
retaliated. A consultative 
paper published by the industry depart- 
ment in March proposed that companies 
wishing to give money to political parties 
mustask shareholders first. 

In Germany, large political donations 
are rare and many companies which make 
them give to more than one party. But Ger- 
many has a generous system of state finance 
of political parties. In America, individual 
donations are important. But making dona- 
tions to political parties is generally reck- 
oned to be a mark of good citizenship. Bri- 
tain is in danger of falling between two 
stools: on the one hand, rejecting state fi- 
nance and on the other, discouraging indi- 
vidual donation. The result could be more 
elections as lifeless as this one. 

n a 
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T ISrare tofind a politician about whom the Westminster wisdom 

is quite soconventional. Friends and foes alike say more or less the 
same thing about Charles Kennedy, the man who will almost cer- 
tainly become leader of the Liberal Democrats after the departure 
this week of Paddy Ashdown. The fellow is egregiously talented, 
party colleagues say: a gilded (albeit red-headed) youth who be- 
came an mp at the age of 23 and whose easy manner and natural wit 
enable him to shine in just about any milieu with minimum effort. 
And that, they then conclude, is his problem. Ifhe becomes leader of 
Britain’s third party, can he be trusted to knuckle down at last and 
do some serious work? 

As he girds his loins for the party’s two-month leadership elec- 
tion, Mr Kennedy at 39 is at least m 
bestirringhimselftorefutethealle- M 
gation that he is lazy, disorganised 
and chronically late for appoint- 
ments. He indignantly reminds de- 
tractors of his four years’ hard slog 
as party president. But he tries less 
hard to deny a habit of partying 
and rising late. And he does not 
pretend at all that a taste for tipple, 
tuck and cigarettes makes him 
anything other than the starkest of 
contrasts with the ascetic ex-ma- 
rine whose job he intends to inher- 
it. “Tm leading a normal, un- 
healthy life,” he confessed to one 
newspaper recently, perhaps cal- 
culating that Liberal Democrats 
could do with some undemanding 
bonhomie after the aloofness and 
intensity of the Ashdown years. 

And yet to Bagehot's mind, the 
question of whether Mr Kennedy 
has or can acquire the habit of in- 
dustry is beside the point. There is 
something attractive about effort- 
lessly flairful politicians. Besides 
which, it is worth recalling that for 
all the energy which Mr Ashdown 
poured into enthusiasms such as 
the Balkans, he was also bored by 
and so neglected humdrum leadership tasks such as telling his se- 
nior colleagues what he was up to, or reforming the administration 
of a party which has never quite learned how to operate with its re- 
cord 46 mrs. The big question about Mr Kennedy is not about his 
character, still less his difficulties with punctuality (is he not arriving 
in the leadership of a political party indecently early?), but about 
what he wants to do with the Liberal Democrats at yet another mo- 
ment of exquisite tension in their fitful political evolution. 

All the recent encomiurns for Mr Ashdown reflect on his having 
increased his party’s representation in Parliament. But one element 
of Mr Ashdown’s record is less than perfect. He never wholly recon- 
ciled the party to his main big idea: its strategic alliance with New La- 
bour. He did persuade it to abandon its formal “equidistance” bet- 
ween the Conservatives and Labour, and to adopt a stance of 
“constructive opposition” to the new government. In return, he got 
seats for Lib Dem mrs on a cabinet committee and vague promises 
of a referendum, some day, on proportional representation, the re- 
form which Lib Dems see fondly as a way to escape their fate as the 
also-rans of British politics. But co-operation with Labour has never 
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been popular with his own party. 

Every year, doubts about remaining part of Tony Blair’s “pro- 
ject”, with its half-promise of electoral reform and membership 
of a quasi-coalition, have hovered like a thundercloud over the 
annual conference. A substantial part of the party distrusts the 
prime minister, presuming that his plan is to draw the Lib Dems’ 
teeth and then to swallow the party whole inside the maw of 
New Labour. Some Liberal Democrat mrs who harbour these 
fears—including leadership contenders such as Malcolm Bruce 
and Jackie Ballard—believe that the Lib Dems ought now to cut 
loose and outflank Mr Blair from the left. Another part, with Mr 
Ashdown at its head, believes that the Lib Dems must deal more 
realistically with the mortal threat 
that Labour’s move to the centre 
poses to the party’s position as the 
previous occupier of that space. 
Join New Labour on favourable 
terms before it devours you any- 
way: that has been Mr Ashdown’s 
unspoken motto. 

Whatever the merits of the two 
positions, there is no denying that 
the party faces a painful strategic 
choice. Menzies (“Ming”) Camp- 
bell, the party’s distinguished 
spokesman on foreign affairs and 
the man who had seemed mostca- 
pable of beating Mr Kennedy to 
the leadership, left nobody in any 
doubt about his own position to 
the right of the Labour Party and 
his support for Mr Ashdown’s pro- 
ject. After a reluctant decision to 
withdraw from the race, he wrote 
an article for the Financial Times 
arguing that “no candidate is entit- 
led to the luxury of agnosticism on 
this issue.” 

` And yet agnosticism is the pol- 
icy which Mr Kennedy seems al- 
most piously to have embraced. At 
a recent dinner in Kettners restau- 
rant in London, he confided to his 
close supporters that he would surprise them during his cam- 
paign by pushing social justice and environmental causes much 
more strongly than the Labour government has. But on the vir- 
tues of the project itself he maintains a studied ambiguity. 

How will Mr Blair react if Mr Kennedy does indeed become 
party leader later in the summer? The prime minister might be 
tempted to retaliate against the Lib Dems if he feels that their new 
leader has not pinned his colours clearly enough to the cause of 
constructive opposition. But Mr Kennedy is a former member of 
the Social Democratic Party and star-struck fan of its founder, Mr 
Blair’s friend Lord Jenkins. He could easily repair his ties with the 
numerous former spr types in Downing Street if he wanted to, 

The big trouble will come from his own party. Having failed 
to settle their differences about the project last year, the Lib Dems 
have arranged to have a debate on strategy at their annual confer- 
ence this autumn, just a few weeks after choosing a leader. Many 
will seize on the opportunity to decide once and for all whether 
their future is to the right or left of New Labour, with it or against 
it: Mr Kennedy’s equivocating days will then be behind him. 
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THE MINISTRY OF FINANCE 
PRIVATISATION UNIT 


SOLICITATION OF INTEREST 







< Background: 
As part of its on-going privatisation programme, the Government of the Republic of Uganda (“the 
Government”) intends to divest a controlling stake in Uganda Telecom Limited (UTL”) to a suitably 
qualified consortium of investors selected through an open competitive tender. 






: The forthcoming transaction will be the final step in a comprehensive sector restructuring programme 
- designed to meet the country’s growing demand for telecommunications services. An independent 
regulator, the Uganda Communications Commission, has been established and is operational. UTL has 
itself undergone extensive restructuring, involving debt write-offs, streamlining of operations and a 
© retrenchment programme. 








It is expected that consortia qualified to bid in the tender will comprise a reputable, technically and 
financially qualified telecommunications operator, associated with one or more financial investors. Control 
of UTL will be acquired either through the purchase of a majority 51% shareholding or purchase of a 
minority shareholding (minimum 30%), combined with a management contract. In either case, the 
Government intends to cede effective control of UTL. Deffered sale arrangements covering a total of 51% 
of the shares in UTL may be considered. 


- Invitation: 
The purpose of this Notice is to solicit interested investors (both telecommunications operators and others) 
| to express interest in principle in participating in the tender for UTL. The Government and its Financial 
< Advisor, the International Finance Corporation (a member of the World Bank Group), will facilitate the 
formation of consortia by putting interested parties into contact with each other. Interested parties are 
hereby invited to submit a Statement of Interest, indicating the following, as well as any other relevant 
information: 
1. Names, and principal business details. If the interested party is a consortium, the shareholding 
percentage of each member of the consortium should be indicated. 
2. Indication of interest in principle in joining or forming a consortium. 
3. Preference for majority stake or minority stake plus management contract. 
4. Contact details, including e-mail. 
Submission of such material shall not be construed as a formal pre-qualification, nor shall receipt of such 
_information by the Government be construed as agreement to sell shares under the terms proposed by the 
consortium, Government reserves the right to discontinue or cancel the process at any time, or to adjust the 
terms of the tender as it deems appropriate until the final terms are issued. 




















Submission Procedures: 
Statements of Interest must be submitted to the Director, Privatisation Unit, Ministry of Finance, Kampala, 
by June 30th, 1999, Statements of Interest should be sent to: 

The Director 

Privatisation Unit 

Phone: (25641) 250-108, Fax: (25641) 342-403; Email: mopagi@imul.com 
With a copy to: 

S. Brian Samuel 

International Finance Corporation 

Phone: (2634) 794-868/9/0; Fax: (2634) 793-805; email: bsamuel@ifc.org 
Details of the transaction structure and bidding procedures (including prequalification requirements for 
telecommunications operators) will be made available in response to formal expressions of interest. 

















Global expertise in telecommunications 


The global telecoms market is one of dynamic change. 
| And no investment bank has a greater influence in 
driving that change than Warburg Dillon Read. 


The power of our global network, the quality of our 


research and our sales and distribution resources make 
us the intelligent choice for telecoms deals. 















From C&W Optus in Australia to Sprint PCS in America, 


from NTT in Japan to Europe's Telekom Austria, Panafon 


or Swisscom, Warburg Dillon Read has demonstrated its 
\ j \ j e d \ | e expertise all over the world. 
So if you're operating in the global telecoms market, 


you know who to call. 





Swisscom AG US$6.4bn 
Joint global co-ordinator & joint bookrunner October ‘98 





C&W Optus US$1.3bn 
Joint global co-ordinator & joint bookrunner November ‘98 


Panafon US$695m 
Global co-ordinator & sole bookrunner December ‘98 
@ NTT4 US$7,3bn 
Joint global co-ordinator & joint bookrunner December ‘98 

















Telekom Austria US$2.46n 
Sole financial adviser December ‘93 
Sprint PCS US$702m 
Joint global co-ordinator & joint bookrunner February ‘99 
Warburg Dillon Read 
An investment bank of global intelligence www wdecom 


issued by UBS AG acting through its Investment Banking Division, Warburg Dillon Read, regulated in the UK by the SFA, to persons who are not private customers in the UK. 
in the US, Warburg Dillon Read LLC, a subsidiary of UBS AG, is a registered broker-dealer and member of SIPC, the New York Stock Exchange and other leading exchanges. 
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How to live with falling prices 


Two generations of managers have taken inflation for granted. Now that 
prices are falling in many industries, how should they respond? 


NFLATION has been a fact of life for more 
than half a century. But in industries asdi- 
verse as consumer products and steel, prices 
have been flat or falling in recent years. 
Many firms are finding it hard to hold prices 
where they are, a predicament they blame 
on fiercer competition. Inflation may be 
picking up in America, partly as a result of 
higher oil prices—May’s consumer-price in- 
dex, to be released on June 16th, will give 
more clues to this—but if central banks are 
on their guard, it should stay low in most 
economies. Some European countries may 
even see a slight fall in the general level of 
prices (already happening in Japan). For 
managers who assumed that prices would 
always go on rising, this is new territory. 
Many companies and consultants are 
starting to consider the implications. Earlier 
this year, sr held an internal seminar on fall- 
ing prices. Jack Welch, the boss of General 
Electric (Ge), told shareholders in his latest 
annual report that “inflation has yielded to 
deflation as the shapingeconomic force” :itis 
only wise, he said, for a firm to consider the 
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possible consequences. Pricewaterhouse- 
Coopers has recently issued a report for cli- 
ents entitled: “Defending shareholder value 
in anera of deflation.” 

In fact, “deflation” is a misnomer. A pro- 
longed fall in aggregate prices is unlikely 
which is just as well, considering the damage 
that true deflation would wreak. What most 
analysts have in mind is a period when aver- 
age inflation is close to zero, thanks to pru- 
dent monetary policy conducted by central 
banks. Although that would be a boon to 
consumers, many producers may experi- 
ence falling prices, balanced by price rises 
elsewhere in the economy. Official figures 
overstate inflation because they do not al- 
low fully for improvements in the quality of 
goods and services. Hence, even when aver- 
age prices appear to be rising slightly, as they 
are in many European economies, the true 
inflation rate is close to zero. After years 
when inflation became ingrained in corpo- 
rate planning, this calls for new thinking. 

Which industries should worry? The 
most at risk are those such as cars, computer 





chips, steel, chemicals and oil that have a 
great deal of excess capacity because of over- 
investment and a collapse in Asian demand. 
The biggest mistake a firm in such an indus- 
try can make is to propose a turnaround plan 
that assumes prices will quickly recover. 
New capacity that was planned before the 
Asian crisis is still coming on-stream, so these 
gluts will continue to weigh on prices even 
when demand picks up again. 

At the same time, deregulation and a 
more active antitrust policy are helping tore- 
duce prices in telecommunications, electric- 
ity and other utilities. Liberalisation mea- 
sures, such as the British government's plans 
to scrap restrictions on parallel car imports 
from cheaper markets, are also exposing pro- 
tected products to fiercer competition. 

Other industries are being affected by 
new technology, and in particular the Inter- 
net. This is partly because it will lower costs. 
According to a study by Lehman Brothers, a 
transfer between bank accounts costs one 
cent over the Internet, 27 cents via an ATM 
and $1.27 if done by a bank teller. But the In- 
ternet will also make it easier for customers 
to shop around, eroding firms’ pricing pow- 
er. Even while online shopping commands 
only a small share of total spending, its exist- 
ence will inhibit conventional retailers from 
charging big mark-ups. Likewise, the euro 
will make it easier for consumers to compare 
prices across Europe, pushing them down in 
more expensive countries. 

Companies can protect themselves 
against these price pressures in two ways: €s- 
tablishing a premium brand or cutting costs. 
Sensible firms are aiming to achieve both. 


Free-market pogonomics 


Innovation helps firms to raise the prices of 
consumer goods. Gillette, whose products 
include razors and batteries, has long boast- 
ed that its innovations persuade consumers 
to “trade up”. Last year it introduced the 
Mach3 razor, which claims to deliver a closer 
shave with less irritation. The Mach3, which 
is protected by no fewer than 35 patents, 
costs 35% more than Gillette’s pricey Sensor 
Excel, yet within six months it has become 
the best-selling razor in America and Europe. 
Similarly, the firm’s new CrossAction tooth- 
brush, designed to remove 25% more plaque 
than the average toothbrush, was launched 
in America early this year at $4.99, a 70% pre- 
mium on its Oral s Advantage and the first 
real price increase for four years, 

Despite the introduction of these premi- 
um-priced products, Gillette’s overall sales 
growth is flat, because it cannot raise prices 
on most of what it sells. Consumers in de- 
pressed economies in Latin America are re- 
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luctant to pay a premium even for a well- 
known brand. Innovation is also expensive. 
Although sales are exceeding expectations, 
analysts reckon that it will take at least five 
years to pay back the $1 billion research and 
marketing costs of the Mach3. 

Firms can also charge a premium by of- 
fering extra services, such as prompt deliv- 
ery, technical support or customised prod- 
ucts. Unlike commodities, services do not 
compete on price alone. As Bruce Gregory of 
PricewaterhouseCoopers says, when choos- 
ing a plumber, priceis usually less important 
than aneighbour’s recommendation. 

McDonald’s has spent $500m on a new 
“Made For You” cooking system in which 
staff cook burgers to order, instead of leaving 
batches that are already cooked to spoil in 
“waiting bins”. The system will be in all 
12,400 of McDonald’s American restaurants 
by 2000. Not only has this cut waste and im- 
proved quality; the bespoke burger is a po- 

















tent marketing tool. Similarly, Japan’s Na- 
tional Bicycle Industrial builds bicycles to 
match riders’ height, weight and preferred 
colour in a single day. This allows the firm to 
charge a premium and cut its costs. 

Retailers areespecially vulnerable to loss 
of pricing power because wages are a large 
cost that cannot easily be cut-To boost mar- 





Procter’s gamble 


NEW YORK. 


EW companies have suffered as much 

from price competition as Procter & 
Gamble. Unwilling to lower its prices and 
unable to distinguish itself as an innova- 
tor, the firm has failed to increase its vol- 
umes in the past three quarters and has 
lost around 10% of its market share in the 
past five years. Ata meeting on Wall Street 
on June gth its new boss, Durk Jager, was 
supposed to say how he means to solve 
this mess. The numbers were eye-catch- 
ing, certainly: he promised a $1.9 billion, 
six-year restructuring programme, that 
will cut 15,000 jobs, or 13% of the firm’s 
workforce. Yet the meeting felt like a con- 
fessional. A pac lifer, Mr Jager looked 
nervously into his glass, counted back- 
wards in his native Dutch to raise a smile 
and spilled the beans on a group that, by 
his own account, remains conservative 
and bureaucratic. 

pac’s problems reflect its risk-averse 
culture; its willingness to allow individual 
country managers a veto over R&D, sales 
and marketing decisions; and its mish- 
mash of different manufacturing plat- 
forms. Mr Jager admitted that pac’s last 
real new product innovation came as long 
ago as 1982, when pac launched its Al- 
ways feminine-hygiene range. 

His plan now is to streamline the com- 
pany. Ten factories will close. The organi- 
sation used to work along geographic 
lines with more than 100 profit centres; it 
will henceforth consist of seven global 
business units (Gpus) organised by prod- 
uct category, such as fabric and beauty 
care. In addition, corporate services, such 
as accounting and travel, are being cen- 





tralised and there will be renewed em- 
phasis on rap, with individual managers 
given responsibility for individual prod- 
ucts. Mr Jager hopes this will triple the rate 
of product innovation at pac and cut the 
average time to market by half. 

Brave words. But it will be hard to turn 
around a firm with $37bn of sales that op- 
erates in more than 140 countries. For a 
start, Mr Jager himself is not sure how 
ready powerful country managers are to 
cede control to the heads of the seven 
Gus. That the products which the cpus 
select to sell globally will continue to be 
tailored to local markets through a second 
level only adds to the complexity. Internal 
“disruption” is already affecting sales. 

The company admits that results will 
improve only gradually. Clayt Daley, 
pac’s finance director said at the meeting | 
that next year's volume-growth would be 
3% at best. Even taking account of better 
prices and product mix, sales would grow 
by perhaps 4-7%, which falls short of | 
P&G's newly set 6-8% target. However, PAG | 
predicts that eventually three-quarters of 
its savings will come through to the bot- 
tom line. | 

But that seems ambitious too. Its com- 
petitors are not standing still. Unilever, its 
main European rival, is going through a 
transformation of its own, and smaller 
firms, such as Clorox, Colgate-Palmolive 
and Japan’s Kao are responding faster to 
Pac’s most innovative efforts, such as Fe- 
breze which cures “clothes odour”, by 
launching their own rivals. If pac is to be- 
gin attracting investors, it will have to 
smell sweeter than that. 
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gins, many retailers. are broadening their of- 
ferings beyond consumer goods. Britain's 
Marks and Spencer and Tesco, and Argenti- 
na’s Disco, are all offering financial services. 
Almosta third of the net profits of Sears Roe- 
buck, an American retail chain, come from 
servicing home appliances, such. as air con- 
ditioners, and ‘undertaking plumbing and 
home improvements. 

As well as rebuilding pricing power—if 
they can—firms are also trying to maintain 
their profit margins by cutting costs. The 
mergers of Exxon and Mobil, and Daimler 
Benz and Chrysler, were inspired in part by 
the desire to increase economies of scale, by 
spreading fixed costs, such as R&D, Over a 
larger sales base. All too often, however 
managers fail to wield the axe in the newly 
merged company, so the excess capacity re- 
mains. Firms are also seeking productivity 
gains and supply efficiencies. When Ameri- 
ca’s GE used the post to issue blueprints anc 
tenders for machine parts, the whole proces: 
took seven days. In 1996 it developed an on- 
line system, called ren post. Finding part: 
now takes an average of two hours and ma: 
terial costs have fallen by 20%. 

When prices are actually falling, as they 
have consistently been in the computer in: 
dustry, firms must keep down stocks of in 
puts and final products. The paragon is Dell 
which offers more than 10,000 compute: 
configurations over the Internet, and hold: 
almost no stocks. One worker builds eact 
machine to order and Dell replaces its tota 
stock once a week, compared with arounc 
once a month for the industry. 

Good firms try toadd extra value and cu 
costs as a normal part of their business. But: 
low-inflation world also calls for more unfa 
miliar steps. For it entails a risk—albeit ; 
small one—that zero inflation will from tim 
to time slip into genuine deflation. 

The latest issue of Strategic Finance, : 
sister publication to The Economist, consid 
ers deflation and financial services. Becaus' 
nobody can be certain of the future trend it 
prices, firms would at least be wise to pre 
pare for the worst. One of its recommenda 
tions is that firms rethink their fee structure 
For example, fund managers tend to link fee 
to the value of assets under managemen! 
Linking them to transactions instead migh 
safeguard against falling asset prices. 

Companies will need to wean them 
selves off habits acquired during years of in 
flation. For a start, deflation would mak 
heavy borrowing unwise. Falling prices no 
only push up real interest rates, becaus 
nominal rates cannot be negative; they als: 
increase the real burden of existing deb 
Firms that are currently rushing to buy bac! 
shares and issue more debt are leaving them 
selves horribly exposed. 

Firms also need to guard against con 
tracts that are indexed to rising prices, bu 
not falling ones. Today’s office leases, for in 
stance (designed in an inflationary age) usu 
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Today the people of India are seeing 
the world in an entirely new light. 


The commissioning of Phase | of the Dabho! power plant provides India with a new source 
of reliable energy. When the second phase is completed, liquid natural gas will be used for the 


country. Enron would like to thank the Government of India, the Government of 
Maharashtra, the Maharashtra State Electricity Board, our partners, the Dabhol 
Power Company, and our many gag reese across the country for nelping Enron p the 
people of India a brighter future. Natu EMi aS A: é possib 
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PARIS 


EAN-MARIE MESSIER, chief executive 
of Vivendi, has in recent months won 
the sort of praise normally piled on the 
heads of American bosses, but rarely doled 
out to French businessmen. Among the ad- 
ulatory profiles, however, he faces a tough 
question. Does it make any sense to run a 
water business and a telecoms-and-Inter- 
net business under the same roof? 
Vivendi, the world’s largest water com- 
pany, employs 235,000 people, and has 
revenues of €31.7 billion ($32.7 billion). 
Pipes built and operated by Vivendi’s wa- 
ter division supply 80m people, from the 
25m customers in its home market of 
France to the 6m inhabitants of Tianjin in 
China. In Europe, Canal Plus, a pay-televi- 
sion company that is 34% owned by Viven- 
di, reaches more than um subscribers; and 
Cegetel, in which it has a 44% stake, is the 
second-largest telephone firm in France. 
Mr Messier has pushed hard todevelop the 
communications side of the firm, building 
-on the full acquisition in 1998 of Havas, a 





while selling more than €15 billion-worth 
of the firm’s straggling fringe of property 
interests and cross-holdings in other large 
French firms. He renamed the firm, leaving 
the old name, Générale des Eaux, to the wa- 
ter division. 

Recently he has been expanding both 
sides of the company with head-spinning 


ally contain “escalators” to cover increases 
in property taxes and maintenance, but 
rents do not fall if costs decline. Firms should 
insist on cost-of-living de-escalators. 

The most enduring habit of all is the an- 
nual pay rise which most people in most 
countries expect. When inflation is 2% work- 
ers may settle for a pay rise of 2%, but if prices 
are flat or falling, they will oppose a pay 
freeze or a cut, even if their living standards 
are not cut. As a result, says Richard David- 
son, at Morgan Stanley, in an era of falling 
prices, wage costs can become a growing 
burden, 

Progressive companies are trying to 
make their wage bills more flexible by link- 
inga bigger share of pay to profits, so that pay 
can fall as well as rise. For half a century, pay- 
bargaining habits have been underpinned 
by inflation. And, in turn, inflation has been 
fed by annual pay rises. If firms succeed in 
treating a mechanism for freezing or reduc- 
ing pay when they need to, there will be a 
greater chance of price stability and stronger 
growth. That would be good—but, for many 
firms and workers, uncomfortable. 
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Going with the flow 


French publishing and multimedia group, . 


speed.On June 7th Vivendi both secured a 
contract (along with rwe and Allianz, two 
German firms) to. manage Berlin’s water 
supply and, more dramatically, an- 
nounced the takeover, through an ex- 
change of €1.9 billion-worth of shares, of 
Pathé, a French film and television firm in 


which it already had a stake of 26.6%. The _ 


deal brings it Pathé’s 16.7% stake in sSkys, a 
British pay-rv company. The next day it 
announced that it would take a 30% stake 
in the telecoms business of Elektrim, a Pol- 
ish conglomerate, with the aim of building 
a competitor to Poland’s state telephone 
company. Earlier in the year, in March, it 
had hugely expanded its water operations 
in America, from which it had been almost 
absent, by spending $6.2 billion on us Fil- 
ter, which runs water supplies for industri- 
al and municipal customers. 

The new Vivendi has proved more at- 
tractive to investors than the old. Last year 
its share price outpaced the fast-rising 
French blue-chip cac-4o index, and mar- 
ket-capitalisation has risen from €10 bil- 


lion when Mr Messier took over in June , 


1996 to €39 billion today. 

Vivendi’s executives have become 
skilled in wordplay, explaining how the 
firm specialises in things that “flow”, be 
they water or data; yet the real link bet- 
ween its parts lies not in business strategy, 
butin French administration. As cable tele- 


Honeywell and AlliedSignal 


Old-world 
charm 


NEW YORK 


HERE has been a pattern to big mergers 

in New York over the past year or so. 
Each new “mega deal” has been hailed as in- 
dustry-changing: There has been plenty of 
guff about unprecedented synergy and 
about some promised new technology (usu- 
ally something to do with the Internet). 

The $49 billion merger announced this 
week between AlliedSignal and Honeywell 
seems to belong toa different age. The twoin- 
dustrial conglomerates both have high-tech 
hits, particularly in the aerospace business. 
But the rationale for the merger seems to be 
refreshingly sober. Instead of bold predic- 
tions about paradigm shifts, the two firms’ 
pitch is based around a precise list of costs to 
cut, promises to push up profit margins by 


.the odd percentage point and strategies to 


even out the effect of the economic cycle. 





he will presumably sell the water business. 
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Pathé made the news then, too 





vision developed in France in the 1980s ac- 
cording to a government plan, utilities 
firms—of which the erstwhile Générale 
des Eaux was among the largest-—were 
close to the local authorities in charge. The 
skill the firm could offer was not so much 
the logistics of distribution over a network, 
as the more political art of squaring deals. 
That skill could still come in handy. If 
Mr Messier admits to the world that the 
two businesses have nothing in common, 


In May, he announced that he would float 
30% of Vivendi’s utilities business, which 
may be a move in that direction. If he sold 
water, the likeliest buyers would be the big 
American companies that so alarm French 
sensibilities. Mr Messier would then need 
all the political skills he can muster. 





Investors seem to like this old-world 
charm. Despite a bumpy stockmarket, both 
firms’ shares rose by more than 5% on the 
day of the deal. In terms of market value, the 
new Honeywell, as the firm is to be called, 
boasts it will be the West's third-biggest in- 
dustrial group, after America’s General Elec- 
tric and Tyco, and just ahead of Germany’s 
Siemens. Wall Street already hopes that the 
new Honeywell will hit the takeover trail. 

Is this confidence deserved? In terms of 
management, the answer would appear to 
be yes. The merger is the last hurrah for Larry 
Bossidy, the growly boss of AlliedSignal, 
who is arguably America’s second-most-ad- 
mired industrial manager after his old boss, 
Jack Welch of General Electric. Mr Bossidy is 
one of the pioneers of a rigorous manage- 
ment discipline known as “six sigma” that 
GE is now using. Michael Bonsignore, who 
will be chief executive of the new company 
and then succeed Mr Bossidy as chairman 
next year, has also won praise for the 
thoughtful way in which he has restructured 
Honeywell. 

Investors also seem to trust the two boss- 
es to merge the company at breakneck 
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speed. The reorganisation will be complete 
within six months (which is rapid compared 
with experience at other recently merged 
firms). Mr Bossidy cites surveys showing 
that “fast” mergers work better. On the cost 
side, it will follow the brutal 141-1 rule, under 
which the number of staff in any two com- 
bining departments is reduced to the size of 
the larger pre-merger one. 

In addition, as Michael Holton, an ana- 
lyst at T. Rowe Price, points out, there do 
seem to be real synergies within the operat- 
ing units. Honeywell was already due to pro- 
vide the service maintenance for Allied’s 
new turbo generator. In landing systems, 
Honeywell makes ground-based parts, 
whereas Allied’s strength is in the cockpit. 
There is also a trend towards consolidation 
among second-tier suppliers, encouraged by 
prime contractors, such as Boeing, Lockheed 
Martin and Airbus. The new Honeywell 
could be well placed not only to win more of 
this business, but also to mop upa few rivals. 

Despite this businesslike plan and a rela- 
tively cautious set of forecasts, the merger 
could still go wrong. In theory, Mr Bossidy’s 
six sigma methods should help to push Hon- 
eywell’s annual productivity growth up 
from 5% to Allied’s 6%; but it could also cause 
division. The discipline is led by workers 
who have trained to become “black belts”—~ 
and they exist only on the Allied side. 

The new Honeywell does not have the 
acquisitiveness of Tyco (which this week 
said it was once more in talks to buy a big 
British industrial group, Williams Holdings). 
Nor does it have Ge’s strengths—Mr Welch’s 
firm draws nearly half its revenues from 
overseas and some 70% from services, both 
roughly double the shares at the new Honey- 
well. Mr Bossidy stresses that Honeywell 
will expand its services. 

All this implies that this merger has only 
just begun the recasting of Honeywell. How- 
ever, as Mr Bonsignore takes over that task, a 
longer-term question still remains about the 
viability of conglomerates in an age in which 
management people talk about core compe- 
tences even more than six sigma. Tyco’s new 
target, Williams, has just been focusing on 
fewer businesses, following the example of 
other British conglomerates such as BTR and 
Hanson, not to mention the original model 
conglomerate, America’s rrr (which was it- 
self taken over last year). 

Although there are plenty of opportuni- 
ties for synergies within Honeywell’s differ- 
ent divisions, there are many fewer between 
them. Most institutional investors would 
still prefer to choose which industries they 
invest in themselves, rather than add anoth- 
er layer of conglomerate managers to make 
that choice for them. The investors seem 
willing to make an exception for assertive 
managers such as Mr Welch. But it is a preju- 
dice that Mr Bossidy and particularly Mr 
Bonsignore will always have to fight against. 
Se AOO tc al ac ann 
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SOpen-source software 





Venture communism 


SAN FRANCISCO 


IRELESS technology investors will soon 

have a new seam to mine. Red Hat, chief 
distributor of the popular Linux operating 
system, filed its initial public offering on 
June 4th. If the flotation goes ahead, Red Hat 
will be the first firm that makes its living 
from selling “open-source” software, which 
is produced by volunteers rather than paid 
programmers, to go public. The listing also 
suggests that the financial establishment 
thinks a revolution may be under way in 
how software is written. 

Red Hat was always likely to be first out 
of the gate. It has caught the eye of many of 
the best-known high-tech companies: such 
well-known firms as Compaq, Dell, 18m, In- 
tel, Netscape (now owned by aot), Novell, 
Oracleand Germany's sar have all taken mi- 
nority stakes in the company. 

Other listings are in the pipeline. On 
June 8th Caldera Systems, which supplies Li- 
nux operating systems, said that it too is pre- 
paring to float. And in recent months several 
Silicon Valley venture capitalists have in- 
vested in open-source start-ups. In May, 
Kleiner Perkins Caufield & Byers invested an 
undisclosed sum in LinuxCare, which pro- 
vides training and technical support for the 
operating system. In November, Sequoia 
Capital put $5.5m into vA Linux Systems, 
which makes powerful, but cheap, comput- 
ers built around Intel chips and Linux. And 
Accel Partners has a stake in Scriptics, which 
supplies software tools based on Tel, another 
open-source language. 

These are not typical venture-capital in- 
vestments. Indeed, at first sight, capitalism 
has little to do with Red Hat and its kind. The 
programs are free. Anyone can download 
them from the Internet, , 
copy them and even alter | 
them. Because the software | 
4 + i 
is written by hackers for 
hackers, it is often hard to 
install. Most users rely on 
online newsgroups for 
technical support. 

But that is a splendid 
source of money-making 
opportunity, especially 
with Linux. The operating 
system now has some 12m 
users, and the number is 
growing fast, particularly in 
companies, a huge market 
for such suppliers as Linux- 
Care, Since March, the 45- 
employee firm has been of- 
fering 24-hour-a-day, sev- 
en-day-a-week telephone 
support for most versions 
of Linux. 


i 


Hacking to work 


va Linux Systems, which was founded 
six years ago, is taking a less obvious ap- 
proach, by selling Linux-based workstations 
along with support and consulting services. 
Last year the Silicon Valley firm, which is also 
backed by Intel, sold hardware worth just 
under $100m, and it expects to double reve- 
nues every quarter for the next two years.. 
Other open-source companies have also at- 
tracted venture capital, though not as much 
as Linux firms. A group of private investors 
called the Band of Angels is backing Send- 
mail, which makes the leading e-mail rout- 
ing program. Sendmail is selling a commer~’ 
cial version of the software with a special 
graphical interface, but it is also supporting’ 
the development of a free version of the pro- 
gram. 

Most investments so far, particularly” 
those in Linux companies, are fairly specula~: 
tive: venture capitalists want to be covered ing 
case Linux turns into a serious competitor toi 
Microsofts Windows operating system. Buti 
other investors have an inkling that many” 
big programs will eventually be written the 
open-source way. 

One such is August Capital, which has ali 
stake in Cygnus Solutions, the oldest open. 
source company and a supplier of develop»: 
ment tools. Andy Rappaport of August Cap” 
ital thinks that open-source could create ar 
“economic discontinuity”. Instead of payin: 
for operating systems and other proprietary, 
software, users will spend their money or 
services or add-ons to free programs. 

Whatever happens, open-source com 
panies will be harder to run than typica! 
start-ups, because they must keep both thei 
customers and their developers happy. If Li 
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nus Torvalds, the inventor of Linux, or any 
other prominent developers, were to aban- 
don their support for the program, Red Hat 
Says in its tro filing, its “financial condition 
could be materially adversely affected.” 
Hackers are naturally suspicious of busi- 
ness. Accusing Red Hat of trying to make its 
version of the program a standard, some Li- 
nux buffs are already scolding the firm for 
behaving “like Microsoft’—a hackers’ curse. 
To discourage such attacks, va Linux Sys- 
tems’ board includes Eric Raymond, who is 
the unofficial spokesman of the open-source 
movement. He saved the company some 
embarrassment by vetoing the name “Li- 
nux.com” (although it has launched a web- 
site with that Internet address in order to be- 
come the most-visited Linux website). 
Venture capitalists with a stake in an 
Open-source company are confident that the 
opportunity is greater than the risk. Other in- 
vestors will now have to decide if they agree. 
However, as Internet companies have 
found, there is one blemish: profits may be 
some way off. Red Hat, for example, posted a 
loss of $130,000 in the fiscal year 1999, on rev- 
enues of $10.8m. Even revolutionaries have 
their limits. 
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Measuring intangible assets 


BUSINESS 


A price on the priceless 


Companies know that their competitive advantage lies increasingly in 
knowledge and ideas. But what are the ideas worth? 


AKE a global newspaper with a circula- 

tion of 700,000 or so, revenues of around 
$160m and profits of about $40m. How good 
a performance is that? The answer depends 
on the value of the assets that generate these 
numbers. There is a 1960s tower block; a glob- 
al brand; skilled marketeers and advertising 
salespeople; 65 or so assorted journalists; 
and a software system, currently under re- 
construction. Valuing the building is not 
hard, but what about the assets that really 
bring home the bacon at The Economist—or 
at similar companies? 

The value of a business increasingly 
lurks notin physical and financial assets that 
are on the balance sheet, but in intangibles: 
brands, patents, franchises, software, re- 
search programmes, ideas, expertise. Few 
firms try to measure returns on these assets, 
let alone publish information on them. Yet 
they are often what underlies a firm’s suc- 





o 2 
Like Topsy 


F LINUX may, one day, pose a threat to 

Windows, the main danger facing Of- 
fice, Microsoft’s other great desktop mon- 
ey-spinner, which is responsible for a third 
of the company’s revenues, could turn out 
tobe itself. 

This week Microsoft began retail ship- 
ments of Office 2000, the latest release of 
the program that includes Word, Excel, 
PowerPoint and Access (it has been availa- 
ble to some business customers since 
April). Whereas its predecessor, Office 97, 

-incorporated such web-friendly features 
as the ability to import and convert files 
~ written in HTML, the language of the World 
Wide Web, Office 2000 goes gangbusters 
| on the Internet. 
| Almost all its new features are de- 
| signed to make Office's applications work 
seamlessly with web technologies such as 
HTML and the newer xmi (eXtensible 
Markup Language). The result is that the 
Office user can barely distinguish between 
traditional pc documents and strings of 
data from the Internet. If your firm uses an 
intranet, Office will make collaborative 
work simpler. Documents created in any 
of the Office applications can be saved as 
web pages, allowing colleagues on the in- 
ternal network to gain access to them with 
a browser. 
This will probably be reason enough 
for most biggish firms to grit their teeth and 
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cess. “Our primary assets, which are our soft- 
ware and our software-development skills, 
do not show up on the balance sheet at all,” 
says Microsoft's boss, Bill Gates, in an article 
in the nextissue of Business Strategy Review, 
the London Business School’s journal. “This 
is. probably not very enlightening from a 
pure accounting point of view.” 

There is, though, a new enthusiasm for 
better measurement. Accountancy firms, 
scenting fresh business, are intrigued; as are, 
management consultancies, whose own 
stock-in-trade is intangible assets. For once, 
management consultants can try out their 
bright ideas at home before selling them. 
Academics and governments are becoming 
more interested. Last week, a conference in 
New York, run by Baruch Lev, a professor at 
New York University (nyu), discussed the 
management and measurement of intangi- 
ble assets; this week the oreco took up the 





pay for an upgrade. Microsoft claims to 
have sold 15m copies of the Office 2000 
program in less than eight weeks and it ex- 
pects to ship around 50m in the next 12 
months, bringing the installed base of Of- 
fice up to about 120m. 

However, with 93% of the “personal 
productivity” software market already, 
there is little headroom for Microsoft to in- 
crease its revenues by selling expensive co- 
pies to new customers. And although Mi- 
crosoft’s larger customers may be grateful 
for the program’s focus on the Internet, 
small businesses and home workers may 
wonder what the fuss is about, Most of the 
other improvements are so minor that few 
will benefit from them. About half the 
owners of Office are still happy with re- 
leases that preceded the last version. 

Microsoft is a victim of the law of di- 
minishing returns. Office is now so chock- 
full of features that most customers cannot 
begin toexhaustits possibilities. According 
to some estimates, even adventurous users 
are unlikely to use more than a quarter of 
all the clever things that Word 97 can do. 
But, although worthwhile new features 
have become ever harder to invent, the 
price of upgrading Office has remained 
stickily high, at about $230. 

With hardware prices tumbling and a 
growing number of decent software appli- 
cations available for little or nothing, the 
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contrast becomes starker by the day. Mi- 
crosoft’s president, Steve Ballmer, hopes 
that small businesses will begin renting 
their Office software from new Applica- | 
tions service providers and that this will 
take the sting out of frequent upgrades, but | 
renting is unlikely to be cheap. 

What will Office 2003 look like, given 
that the latest version has probably taken 
webification to the limit? Microsoft's great 
hope is a speech-recognition program that 
will make the keyboard and the mouse re- 
dundant. Whether or not speech is a win- 
ner will depend on how much “training” 
the computer will need from users for it to 
interpret their commands accurately. Cur- 
rent voice-recognition software works 
quite well, but takes more effort to set up 
than many people are prepared to invest. 
More fundamentally, Microsoft will have 
to persuade people to change the way they 
work. That will not be easy. But just think 
of the joy of owning a rc that actually does 
what itis told. l 
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measurement theme at a conference 
in Amsterdam. 

A sign that companies do not 
measure their assets properly may be 
the growing gap between their stock- 
market value and the book value of 
their assets. Between 1973 and 1993, 
the median ratio of market values to 
book values of American public com- 
panies doubled; the difference has 
grown with the boom in high-tech 
shares. The gap is biggest for compa- 
nies that have most rapidly boosted 
spending on research and develop- 
ment (R&D). Even within industries, 
the divergence between stockmarket 
returns and reported earnings has in- 
creased, as Mr Lev shows by compar- 
ing the numbers for America’s Baby 
Bell telephone companies before and 
since deregulation. 

You might think this would present a 
problem for investors, who no longer have a 
good way of telling whether the market val- 
ue of acompany is soundly based. But inves- 
tors seem to know instinctively that knowl- 
edge is valuable. A study by Randall Morck 
of the University of Alberta and Bernard 
Yeung of the University of Michigan, report- 
ed at last week’s New York conference, has 
found that the share price of American mul- 
tinationals that spend heavily on rap rises 
when they buy foreign subsidiaries, but it 
falls when a multinational with low rap 
spending buys abroad. Presumably inves- 
tors understand that companies in knowl- 
edge-based businesses can exploit the magic 
of rising returns to scale. Once a pill or a soft- 
ware program is developed, each extra sale 
brings in more money at little extra cost: the 
bigger the market, the greater the profits. 

In fact, the absence of good measures 
may bother those who run firms more than 
those who invest in them. For managers, 
says Clark Eustace, who chairs a working 
group on R&D at the Brookings Institution in 
Washington, pc, the big problem is how to 
judge rates of return. “With building a facto- 
ry, there are time-honoured methods for cal- 
culating the payback,” he says. “But what if 
you are investing in R&D or software, or de- 
ciding whether to buy better people or to 
train more? There aren’t tools for making 
such decisions.” 





How to fill in the blanks? One possible 
change is tocollect better information and to 
publish it in company accounts. A few firms 
are already doing this. Skandia, a Swedish fi- 
nancial group, has been a high-profile pio- 
neer. In Denmark, the trade ministry has 
asked 20 companies to produce intellectual- 
capital reports for three years in order to try 
to set guidelines. One of these, a small soft- 
ware company called Systematic, publishes 
information such as customer satisfaction; 
the education and average age of its staff 
(83% under 40); and investment in innova- 
tion (10.2% of turnover). Michael Holm, one 
of the firm’s three owners, says that devising 
the accounts has been “very fruitful: we can 
now see how something that affects the cus- 
tomer affects the employee and vice versa.” 


Think of anumber 


Even pioneers such as Mr Holm have to pro- 
duce an intellectual-capital report side by 
side with their financial report, rather than 
trying to combine the two lots of figures into 
a single set of shadow accounts, measured in 
hard cash. And everywhere, the bodies that 
set accountancy standards have been wary 
of allowing intangible assets to be taken on 
to the balance sheet. 

That is surely right: putting intangibles 
on to company balance sheets could simply 
create new ways to hide what is really hap- 
pening in a firm. But it may still be useful to 
attach cash values to intangible 





assets, An innovative attempt, in 
the February issue of CFO, a sister 
publication of The Economist, es- 





timated the “knowledge capital” 
of 27 large chemical and 20 large 
pharmaceutical firms. 

Itused a technique devised by 
nyu’s Mr Lev. He first calculates a 
firm’s expected income from its 
tangible and financial assets and 
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subtracts it from an estimate of 
past and expected earnings to give 
the company’s “knowledge earn- 


ings”. He then applies a discount rate 
calculated from the average post-tax 
return. for three knowledge-inten- 
sive industries—computer software, 
biotechnology and pharmaceuti- 
cals—to arrive at a value of the com- 
pany’s “knowledge capital”. Among 
the results: Merck, with its “knowl- 
edge-intensive” pipeline of new 
medicines, had sales of $24 billionin 
1997 but knowledge capital worth 
$48 billion. DuPont, with its capital- 
intensive chemical and plastics busi- 
nesses, had sales of $40 billion but 
knowledge capital of $26 billion (see 
table). 

For the moment, such calcula- 
tions may be mainly curiosities. In- 
deed, they raise further questions. 
For example, intangible or “knowl- 
edge” assets are clearly less homoge- 
neous than the physical sort. Although some 
intangible assets are highly marketable— 
Cadbury Schweppes, a British food and 
drink firm, hopes to make a wholly tangible 
$1.1 billion by selling some of its soft-drink 
brands to Coca-Cola—others, such as acom- 
pany’s culture, are evanescent. 

And employees, who carry around so 
much of a company’s “knowledge capital” 
in their heads, differ from true assets in a cru- 
cial respect. Lazio of Rome may be able tosell 
a star striker for 80 billion lire ($43m), the 
mind-boggling price it seems this week to 
have extracted from Internazionale of Milan 
for Christian Vieri, but footballers are rare 
exceptions. More commonly, most of a 
firm’s intangible assets are locked in the 
brains of people whocan up and go. Many of” 
the geeks developing Disney's Internet busi- 
ness have left to join start-ups where they’ 
stand to make more money; a top telecoms 
team defected in April from Deutsche Bank; 
to Goldman Sachs, 

Indeed, it may be more important for’ 
companies to understand the value of their’ 
employees than of their other intangible as-« 
sets. After all, in some firms, such as softwar 
developers or advertising agencies, the pay 
bill is often more than total capital employ- 
ed. “Ifa company were as ill-informed about: 
its capital performance as most companies: 
are about their employee performance, it’ 
would be in serious trouble with the investor 
community,” says Felix Barber of the Boston. 
Consulting Group. He has devised a method 
for looking at the impact of employees on a: 
company’s value, in ways that mimic mea- 
sures of the performance of capital. 

Companies need to start thinking about: 
the value of the resources they have. It can 
matter as much todecide what tomeasureas. 
to work out how to measure it. At the. mo- 
ment, the statistics that most firmscollect tell 
them with ever greater precision about a 
smaller and smaller part of what makes 
mostof their profit. 
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Annual General Meeting of Shareholders 


LAFARGE 
ANOTHER YEAR OF PROGRESS 





Interview with Bertrand Collomb 


Chairman and Chief Executive 


m You have produced strongly improved results in 1998 for your shareholders. 
What were the highlights of the past year? 


The first point to make is that 1998 saw us successfully cornplete the integration of Redland and take our 
place in the new business activity of roofing. 

We have also continued to strengthen our positions around the world, taking advantage of some 
remarkable opportunities for external growth created by the Asian economic crisis in particular. In all, we 











invested 1.9 billion euros (over 12 billion French francs) in the Philippines, China, South Korea and 
Indonesia, as well as the United States, Brazil, South Africa, Jordan, Poland and Honduras. 
Lafarge has acquired a new international dimension. We now have operations in more than 65 countries. 


a What kind of start have you made to 1999? 


We are forecasting a good year in all our business areas. The Group is benefiting from market trends that 
are favorable overall. If you also bear in mind our measures to optimize internal performance and to raise 
productivity, our results should certainly continue to improve. 

Having said that, we will not neglect investrnent for the future, as we are planning to invest roughly 
1 bilion euros (more than 6 billion French francs) in growth through acquisition, On the stock markets, the 
rise in the Lafarge share price reflects the confidence of investors in our prospects. 


æ What are the main points of your strategy for the future? 


Constant improvement in our performance and international development are the two main thrusts of our 
strategy. We will press ahead with the development program that got well under way in 1998. But our 
priority this year consists in successfully integrating the acquisitions we have made in a number of 
countries. Making people feel welcome, modernizing production facilities, adapting Group methods and 
setting ambitious progress targets are the keys to making a success of these acquisitions both in business 
terms and on the human level. 

As part of our new organization in five divisions, we will also continue to pursue our policy of cutting costs 
and improving sales efficiency, quality and innovation, three factors that add up to operational excellence 
in each of our business areas. 

All our employees contribute to this collective effort, which will enable us to meet the expectations of our 
customers and create value for our shareholders while consolidating the position of Lafarge as a leading 
player in the world construction materials industry. 











The 1998 Annual Report is available on request from: 
LAFARGE - Shareholder Relations 
61, rue des Belles Feuilles - BP 40 LAFARG E 
75782 Paris cedex 16 - France 
Tel: 4433) 1 44 349401 í 

terials for 
http://www.lafarge.com building our world 























` Mother Jones meets the microchip 


Trade unions have struggled in Silicon Valley. Yet that is where Amy Dean is planning 
to rebuild America’s labour movement 


ILICON VALLEY’s charms can quickly pall. 

Meeting one hairy millionaire in cycling 
shorts can be diverting. Meeting a succession 
leaves you pining for less repellent forms of 
conformity. Every now and then, however, 
you come across someone who is doing some- 
thing genuinely wacky: such as the leader of 
the local branch of the art-c1o, Amy Dean. 

Forty years ago one American worker in 
three was a member of a trade union. Today 
the figure is closer to one in seven (see chart). In 
Silicon Valley start-ups, trade unionists are 
about as thick on the ground as manual type- 
writers. Yet it is here that Ms Dean is planning 
the rebirth of the American labour movement. 

As Don Quixotes go, she has an impressive 
record. She is part of the new labour move- 
ment: young (36, and already a five-year veter- 
an as head of the South Bay labour council); 
well-educated (a degree in sociology and eco- 
nomics would have led to postgraduate work 
had she not been seduced into the Ladies’ Garment Workers 
Union); and plugged into the new economy (her husband works 
for a software start-up). 

When she took over the South Bay branch of the AFL-c1o, it was 
little more than a blue-collar rest home. Now it is humming, 
housed in what looks like a high-tech hatchery, staffed by bright 
young things, many of them Hispanic women, and elaborately 
“networked”, along the best Silicon Valley lines. A sister group, 
Working Partnership usa, which she set up in 1995, does research, 
trains local activists and cultivates relations with universities. 

Ms Dean can sound like an academic with the gift of the gab. Do 
not be deceived: she is a street fighter. Last year, her organisation 
not only trounced the bosses’ candidate in a brutal battle for a seat 
on the San Jose city council. (“I was up against the single most pow- 
erful political machine in the valley,” grumbled the loser.) It also 
won its campaign to force San Jose to adopt a “living wage” for all 
municipal contractors. San Jose now has the highest minimum 
wage in the country, almost twice the mandatory level in the state 
of California. 

Three years ago, the president of the arL-c1o, John Sweeney, 
recruited Ms Dean to head a committee on the future of the labour 





industries: the same was true of the infant car 
and electricity industries. But the biggest rea- 
son for Ms Dean’s optimism is that she thinks 
that the defining characteristic of the new 
economy—its obsession with flexibility—will 
turn out to be a boon for unions. 


Temps of the world unite 


This seems counter-intuitive. How can unions 
represent people who might be changing job 
any day? And how can they recruit people 
who fear that a reputation for bolshiness 
could stop them from getting another job? The 
rise of temp agencies such as Manpower 
(which is now America’s largestemployer) has 
coincided with the unions’ decline. 

Against this, Ms Dean points out, tempo- 
rary workers are often miserable workers. The 
worst-paid live a hand-to-mouth existence 
without medical or other benefits. Even many 
of the best-paid are fearful of the future and 
envious of those on the permanent payroll, as Microsoft discov- 
ered last month when some “permatemps” won a class-action 
suit against it. Microsoft is appealing. 

Ms Dean’s bright idea for reaching these discontented but elu- 
sive temps is to establish a temping agency of her own, Togeth- 
er@Work. The month-old agency is not only paying its workers 
better than its rivals pay theirs. It also plans to give them medical 
benefits, pensions and training. (This is not as unrealistic as it 
sounds: conventional agencies charge fat commissions.) Ms Dean 
wants her agency to become a stable point in lives otherwise 
blown hither and thither by the flexible economy. 

This is also her plan for the union movement as a whole. As 
firms become more nimble, workers will have to look elsewhere 
for things that make life secure, from training to medical benefits. 
In the 19th century some craft unions proved so good at providing 
these that they controlled the supply of workers: when people 
wanted a carpenter they went to the union. In some areas of the 
new economy, notably Hollywood, unions are starting to play this 
role again; Ms Dean would like it to become the norm. 

Her heady vision raises all sorts of questions. Is she really a 
convert to the flexible economy? Her most concrete achievement 





movement. She started by admitting what 
was obvious to everybody but the move- 
ment itself: that it ison a hiding to nothing. 
The unions are still rooted in a world of 
vertically integrated companies, glacial 
innovation and jobs for life, she says, in 
her best academic tones. But these days 
firms are spinning into webs, innovation 
is relentless and the average length of em- 
ployment in California, where the new 
economy is being forged, is three years. 
Given this, Ms Dean is remarkably up- 
beat. Labour organisations are not alone 
in failing to keep pace with economic 
change: the same could be said of almost 
any public-sector institution. And there is 
nothing odd about unions failing in new 





so far has been to make wages in San Jose 
more rigid. Can trade unions really pro- 
vide training in the new economy? At the 
moment, her power base is in the public 
sector. 

This is not to say that Ms Dean will 
not make her mark. She has proved re- 
markably successful at bullying San Jose 
politicians and raising questions the cyb- 
er elite would rather forget, such as why 
wages for the low-paid in the world’s cen- 
tre of wealth creation are falling. The dis- 
content smouldering among perma- 
temps could become a blaze when the 
economy turns down. And if the history 
of Silicon Valley teaches anything, it is 
never to write off people with crazy ideas. 
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The price of uncertainty 


Attempts to measure and put a price on risk in financial markets may actually 


pe making them riskier 


NLY last autumn the world’s financial 
markets were more volatile than ever 
pefore. The markets themselves expected 
more of the same. “Implied volatility’—the 
»ptions market's best guess about how vola- 
file markets will be in the future—shot upev- 
rywhere. The Chicago Board Options Ex- 
hange’s volatility index, for instance, which 
sad mostly traded between 20 and 25 in the 
arst half of 1998, was double that level from 
august to October. 

But those who saw risky times ahead 
were wrong. Since then, all markets have in 
act become less volatile. Problems in Asia, 
Russia and Latin America have been almost 
orgotten. The cBoe volatility index is now 
pack at around 23. Regulators can sleep at 
tights: the financial system seems to have 
veathered storms so freakish they should 
sever have happened at all. It seems incon- 
eivable that they will recur. 

Oris it? In fact such shocks are becoming 
soth more likely and bigger. And one reason 
or this is a paradox. Financial markets’ at- 
empts to measure and price risk, and the 
nodels that they use to do so, may actually 
ve making markets riskier. 
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Financial crises seem now to happen 
with almost monotonous regularity. In the 
past dozen years there has been, first, the 
Wall Street crash of October 1987. A little 
more than two years later Japan's stockmar- 
ket bubble collapsed; Europe’s exchange- 
rate mechanism had its debacle in 1992-93; 
the bond market crashed in 1994; the Mexi- 
can crisis occurred late in the same year; East 
Asia went into turmoil in 1997; and Russia’s 
default and associated shockwaves shook 
the world last year. 

Each of these events had been dismissed 
by those who were to lose pots of money as 
so improbable as to be safely disregarded. So 
something is clearly going on. That some- 
thing might be the changing way in which fi- 
nancial firms manage their risks. 

The starting point is an article published 
in 1973 by two financial economists, Fischer 
Black and Myron Scholes. With help from a 
third, Robert Merton, they developed a 
model to calculate the price of an option. 
Their model transformed modern finance. 
Although options are centuries-old, pricing 
them had been pure guesswork. The three 
developed an algorithm to doit instead. 


Their work swiftly became important, 
because demand for options and derivatives 
in general soared in the 1970s. That was part- 
ly because the breakdown of the Bretton 
Woods exchange-rate regime, and two oil- 
price shocks, led to huge swings in the prices 
of financial assets. It may also have reflected 
growing market sophistication. 

Of the main inputs to the Black-Scholes 
model, the most important is the estimate of 
how volatile the asset will be over the life of 
the option. Knowing this, an option seller 
can create offsetting positions in the under- 
lying asset, protecting himself from loss. As 
the price of the asset rises and falls, he buys 
or sells as much of it as the model says, until 
the option expires. Unless they buy another 
option tooffset the one they have sold, sellers 
must hedge their exposures dynamically—a 
process known as “delta hedging”. 

The difficulty in pricing the option is 
thus in knowing how volatile an asset will be 
in the future. The past is a poor guide, as the 
events of last autumn demonstrated. And 
many of the other assumptions that go intoa 
pricing model—such as perfectly liquid mar- 
kets—have also been found wanting too. 

The first sign that all this theory might be 
part of the problem, rather than the solution, 
came in 1987. An advisory firm, Leland 
O'Brien and Rubinstein, had realised that if it 
worked, investors did not need to buy a put 
option from somebody else to protect their 
equity portfolios. They could cover their 
risks more cheaply by doing their own delta 
hedging. By 1987, some $60 billion-worth of 
equities were subject to such “portfolio in- 
surance”. Then came the crash. The stock- 
market turned out to be both less liquid and 
more volatile than predicted. And—more 
ominously—attempts to sell huge amounts 
of equities by those who had used portfolio 
insurance pushed the market down further 
than it would otherwise have gone. An algo- 
rithm with volatility as its centrepiece had 
helped make markets more volatile. 

Since portfolio insurance worked so 
badly in 1987, investors have largely 
shunned it. Instead, they have bought op- 
tions—proper insurance—in ever increasing 
quantities from those, mostly banks, that are 
willing to shoulder the risks. But has this 
merely been passing the buck? Banks are 
more expert in buying protection (ie, other 
options) in the form of, for example, securi- 
ties with embedded options in them, deeply 
out-of-the-money options (those worth al- 
most nothing), or even volatility itself (one of 
the quirkier features of modern financial 
markets is the trade in pure uncertainty). 

Crucially, however, unless there are 
enough “natural sellers” of options, dynamic 
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CBOE volatility index* 


Sources: Chicago Board Options Exchange, J.P. Morgan 


$/¥ one-month volatilityt 





2 *Weighted average of the implied volatilities of eight equity options tActuai 





hedging has the potential to turn a problem 
into a crisis. Natural sellers are those willing 
tosell options without hedging them. A fund 
manager, for example, happy to sell a share 
at a certain price, might write an option 
struck at that price and in addition collect a 
fee, or premium, for selling the option. 

If there are enough natural sellers, itis rel- 
atively easy for banks tocover themselves by 
buying options. If there is a shortfall, then 
scrambling around for protection will drive 
up volatility. The trouble is that there are few 
natural sellers in developed markets—and 
hardly any at all in emerging ones. 


VARiety is the spice of life 


Options are not the only way in which fi- 
nancial firms attempt to price volatility, and 
so not the only market in which they must 
hedge dynamically. Volatility is central to 
firms’ overall risk-management models. So- 
called value-at-risk (vA) models rely on two 
things: the volatilities of assets and the corre- 
lation between them (in effect, the uncertain 
relationships between lots of uncertainties). 

VAR models are now ubiquitious, but by 
far the most active users are institutions such 
as banks and, to a lesser extent, hedge funds 
that are highly leveraged—ie, that have bor- 
rowed heavily to finance their investment 
bets. Little wonder: although leverage magni- 
fies gains, it also magnifies losses. More so- 
phisticated risk-management is meant to 
protect capital and, by stabilising profits, to 
make it cheaper to raise more. 

But the more these models are used, the 
more likely itis that markets will suffer in the 
way that they did in 1987—and not just in 
one market butin many. The models are pro- 
foundly affected by rises and falls in volatil- 
ity. Less volatile markets mean a lower VAR, 
implying that for the same apparent risk, 
banks can pile up more assets. But if markets 
become more volatile, var goes up by at 
least a proportional amount (and much 
more if an institution has sold masses of op- 
tions). The bank is then faced with two 
choices: put in extra capital or reduce its po- 
sitions, whatever and wherever they may 
be. This is what happened last autumn. 

But what made that crisis especially 
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acute was that it produced vicious circle. As 
banks dumped assets, markets fell further 
and volatility rose, forcing them to sell still 
more. As the head of risk at one bank told a 
meeting at the Federal Reserve shortly after 
last year’s crisis: “The recent market turmoil 
has highlighted a ‘generic’ form of dynamic 
hedging which all option participants know 
tends to amplify the direction and speed of 
market change.” 

Regulators themselves may have con- 
tributed to the problem. By international 
agreement, banks put capital aside for risks 
on their trading books, but are allowed to use 
their own models to calculate how much. 
Banks feed into these the prevailing levels of 
volatility. Since volatility rises and falls, so 


does the var. So in a crisis, to comply with 
capital requirements, banks must unload 
risky positions when the markets are at their 
least liquid. It might be better, some argue, to 
make banks use a consistently high, but sta- 
ble, level of volatility in their models. 

Dynamic hedging is not the sole culprit. 
Advances in information technology have 
also speeded up capital flows. rr makes in- 
formation about prices in markets more 
widely available, more quickly than ever be- 
fore. In theory, better information should re- 
sult in less volatility. But when it is fed into 
banks’ risk models—as regulators demand 
that it should be, on a daily basis—the oppo- 
site can happen: shocks are amplified be- 
cause firms know at once how much the val- 
ue of their positions has been affected. 

In the aftermath of the latest crisis, many 
banks made noises about relying less on 
models and more on people’s judgment 
“Stress testing” —looking at the impact of ex- 
treme events—became the buzz-phrase. Bu! 
such tests are only as good as their inventors 
imaginations. And the more complex finan: 
cial institutions and the instruments ir 
which they deal become, the harder it be: 
comes to do other than rely on models—per 
haps even to use them asan early warning 0! 
worse to come. “If I'd been in three theatre 
fires, I'd sit by the door,” says one risk man 
ager. But since his competitors are presum 
ably fighting for the same seat, this attitude 
hardly promises calmer times ahead. 





The third way 


OSAKA 


Business partnerships between the public and private sectors sound like : 
good idea. They have not proved so in Japan 


HE Japanese public sector is notoriously 

hidebound, and is certainly not known 
for speedily and zealously embracing mar- 
ket forces. Some officials would no doubt 
prefer it to stay that way, citing past experi- 
ence. What little the government has done to 
introduce private entrepreneurship into 
public business has had, at best, mixed re- 
sults. One experiment in particular—the cre- 
ation of “third-sector” companies, jointly fi- 
nanced by public and private owners—has 
been disastrous. With most of these compa- 
nies now in the red, third-sector projects 
have become a byword for mismanage- 
ment, corruption and the abuse of bureau- 
cratic power. Belatedly, the government is 
trying toclean up the mess. 

It is a worryingly large one. According to 
a 1996 government survey, the latest availa- 
ble, Japan has 9,344 third-sector companies, 
employing 210,000 people. Their public cap- 
ital comes mostly from local governments, 
which among them have invested ¥3.8 tril- 


lion ($32 billion). Local governments hav 
been able toinvest in these projects for year: 
But the third sector really took off in the ear 
1980s, when Yasuhiro Nakasone, then prim 
minister, launched a programme of privati 
sation and deregulation, inspired by Britai 
and America, to import into governmen 
“the vitality of the private sector.” 
Unfortunately, influence seems to hav 
flowed the other way. Of the 3,000-odi 
third-sector companies that have been se 
up under the commercial code, for example 
more than two-thirds are loss-making. Ye 
only a handful have gone bankrupt—sug 
gesting that local governments are com 
pounding their mistakes by propping uj 
duff projects, which then become a seriou 
and permanent drain on the public purse. 
That certainly seems to be the misfor 
tune of the residents of Osaka, Japan's sec 
ond-biggest city, where the municipal goy 
ernment (annual spending: ¥4.2 trillion) ha 
invested ¥107 billion in 26 third-sector com 
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All requests are graciously attended to at Renaissance Hotels and Resorts 

r our guest the essence of Renaissance Hospitality” 
It means you may ask our staff for truly anything. And at every Renaissance hotel, 

you ll enjoy superb dining, comfortable accommodation and a warm, inviting atmosphere 


There are over 80 Renaissance Hotels and Resorts in 26 countries worldwide 


And hospitality reigns in each and every one of them. For reservations and 


information visit renaissancehotels.com, call us or your travel agent 
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We're happy to say that we are. As Germany's fourth-largest industrial group, 
te. we provide the basics that make everyone's life easier. Like the superabsorbers in 
S diapers that keep babies drier. And that's only one of VEBA's many innovations in 
[>> the key areas of energy, chemicals, and telecommunications. For our investors 
ee package, please call us at +800-8322-0000 or visit us at www.veba.com 





Need answers? 4) THOMSON-CSF 
Get the big picture. 


Securing 


At Thomson-CSF, we know our way around. your future. 
As a prime contractor for critical electronic 

systems - in areas from nationwide air 

surveillance to secure banking networks - 

we can see the big picture without losing 

track of the detail. We deliver the right 
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Nakasone’s private musings 


panies. Almost all, according to city officials, 
are losing money. In worst shape are two 
prominent property developments in the 
city’s old industrial centre, the bay area—the 
Asian Trade Centre and the World Trade 
Centre, Because of their mountains of bank 
debt, their rents are exorbitant, and have 
kept occupancy rates low, despite efforts to 
fill the space with staff from other third-sec- 
tor companies or public bodies. Equally ill- 
starred was the construction of a city-centre 
check-in counter for Osaka’s new airport. 
Thecity has this year lent ¥9.7 billion to these 
three projects, and city officials say they will 
make new “investments” of this size for the 
next five to six years. After that, they say, the 
projects will return to health. 

One problem has been timing. Mr Naka- 
sone’s drive to encourage public-private 
partnerships coincided with the puffing up 
of Japan’s stockmarket and property bub- 
bles. These drew local governments into 
speculative property development, a tend- 
ency encouraged by the 1987 Resort Act, 
which gave the green light to third-sector de- 
velopments involving theme parks, hotel 
complexes and the like. Slow growth and re- 
ession in the 1990s have shot to pieces the 
‘orecasts of likely demand for these projects. 


lobs for the boys 


Yet the downturn cannot excuse shoddy 
nanagement. As has become standard prac- 
ice in Japan, the presidents of the third-sec- 
or companies that own the Asian Trade 
~entre, the World Trade Centre and the air 
erminal project are all city-government old 
doys, or “ons”, who are nearing retirement 
ge and have been rewarded with cosy sine- 
‘ures. In the worst cases, says Yoneko Matsu- 
ara, head of a local civic group, third-sector 
xojects have sprung up precisely in order to 
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create jobs for oss. As she says, the rationale 
for the projects is “upside-down”, 

op incompetence is exacerbated by mor- 
al hazard: management, private-sector part- 
ners and banks have (rightly) expected to be 
bailed out by the government when things 
go wrong. “A third-sector project should not 
go bankrupt,” says an Osaka city official, tut- 
tutting at the local prefectural government's 
recent decision to pull the plugon one. 

Underlying this is a more fundamental 
confusion about what third-sector projects 
are for: the public interest or private profit? 
Local governments in Japan seem inclined 
towards the former notion, yet the act of 
joint-stock incorporation creates expecta- 
tions of the second, 

A comparison with other countries 
sheds more light on Japan’s problems. Vari- 
ous techniques have been adopted in a bid 
to increase efficiency in the public sector and 
reduce costs by transferring management 
control to profit-motivated private firms. 
They include privatisation, “build-operate- 
transfer” contracts (in which the private sec- 
tor builds a project, runs it for a time to re- 
coupcosts and make a profit, and then trans- 
fers it to the public sector) and buying 
once-public services such as waste disposal 
or prison management from private compa- 
nies. In Japan, however, the government has 
taken the lead in third-sector projects. So, 
perversely, the process has worked in re- 
verse: it has resulted in an expansion of pub- 
lic-sector inefficiency, financed in part by 
the private sector. 

Nor, sadly, is this the worst of it. One 
Osaka project, to build a Universal Studios 
theme park, has been dogged by allegations 
that the city has been helping one of its pri- 
vate-sector partners, Sumitomo Metal In- 
dustries, to avoid the cost of cleaning up the 
contaminated land on which the park is to 
be built. The city now says the site is clean 
but, since no independent inspections have 
been allowed, people suspect a botched job, 
with talk of dangerous concentrations of ar- 
senic and cadmium underneath the spot set 
aside for the “Jurassic Park” feature. Two lo- 
cal residents recently filed a lawsuit to try to 
prevent construction work. 

Last month, the ministry of home affairs 
at last published some guidelines for third- 
sector projects. These urge local govern- 
ments to make sure that all parties to them 
clearly understand their risks and responsib- 
ilities; ensure value for money; react quickly 
when things go wrong; and consider asset 
sales, mergers and even bankruptcy pro- 
ceedings as preferable to keeping bad pro- 
jects in permanent intensive care. 

Third-sector projects have shown, once 
again, that the public sector is run appalling- 
ly. For that reason, however, it would be a 
shame if Japan turned its back on public-pri- 
vate finance altogether. But it might be better 
in future to put private partners in the lead. 
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Commercial banking 


Long live the 
loan 


NEW YORK 


EMEMBER how bank loans were fast be- 

coming history? Financial markets were 
beset by “disintermediation”. This implied 
the terminal decline of banks’ traditional 
business—taking deposits and lending out 
the proceeds—as savers and borrowers con- 
sorted directly in the public capital markets, 
Well, the intermediaries have been fighting 
back. So much so, that the volume of syndi- 
cated loans, in which banks club together to 
lend money, now exceeds that of new issues 
of equity, corporate bonds and asset-backed 
securities combined. This is a remarkable 
turnaround from the market of just ten years 
ago (see chart). 

Back in the 1980s, the expansion of public 
debt markets seemed to threaten the very fu- 
ture of corporate bank-lending. In particular, 
thanks largely to Michael Milken, the “junk- 
bond king”, high-yielding corporate bonds 
seemed to provide a much cheaper way to 
raise money than bank loans, for all but the 
most blue-chip of borrowers. 

But traditional lenders have learnt some 
of the risk-based pricing techniques of the 
public corporate-bond market. Previously, 
one or more banks would originate a loan, 
underwrite it and, often, hold it to maturity. 
There was little data on the performance of 
loans, so pricing often bore little relation to. 
risk, Now, the banks originating the loans 
will typically be part of a syndicate (tradi- 
tional single-bank lending is genuinely dy- 
ing out) and sell on a loan to other investors, 
such as pension funds. This has helped to 
make loans much more competitive. 

Asa result, according toa study by Ruchi 
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Madan, an analyst at PaineWebber, syndi- 
cated lending is now the largest financial 
market in America. It is also the most lucra- 
tive for the firms arranging the loans. In 1998, 
estimates Ms Madan, revenues from under- 
writing syndicated loans were around $6 bil- 
lion, compared with $4.6 billion for equities 
and $3.2 billion for corporate bonds. 

For years, commercial banks and invest- 
ment banks have been growing more alike. 
The conventional wisdom is that the invest- 
ment banks, because of their capital-mar- 
kets expertise, will dominate what will even- 
tually become an integrated financial 
marketplace. But the surge in syndicated 
lending suggests that commercial banks 
may have a useful competitive edge, partic- 
ularly as they seem to be winning other in- 





vestment-banking business from their loan 
clients. Chase Manhattan. is. particularly 
well-placed, with a remarkable 28% share of 
the loan-syndication business. So, too, is 
BankAmerica, with an 18% market share. 

Not so J.P. Morgan, despite a third- 
ranked 13% share. Its syndicated-lending 
business suffers from the same problem as 
its equity business. Most.of its clients are 
blue-chip companies, and the big fees come 
from non-investment-grade companies, 
which account for only 30% of syndicated 
loans, but 80% of underwriting revenues. 

Yet is the growth of syndicated lending 
likely to continue? Last autumn’s brief shut- 
down of the corporate-bond market re- 
minded many companies of the value of a 
good relationship with a lending intermedi- 





NEW YORK 


URELY the news that Barbra Streisand 

has made a killing playing the stock- 
market clinches it. When popular enter- 
tainers make headlines for their brilliance 
at picking shares, can anybody still doubt 
that there is a financial bubble? For advo- 
cates of a rational approach to share valu- 
ation (this newspaper, for instance), can 
there be anything left to say when a singer 
(albeit a self-confessed reader of The Eco- 
nomist) can ignore our wamings about 
overvalued Internet shares and still make 
a whopping gain in next to no time with a 
portfolio chock-full of them? Well, we 
could always praise her approach to in- 
vesting. And why not? 

To comment on Miss Streisand’s in- 
vestment skills will, to some readers, seem 
to trivialise a woman who has achieved 
such success in the entertainment busi- 
ness: winning two Oscars and selling 
more records than any singer other than 
Elvis. Yet such triumphs have never won 
her universal approval. For that she has 
needed the stockmarket. In America to- 
day public admiration for a successful 
day-trader knows no bounds. 

Sad to relate, however, the likeliest ex- 
planation for Miss Streisand’s superior 
performance as a stockmarket guru is 
luck, not ability. After all, in any period of 
time roughly half of all investors must 
beat the market average. But it may yet 
turn out that, as her financial adviser says, 
“Barbra is a great trader. She’s got a terrific, 
terrific instinct.” And perhaps she has 
picked upa few tricks from her friend Hill- 
ary Clinton, the legendary pork-belly fu- 
tures trader. (How long before the two la- 
dies host Democratic fund-raising 
seminars on how to invest?) 

But what is really impressive is that, 
unlike many “hot” investors, Miss Strei- 





A star (fund manager) is born 















































Money girl 


sand has not let success go to her head. 
True, when her friend Donna Karan, a de- 
signer, impressed by her results, asked her 
toinvest $im, she agreed. But this was only 
after asking Miss Karan if she was willing 
to lose the lot. And, five months later, hav- 
ing increased the value of Miss Karan’s in- 
vestment to $1.8m, she decided to give the 
lot back, as she worried too much about 
squandering her friend’s money. If only 
professional fund managers cared as 
much about their clients’ money: blessed 
with Miss Streisand’s track record, most 
would be raising a hedge fund, not quit- 
ting. And most of her vast wealth is 
stashed away in a conservatively man- 
aged, diversified portfolio. Indeed, Miss 
Streisand says she plays the market only 
for fun. Would that other investors punt- | 
ing on Internet shares were so prudent. 
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ary; if the bond markets continue to function 
normally, memories may fade. On the other 
hand, there may be opportunities for Amer- 
ica’s syndicated lenders in continental Eu- 
rope, which has seen neither the emergence 
of a vibrant public corporate-bond market 
nor the risk-based pricing of lending by do- 
mestic banks that was prompted in America 
by growth in corporate-bond issuance. 

More than anything, however, the fateof 
syndicated lending depends on how long 
the current wave of global mergers conti- 
nues. Around half of the lending to non-in- 
vestment-grade companies—-which makes 
up 40% of all syndicated-lending revenues— 
goes to financing an acquisition. According 
to the head of one leading loan-syndication 
practice, the demand for such loans has 
soared this year because fears that share 
prices are overvalued has made it harder for 
buyers to pay for their purchase entirely 
with their own shares. But lending for merg- 
ers is a high-risk activity—which helps ex- 
plain the high fees it yields. Merger waves are 
famously unpredictable. For now, the urge 
to merge seems as strong as ever. But nobody 
in the corporate-finance business should 
need reminding that the crest of a merger 
wave may be the prelude toa crash. 





Romania 


Casualty of war 


BUCHAREST 


HO would be a finance minister or 

central banker ‘in the Balkans? For 
nearly a decade, their lot has been to juggle 
with rickety currencies, runaway inflation 
and seemingly permanent budget and trade 
deficits. Cruel and costly wars have raged 
across the region, scaring off investors and 
disrupting trade. The plight of Romania, the 
biggest of the Balkan economies, is as bad as 
any in the region. 

Romanian governments have for years 
stumbled, bungled and borrowed their way 
through half-hearted attempts at economic 
reform. Gop shrank by 7.3% last year and by 
6.6% the year before that. The country has 
come worryingly close to defaulting on for 
eign-debt payments of $2.8 billion that fal 
due this year. So far it has managed to pay it: 
creditors on time, but its reserves of foreigr 
exchange have dwindled to $1 billion (frorr 
nearly double that in January). The nationa. 
currency, the leu, has lost more than half its 
value against the dollar since Christmas 
And, as well as $1 billion in further debt re 
payments due by the end of the year, Roma: 
nia also has tofinanceacurrent-accountdef 
icit that last year rose above $3.5 billion, ò 
about10% of cpp. 

Ontopofall this, the Kosovo conflict ha: 
takenits toll. The governmentclaims that the 
war has cost Romania $50m a week in los 
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trade and higher transport costs. Foreign in- 
vestors—hardly abundant before the war— 
may vanish altogether. Disbursed foreign di- 
rect investment fell from $29m in March toa 
paltry $3m in April. 

Across the region, the war could set back 
structural reform, never a Balkan strong- 
point. A recent joint report by the World 
Bankand the imr fretted that Balkan govern- 
ments might try to finance their budget 
shortfalls by allowing “quasi-fiscal defi- 
cits”—inter-company debt and non-per- 
forming bank loans—to grow. In Romania, 
where some 70% of all bank loans are non- 
performing, depositors withdrew $200m 
from the banking system after the central 
bank put three banks, including the coun- 
try’s biggest, under administration. 

International lenders and western gov- 
ernments are trying to limit the economic 
impact of the war on south-eastern Europe. 
Albania and Macedonia have been granted 
debt moratoriums. Bankers and donors, led 
by the im, have promised $750m to help 
Bulgaria. The £u has pledged a similar sum to 
Balkan countries this year. 

But, in itself, such aid does nothing toim- 
prove the economic fundamentals of Eu- 
rope’s poorest region. For that to happen, 
Balkan countries need to face up to the ri- 
gours of reform when the guns fall silent. Ro- 
mania is at least trying. In recent months the 
government has allowed foreigners to buy 
two banks and a big stake in the national 
telecoms company. It has also passed a raft 
of banking and investment laws, committed 
itself to restructuring the loss-making coal 
and steel industries, and announced plans 
ito bolster the country’s inefficient, and much 
jabused, tax system. 

As a reward for the reforms, Romania is 











Still out in the cold 
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likely soon to receive a series of loans: $300m 
from the World Bank, $200m from the £u, 
and, if the country can raise about $500m 
from private lenders, $475m from the mmr. 
Next month Nomura, a Japanese invest- 
ment bank, will try to find takers for a $z200m 
bond issue, Romania’s first call on the inter- 
national capital markets in two years. 

But Romania has a poor record when it 
comes toimplementing reform. Of the coun- 
try’s six IMF programmes since 1990, five 
have lapsed unfulfilled. Moreover, the coun- 
try has a general election next year; unem- 
ployment is now 12% and will rise further if 
industrial restructuring plans are carried out. 
Should Romania's workers display their no- 
torious militancy, the government may 
wobble. ınG Barings, a Dutch investment 
bank, thinks that failure to pursue reform 
would mean that worries about default re- 
cur next year, when another $2 billion of for- 
eign debt payments fall due. To be optimistic, 
the shock of the war may make reform more 
likely. It leaves Romanians, like their neigh- 
bours, with few other options. 

k i = 





Investment banking 


Doxology 


Me DAVID-WEILL has a high opin- 
ion of Lazard’s Paris, New York and 
London houses. He likens them to the Holy 
Trinity. Now Mr David-Weill, chairman and 
chief executive of the small but powerful ad- 
visory firm in which his family holds a sig- 
nificant stake, wants to unify the threesome. 
Under proposals hastily publicised on June 
7th after a leak, ownership of Lazard Fréres 
in New York and Paris is to be brought to- 
gether with that of Lazard Brothers in Lon- 
don through Lazard Partners, which acts as a 
sort of holding company. 

The proposal raises the big issues facing 
the three semi-autonomous firms. Who will 
succeed Mr David-Weill, now 67? Will unifi- 
cation be enough to defend from pushy 
American rivals Lazard’s remarkably high 
market share as an adviser on mergers and 
acquisitions? How will Mr David-Weill ful- 
fill his long-held ambition of uniting the 
three firms when relationships even within 
its offices are famously fraught? And what 
will happen to the stake in Lazard owned by 
Pearson, a media company (and also owner 
of 50% of The Economist)? 

Mr David-Weill plans to set up a new 
seven-member management committee, 
which he will chair, to run the unified firm. 
Though not yet named, the other six mem- 
bers are to be drawn equally from New York, 
which makes the bulk of the profits, and Eu- 
rope. Steve Rattner, Mr David-Weill’s deputy 
as chief executive, has chosen to step back 
from day-to-day operations, and will be- 
come deputy chairman. Bill Loomis has suc- 
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ceeded him and is certain to be on the man- 
agement committee. Europe is expected to 
be represented by David Verey, chairman of 
London’s Lazard Brothers, Bruno Roger, who 
runs the Paris office, and Gerardo Braggiotti, 
whoruns Lazard’s European operations out- 
side France and Britain. 

Mr David-Weill wants to run the firm for 
a few years to come, which probably rules 
out Mr Roger, who is also in his 60s, as a po- 
tential successor. Mr Loomis, although well 
liked by his colleagues, is seen as more of a 
manager than a deal-maker. Nor is it easy to 
imagine either of the others taking over, 
since neither is from New York. But Mr Brag- 
giotti is at 46a young star, and Mr Verey, who 
has worked in America, is respected there. 

Mr David-Weill has long dreamed of 
uniting the three firms. This latest scheme is, 
perhaps, an admission that Lazard’s busi- 
ness has suffered as cross-border deals have 
grown in importance, and the bank has 
lagged in its ability to match this with cross- 
border advice. Moreover, the firms have 
been losing important staff members. 

Mr David-Weill had already achieved 
some unification. Three years ago, he intro- 
duced a profit-sharing scheme under which 
each firm contributes a third of profits to a 
common bonus-pool, and fund manage- 
ment is run globally from New York. How- 
ever, Lazard is still far from the one-firm con- 
cept perfected, for example, by Goldman 
Sachs, an investment bank that last month 
abandoned its partnership structure and be- 
came a public company. Goldman does not 
care if several staff claim responsibility for a 
deal, because it wants to encourage team- 
work. At Lazard, individual pay has always 
been highly dependent on the business 
brought in by each partner. 

Each office hasa different culture—as Mr 
David-Weill acknowledges. They have in 
common a certain frugality (until recently, 
Lazard in New York occupied an office with- 
outair conditioning), and an appreciation of 
social connections. But in other respects the 
London office is different. Both Paris, where 
Lazard partners enjoy a status akin to gov- 
ernment ministers, and New York, where 
connections are often acquired—through 
business school, say—rather than inherited, 
are run aggressively, under Mr David-Weill’s 
personal oversight. London, where directors’ 
average bonus rose by 17% to a modest (by 
Lazard standards) £450,000 ($720,000) last 
year, is seen by the others as a gentler place. 

Pearson owns half of Lazard Partners, 
which wholly owns the London office, and it 
has stakes of more than 11% in Paris and New 
York. It says it has no strategic interest in in- 
vestment banking. But Lazard produces a 
healthy, steady stream of earnings (£53m in 
pre-tax profits last year), requires no capital 
and minimal management time, so there has 
been no hurry to sell it. 

Analysts value Pearson’s Lazard stake at 
£350m-40om. But there is, realistically, only 
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one buyer: the other Lazard partners. This 
weakens Pearson’s negotiating stance. More- 
over, Lazard’s and some of its senior part- 
ners, through investment trusts, own some 
7% of Pearson, worth more than £500m. This 


has been thought enough to give Pearson 
some protection against predators. Mr Da- 





vid-Weill has said it would be “logical” to fi- 
nance a buy-out of Pearson’s stake in Lazard 
by selling its share of the media group. But 
Pearson has the power to veto Mr David- 
Weill’s changes; and a rare chance to get out 
of banking while it still has some bargaining 
power over its suave banking affiliates. 





Fund management 


Indexing the globe 


Pension funds invest in capital markets that are global, but use stock indices 
that are local. Do they need a new benchmark? 


TYPICAL British pension fund has more 

„money invested in pp Amoco than in 
the entire American stockmarket. Moreover, 
evena fund thatsimply wants to take a “neu- 
tral” position on the British stockmarket 
ends up holding fully 6% of its British equity 
portfolio in this single share. This makes 
pension-fund trustees unhappy. Not only 
does it explain why they have missed out on 
much of Wall Street’s bull market; it also bur- 
dens them with enormous “stock-specific” 
risk. But pension funds have lit- 
tle choice. “Best practice” rules 
oblige them to match assets to 
liabilities—ie, to invest mostly 
in their “home” market. That 
home market suddenly in- 
cludes an American company, 
Amoco, since it merged with pp 
last year. And so their “local” 
stockmarket index, the FTSE 
All-Share, tells them that 6% isa 
proper weighting. 

This example points to a 
growing problem facing inves- 
tors and index-calculators: 
how to deal with a world in 
which capital markets are skip- 
ping national boundaries and 
becoming global. One solution, 
proposed by Barclays Global 
Investors (cr), the world’s 
largest institutional money 
manager, and Bacon & Wood- 
row (B&w), an actuarial consultancy, is to 
create a new asset class of footloose multina- 
tional companies--and a new index to go 
with it. FTSE International, the firm that cal- 
culates Britain’s rrse All-Share and FTSE 100 
indices, plans to launch such a product this 
year. Standard & Poor’s, an American rival, is 
thinking similarly. But some say such an in- 
dex would miss the point. 

Pension funds use indices to define the 
classes of assets in which they invest, and 
hence the mandates that they give to their 
fund managers. So one manager running, 
say, an American equity portfolio uses the 
Russell 1000 or sap 500 indices as his bench- 
mark; another invests only in British shares 
and tries to beat the rrse All-Share. Or a 


82 


manager might be hired to replicate an in- 
dex, not to outperform it. This means that, 
for trustees, choosing the right indices is at 
least as importantas picking good managers. 

But what if the indices no longer provide 
diversification? America, home to about half 
the world’s total stockmarket capitalisation, 
has relatively little to worry about. Even 
huge companies such as Microsoft represent 
less than 5% of the overall market, the weight 
at which investment consultants start wor- 





rying about stock-specific risk. 

But more and more trustees and fund 
managers in America and Europe are won- 
dering whether the indices they track still 
paint a good picture of the asset classes they 
are supposed to represent. B&w reckon that 
20% of America’s stockmarket capitalisation, 
and 40% of Europe’s, is made up of compa- 
nies whose operations are too global to be 
considered “American” or “European”. 

So B&w and BGI propose to strip multi- 
nationals out of their geographical indices 
and group them in a new global index. As a 
benchmark this would be instantly appeal- 
ing: over the past decade, multinationals 
have provided the best returns with the low- 
est volatility. And, with fewer foreign com- 


ponents, local stock indices should become 
less correlated with each other and allow 
pension funds to diversify more effectively. 

One problem is how to define a multina- 
tional. ac and B&w reckon thatany compa- 
ny with more than half its turnover abroad 
fits the description. But this definition would 
exclude Microsoft and General Electric. It 
would include Diageo, a British-based food 
and drinks maker, but not if Diageo hap- 
pened tobe registered in America. Frank Rus- 
sell, an investment consultancy (and rival to 
B&w), reckons this makes the proposed in- 
dex just as arbitrary as those it would replace. 

“Irs an awkward and artificial way of ad- 
dressing what is a real problem,” says John 
Gillies of Frank Russell. Forcing multination- 
als into the same asset class, he reckons, is the 
wrong approach, because they tend to move 
more in line with their home stockmarket 
than with other multinationals. 

Instead, investors might be better ad- 
vised to jettison a common tenet of pension- 
fund investment—that liabilities must be 
matched by assets in the same country. 
Frank Russell urges its clients to use world 
market capitalisation, rather than plan liabil- 
ities, as an investment guideline. By this mea- 
sure, a “neutral” weighting in 
British shares would be 10% 
roughly the country’s share of 
the world stockmarket. Mr Gil- 
lies adds that the problerr 
would also be solved by Bri- 
tain’s joining the euro: even BI 
Amoco will have at most 2% 0) 
the euro-wide stockmarket. 

Could this mean the new 
multinationals index will bi 
stillborn? For an index to be : 
success, it has to be widely ac 
cepted and liquid, so that func 
managers can trade future 
and options on it. If, say, Amer 
ican pension funds ignored thi 
proposed index, it would no 
stand much of a chance. “If th 
market tells us that there isn’t. 
demand, we may reconsider, 
says Steven Vale, a director a 
FTsE International. But that i 
not what it tells him at the moment. Some € 
the keenest investors seem to be retail mu 
tual funds in America. 

Globalisation is not the indexers’ onl 
worry. On June 4th, rrse International als 
invited views on how to fix another potenti: 
distortion: the unavailability to investors.c 
shares that they include. At present, the crite 
rion used to include a company in, say, th 
FTSE 100 index is market capitalisation, eve 
ifas muchas 75% of its shares areclosely hek 
But shares in companies with a’small “fre 
float” are difficult to buy, and illiquidity ma 
distort their price. Like arbitrary definitior 
of nationality, this negates much of the pu 
pose of having an index in the first place. 
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Latin lessons on pensions 


South America has pioneered a new a 
the world should pay attention 


T SEEMS increasingly unlikely that 

America is about to embark on a radical 
overhaul of its social-security (public pen- 
sions) system. The administration and 
Congress alike seem happy togive the issue 
a wide berth at least until after the next 
election. Politicians in other rich countries 
are just as timid. Ineluctable demographic 
trends, they know, mean that the challenge 
will have to be faced one day: the worsen- 
ing ratio of contributors to pensioners is a 
familiar and uncompromising fact. But if 
the problem can be left, yet again, for some 
future lot of politicians to deal with, that's 
all right with the present lot. 

Aregovernments right to regard radical 
reform of social security as impossible to 
sell, except as a response to imminent cri- 
sis? The experience of Latin America says 
otherwise. There, many countries have 
moved away from unfunded state-run 
pension systems (schemes that pay for 
| pensions out of current taxes) to “priva- 
| tised” funded individual pensions (where 
benefits are financed out of capital accu- 
mulated by each person during his or her 
working lifetime). 

In more or less every case, these re- 
forms were a response to a looming or ac- 
tual fiscal crisis: in that sense, rich-country 
governments are merely following prece- 
dent in trying to delay the inevitable. But 
Latin America shows that the reforms can 
be politically successful as well as econom- 
ically necessary. Especially if the other les- 
sons from Latin America, concerning what 
went wrong as well as what went right, are 
borne in mind, the region’s experience sug- 
gests that reform is both desirable in itself 
and potentially vote-winning. 

A recent study by Monika Queisser for 
the orc tells the story well*. Chile went 
first, in 1981, with mandatory individual re- 
tirement accounts administered by com- 
peting fund-management companies. It is 
a pity that Chile led the way: for many ob- 
servers this proves that only an authoritar- 
ian government can abolish pay-as-you- 


pproach to social security. The rest of 





go state pensions. But in the 1990s many 
other countries in the region, mightily im- 
pressed by Chile’s success, followed with 
reforms of their own—-Colombia in 1994, 
Argentina in 1994, Uruguay in 1996 and 
Mexico in 1997, to name but four. Brazil 
may soon do the same. 

Funded individual pensions liberate 
citizens, especially the less well-off, from 
dependence on the state in retirement, and 
replace that dependence with financial 
self-determination. This is “popular capi- 
talism” writ large. Beyond that, there are 
other possible advantages as well: a more 
efficient labour market (because the dis- 
torting social-security tax is replaced with 
saving explicitly linked to income in retire- 
ment); higher savings and so extra invest- 
ment and faster growth; and faster devel- 
opment of modern financial markets, 

So far, the schemes have been popular. 
Despite recent turbulence in the markets, 
returns in Chile over the 17-year life of the 
scheme have greatly exceeded the derisory 
returns implicit in the earlier pay-as-you- 
go system. In countries where affiliation is 
voluntary, take-up has been high. It is un- 
clear whether saving has gone up (this de- 
pends in any case on how the transition to 
the new system is financed, of which more 
in a moment). But there is little doubt that 
the reforms have speeded the develop- 
ment of deeper and more efficient finan- 
cial markets in the countries concerned. 
Overall, the reforms have been a success. 

In rich countries, sceptics emphasise 
the difficulties of the transition. Today’s 
taxpayers are stung twice, doubters argue: 
once to provide for their own retirement, 
and again to finance the pensions of those 
who worked all their lives in the pay-as- 
you-go regime. This double burden is why 
sceptics regard the idea as politically im- 
possible. But Latin America shows that the 
transition can be managed in different 
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ways. Its pace can be varied by setting cut- 
off ages for workers’ participation; at one 
extreme, you could allow only new en- 
trants to the workforce to opt out of the 
state system. Or you could combine a pay- 
as-you-go pension with a funded one. 
Considerations such as these determine 
the cost of the transition. Then that cost, 
small or large, can be financed in different 
ways—out of taxes (in which case the bur- 
den fallson today’s workers) or out of extra 
government borrowing (which spreads the 
burden to more distant generations, albeit 
at the cost of eroding the added-saving 
benefit). In any event, Latin America shows 
that the transition is not insuperable. 

The main problem with the Latin 
American schemes, Ms Queisser points 
out, is that the systems’ running costs have 
been large (though in Chile’s case not big 
enough to alter the fact that returns to in- 
vestors have been high). Competition 
among funds has failed to curb their oper- 
ating costs, which amount to a steep 3% of 
wages in some countries: instead of com- 
peting on price, the firms have spent heavi- 
ly on advertising and sales agents. This is 
partly because funds are obliged to let in- 
vestors switch managers almost as they 
please—which has led to “transfer wars”. 
In Chile, 50% of contributors used to 
change funds every year; new rules have 
now cut this by half. Mexico too has put 
limits on transfers. 

In rich countries, another solution is 
feasible—namely, avoid the single-pur- 
pose-provider approach of the Latin 
American countries and let many kinds of 
firms (banks, insurance companies, mu- 
tual funds) compete for the business. Fierce 
competition in sophisticated markets has 
driven costs down in these businesses. 
There is no reason why the same should 
not be true for pensions, although the need 
for adequate prudential and saver-protec- 
tion regulation will clearly remain. 

Radical reform of social security is the 
next great liberal reform, easily as signifi- 
cant a change as the privatisation of state- 
owned enterprises—also dismissed in its 
time as Utopian. On pensions, Latin Amer- | 
ica has led the way. Let the world follow. 


* “Pension Reform: Lessons from Latin America’. OECD 
Development Centre, Policy Brief 15. 
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Mannesmann in 1st Quarter 1999 





Earnings up 
Continued strong growth of 
Telecommunications 


Confidence concerning full year 


majority stake in Omnitel and Infostrada 
in Italy ~ to exceed those of 1998. This will 
result essentially from further improve- 
ments in profits from Telecommunications 
and Engineering. 


Mannesmann got off to a good start in 
1999 thanks, particularly, to the continued 
strong growth of Telecommunications. 
Sales were up by 5% to $5 billion. The 
marked increase in profits from Tele- 
communications raised the result of 
ordinary activities above the level of the 
previous year, 


The continued high growth in Telecom- 
munications (+32%) was primarily 
responsible for the increase in sales. 
Automotive added 2%. Engineering very 
nearly matched the 1998 figure despite 
the worldwide decline in investments in 
capital goods. 


For the full year 1999 Mannesmann 
expects Group earnings — including the 
effects of the acquisition of the fixed-line 
carrier o.tel.o in Germany and of the 








Indicators Jan.—March Jan.~March 
1999 1998 

Sales $biliin 4951 4734 
“Engineering < $ bilion == 15350 1.557 
Automotive $ billion 1.504 1.471 
Telecommunications $ billion 1.424 1.082 
A raar e aaa l o 
Employees (31.03.) 118,286 115,825 
Investments ~$bilion 150 107 





Converted at the official fixing rate on March 31, 1999: EUR T = $ 1.0742 


Telecommunications continues 
vigorous expansion 

Mannesmann Mobilfunk boosted sales t 
33% to $1.2 billion. New customer growt 
was high, averaging close to 200,000 ne 
customers per month. At the end of Marc! 
the company had 6.5 million customers. 


In the fixed-line network, Mannesmann 
Arcor further expanded its leading posi- 
tion among the new competitors. Sales 

rose by 27% to approx. $269 million. 


In Italy, Omnitel (wireless network) and 
Infostrada (fixed-line network) continuet 
their successful development. At the end ı 
March, Omnitel topped the 7 million custo 
er mark. Infostrada increased the number 
of its customers to approx. 1.7 million. 


Cegetel, our French affiliate, also showec 
a very positive development in wireless 
telecommunications and the fixed-line 
network business. 


in Austria, the Mannesmann company 
tele.ring has a nationwide network at its 
disposal following the merger with City- 
kom Austria. 


We will be happy to send you a copy of 
our Letter to Shareholders together with 
the 1998 Annual Report on request. 


Mannesmann Aktiengesellschaft 
Presse und Information 

Postfach 10 36 41 

D-40027 Düsseldorf, Germany 
Fax (+49/2 11) 8 20 15 89 
www.mannesmann.com 


Mannesmann ~ 
Engineering, Automotive, 
Telecommunications, Tubes 


Mimannesmann 
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wildlife conservation 


NAIROBI 


Richard Leakey’s second stint in charge of Kenya’s wild animals looks likely 


to be as controversial as his first 


OR Richard Leakey, head of the Kenya 

Wildlife Service (kws), conservation often 
seems to be a continuation of war by other 
means. His first period as director of the 
igency (which he helped to set up in 1989) 
saw the introduction of a “shoot to kill” pol- 
cy to deal with poachers. He also ceremo- 
tially incinerated the country’s stockpile of 
confiscated ivory—even though, as critics 
Jointed out, the haul could have paid for a 
lozen new schools. Such harsh measures 
backed, admittedly, by an international 
yan on all trade in ivory) appear to have 
worked. After decades of decline, the ele- 
hant population in Kenya has stabilised, 
ind even begun tocreep up again. 

His second session in the director’s chair 
vegan eight months ago (the interregnum 
vas caused by his resignation to enter poli- 
ics in 1994, after clashes with Daniel arap 
voi, Kenya’s president). The years, however, 
lave not softened him. His approach this 
ime is almost as belligerent as shooting 
roachers—it is a system of heavily defended 
rontiers for the areas under the Kws’s pro- 
ection, which he refers to as “hard edges”. 

This scheme means that Kenya’s nation- 
il parks are, in effect, declaring independ- 
nce from the rest of the country. They will 
ve surrounded by fences and defended by 
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border guards. Those fences, which will of- 
ten be electrified, will, of course, serve to 
keep the animals in and thus stop them da- 
maging the crops on surrounding farms. But 
their main purpose is to keep unwanted hu- 
mans out. 


Anedgy compromise 

The extent to which wildlife and people can 
co-exist has long been a worry to conserva- 
tionists. Some of them argue that peaceful 
co-existence is possible, especially if the ani- 
mals are made to pay their way through tou- 











rism and the “cropping” of surplus beasts to 
provide food. But others, though in general 
willing these days to fall in with the line that 
nature must earn its keep if it is to survive, 
suspect that the benefits will frequently ac- 
crue to people other than those whose activ- 
ities actually threaten the animals—and thus 
that the invisible hand of self-interest will 
notgive animals any protection. 

Dr Leakey seems to take the second ap- 
proach—at least as far as the beasts in his 
custody are concerned. He is alive to the fact 
that his actions will be supported by thegov- 
ernment only because of the income they 
bring to the tourist industry (one of Kenya's 
biggest export earners). And ifitis tobe an in- 
dustrial project, then industrial public-poli- 
cy methods can be applied. A western gov- 
ernment, he points out, would not hesitate to 
use compulsory land purchase for a scheme 
deemed to be in the public interest (a hydro- 
electric dam, for example). So why should 
similar methods not apply to tourist-attract- 
ing wildlife reserves? 

The first place to be the target of this atti- 
tude is Lake Nakuru. It is surrounded by set- 
tlements, and its boundaries have become 
“blurred” as a result. Now, thanks to a two- 
metre-high fence, those boundaries will be 
clear—and people who have been squatting 
on government land will have to clear off. 

That, though it will no doubt produce 
some compiaints, is probably reasonable— 
the squatters should not have been there in 
the first place. More controversial, however, 
is a scheme to “encourage” people to leave 
the valley of the Tana river. 

This valley is home to two rare species of 
monkey, the red colobus and the Tana river 
mangabey. People have lived there since be- 
fore it was declared a protected area, but 
their numbers have expanded considerably 
in recent years. One or other group of pri- 
mates must, in Dr Leakey’s view, therefore 
go. He plans that it will be the people. 

The Tana river resettlement scheme is 
supposed to be voluntary, and comes with 
incentives such as money for new schools, 
water supplies and clinics. But there are still 
some locals who would rather stay. In theo- 
ry, they can. But they will have to put up 
witha series of restrictive measures designed 
to make life more comfortable for monkeys 
and less comfortable for people. Nobody, for 
instance, will be allowed to cut down trees; 
and human movements will be strictly con- 
trolled. The message is thus pretty clear: 
“please leave”. 

Whether “hard edges” will work as well 
as “shoot to kill” remains to be seen. But it 
could prove a risky strategy. People moved 
off their land have long memories, and when 
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political circumstances change they may 
translate those memories into action. Even 
in Europe, many of those whose homes have 
been flooded by reservoirs still mourn their 
lost villages, and would go back given the 
chance. And dams—with all the attitudes 
that back them up—are going out of fashion. 

a z 





Health and economics 


Dead reckoning 


EING a Russian these days is a risky busi- 

ness. In 1959 a Russian baby boy could 
have expected to live, on average, to the age 
of 65. Forty years later the figure is 61—less 
than an Egyptian or a Paraguayan. As Nicho- 
las Eberstadt, a demographer at the Ameri- 
can Enterprise Institute, in Washington, pc, 
puts it in a forthcoming article in Policy Re- 
view, “Russian men in their 40s and 50s are 
dying at a pace that may never have been 
witnessed during peacetime in a society dis- 
tinguished by urbanisation and mass educa- 
tion.” For the inhabitants of a supposedly 
developed country, in other words, their 
prospects are dismal. 

Until recently, however, such a reversal 
of medical fortune would not have been re- 
garded by economists—the practitioners ofa 
famously dismal science—as a cause for con- 
cern. That may come as a surprise to laymen, 
who might be forgiven for thinking that 
common sense dictated otherwise. But the 
traditional economists’ model of the rela- 
tionship between health and wealth is that 
the second drives the first. As a country 
grows richer, its people become healthier 
and live longer. Happenstances such as that 
occurring in modern Russia are therefore ex- 
ceptions that prove a general rule. 

Dr Eberstadt begs to differ. He and a few 
other social scientists have decided to give 
common sense a chance to make its case and 
look at the reverse notion—that health might 
affect wealth as much as wealth affects 
health. What they have found does not 
make for happy reading. 

At first glance, the news looks reassuring 
enough. Only two parts of the world 
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head. Last year, Dr Bloom and Pia Malaney, 
another researcher at Hip, looked at Russia 
and reached similarly upbeat conclusions. 
Between 1990 and 1995, the country’s rising 
mortality had knocked only an insignificant 
0.3 percentage points off its annual econom- 
ic performance. 

Dr Eberstadt, however, was sceptical. Af- 
ter all, neither Africa nor Russia had turned 
in exactly stellar economic performances 
over the periods in question—years when 
healthy-but-poor Asia was. growing at a 
cracking pace. Indeed, Russia’s economy had 
shrunk by 9% in terms of cpr per head. 

He therefore approached the problem 
from another direction. By and large, he 
found, a country’s cpr per head closely 
tracks male life expectancy. It is no coinci- 
dence, in his view, that male life expectancy 
was, indeed, on the slide in Russia during the 
period in question. 

To counter the argument that Russia’s 
fall in cpr per head is causing the fall in life 
expectancy, rather than the other way 
around, Dr Eberstadt points to Latin Ameri- 
ca after the 1980s debt crisis, and Indonesia 
today. Both saw sharp drops in output per 
head, but the improvement in life expectan- 
cy continued, albeit at a slower pace. 

If this thesis is correct, it provides yet an- 
other reason to view the long-term future of 
the Russian economy as gloomy. Though 
some of Russia’s health problems, such as 
epidemics of infectious diseases that have 
disappeared in the West, could be ended rel- 
atively quickly given the political will, most 
are chronic problems caused by the abuse of 
two legalised recreational drugs: alcohol (an 
average Russian adult drinks three bottles of 
vodka a week) and tobacco. 

The result is cardiovascular disease on a 
monumental scale (even Russia’s rate for 
women, which is well below that of its men, 
is still double the male rate in Canada), and 
fatal violence in the form of accidents, sui- 
cides and murders. The latest projections 
from the United Nations put Russian life ex- 
pectancy at just over 65 for men in 2010-15, 
and just over 75 for women, That is barely 
higher than it was in the early 1960s. 

The implication, if nothing is done, and 





have suffered clear declines in 
health in recent years: Africa,cursed 
by the spread of arps, and Russia 
and some of its neighbours, cursed 
mainly by the spread of the vodka 
bottle. In both regions, poor health 
seems on the surface to have had lit- 
tleimpact on the economy. 

For instance, a couple of years 
ago David Bloom and Ajay Mahal, 
of the Harvard Institute for Interna- 
tional Development (Hu1p), looked 
at the impact of the spread of arps 
in 51 countries from 1980 to 1992. 
They found no evidence that it had 
slowed their growth in Gpp per 
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the link between life expectancy and cpp 
per head holds, is that Russia might drop, 
over the next decade and a half, from being 
the world’s 13th- or 14th-largest economy to 
its 2oth—below the spots currently occupied 
by such superpowers as Argentina and the 
Netherlands. That is, unless its peoplecan be 
persuaded to wean themselves from their 
addictions. But with that sort of economic 
prognosis, why would they bother? 


Diamonds 
Hot stones 


PRETORIA 


LD may be a girl’s best friend 
but they have other uses besides seduc- 
tion. As well as being one of the hardest sub- 
stances known to man, they are one of the 
best available conductors of heat—five times 
more efficient than copper. That makes arti- 
ficial diamonds (which are created by va- 
pour deposition from special chemical mix- 
es) ideal as souped-up “heat sinks” for the 
energetically profligate chips that are used ir 
top-of-the-range computers. Without suck 
sinks to carry away waste heat, these chips-- 
and the computers that they inhabit— 
would shudder rapidly toa halt. 

But even diamonds have their limits 
Their unique heat-conducting power is duc 
to the lattice-like structure of chemical bond: 
that holds together their constituent carbor 
atoms. Heat energy is transmitted througt 
these bonds as a series of vibrations. Bu 
slight irregularities in the way that the bond: 
vibrate mean that most diamonds are not a: 
good at conducting heat as they should be. 

The irregularities are caused becaus: 
about 1% of the atoms in the lattice weigt 
more than their neighbours (they have extri 
neutrons in their nuclei, and are known 
technically, as different isotopes). Bond 
with a heavy carbon atom atone end vibrat 
ata different rate from those linking two ligh 
atoms, detracting from the perfection of th 
lattice. Now, a group of South African phys 
icists has worked out how to avoid this im 
perfection by separating the light from th 
heavy carbon atoms. This makes it possibl 
to grow diamond crystals that are isotopical 
ly pure and will conduct heat 50% more effi 
ciently than their mixed-up cousins. 

Einar Ronander and his colleagues wer 
once employed by South Africa’s Atomic En 
ergy Corporation. Their work there wa 
aimed at separating the light, fissile isotop 
of uranium (useful for making bombs ant 
reactors), from its more abundant, but les 
useful, heavy cousin. But by 1997, their set 
vices were no longer required and they turn 
ed their attention to more commercial work 
forming a company called Scientific Devel 
opment & Integration (sp1). 

Whether the element is uranium or cai 
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helped with the development work, believe 
they have managed the trick. 

The companies’ “Platinum” series of la- 
sers is to be unveiled at the forthcoming La- 
ser’99 trade fair in Munich. These lasers use a 
novel switching system to compress their 
power into the tiny but immensely energetic 
bursts needed to explode the carbon-con- 
taining molecules. The pulses are a mere ten- 
millionth of a second long. That means that 
although the laser’s electrical input is about 
the amount needed to run a bedside lamp, 
an individual pulse has an intensity of sever- 
al million watts. 

The resulting diamonds are surprisingly 
inexpensive. Those made of the light isotope 
are expected to cost about $20 a gram—cer- 
tainly cheap enough for use as heat sinks. 
Those composed of the rarer, heavy isotope 
(which can be used to “label” biochemicals, 
in order to trace their progress through the 
body) will cost about $80a gram. Whether ei- 
ther will command a premium in the more 
traditional markets patronised by courting 


bon, however, the technology of such sepa- 
ration is basically the same. It exploits the 
minute variations in vibration frequency 
that cause the problem in isotopically im- 
pure diamonds in the first place. The element 
to be purified is first incorporated into a 
chemical that can be turned into a gas. (In 
this case, the exact compound is still proprie- 
tary information.) Then an infra-red laser is 
shone through the gas. Infra-red is chosen 
because chemical bonds tend to vibrate at 
the same frequencies as infra-red light. 

By tuning the laser very precisely to the 
frequency of one particular sort of bond 
(such as that with a heavy carbon atom at 
one end), a molecule containing that bond 
canbe shaken up. If shaken enough it will ex- 
plode—releasing its constituent atoms as 
electrically charged ions. The ions can then 
be pulled out of the gas by a strong electric 
field. Both what is removed and what re- 
mains will thus end up isotopically pure. 

Put this way, it sounds easy enough. But 
actually doing it, of course, is a technical 
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But just how pure are you? 





nightmare. Nevertheless spi and its Scottish 
partner, Edinburgh Instruments, which has 


lovers remains, however, to be seen. 





OLVING crossword puzzles is exactly 
the sort of thing computers are bad at. 
One problem is that clues—particularly 
those in American crosswords, which snif- 
fy fans of British cryptic puzzles look down 
on—require general knowledge. That is 


something that computers lack altogether. 


Another difficulty is the need for lateral 
thinking: different clues need different ap- 
proaches. Indeed, from a computer’s point 
of view, solving crossword puzzles seems 
so hard that Will Shortz, crossword editor 
of the New York Times, has asserted that 
computers will never be able to doitas well 
as people. 

Michael Littman and his team at Duke 
University in Durham, North Carolina, 
disagree. They have come up with Proverb, 
a crossword-solving software system. In 
place of general knowledge, it uses infor- 
mation culled from the world’s largest 
source of machine-readable trivia: the 
World Wide Web. And instead of lateral 
thinking, it relies on a cunning computa- 
tional trick borrowed from the field of pat- 
tern recognition: attack a thorny problem 
with several different software recipes (or 
“algorithms”) at the same time, and then 
pick the best-looking answer. 

This trick is already used in handwrit- 
ing- and speech-recognition software. 
Rather than relying on a single complex al- 
gorithm capable of recognising all the let- 
ters of the alphabet, or the phonemes of a 
spoken language, such systems use collec- 
tions of simpler algorithms, each of which 


Crow’s broad roost (anag) 


is good at recognising a particular letter or 
phoneme. Combining the products of the 
various algorithms yields better results 
than any one of them could have delivered 
on its own. 

In similar vein, Proverb has around 30 
“expert modules”, each of them good at 
solving a particular kind of clue. The mod- 
ules are given all the clues from a new puz- 
zle to chew on, and each module produces 
its own list of possible answers to the clues, 
along with an estimate of how likely that 
answer is to be correct. (Hence the system’s 
name, which is allegedly derived from 
“probabilistic cruciverbalist”.) 

The “movie” module, for example, em- 
ploys an Internet database to answer clues 
about film stars (for “ ‘Rain Man’ Oscar 
Winner”, for example, it correctly guesses 
“Hoffman”). The “geography” module 
knows about capital cities, rivers and soon. 
Another module looks upeach clue in a da- 
tabase of 350,000 previously published 
crosswords whose answers are already 
known. Modules that employ so-called 
“fuzzy” logic search for close matches to 
such known clues. A thesaurus module 
looks up synonyms. A “path” module 
looks for words that are commonly linked 
to other words. Some modules ignore the 
clues altogether, and simply search for 
words or phrases of the right length to fit 
into the grid spaces. 

After a few minutes, the answers gen- 
erated by all these modules are passed to a 
separate piece of software that does its best 


to fit them into the grid. It does this by ba- 
lancing the need for letters to coincide in 
the grid-squares where the words actually 
cross against the need to favour the most 
plausible answers. Once the grid is full 
(which takes about a quarter of an hour), 
Proverb spits out its solution. 

The results, which will be presented at 
an artificial-intelligence conference in Or- 
lando, Florida in July, are impressive. Giv- 
ena sample of 370 crossword puzzles from 
American newspapers, Proverb averaged 
more than 95% words correct and 98% let- 
ters correct. In 46% of cases, it found the ex- 
act solution to a puzzle. According to Dr 
Littman, this makes its performance “well 
above that of casual human crossword sol- 
vers”. In fact, it is better at solving cross- 
words than any of its creators. 

In the process of developing the sys- 
tem, Dr Littman and two of his graduate 
students, Greg Keim and Noam Shazeer, 
made contact with Mr Shortz to ask him 
about the vagaries of crossword scoring. 
Mr Shortz provided them with the puzzles 
he had devised for the annual American 
crossword-puzzle tournament, which 
took place in March. Had Proverb taken 
part in the contest, it would have come 
147th in a field of 255 contestants. 

Mr Shortz, however, had the last laugh. 
One of the puzzles involved a deliberate 
spoonerism in every clue (a spoonerism, 
for non-crossword-buffs, is a pair of words 
with transposed initial letters or syllables). 
This so flummoxed Proverb that it got only 
three answers out of 78 correct. Evidently 
the best human crossword solvers have lit- 
tle to fear—so far, at least. 
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PRESIDENTIAL SPECIAL PROJECT DIVISION, 
FEDERAL REPUBLIC OF NIGERIA, ABUJA, NIGERIA 


The President of the Federal Republic of Nigeria, General Olusegun Obasanjo is committed to the speedy and global transformation of 
- the Niger Delta Region into a zone of equity, prosperity and tranquillity. 


A Special Project Division (SPD) has been set up in the President's Office. It is charged with the responsibility’ of producing 2 a 
comprehensive masterplan for physical and social developments of the Region. 


Consequently, SPD requires the services of Regional masterplanners of international repute from within and outside Nigeria with the 
following expertise: 


(10) 


(11) 
(12) 


(13) 
(14) 


Potable Water Survey 

Health Services (Urban and Rural) 
Electrification (Urban and Rural) 
Environmental Protection and Sanitation 
Education: Survey of schools 


: (i) Primary; 


(ii) Secondary, 

Gii) Tertiary, 

(iv) Vocational 

Transport, (Road and Marine) 
Housing 

Agriculture - Fisheries/ Plantation 
(i) Arable land; 

(ii) — Condition of Rivers; 

(iii) Land under Plantation 


Economic Planning 

(i) Manpower survey 

(ii) | Data on Unemployment by age and gender 

(iii) Oil and Gas Services and associated industries 

(iv) Agro-allied businesses, 

(v) Survey of Small and Medium Enterprises 

(vi) Survey of Income Distribution 

(vii) Impact of previous Infrastructure Intervention Programmes ‘ 


Banking and Finance Services; (survey of:) 

(i) Micro-credit institutions, 

(ii) Rural banking facilities, 

ii) Impact of Poverty Alleviation intervention measures. 


Assessment of Community Relations effort by Oil Companies Operating in the Region. 


All prospective applicants must have verifiable experience in producing comprehensive regional Master-Plans in terrain similar to 
the Niger Delta region of Nigeria. 

Selection is competitive. 

INFORMATION REQUIRED 

(i) Experience: The nature and scope of work carried out with dates, places and references. 
(ii) List of Staff, Qualifications, and Experience. 

(iii) Operating Bases 

(iv) Works in Progress and Location 

(v) Country of Registration 

(vi) Evidence of International Registration with relevant professional bodies 

(vii) Name of Banks and Addresses. 


Interested applicants should respond in writing, (Triplicate) enclosing copies 0 of their brochures, and other relevant documents requested 
in paragraph 14 to - 


» 


The Special Adviser, Special Projects Division, 
SGP’s Office, 

The Presidency, 

Federal Secretariat, 

Shehu Shagari Way, 

Garki, 

Abuja, 

Nigeria. 


ALL APPLICANTS MUST INDICATE THEIR RESOLVE TO COMPLY TOTALLY WITH OECD TRANSPARENCY REGULATIONS. - 


DR. DOYIN OKUPE, Special Assistant to the President Ceda and | Publicity) 


MOREOVER 


Why Berlin’s musicians 
don’t need a maestro 


The hunt to fill classical music’s top post—chief conductor of the Berlin 
*hilharmonic—will soon be over. Is the job needed, our correspondent asks? 


HERE will be no puff of white smoke, 

nor will the news be announced in Latin 
o an ecstatic multitude. But there is still 
nuch of the mystique of a papal conclave 
ibout the way the Berlin Philharmonic Or- 
thestra decides who to appoint (or anoint?) 
is its new chief conductor. After many 
veeks informally weighing the merits of the 
farious contenders, the 130-or-so players will 
hortly go into ultra-secret session to choose 
he lucky man (no women, alas, are in the 
unning) for what is widely touted as the 
nost prestigious post in classical music. 

Whoever receives the call—Daniel 
sarenboim and Sir Simon Rattle are among 
he hottest tips—he will be only the sixth 
hief conductor (barring a couple of interim 
igures after the collapse of Hitler’s Reich) in 
he orchestra's 117-year history. A job for life, 
hen, heading a national institution as un 
ivalled as ever? Well, hardly. Whisper it not 
1 the presence of music buffs in the German 
apital, but even the Berlin Philharmonic is 
ot the draw it used to be; neither for players 





yint favourites: Barenboim... 
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nor, the fascination of the selection ritual 
notwithstanding, for conductors. 

One reason why is that the competition 
has become a lot hotter, not least in Munich, 
the Bavarian capital, which is determined 
not to be sidelined either artistically or politi- 
cally by whatit regards as “that Prussian mo- 
loch”, Berlin. Hence the hefty annual sum of 
around DM2m ($1.1m) for 24 concerts plus re- 
hearsals, which the city is forking out for 
James Levine, the American star who has be- 
come the new chiefconductor of the Munich 
Philharmonic. Long in the doldrums, the 
Munich band vastly improved in its 17 years 
(1979-96) under a legendary Romanian-born 
maestro, Sergiu Celibidache; so much so that 
in some repertoire, Bruckner for instance, it 
was reckoned at least a match for the best on 
offer in Berlin or Vienna. Now Mr Levine is 
drawing a more lithe, more brilliant sound 
from the players and is starting to conquer 
even the notoriously conservative, Celi-wor- 
shipping Munich public. 

Arguably a few notcheseven better is an- 
other Munich-based orchestra, 
the Bavarian Radio Symphony. 
Founded in 1949, it won an in- 
ternational reputation under 
its first three conductors, Eugen 
Jochum, Rafael Kubelik and 
Colin Davis, and is scaling new 
heights of virtuosity under its 
fourth, Lorin Maazel. Prodi- 
giously gifted, as composer, vi- 
olinist and orchestral trainer 
with perfect pitch and a photo- 
graphic memory, Mr Maazel 
was so peeved when the Berlin 
Philharmonic passed him over 
for the chief conductorship a 
decade ago that he boycotted 
the orchestra for years. Might 
that “snub” have acted as a 
spur to his perfectionist zeal 
when he took over the Bavar- 
ian band in 1993? At any rate, 
local insiders claim he sched- 
ules complete cycles of Beetho- 
ven, Brahms and Bruckner 
symphonies, classic fare for 
many orchestras, of course, but 





..and Rattle 


especially so for the Berlin Philharmonic, to 
encourage direct comparison between “his” 
players and the competition up north. True 
or not, the comparison certainly does the Ba- 
varians no harm these days. 

Besides such up-and-coming ensembles, 
there is at least one orchestra, the illustrious 
Staatskapelle in the Saxony capital of Dres- 
den, that has never flagged. Now 450 years 
old, a grand seigneur as it were to the baby 
Berlin Phil, it won accolades froma stream of 
composers including Mozart, Richard 
Strauss and Wagner, who enthused in 1848 
that “this Kapelle is the most precious insti- 
tution of the German fatherland,” and al- 
ways plays with its own distinctive elegance, 
even when it happens to have a ninny in 
front of it wielding the baton. Locked away 
for decades in the communist east it tended 
to be half-forgotten, at least compared with 
the “giants” on the international concert and 
recording circuit. Now it is winning a higher 
profile again under the Italian maestro, Giu- 
seppe Sinopoli, who is extending its range 
into more up-to-date repertoire while guests 
like Colin Davis foster the classics. 


And plenty of others 

That list is far from complete. Leipzig music 
fans, for instance, claim that after a spell in 
the doldrums and despite a cash crunch 
their venerable Gewandhaus orchestra is 
again a match for its snooty rival down the 
road in Dresden. Germany also has a lot of 
ensembles that are not quite world class in 
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all they play but are unsurpassed in particu- 
lar repertoire. The South West German Radio 


Orchestra; for instance, lacks the Berlin Phil- 
harmonic’s tonal weight, but under its com- 


poser-conductor Michael Gielen it is nim- ` 


bler in the most modern scores. The 


Berlin-based Deutsches Symphonie-Or- 


chester (formerly the rias) has just lost one 
imaginative conductor, Vladimir Ashkena- 
zy, after a productive decade of partnership 
but has signed up another, Kent Nagano. 

The very last person to encourage myths 
about the Philharmonic is its current Italian 
supremo, Claudio Abbado, who stunned 
players and fans alike last year by revealing 
almost in passing that he did not aim to re- 
new his contract when it expired in 2002. 
Hardly a cause for shock, one might think, 
since by that time Mr Abbado will have held 
the post for 13 years and might reasonably be 
expected to want to try something new. But 
traditionally the only force considered capa- 
ble of parting chief conductors from their be- 
loved Philharmonic has been death itself. At 
any rate that was true of Herbert von Kara- 
jan, who held the post from 1954 to 1989, and 
of his predecessor Wilhelm Furtwangler, 
whose association with the orchestra went 
right back to 1922. 


Is Berlin what it was? 


Recently, moreover, a young Finnish maes- 
tro, Esa-Pekka Salonen made a remark hith- 
erto almost as unthinkable as Mr Abbado’s. 
Asked on a visit to Berlin what he thought of 
rumours that he was on the short list to take 
over the Philharmonic, he replied that he 
was quite happy with his own orchestra in 
Los Angeles, thank you. Besides, his current 
job also gave him time to compose. Trying 
not to seem too eager? Perhaps; but just as 
likely a sign that the Philharmonic lure really 
is no longer irresistible. Not that this problem 
is specific to Berlin. Of America’s famed “big 
five” orchestras—Boston, Chicago, Cleve- 
land, New York and Philadelphia—two are 
casting about for new conductors and are 
hardly being overwhelmed with applicants. 
Not surprisingly. “Big five” is really a misno- 
mer these days, with “provincial” bands in 
cities like Saint Louis or Cincinnati, not to 
mention Mr Salonen’s ensemble in Los An- 
geles and Michael Tilson Thomas's San Fran- 
cisco Symphony, consistently mustering tip- 
top performance. 

On the positive side, since he took over 
in 1989 Mr Abbado has widened the Berlin- 
ers’ repertoire to include modern composers 
such as Luigi Nono, Luciano Berio and Alfred 
Schnittke that von Karajan shunned. Close 
to one half of the personnel has been re- 
placed, in many cases by fine young players 
itching to try something new. But some key 
positions remain embarrassingly vacant, 
thanks partly to sharper competition from 
other ensembles but also to financial uncer- 
tainty generated not least by the slump in 
classical cp sales. Make no mistake, with 
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still-buoyant demand for tickets, well- 
heeled sponsors and an annual subsidy of 
DM24m, the Berlin Philharmonic is still far 
better off than, say, the plucky but impecu- 
nious London orchestras. But it is no longer 
the cash-generating machine it was in the 
heady days when virtually every Karajan re- 
cording became an instant hit. 

Small wonder, given the personnel 
changes and shift in repertoire, that the or- 
chestra has bit by bit been losing the sheer 
polish and uniquely burnished tone in the 
classical and romantic repertoire that von 
Karajan fostered so assiduously for over 
three decades. “A good job too,” mutter crit- 
ics who regarded von Karajan’s cultivation 
of plushly luxurious sound as inappropriate 
to, say, the delicacy of Mozart or the painful 
irony of Mahler. For others, though, the loss 
is palpable as well as audible. The burning 
question is where does the orchestra go from 
here, and with whom? 

On the face of it, Mr Barenboim might 
seem the safest choice. A guest-conductor of 


the Philharmonic for decades, a popular 


Contemporary composers 


Follow this face 


chief of Berlin's Unter den Linden opera 
house, a proven record as music director of 
the Chicago Symphony, he commands a 
huge, albeit mainly traditional, repertoire. 
Karajan without the flair, perhaps. Is that 
enough? Sir Simon Rattle can electrify play- 
ers and public alike with flashes of insight 
and thought-provoking programmes. His 
Berlin concerts in June linking Boulez’s “Ré- 
pons” with Mahler's Seventh Symphony are 
a perfect example of the latter. But in some 
key repertoire for the Philharmonic, Bruckn- 
er and Schumann for instance, he is an un- 
known quantity. Ingo Metzmacher of Ham- 
burg is an unsurpassed: interpreter of 
contemporary works, but his credentials in 
the classical repertoire are shakier than Mi 
Rattle’s, let alone Mr Barenboim’s. So the lisi 
can be extended to include Christian Thiele- 
mann and Mariss Jansons among others. 
The sad truth is that, ponder and argue ir 
their “conclave” though they may, the Berlir 
players will find no single conductor whc 
can ensure them supremacy in the music ol 


‘the present as well as the past. He simply 


does not exist. So why not name nobody? Le 
the orchestra decide on the works it mos 
wants to play, and invite the best interpret 
ers it can find for each (hopefully, hugel 
varied) programme. A heretical, or worse 
unbusinesslike, idea? Not at all. The Vienni 
Philharmonic long ago gave up having : 
chief conductor in favour of “guests” (one o 
the most active of them these days, inciden 
tally, is Sir Simon Rattle), and it has thrivec 
onthe experience. Its players are drawn fron 
the ranks of the local opera orchestra, as th: 
Berlin Philharmonic’s are not, so they hav 
an extra source of income. But that alon 
does not rule out introduction of a fully 
fledged guest conductor system elsewhere 
The Berlin Philharmonic, long self-govern 
ing and proud of it, should give it a try. ] 
might just help whatis still atleast one of th 
world’s finest ensembles to steal a march oi 
all those once largely ignorable competitor 
that are now snapping at its heels. 


Not yet 30, Britain’s leading new composer goes from strength to strength 


IE 52nd Aldeburgh Festival in Suffolk, 

originally the conception of Benjamin 
Britten, opens this week. It is the first to beor- 
ganised by its new artistic director, Thomas 
Adès. In the last six years, Mr Adès has 
emerged as one of the most admired and 
prolific young composers in Britain. Publish- 
ed by the prestigious firm of Faber and Faber, 
with a recording contract at emi that has al- 
ready resulted in three cps devoted to his 
concert music, as well as a recording of his 
first opera, “Powder Her Face”, Mr Adès is 


regularly mentioned now in the same lis 
that includes Benjamin Britten, Michael Tig 
pett, Peter Maxwell Davies and Harriso 
Birtwistle as one of the few significant Britis 
composers of the second half of the zot 
century. Still only 28 years old, he has als 
proved himself an accomplished piani: 
and conductor. At the Aldeburgh Festival, 2 
well as conducting a new production by Di 
vid Alden of “Powder Her Face”, Mr Adé 
has programmed two concerts with his ow 
music and that of Janacek, Sibelius, Per No: 
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gard, Ives, Stravinsky and premieres by 
Stuart MacRae and Conlon Nancarrow. He 
has commissions for new operas from 
Glyndebourne and the Royal Opera, and or 
a symphonic piece from the New York Phil- 
harmonic. Such intense activity must take its 
toll,even for one so young. 

Mr Adès in person seems like a mixture 
of boisterous confidence and typically Eng- 
lish, self-deprecating humour. 
Tall, thick-set, with a deep voice 
that rises into peals of laughter, he 
agrees that the triple career of 
composer, performer and admin- 
istrator is one that has to be con- 
stantly reined-in, so that he can 
just say no to offers and retreat to 
get on with the business of com- 
position. He has looked hard at 
composers who are side-tracked 
by performing and conducting 
and feels it does not really work. 
As a conductor, he maintains, 
there must be total precision. “You 
have to be absolutely legible and 
clear. You can’t be a creative artist 
like that, though. You can’t write 
music in which you know in ad- 
vance exactly how everything will 
work, There have to be secrets. 
"rom oneself as well. I dorrt think 
conductors have that.” 

Those thoughts may be a clue to Mr 
Adés’s music. It is infused with lost tunes, 
nelodies which one hears behind the elab- 
rate instrumental configurations; In this he 
1as more affinity with Poulenc or Weill, on 
he surface “simpler” composers than the 
nore obvious comparisons, Britten or Stra- 
tinsky—-both of whom have clearly influen- 
ed him-—even though he rejects many of 
he traits of neo-classicism and modernism. 


{nearly start 


Ar Adés was born in London. His father 
omes from a family that lived in Alexan- 
Iria, His mother is a well-known art histori- 
n and exhibition organiser. At a young age, 
e found he could sight-read music with un- 
sual ease. He gained a place at the Junior 
iuildhall music school when he was 12. The 
rst works he remembers hearing, signifi- 
antly, were early Spanish choral pieces. 
arly in his musical education he exhibited 
ilent as a keyboard player and composer. 
lis first finished piece was a tone-poem for 
iano inspired by T.S. Eliots “The Waste 
and”. He had begun to set the whole poem 
s a cantata, intending to use enormous 
wees with 30 percussionists, but only got 
aout five lines in before he realised its im- 
ossible scale. 

Among his earlier compositions, the one 
iat brought him widescale recognition was 
ving Toys”, an orchestral suite in eight 
lovements commissioned by the London 
nfonietta. Acclaimed at the 1994 Paris Ros- 
um as the best work by a composer under 
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A musical all-round 





30, it swiftly led to other commissions in- 
cluding a Chamber Symphony, a string 
quartet, “Arcadiana”, and then the opera 
“Powder Her Face”, with a libretto by a nov- 
elist, Philip Hensher. This was premiered in 
1995 and while well-received proved to be 
more controversial than even the composer 
and author had imagined. 

The opera is based on the life of the soc- 





iety beauty Margaret Whigham, who be- 
came the Duchess of Argyll and was in- 
volved in a famously scandalous divorce 
case. One piece of evidence that intrigued 
the tabloid press of the time was a photo- 
graph of the Duchess, said to have shown 
her performing what the judge called “a dis- 
gusting sexual activity” with a man whose 
face was off camera. This is acted out and 
sung by the lead soprano in what has be- 
come known as the “fellatio aria”. Mr Adès 
claims that he had little idea of the shock this 
was to provoke, To critics who saw the opera 
as an attack on a defenceless elderly woman, 
he answers that he wanted an outrageous, 
unlikeable character whom the audience 
mustin the end identify with. 

Although as loth as any composer to de- 
scribe his work, he says that when he hears 
his music performed by other musicians 
they can reveal lines in the music he has ei- 
ther forgotten or never intended. The only 
word he will offer is “organic”. He feels that 
there is a “very, very strong line—not literally 
like a melody but everything has to go from 
one section to another logically.” 

His music is not “difficult” in a formal 
sense. It is not atonal, though he uses a good 
deal of dissonance. It is richly scored, in the 
orchestral pieces drawing on the whole 2oth- 
century tradition of incorporating unusual 
rhythms and instruments within the restric- 
tions imposed by the classical orchestra. 
However, it is music that demands a great 
deal from the listener. It is intense in mood 
and structure, often with altering planes of 
differing sounds. Something that seems fa- 
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miliar in the context of a small chamber or- 
chestra will give way to a modern jazz band 
and revert to a primitive folk texture all with- 
in a few minutes. There is irony and humour, 
but this, too, is deceptive because beneath 
these there is clearly a fierce intellect and 
passionate involvement. 

His tone poem “Asyla”, commissioned 
for the Birmingham Symphony and pre- 
miered under Sir Simon Rattle, is a 
case in point. Although not his 
longest work it is the largest in 
conception. The title (the plural of 
asylum) is meant to suggest “ref- 
uge, sanctuary and mad-house”, 
He laughs at the thought of this 
piece, which is really a symphony: 
“It’s been a turning-point, I'd real- 
ised how small-scale some of my 
music had been. It's an event in 
my life.” Already recorded by Sir 
Simon Rattle, it is to be performed 
this summer at the London Proms. 

Is Mr Adés a late zoth-century 
composer, or an early example of 
the way music will goin the 2000s? 
Will the division between popular 
music and that written for the 
concert hall or opera house be- 
come even wider? Mr Adés insists 
that pop music gives an era its 
own sounds, its own tonal colour. He com- 
poses as if he had never been taught that the 
two areas were separate. 

“We're terribly over-saturated with in- 
formation now. As an artist one wants to 
make a sealed space. The room I work in just 
has a piano and the books I'm reading at the 
moment. The question really is—whether to 
be safe, or mad.” 


The change in Europe 


For good or ill 


HISTORY OF THE PRESENT: Essays, SKETCH- 
ES AND DESPATCHES FROM EUROPE IN THE 
1990s, By Timothy Garton Ash. Allen Lane; 
464 pages; £20. Random House; May 2000 


Ce the maps of Europe in 1989 
and 1999 and you see the results of an 
extraordinary decade of change: Yugoslavia 
dismembered, the Soviet Union dissolved, 
Czechoslovakia divided, Germany united. 
In such a period, the “history of the pre- 
sent”--a combination of anecdote and ana- 
lysis, blending the journalist's powers of ob- 
servation with the historian’s sense of 
context—comies into its own. 

Timothy Garton Ash, a fellow of St Anto- 
ny’s College, Oxford and a prolific writer on 
Central Europe, is no ordinary historian- 
cum-journalist. A friend of many a dissi- 
dent-turned-politician, he has privileged ac- 
cess to the leading players in the great Euro- 
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pean drama. At times, he even plays a small 
part in the drama himself, advising Britain’s 
prime minister about Germany or embroil- 
ing himself in a debate between the Czech 
president and prime minister. Such inci- 
dents, and his many travels, feed Mr Garton 
Ash’s think-pieces for the New York Review 
of Books and other publications. His latest 
book is a collection of those articles, loosely 
strung together with the help of chronolo- 
gies of events over the decade since the fall of 
the Berlin Wall. Whereas many compilations 
disappoint, this does not. 

Future historians may come to see an in- 
evitability about events in late-2oth-century 
Europe. But to a “historian of the present”, 
contingencies matter: panicky shots by secu- 
rity forces could have turned the peaceful 
revolution in East Germany into a battle- 
ground; early western intervention, perhaps 
involving the peaceful separation of ethnic 
groups, might have stayed a Balkan blood- 
bath. For Mr Garton Ash, individuals, too, 
make a difference. Among his “great” men 
are Mikhail Gorbachev, Vaclav Havel, Hel- 
mut Kohl and, topping them all in his view, 
Pope John Paul II. 

About German unity, Mr Garton Ash is 
an unreserved optimist and about European 
monetary union a mild pessimist. The Euro- 
pean Union was wrong, he believes, to put 
its own “deepening” ahead of its eastward 
“widening”. Indeed, as the years pass and 
war racks Yugoslavia, post-communist eu- 
phoria gives way to apprehension and even 
gloom. As he vividly puts it, the shape of Eu- 
rope’s century had looked like a “V” for vic- 
tory, descending through two world wars, 
then gradually rising. But with war and ge- 
nocidal crime in the Balkans, the upward 
line has faltered. 

There are obvious pitfalls with any “his- 
tory of the present”. The perspective that 
time brings is missing. Eyewitnesses give dif- 
fering accounts of the same events. And 
events themselves sometimes move too fast: 
this book went to press before NATO went to 
war over Kosovo. Mr Garton Ash has an- 
swers to all these objections. But his best an- 
swer is the power of his writing. 

In November 1992, he visits Erich Ho- 
necker, the former East German leader, in his 
Berlin prison. Honecker boasts of his good 
relations with West German chancellors, 
with whom he spoke often by telephone, 
even dialling the number himself. He then 
draws from his pocket a card with the direct 
telephone number of the chancellor's office 
in Bonn: 0649 228 562001. “A quarter-century 
of Germany’s tragic, complex history”, 
writes Honecker’s visitor, is “concentrated in 
this one pathetic moment: the defiant, mor- 
tally sick old man in his prison pyjamas, the 
dog-eared card with the direct number to 
Chancellor Kohl.” The number still works. 
But presumably not for much longer: the 
chancellor's office will soon be in Berlin. 


Mexican politics 


Top secrets 


LA HERENCIA: ARQUEOLOGIA DE LA SUCE- 
SION PRESIDENCIAL EN Mexico (THE IN- 
HERITANCE: ARCHEOLOGY OF THE PRESI- 
DENTIAL SUCCESSION IN Mexico). By Jorge 
Castañeda. Extra Alfaguara; 550 pages; 139 
pesos 


NE of Mexico's best re- 

garded political scien- 
tists, Jorge Castafieda, has 
thrown rare light on his 
country’s one-party system. 
Thanks to his connections 
(his father was foreign min- 
ister from 1979 to 1982), he 
was able to interview Mexi- 
co’s four living ex-presi- 
dents—Luis Echeverria, 
Jose Lopez Portillo, Miguel 
de la Madrid and Carlos Sa- 
linas—on why they were 
picked and how they chose 
their successors. He then 
analysed their (at times self- 
serving) responses in the light of interviews 
with other key participants in five succes- 
sions between 1970 and 1994. 

The book has caused a sensation in Mex- 
ico, selling some 120,000 copies in the seven 
weeks since publication. 
For some readers, it seemed 
unthinkable that the ex- 
presidents should be so 
open. For others, secrets 
could now be revealed be- 
cause the power-monopoly 
of the Partido Revoluciona- 
rio Institucional (prt) looks 
set toenter history. 

The old ways still 
worked in 1994: after his 
first choice, Luis Donaldo 
Colosio, was assassinated, 
Mr Salinas picked Emesto 
Zedillo as his successor. But 
Mr Zedillo has now decided 
that the pri’s presidential 
candidate in 2000 will be elected in a pri- 
mary. In good time. Mr Castafieda shows 
that the dedazo picking the pri’s candidate 
by pointing a finger—contributed to the cri- 
ses that marked Mexico’s last four changes of 











But Echeverria talked 





. and so did Salinas 





government. 

For many years now, the dedazo ritual 
has looked more and more outmoded. Te 
preserve their own power, the outgoing 
presidents kept the outcome in doubt up tc 
the last minute. They favoured someone 
whom they trusted to protect them from re- 
prisals. They grew irritated when el buenc 
began to show independence in his electora 
campaign. And, with the exception of Mr dé 
la Madrid, they were betrayed after leaving 
office. Mr Echeverria concedec 
that he fell out with Gustave 
Diaz Ordaz, the president whe 
picked him; Mr Castafieds 
notes that Diaz Ordaz ever 
thought of dumping Mr Eche 
verria as the party candidate 
Mr Echeverria said he namec 
Mr Lopez Portillo, then finance: 
minister, because Mexico’ 
problems were economic, bu 
he was also picking a child 
hood friend whom he hoped t 
influence; their relations als 
soon soured. Mr Lopez Portil 
lo's own choice, Mr de la Ma 
drid, may have seemed mallez 
ble, but he blamed hi 
predecessor for the economic mess—an 
corruption—that he inherited. Mr de la Me 
drid said Mr Salinas was picked because h 
had built a strongeconomic team of hisowr 
but the choice prompted Cuauhtemoc Ca: 
denas, the son of a popular e) 
president, to launch an inde 
pendent candidacy. 

Though many Mexicar 
believe massive fraud helpe 
Mr Salinas to victory, he we 
still able to name Mr Colosio: 
his successor in Novembi 
1993. His hopes of perpetuatir 
power then died. The Zapatis: 
uprising in Chiapas on Janua 
ist 1994 threw Mexico into tu 
moil. Mr Colosio’s relatior 
with Mr Salinas on the eve ı 
his murder were strained. Ar 
Mr Zedillo, party flag-bearer t 
default, turned against his sel 
exiled predecessor. 

Mr. Castafieda’s book signals the closu 
of an extraordinary chapter in Mexican hi 
tory. With opposition parties of left and rig 
steadily gaining ground and clean electio! 
now likely, the pri faces possible defeat. N 
Zedillo could still get away with picking tl 
pRi’s next candidate, but at what cost? E 
self-interest lies elsewhere. If a pri candida 
chosen in a primary loses, Mr Zedillo w 
still go down in history as the man wl 
brought democracy to Mexico. And if his { 
vourite, the former interior minister, Franc 
co Labastida, wins, even better. In exchan 
for renouncing the dedazo he may esca] 
being savaged by his successor. 
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‘made from two empty cans anda 


HE story most often told 
about Christopher Cockerell 
is that he invented the hovercraft 
by experimenting with a device 


vacuum cleaner. Some accounts 
say one of the cans had contained 
cat food and the other coffee. 
Some maintain that both were 
coffee cans. In other versions a 
pair of kitchen scales is men- 
tioned. Sir Christopher (as he later 
became) seems not to have clar- 
ified these technical points. He 
was content for this homely story 
to become part of inventors’ folk- 
lore, unencumbered by too much 
detail. 

Everything was stacked 
against becoming an inventor, he 
once said. People did not really 
want new ideas, even when they 
offered a better way of doing 
something, He had first learnt this 
as a child, when his mother de- 
clined to have her sewing ma- 
chine powered by Christopher's 
steam engine. But “some silly 
chaps seem to be driven” to in- 
venting. Britain, he believed, 
needed more silly chaps like 
George Stephenson, James Watt 
and Richard Arkwright, who had 
given the world its first industrial 
revolution. What could be more 
encouraging to their successors 
than the knowledge that a great 
invention could be given birth 
with a couple of cans salvaged 
from the dustbin? 

This was an antidote to the gloomy notion that would-be inven- 
tors these days needed to work in the sort of scientific palaces where 


Nobel prize-winners seek drugs that will enable people to live for 


ever. Simple-tech was still with us. As a piece of engineering, the 
Cockerell hovercraft, travelling on a cushion of air and released 
from the friction of water, was in the elegant tradition of Stephen- 
son's steam locomotive. There would always be a market, too, for 
what might be called primitive-tech. In someone’s mind there was 
surely an idea waiting to be born as brilliantas the paper clip and the 
safety pin. Sir Christopher never found that golden fleece, but he 
never gave up the search and in the course of a long life patented 
more than 70 inventions. 


The rewards 


With all these inventions to his credit, Sir Christopher felt that he 
should have been rich. The hovercraft, versatile, fast, able to operate 
independently of harbours, was in demand throughout the world 
after the prototype first crossed the English Channel successfully in 
1959. This conveyance, described in its patent as “neither an aero- 
plane, nor a boat, nor a wheeled land-vehicle”, was, it was claimed, 
the all-purpose craft of the future. To a large extent this claim has 
been realised. It is reckoned that in the past 40 years some 600m 





Sir Christopher Sydney Cockerell, hover- 
craft inventor, died on June ist, aged 88 


people have travelled by hover- 
craft. But not all of them have 
travelled in a hovercraft more 
than once. The vehicle’s move- 
ment, especially over choppy 
seas, can encourage nausea. Hov- 
ercraft still ply the English Chan- 
nel, where the craft first flew, but 
many people prefer the steamers 
or the tunnel. Its future may be 
more as a transport for uncom- 
plaining soldiers. American ma- 
rines are enthusiastic about the 
hovercraft and it is widely used in 
the Russian army. In Finland 
coastguards have found that it 
goes well over ice. Car-size hover- 
crafts have become a toy for the 
rich. In America there are hover- 
craft races. 

One way or another the hov- 
ercraft has been quite a success. 
The name has gone into the lan- 
guage. “Hovercraft will always be 
around,” Sir Christopher predict- 
ed. Had he been an entrepreneur 
as well as an inventor he might in- 
deed have made a fortune. But 
creativity and salesmanship do 
not always go together. In 1955 he 
had shown an early model of the 
craft, about two feet long, to the 
British government. A bad move 
to involve the bureaucrats, per- 
haps, but he was a patriot and 
thought the hovercraft might 
have a military use. The govern- 
ment agreed, and classified it as a 
state secret. Later the government 
took the hovercraft off the secret 
list and put up some money to develop it commercially; and later 
still helped to set up a corporation to market the vehicle. Sir Chris- 
topher surrendered his patents to the corporation. In 1969 he re- 
ceived £150,000 ($1.6m in today’s money) in settlement of his 
claims, a knighthood from a grateful government and the admi- 
ration of his colleagues. “Numerous medals”, he notes in a bio- 
graphical entry in a reference book. 

“Pve enjoyed life,” Sir Christopher remarked, “but it would 
have been nice to treat my wife to dinner once in a while.” He 
may have felt bitter, but he was never poor. He had acomfortable 
childhood in Cambridge, where his father was director of the 
Fitzwilliam Museum. He gained an engineering degree and 
worked for Marconi. During the second world war at Marconi he 
was part of the team that invented a radio direction-finder which 
was fitted to British bombers, 

He liked messing around in boats, and after the war bought a 
boatyard in Norfolk. As a business it was a failure, but it was here 
that he first experimented with his tins; and mulled over the pos- 
sibilities of generating electricity from the movement of sea 
waves, an idea that once seemed silly but now seems less so. But 
for the silly chaps, said Christopher Cockerell, we would still be 
living in the stone age. 
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Presents a global overview of the 
business enterprise and its strategic 


challenges. This programme at 
The Oxford Templeton provides a unique 
opportunity to stand back and pursue 
Advanced _ oun p 


your own learning agenda, assisted by 


Man agement a world class team of individual tutors 
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Programme most international and high calib 


senior executives. 





20 June ~ 18 July 1999 | 3 - 30 October 1999 
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UNIVERSITY OF LONDON 


DISTANCE LEARNING PROGRAMMES 
CENTRE FOR INTERNATIONAL EDUCATION 
IN ECONOMI 





MSc in Financial Management 


If you are interested in a postgraduate qualification 
in Financial Management BUT can't spare time 
away from work or home, our award winning 

programmes offer you: 


* World-class education without interruption to your career 
* Specially designed, fully comprehensive materials 

* High quality tutorial support 

* Registration anywhere in the world for up to 5 years 


For a brochure contact, The Centre Secretary, 
CIEE, SOAS, University of London, 
Thornhaugh Street, London WC1H OXG, UK 
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Email; CHEEVOL@SOAS.ac.uk quote reference Econ 6/99 
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INSEAD 





SUPPLY CHAIN MANAGEMENT 





Strategies for value creation and delivery 





Successful competition in global markets requires 

effective and efficient management of material, 

information, and financial flows, A business 

leader has therefore the daily challenge of managing 

a set of dualities: 

e Internal efficiency for cost containment versus external 
effectiveness. for rapid customer response 

e Functional responsibility versus process orientation 

o Local performance versus system performance throughout 
the chain. 


The objective of this programme, created by 
Professor Enver Yiicesan, is to provide functional 
managers with perspectives, concepts, tools and 
best-practice examples on supply chain management 
to. broaden their orientation, to better understand 
their impact in the overall supply chain, and to 
effectively manage the dualities. 


“This programme gives a complete overview of what Supply 
Chain Management is and its involvement in global 
business strategy whatever the industry.” 

Supply Chain Manager 

Schindler Holding, Belgium 











WHAT TO DO? / HOW TO DO TT? 








Please fax or mail this coupon to Janet Burdillat, INSEAD, Boulévard de Constance, 77305 Fontainebleau Cedex, France, 
Tel.33 (0)4 GO 72 42:90, fax 33 (0)1 60 74.55 ‘ae E+ mail execed@insead.fr, http://www.insead.fr 
oO {would like to reserve a place on Supply Chain Management 
oo Please send me the Supply Chain Management. programme brochure 
_ C] Please send me INSEAD‘s 1999 Executive Education General brochure 
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THE DIRECTORY OF MBAs 
htto://www.editionxii.co.uk 


Edition XIl's The Directory of MBAs is the leading domestic and 
international guide to MBA programmes. Available on-line, in all good 
bookstores and direct from the publishers (SBN 1 86149: 020 8), 
Tel: +44 1814414233 Fax: +44 181441 4677 
E-mail: market@editionxil.co.uk 
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INSEAD 


Upcoming Courses 1999 


Valuation Principles 

Asset Securitization 

Value-at-Risk 

Financial Restructuring - Going Public 
Foundations of Finance 


Measuring and Implementing 
Economic Value Added 


Foundations of Finance 

Advanced Corporate Finance 

~ Financial Restructuring - Going Public 
~ Financial Innovation 


Acquisition Finance 


Advanced Financial Statement Analysis 


Advanced Valuation 





offers in cooperation with the faculty of 


Surrey GU2 5XH 


Institute of Finance 


Tele +44 (0) 1483 259347 

Fax: +44 (0) 1483 25951 
Email seme@surrey.ac.ak 
Web: www.sems.surrey.ac.uk 








WHS YEAR REFUND GUARANTEE 


A Dip. TEFL, MBA or PhD-by distance learningilife experiance! 
Surrey European Management School i 
University of Surrey, Guildford, 
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essential information, Free CV / Lile Exp, 
Email 2@kimba.net 


Fax. +662 634 7565 Quote Dept 2. Give street address 


4173/3 Surawong Rd (Block 121), Bangkok, 10800 


MIBS PROGRAM 


Your Passport To 
The World! 
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(June 23-25) 
(June 30 - July 2) 
(July 5 - 9) 
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(Aug. 30 - Sept. 1) 
(Sept. 2 - 24) 



































Its a jungle out there. Let the 
University of Miami prepare you to 
meet the challenges of the global 
marketplace. In 23 months you'll 
earn a Master of Business 
Administration degree and a 
Certificate in International Business. 
* MBA is accredited by AACSB — 
The International Association of 
Management Education. 
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ol University-arranged corporate 


{ NIV ERSOY 
Miami 


For more information, wpe 


internships with U.S., European, 
or Latin American companies, 


On-going language training in 
French, German, Spanish, or 





(Oct. 4 - 8) Portuguese. 
Graduate Business Admissions i a wate, R 3 

(Oct. HI- 15) * Study in Miami, Florida ~ a major 
ee Soo Fk international business hub. 

ct. 20 - s ` z 
( ) * Fellowships available for U.S. and 
(Oet. 25 - 27) l international students. 

Me 
(Oct. 28 - 29) USA only) * Career placement services exclusively 
$1878 Jor graduate business students. 
kd 


AIF - Herengracht 205, 1016 BE Amsterdam, The Netherlands 
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66 HOURS PER WEEK 
IN THE TARGET LANGUAGE 
Study: 
up to 45 private and/or group lessons 
and pedagogical activities 
& 
Putting into practice with our teachers: 
at breaks, meals and evening socio-cultural activities 


Program starts in August. 
Applications being accepted now! 
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in SPAIN 


CERAN LINGUA 
International information 
and reservations: 


Tel: + 32- 87-79 11 22 
Fax: + 32- 87-79 11 88 
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in USA: Languagency Customer @ceran.be 
Tel.: 1 (413) 584-0334 Internet: 
Fax: | (413) 584-3046 http://www.céran.com 
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eee Lean ld eal Fax:610-527-1008 - E-malli: washuniv@op.net. 


Oi comune orons] | wwyw.distancemba.com 





Birkbeck College university oF LONDON 


Based in Bloomsbury, central London, Birkbeck College is a unique 
part of the University of London providing high-quality courses by 
evening study. 


Department of Management 
MSc International Business 

1 year full-time or 2 years part-time 
MPhil/PhD programme 
httpy//www.bbk.ac.uk/Departments/Management/ 
Lshailer@bbk.ac.uk 

Department of Economics 


MSc Economics BIRKBECK 
MSc Finance 

1 year full-time or 2 years part-time 

Postgraduate Certificate in Economics or Finance 
1 year part-time 




























UNIVERSITY DEGREE 


For Life, Academic & Work Experience 


Degrees for people who want to be more effective 
and secure in their jobs or protessions. 


Earn your BACHELOR'S, MASTER'S or DOCTORATE degree by 
Match your utilizing your ah and work experience. College equivalent oradi are 
given for your: ary, compan n ustr 
position witha , Courses, seminars and business ex, y ‘4 : 
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ee any where ii & INTERNATIONAL TACO 
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Tek (714) 816-0366 Affordable & cost effective | R | ANTI-CORRUPTION CONFERENCE fe eee | 





















Fax: (714) 816-0367 eBaddor, MBA and Ph.D, in Business 


eLive student-faculty videoconferencing 





10-15 October, 1999, International Convention Centre, Durban, South Africa 


Global Integrity: 2000 and Beyond— 
Developing Effective Anti-Corruption Strategies in a Changing World 





10542 Calle Lee Suite 102 
Los Alamitos, CA 90720 






Email: registration@tourouniversity.edu 
Web Site: www.tourouniversity.edu 


SCHOOL OF BUSINESS AND ECONOMICS 


MSc in International Management 

This is a new MSc designed for those who are looking for an 
education in business and management. The programme covers a 
wide range of essential business and management topics and builds 
on skills which students have gained during studies for their first 
degree. Students will have the opportunity to apply knowledge 
gained in the classroom to real-world scenarios and skills acquired 
will have immediate and direct relevance to employment. 
Programme duration: 9 months (October-June). No work experience 
required. Entry Requirements: A good first degree from a recognised 
university. 

Further information from Dr Simon James, 
c/o Diane Gordon at the School of Business oe 
and Economies, University of Exeter, Streatham 

Court, Exeter, EX4 4PU. Tel: +44(0)1392 264482 EXETER 
e-mail D.J.Gordon @ exeter.ac.uk 


Hosted by the South African Justice Minister 
A conference designed for government, private sector and civil society 


Speakers will include: 
Nelson Mandela 

Thabo Mbeki, President of South Africa 

Olusegun Obasanjo, President of Nigeria 
Raymond Kendall, Secretary General, Interpol 
Mark Malloch-Brown, UNDP Administrator 

Maria Cattaui, Secretary General, ICC 

Peter Eigen, Chairman, Transparency International 

























_ Participating organisations include: ICC, IFAC, UNDP, ADB, World Bank, OECD 
Interactive plenaries and working groups 
Subthemes: corruption, transition and globalisation; ethics, accountability and 
good governance; national and international best practice 





Workshop topics: 
whistleblowing, moneylaundering police integrity, financial accountability and 
control, regional conventions, public procurement, judiciary, civil society, prival 
sector, banking, building networks and many more 





For more information: please contact Event Dynamics at 
email: melanie@eventdynamics.co.za or fax: 27-11-442 5927 or tel, 27-11-442 611 
Conference website at www,transparency de/iace 
The 9 IACC is co-organised by the South African government, the [ACC Council and 
Transparency International 
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SHORT TERM BUSINESS AND FINANCIAL CONSULTANTS 


for technical. assistance project in support for Small and Medium Sized Enterprises (SME) in Jordan, Syria, 
Lebanon, West Bank and Gaza strip, Tunisia, Morocco and Algeria. Consultants must have EU er above 
citizenship, have had working experience in one of the above cruntries and be experienced in one af the following 
areas: 





Dynamic Sales Professionals Results Orientated Commission & Package 
Locations Worldwide 













~ Business analysis and business strategies - Financial analysis and investment appraisals - 
Institutional support and support to local consultancy groups 
Also should have experience dealing with one of the following sectors, Textiles, garments, leather, food industry, 
agncultare, environment, fisheries, chemicals, plastics, pharmaceuticals, mechanics, metallurgy, energy, construction, 
gla amies, PP tourism, transport, and printing. 


Could you capitalise on your overseas experience? 
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Tek +44 181 9443300 E-mail: faink@lonfai.demon.couk 5 
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JOB HUNTING INTERN AL 
Executive $75K-SOOK+. Career searching into, within or out of 
Asia / Europe / M.East/ U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 
Fax; Email: 
USA/Canada +1 202 4781698 — cpamerica@icareerpath.co.uk 
Europe +44 20 75048280 
Asia / M. East/Aus +66 2 2674688 





Meyaclo is Europe's premier provider your chesen city world-wide, you will 
of investment advice to be expected to work in the English 
internationally minded people living language. This should be the last career 
and working abroad. They rely on our move you ever make... 

Investment Consultants to manage 

their finances effectively. Our Meyade stands out from the competition 
ambitions plans for the next not only in terms of what we offer our 
millennium start now with the clients, but abo our "Consultant 
expansion of our Sales Force world- Managers”, 

wide. 


DAMES & MOORE 























Do you believe you have the 
Aged over 28 an acknowledged high commitment and the drive to build an 
achiever with proven sales success, exciting new career with us? Will you be 
you are aiming for a long term career stimulated by the demands and the 
with excellent promotion prospects. benefits of a serious, results orientated 

package? Then please send your CV and 
You will have already built up a covering letter to: 
the skills and credibility to s 
deal with clients at the 
highest levels. Meyado 
will provide you with 
comprehensive training 
and ongoing support ta 
equip you with the 
tools necessary for 
success Alternatively, please fax 
as an International : applications on +44 171 
Investment Consultant, ie Be seks 887 6540, or e-mail them 
Living and working in cmeving Goals to careers@meyado.com 
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Business Development Consultancy 
(Biotechnology) 
~- City based - 


A unique opportunity exists for a highly experienced individual to join a private 
consultancy, spearheading a new initiative to provide a business development consultancy 
to European biotechnology companies. The following skills will be required: 

« Advanced Life Science degree 
* A minimum of 10 years experience within the biotech/pharma industry 
* Fluent in English andat least one other European language 
* Strategic management consultancy experience (scenario planning and other strategic 
planning tools) 

This senior position clearly requires an ambitious, self-starter able to develop and 
implement a business plan, and interact with international clients at the most senior levels, 
PO. Box No. 4094 
The Economist 
25 St James's Street 
London SWIA IHG 
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Meyado International Lid 
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BLACK SEA TRADE AND DEVELOPMENT BANK 


Black Sea Trade and Development Bank (BSTDB) is an International Financial Institution established with the participation of eleven 
countries in the Black Sea Region to promote intra-regional trade, to finance projects and to promote investment in the member states, 

The Bank has commenced operations as of June ist , 1999. 

BSTDB is looking for professionals of the highest level of competency and integrity to join its team in its Headquarters in Thessaloniki, Greece. 

Successful candidates must possess the following minimum qualifications for the corresponding positions: 


(All candidates must be fluent both in written and spoken English) 





TREASURER 

«University degree in business administration, finance or 
economics 

* 10 years experience in a reputable commercial bank, 
International Financial Institution or similar institution, 5 
years of which in a position of Treasurer 

INTERNAL AUDITOR (*) 

* University degree in finance or accounting. Certified 
Internal Auditor or Chartered Accountant or equivalent is 
an advantage 

* 10 years professional experience as auditor/financial 
controller covering credit and treasury area in a major 
commercial bank, International Financial Institution (IFT), or 
an international audit firm with at least 5 years of 
experience in a senior position in auditing 

FINANCIAL CONTROLLER (*) 

e University degree in finance or accounting or business 
administration 

* 7-10 years of experience as senior accountant/controller in 
an International Financial Institution (IFI), major 
commercial bank, or in other financial institutions with at 
least 3 years experience as a financial controller in a senior 

osition 

ADVISOR 

* Post graduate degree in economics, finance or banking 

* 10 years of experience in international or other financial 
institutions 

JUNIOR ECONOMIST 

© University degree in economics, finance or statistics 

* 3 years experience in a similar research related position 

ASSISTANT INTERNAL AUDITOR 

e University degree in finance, accounting, economics 

* 5 years experience preferably in a similar financial 
institution, bank or in a large international audit 
organization 

ANALYST (PROGRAMMES) 

e University degree in economics, finance or related field 

* 3 years experience of analytical experience related to 
regional country sector programmes 

TRADE FINANCE OFFICER 

* University degree in finance, economics or related field 

* 3 years experience working in international trade finance 
operations unit 

PROCUREMENT OFFICER 

* University degree in engineering (Civil, mechanical, 
industrial etc) 

* 5 years experience in preparation and review of bidding 
international documents and procedures 

FINANCIAL ANALYST 

* University degree in finance accounting or economics 

e 3 years international experience in credit departments of a 
financial institution 

CO-FINANCING OFFICER 

* University degree in finance or economics, or related field 

* 3 years experience in International Financial Institution 


ENVIRONMENTAL SPECIALIST 

« University degree in environmental engineering 

* 5 years experience on environmental issues of enterprises 
and infrastructure projects 

PROJECT ADMINISTRATIVE ASSISTANT 

e University degree in business administration, finance, 
economics or related field 

* 3.years of experience in project administrative duties with 
very good knowledge of MS Office 

TREASURY MANAGER/ASSISTANT MANAGER 

¢ Focus on ALM 

* University degree in finance, economics 

* 7/5 years of experience in a Treasury of major commercial 
bank or IFI with a focus on liquidity and risk management 

CREDIT RISK ANALYST 

* -Focus on analyzing financial institutions 

* Post-graduate. degree in economics, business, international 
finance 

* 3 years professional experience in financial analysis with 
major commercial bank, International Financial Institution, 
Export Credit Agency or similar institutions 

FINANCIAL OFFICER 

* University degree in finance, economics, Certified 
Accountant is an advantage 

* 3 years of experience in operations/back office department, 
preferably with EDA, Eximbank or other financial 
institution 

* Excellent knowledge of Software, including SWIFT 

FINANCE ADMINISTRATIVE ASSISTANT 

* Will perform the duties of junior researcher 

e University degree in business administration, economics or 
finance 

* 3 years experience in financial administrative duties with 
very good knowledge of MS Office 

HUMAN RESOURCES ASSISTANT MANAGER 

* University degree in business administration, economics or 
social sciences 

* 5 years of experience in personnel management preferably 
in a financial institution 

HUMAN RESOURCES SPECIALIST 

* Post secondary education with at least 3 years experience in 
human resources field 

* Very good knowledge of MS Office 

ADMINISTRATION ASSISTANT MANAGER 

e University degree in business administration, economics or 
law 

* 3 years of experience in procurement and/or management 

* Knowledge of Greek language 

ASSISTANT ARCHIVES/LIBRARIAN 

* Post secondary education with at least 3 years of experience 
in archiving 

* Very good knowledge of MS Office 

EXECUTIVE SECRETARY TO THE PRESIDENT (*) 

e University degree 

* 3 years of experience in an organization or in financial | 
institution with similar duties | 


Candidates interested in working in an International Financial Institution with a competitive 

compensation package and fringe benefits should send only the Standard Application Form (SAF) ADDRESS 

available on our web site: http://www. bstdb.gr with a daytime telephone number, to reach our 

address or faxes, not later than June 21, 1999, (*) except for the positions. of Internal Auditor, Black Sea Trade & Development Bank 
Financial Controller and Executive Secretary, which must reach BSTDB not later than June 15, Attn: Human Resources Department 
1999. Positions applied must be indicated (no more than three positions). All applications will 1, Komninon Street 

be treated as strictly confidential. No applications will be accepted through e-mail. Applicants 54624 Thessaloniki 

whose surname starts with the following letters should send their SAF only to the corresponding Greece 

fax numbers: Fax Nr: 3031 290420 A-J (incl.)/3031 290482 K-Q(incl.)/3031 286590 R-Z {incl.) 
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CEPR is a unique network of over 450 economists based throughout Europe. 
The Centre's 22 staff coordinate research and disseminate it to policy- 
makers and the private sector through publications and meetings. Through 
; this work the Centre has developed unrivalled inks with the Eurapean 
academic and policy communities. CEPR now seeks an 


EXTERNAL RELATIONS OFFICER c £30K pa 


You will be responsible for coordinating CEPR's fundraising activities at a 

national and international level, including liaison with existing funders and 

planning future fundraising campaigns. You will also have some 
responsibility for CEPR’s media relations and policy outreach, The 
© successful candidate will have: 

.@ proven fundraising skills and the ability to manage the Centre’s 
relationships with its wide range of corporate supporters and central 
banks 

* experience of, and an interest in, a public policy environment 
¢ the tact and diplomacy to deal effectively with both the producers and 
users of the Centre’s research, and will be an effective communicator 
< with an excellent command of English 
* the ability to work on his/her own initiative and to tight deadlines, with 
proven administrative and organizational skills 
® the right to work in the United Kingdom 


Please apply with CV and covering letter to: Alison Ferguson, CEPR, 90-98 
Goswell Road, London EC1V 7RR, fax 0171 878 2999 or email: 
| aferguson@cepr.org. Unfortunately, we can only respond to shortlisted 
“candidates. 

















































Universitat 
Bremen 


The Faculty of Economics at the University of Bremen is seeking to 
“appoint a suitable person for 


an international guest 
professorship 
endowed by the Stifterverband fiir die Deutsche Wissenschaft 


for the field of 


“management of medium-sized enterprises in international business” 
(pay scale C4) 
Reference: P 153/99 


The appointment, beginning with the winter semester 1999, will be initi- 
ally for a period of one year, with an option to extend up to a maximum 
of three years. 


The main focus will be to help medium-sized German enterprises cope 
succesfully with the challenge of international business by providing re- 
gular support via university teaching and research activities. The field is 
to encompass subjects of business studies such as international mar- 
keting, the co-ordination and organisation of international sourcing and 
production strategies, the integration of modern information and com- 
munication technology into (IT) management and decisional processes 
within intercultural teams. 

We are seeking a visiting professor with a proven scientific record in busi- 
ness studies related to medium-sized business, as well as practical expe- 
rience within an internationally operating medium-sized enterprise and 
international research projects. Fluency in both German and English is a 
requirement. The applicant should also be willing to become involved in 
the ongoing transfer of knowledge between medium-sized business and 
the fields of science and research. Applications from Anglo-Saxon coun- 
tries are preferred. 


The University of Bremen is an equal opportunities employer and sui- 
tably qualified female applicants are especially welcome. 


Applications quoting the above reference number are to be sent by the 
latest 12. July 1999 to: 


Universitat Bremen 

~ Fachbereich Wirtschaftswissenschatt - 

~ Der Sprecher ~ 

Postfach 33 04 40 « D-28334 BREMEN * Germany 
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The Institute for Housing and 
Urban Development 
Studies (IHS) is an 
independent foundation 
with its home base in 
Rotterdam, The Netherlands. ` 
IHS offers post-graduate education (MSc, MA, 
PhD), training, research and advisory services in 
The Netherlands, Asia, Africa, Latin America and 
Central and Eastern Europe: The fields include Housing, Urban 
Management and Urban Environment. The Institute aims to strengthen 
local capacities in housing and urban development, with the overall 
objective to improve the urban quality of life and reduce urban poverty, 
The institute combines practice orientation with academic quality. 


HEAD OF URBAN MANAGEMENT 
DEPARTMENT 


The Urban Management Department focuses on the challenge of preparing 
professionals in the urban development field to be able to operate effectively 
to achieve urban development abjectives in the context of global and regional. 
change. It works in a number of linked fields using professional skills in finance, 
economics and economic development, public administration, social develop- 
ment and development planning. A particular focus is on how to bring 

together organisations and resources to promote better development. 






Activities include a joint Masters programme in Urban Management, Diploma 
courses, institutional development programmes in Romania, India, Ghana 
and Peru, advisory services and research. 


The department has a staff strength of 16 professionals comprising economists, 
finance experts, planners, sociologists, and public administration specialists. 


The present head of department has decided.to focus for some time on 
academic and professional work and applications for the position are now 
invited. The position is a challenging one, combining management, professional 
and academic responsibilities, which include: 


* leading and managing the Urban Management Department and its expanding 
portfolio of education, training, research and advisory services, under the 
overall supervision of the director of the institute: 

representing the Department.and the Institute with regard to Netherlands 
international education institutes. and universities, Netherlands government 


departments, donor institutes and clients; 

participating in overall management of IHS together with the Director and 
other Department Heads; 

developing the subject area and initiating, acquiring and providing training, 
research and consultancies in the subject areas of the department and 
motivating staff to do likewise. 

Qualifications and Profile: 

strong leadership qualities and proven managerial ability including 
acquisition of work; 

preferably 15 years or more experience in practice and education, of which 
at least 5 years has been in developing countries, transitional economies 
and/or international! institutions; 

considerable academic achievement demonstrated by a Masters degree or 
preferably an earned doctorate in a relevant subject, and well-developed 
teaching skills; ; 

a flexible attitude and the ability to work in a multi disciplinary and 
multinational team; 

outstanding oral and written language skills in English and knowledge of or 
willingness to learn Dutch. Additional languages would be an advantage; 

* willingness to undertake short-time assignments abroad. 


. 


IHS is actively recruiting more female professional staff. Women are, 
therefore, particularly invited to respond. 


We aim to provide an internationally competitive package of salary and benefits. 


Applications, including motivation for applying, a detailed curriculum vitae, 
and the names of three references should be submitted within fifteen days 
from the publication of this advertisement to: institute for Housing and Urban 
Development Studies (IHS), Mrs. D. Schreiber, Personnel Officer, P.O. Box 1935, 
3000 BX Rotterdam, the Netherlands. 

Tel.: (+31-10)4021523, Fax: (+31-10)4045671. 

E-mail: pz @admin.ins.ni 

For further information please contact Wim den Ouden. For more information 
on the Institute please visit our homepage: http://www.ihs.nt 
meanen in a 
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Department for 
International 
Development 


The Department for International Development (DFID) is 
looking for a senior professional in the enterprise 
development field, with n management and leadership 















CHIEF ENTERPRISE 
DEVELOPMENT ADVISER 


QUALIFICATIONS AND EXPERIENCE 


You will have relevant professional and academic 
qualifications, such as a Masters degree in business 
administration or economics together with proven 
management expertise and excellent communication, 
negotiating and influencing skills. You will have extensive 
experience of working in enterprise development, with 
significant involvement in developing countries. 


TERMS OF APPOINTMENT 


The post is based in central London, but will involve regular 
travel overseas. The appointment is open to UK nationals 


«only. The appointment will be for a fixed term of between 3 











~ 













The Department for International Development (DFID) is the 
British government department responsible for promoting 
development and the reduction of poverty. DFID is committed to 
the internationally agreed target of halving the proportion of 
people living in extreme poverty by 205. 


Fulfilling Britain’ 


DFID works in partnership with governments, international and 


BUSINESS & PERSONAL 





2ND PASSPORTS, DRIVER'S 
LICENCES, DEGREES, BANK 
A/Cs, CAMOUFLAGE PASSPORTS. 


2” CITIZENSHIP 


Henley & Partner, Inc. 


ECONOMIC CITIZENSHIP PROGRAMMES 
COMPANIES -TRUSTS - FOUNDATIONS 


TEL +44 ~ 1481 ~ 832 880 
Fax +44 - 1481 ~ 832 881 


WWW.HENLEY- PARTNER.COM 


OFFSHORE SOLUTIONS 


GMC 
Fax +3120-5241407 
Email: 100413.3245@compuserve.com 


http://www. global-money.com 


LEGAL 2ND PASSPORTS 
AGENTS NEEDED 
EU PASSPORT $25K 


100% GUARANTEED & RENEWABLE 
PAYMENT TO SWISS TRUSTEE 





OFFSHORE COMPANIES 
TRUSTS FOUNDATIONS 


Over 15 years of specialist company formation 
& management services. 
For a no-obligation confidential consultation, 
together with free explanatory brochure contact: 


WORLDWIDE CORPORATE 
SOLUTIONS LIMITED 


TEL. +44 1624 827153 
FAX. +44 1624 827154 


E Mail solutions@advsys.co.uk 





BA/MBA/PHD DEGREE IN ONLY 90 DAYS 
ACCREDITED, TRANSCRIPTS, NO RESIDENCY 
CREDIT FOR LIFE EXPERIENCE, EMPLOYMENT 


Tel: (36-1) 319-2684 
Fax: (36-1) 319-2689 
info@second-passport.com 
www.second-passport.com 


INTERNATIONAL LAWYERS 
DIPLOMATIC SERVICE S.A. 
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to 5 years in the first instance, with the possibility of 
extension, renewal or conversion to permanency at a later 
date. 

The starting salary will be in the range of £42,000 ~ £58,000 
— more may be available for an exceptional candidate. 


The closing date for return of applications is 12 July 1999. 


Abercrombie House, Eaglesham Road, East Kilbride G75 8EA or 
hone) or e-mail m-milligan@dfid.gov.uk —http://www.dfid.gov.uk 


national non-governmental organisations, and institutions such as 
the World Bank, UN agencies and the European Commission. 
Most of our assistance is concentrated on the poorest countries in 
Asia and sub-Saharan Africa, but we also work in middle income 
countries, and in Central and Eastern Europe. 


DFID adheres to the Civil Service’s Equal Opportunities Policy. 


Fe eS eee W A aena 


LONDON SUITES 1 |New Authors 


LUXURY SERVICED APARTMENTS NEAR HARRODS i 
SE Peeve consinenan 
APPOINTED STUDIO zl L BJ s 
APARTMENTS IN KNIGHTSBRIDGE ee CONSIDERED 
ALL FULLY EQUIPPED WITH MODERN FACILITIES 


42 OVINGTON SQUARE 
KNIGHTSBRIDGE SW3 ILN 

TEL: 0174-501 466 FAX: 0171-584 2012 

E-Mail: info@tondonsuites.com 

Web Site: www.londonsuites.com 














write or send your manuscript to: 
MINERVAPRESS 
315-317 REGENT STREET, 
LONDON W1R 7YB, ENGLAND 
www. mninerva~press.co.uk 














BELIZE 
CITIZENSHIP & PASSPORT 


Confidential Service Direct From Belize 
FULLY LEGAL PROGRAMME 
Generous Visa Free Travel 


















FINANCIAL PROFESSIONALS 


HARD TO BORROW? 


Use COLLATERALIZED LOANS 

Training Program Available 

We Locate Funders 

for Business & Real Estate 
Tony Abraham, Esq. - Real Estat 
Erie A. Klein, Esq.-Atty/Fiduciar 

International Developing 
Enterprises Agency (IDEA) 
Tel +1-212-751-0800 
Fax +1-212-688-4442 


E-mail: panglob@ aol.com 
Website: panglobal.net 








From U$$45,000. inclusive 


Belize Passport Consultants Ltd. 
944 Orchid Garden, P.O. Box 165 
Belmopan, BELIZE 
Tel: + 501 8 22759 
Fax: + 501 8 23785 
Government License 981001 
http://www. visafree.com 
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Set in the heart of the spectacular Mountain Kingdom of 
Lesotho, and close to the legendary mountainous "Barrier 
of Spears" - a high-tech. multi-million Dollar water 
project, now well advanced, provides hydro-power for 
esotho and water for the Republic of South Africa. 
Resulting from a treaty between the Lesotho and SA 
Governments, and implemented by the Lesotho 
Highlands Development Authority (LHDA), the 





itude and complexity demands engineering skills of 
ighest order. -A key challenge is to minimise the 


adverse environ-mental impacts. 


This two year 


renewable performance linked contractual position calls 
for both specialist engineering expertise, and a 
commitment to work with and train local Basotho staff. 
Working experience in developing countries would be an 


advantage. 


Engineering Specialist 


Large Scale Dams and Tunnels 


Operating at executive level, with special focus on providing technical advice and strategic input on al 
Highlands Water Project, this is a macro-scale opportunity to put hi 


With emphasis on furnishing hands-on input, candidates MUST h 


ave practical e 


l engineering aspects of the Lesotho 
gh level engineering and a management skills to optimum use. 
xperience in the planning, design and supervision or 


management of construction works for large scale civil engineering works involving rockfill and concrete dams, tunnelling, and civil 


engineering aspects of hydro-power projects. Project management experience at a high executive level is essential, as is experience and 


ability to prepare and im 


by the Authority and by the Authority itself; review and advise on work done by Consult 
compliance by the Engineering Group with the statutory, donor and stakeholder re 


lement operational plans; ensure world class standards are applied by Consul 


transfer, to ensure a high level of local engineering staff competence. 


Specific requirements, which will be strictly applied, are as follows. Only applicants 
WA degree in Civil Engineering and certification as a Chartered or Professional 
project management is desirable. Ill At least 20 years post-graduate experience 
design, construction and commissioning of large engineering proj 
preferably under FIDIC conditions. ill Excellent communication skill 


tants and Contractors employed 
ants and Contractors and Panels of Experts; ensure 
quirements; and contribute significantly to technology. 


fully meeting these criteria need apply: 
Engineer. W A post-graduate qualification in engineering 
at project and/or contract management level in planning, 
ects involving dams, tunnels and/or hydro-power construction, 
s, fluency in English and a high level of computer literacy, 


Outstanding tax-effective expatriate package negotiable, 
including housing and education allowances, relocation expenses and airfares, social amenities, sports facilities and secure living conditions 


Applications with career and salary details (no 
certs or refs) to Mr. Roy's office by 30.06.99. 


Rte 


AN Epucor Group COMPANY 


OXFORD CENTRE FOR HEBREW AND JEWISH STUDIES 


The Governors of the Oxford Centre for Hebrew and Jewish Studies invite 
applications for the post of 


President 


Founded in 1972, the Centre is an associated Centre of the University of 
Oxford and is at present engaged with the University in providing a new 
teaching and research unit in Hebrew and Jewish Studies. Candidates for the 
Presidency must possess the vision and ability to encourage the Centre's 
growth and development. He or she will have prime responsibility for its 
fundraising, administration, and public relations; leadership and 
management skills and the ability to communicate at all levels are essential 
for the post. Experience in the field of Hebrew and Jewish Studies is not a 
prerequisite: scholars from other disciplines and distinguished persons whose 
experience has been outside the academic world will also be considered. 
The salary is negotiable within the range of an Oxford University professor, 


The successful candidate, who will be expected to take office on 2 January 
2000, or as soon as possible thereafter, will be provided with rent-free 
accommodation in the President's Lodgings on the Yarnton Manor estate. 


Further particulars are available upon request from Mr D. |. Trevelyan, 
Chairman of the Search Committee, Oxford Centre for Hebrew and Jewish 
Studies, Yarnton Manor, Yarnton, Oxford OX5 1PY, UK, to whom all 
applications, including a curriculum vitae, should be sent by 31 August 
1999. Candidates should arrange for three referees to write directly to Mr 
Trevelyan by the same date; he would also be pleased to hear in confidence 
from individuals whe might like to suggest names of appropriate persons for 
this post. 


The Governors’ choice will not necessarily be limited to those whose names 
core forward in this way. 


The Centre's website may be visited at http//associnst.oxac.uk/ochjs 
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Telephone: 27 11 269 8880 Fax: 27 11 269 8881 
e-mail: rosb@msl.co.za Quote ref. no. PM009. 


WIDE 


ISO 9002 ACCREDITATION 


GERMAN 
CONSULTANT 


alised in the entire spectrum of 
Education & Vocational Training: Project 
Management, Human Resources 
Development, Curnculum Development, 
Policy Formulation,  VET-Stratepies, 
Operations for German and International 
Organizations. (References available) 
Seeks long term contract in Africa, Asia, 
Near East, Europe. Languages: English, 
German, Kiswaheli. 


Tel./Fax: 0049 30 815 45 21 
Email: project@snafu.de 





COURSE 














APPOINTMENTS WANTED 


PROJECT 
MANAGER/COORD. 


Expert for 
reconstr. /rehabilitation projects 
looks for new opportunities. 
Managing projects for int. 


Organisations like World Bank, 
EC, Phare, various governments 
in the sectors water/solid waste / 

industry /epvironment/clean 
production - Balkan, 
Middle-Far East. 


Fax +43-1-8697929 





INTERNATIONAL 
PROPERTY 





P SWITZERLAND 

wan Lake Geneva & Alps 
Attractive properties; overlooking views, 1 to 6 
bedrooms, from SFr 280009: Sale to Non- 


Swiss citizens, authorized. Leading. company 
established in 1975. Experience. Discretion, 


REVAC S.A. 
52, Montbrillant, CH-1211 GENEVA 2 
Tel. #41 22/734 15.40 Fax 734 12 20 
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United Nations University - 
International Leadership Academy (UNU-ILA) 
United Nations University 
Programme Officer 


MERN 
UNITED NATIONS \4 7 NATIONS UNIES 


OFFICE FOR THE COORDINATION OF HUMANITARIAN AFFAIRS 


The United Nations Office for the Coordination of Humanitarian Affairs 
(OGHA) is seeking senior professionals for the following positions: 


CHIEF, INFORMATION MANAGEMENT SERVICE BRANCH, D-1, 
Vacancy No. 99-D-DHA-096-NY 

‘Duties & Responsibilities: As Chief of Branch, the successful candidate 
will be responsible for the overall functioning of the information Management 
Services Branch, which is part of OCHA’s Policy Advocacy and information 
Division in the New York headquarters. Duties will include providing man- 
agement direction and supervision to all staff in the Branch and establishing 
priorities, goals and work plans. She/he also ensures that the Head of 
OCHA, in his capacity as the Emergency Relief Coordinator, receives timely 
and reliable information on humanitarian development, including analysis 
and early warning of complex emergencies. Moreover, she/he will be 
responsible for the effective functioning of all communications, computer- 
ized management and information dissemination of the Office. 
Competencies & Skills: Advanced university degree in a relevant 
discipline. Specialization in the area of management is preferred. 15 years 
experience at an international level is required, including first-hand 
knowledge and experience of complex emergency situations. 

Language: Fluency in written and spoken English is essential. Working 
knowledge of at least one other UN language is required. 


CHIEF, EVALUATION AND STUDIES UNIT, P-5, Vacancy No. 99-P-DHA-050-NY 
Duties & Responsibilities: The Chief of Unit will be responsible for the 
planning and management of OCHA's Evaluation and Studies programme, 
located in the Policy Development and Advocacy Branch, which is part of 
OCHA's New York headquarters. She/he will be the focal point in OCHA for 
policy monitoring and evaluation issues, and will represent OCHA at intera- 
gency and other technical meetings. She/he will be responsible for supervising 
the work of research staff within the Branch, as well as maintaining contacts 
as required with other departments of the UN Secretariat, organizations and 
the academic community. She/he will also assist in policy development and 
-related work. 

| Competencies & Skills: Advanced university degree in. Social Science or 
Law, with substantial research experience. 11 years relevant experience in 
humanitarian programmes and/or academic research, including with the U.N. 
-| Language: Fluency in written and spoken English is essential. Fluency in 
French and/or Spanish is highly desirable. 

Deadline of Applications: 1 July 1999 

Both positions are based in New York. Preference will be given to equally 
qualified women. The United Nations offers a competitive benefits package. 
(Please refer to our homepage www.un.org for further information) 

Detailed curriculum vitae, including date of birth and nationality, and vacancy 
number marked clearly on the envelope, should be sent to Staffing Support 
Section, Office of Human Resources Management, Room §-2475D, United 
Nations, New York, NY 10017. Fax no. (212) 963-31 34.E-mail: Staffing@un.org 
Due to the volume of applications, all internal candidates and only those 
external candidates under serious consideration will be acknowledged. 


BUSINESS & PERSONAL 
[BENHAM REEVES]| WW CANADA IMMIGRATION 











The UN University’s International Leadership Academy: invites 
applications from qualified persons for the position of Programme 
Officer. 

Based in Amman, Jordan, the Academy is a part of the United 
Nations University which supports a global network of scholars with 
the objective of helping solve the pressing global problems of human 
survival, development and welfare. Founded in 1995, the Academy is 
developing a multifaceted programme of research and training 
designed to develop and strengthen leadership skills in young adults 
and mid-career professionals. While the focus is on leadership 
applied to the solution of global issues - weapons of mass 
destruction, conflict resolution, population planning, sustainability 
and the environment, human rights and international law - the skills 
imparted are applicable at all levels - regional, national and local. 



























Position objective: Assist the Director of the Academy, in co- 
ordination with other staff, to attain the above objective through: (i) 
developing a research programme and undertaking research and (ii) 
formulating and administering the Academy's training programmes, 
Required qualifications: Ph.D. or masters degree in the social” 
sciences; at least five years experience working in an international 
organization, academic institution, development agency or NGO; 
fluency in English. 

Desirable qualifications: Familiarity with the UN system; inter- 
personal skills; initiative and drive; multi-cultural experience and 
skills; mastery of one UN major language additional to English; 
maturity; leadership attributes in an international setting; some 
experience in development of training or fellowship programmes. 
Remuneration: Approximate starting salary (net); US$40,000 (single) 
and US$42,500 (dependency rate), including post adjustment. Post 
adjustment subject to change. 

Duration: Initial appointment on two-year fixed term contract basis, 
with the possibility of renewal. 

General: Staff members of the International Leadership Academy are 
international civil servants, subject to the supervision of the Director 
and the final authority of the Rector of the United Nations 
University. Applicants from suitably qualified women candidates 
and candidates from the developing world are particularly 
encouraged. 

Applicants must send a detailed curriculum vitae, with the names of 
three references. 

Applications to be sent to: Dr. Kennedy Graham, Director, 
International Leadership Academy, c/- University of Jordan, 
Amman, Jordan. Fax. 962-6-533 7068. e-mail: ila3@ju.edu jo. 

Closing Date: 16 July 1999. 























































BUSINESSMAN wishes to acquire 
Limited Companies in financial 


difficulties 





"RESIDENTIAL LETTING Let our exclusive group of former Visa Officers, with over 35 year 
Finest central London serviced apartments]| experience, provide expert assistance and guidance to your immigratio 
Holiday & Short Term Rentals || Process. Applications professionally and confidentially prepared. Ou 

No minimum sta money-back guarantee is your assurance of success. Fast internet and ema) 
Tel: +44 171 402 ou service. Specialists for skilled workers, businessmen and investors. 
: Th 44 171 402320 OIC CONFRATERNITY CANADA LTD, 
ax: +44 171 402 3201 823-409 GRANVILLE ST. VANCOUVER, BC, CANADA, V6C 1T2 
www.benhamreeveslettings.co.uk TEL: (604) 669 0389 FAX: (604) 669 3905 
INTERNET:- www.our-website.com E-MAIL-passport@infoserve.net 











Solvent / Insolvent any status. 


Manufacturing /  transport./ 
construction. Europe/USA. Initial 
contact in strict confidence: 


email:ajsdq@messages.co.uk 






OffshoreCompanies offshorel FUSES 


International Tax PI i 
ernational & offshore XxX anning 
SOVEREIGN TRUST INTERNATIONAL : UNITED KINGDOM: 

SOVEREICN QUALITY SERVICE ~ REASONABLE COST Tel ge Tel: +44 (0)7000 59 60 


www.sovereigngroup.com 
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ECONOMIC ADVISER 


Leeds £28,600 - £47,250 (including Performance Related Pay) 






s 
ean’ 






and to modernise the National Health Service to meet the challenges of the next century. 


Implementing these policies requires first-rate economic advice. The Department of Health is looking for 
Executive an Economic Adviser to work within its Economics and Operational Research Division, which employs 
around 40 professional staff in Leeds and London. 


l N H S Through its policies for health and social services, this Government wants to improve the nation's health 







You will be based within the economics branch in Leeds, advising the finance and performance directorate 
of the NHS Executive on economic aspects of NHS performance, benchmarking and programme budgeting. 
You should have a good degree in economics, at least five years' experience as a professional economist 
and strong quantitative skills. Knowledge of the health field would be an asset but is not essential. 


The appointment will be offered on a five year fixed term basis in the first instance, with the possibility 
of permanent appointment subject to performance. Appointment on secondment can also be considered. 
Relocation assistance is available where appropriate. 










If you wish to discuss the post further please contact Nick York on 0113 254 5577. 


For further details and an application form (to be returned by 30th June 1999), write to Capita RAS, Innovation 
X Court, New Street, Basingstoke, Hampshire RG21 7JB or telephone 01325 745170 (24 hours), 
pl or fax 01256 383786/383787, internet: http://www.rasnet.co,uk Please quote reference B4322. 


The Department of Health is an equal opportunities employer. Applications are welcome from all sections of the 
community regardless of sex, religion, ethnic background or disability. 
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IMMIGRATE TO CANADA 
“We Can Help” 


23 Years Experience in bumigration Matters 
The law firm of Somjen & Peterson 
Aitp/Aww en.com 

Emaik somjeng@som)s 
Suite 810, 1240 Bay $ a 
Pe ae Canada, s ya Telephone hotline + 80.000 jobs ondine 
“We Can Hel 


Develop your career? 


The latest in cost-effective personal 









For further information visit our web-site on- 


"= START YOUR OWN ~~, MAMANS ocean 
IMPORT/EXPORT AGENCY , 
No capital or exp. req. No risk. Work 

from home. Part/Full time. Help Desk. 





























Established 1946, Clients in 420 countries. } U.S. CORPORATIONS AND 
WADE WORLD TRADE i LIMITED LIABILITY COMPANIES 
Dept 2024 60 Bumhili Road 1 (LLCs) SET UP INSTANTLY IN 
Beckenham Kent BR3 3LA fm DELAWARE, OR OTHER STATE. BY 
Tek +44 (0) 181 650 0180 (24hrs) z E 
EYE E ne ' PHONE, FAX or INTERNET 
http://www wadetrade.com Your headquarters may be anywhere in the 
m om om mm mm mo ee T 


USA or other country. No minimum capital 








t 

I 

i requirements, No lawyers necessary. Most 
j Major corporations are incorporated in 
| Delaware. FREE Delaware Incorporation 
| Handbook (7th Edition). Registered agent, 
I shelf corporations, legal address in 
i 
i 
t 
I 
i 
i 
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A ea A SPARAS ile Oe rg N j 

Serviced Apartments offering Best Value for Money. 
Unbeatable location in South Kensington, 

2 person apartment from £70 per hight 

4 person apartment from £115 per night 


Delaware and mail forwarding. U.S. bank 
account opening service. VISA/MC/AMEX 
CALL ANYTIME Tel: 1.800.423.2993 
(tall free) or +302.996.5819 







Fax: 1.800.423.04523 (USA/Canada only) 


vard Commended address in or Fax: +302.996.5818 
ASHBURN GARDEN APARTMENTS E-mail: ine_info@delbusine.com 
3 Ashburn Gardens, London SW7 40G. UK. Internet: hittp:/iwww.delbusinc.com 
Tek ++ 44 171 370 2663 





$ 

1 

H Delaware Business Incorporators,Inc. 
i 3422 Old Capitol Trail, Dept, TE 
E Wilmington, DE 19808-6192 


A m aama AR an. ae Ua Ga manik a ann mA m bette 
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1902 TEANECK ROAD + SUITE 114 - TEANECK, NEW JERSEY - 07666 - USA 
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The Original 


kallback 


New Lower Rates! No Minimum 
Call to the U.S No Set Up Fees 
Instant Activation 
oor ay ait * Itemized 6-Second 


Billing 
italy * ideal for Home, 
Singapore....33¢ Office, Hotels and 
Australia Mobile Phones 


Agents call 
1.206.479.2816 


Tel: 1.206.376.1954¢ Fax: 1.206.376.1955 
e-mail: info@ms.kallback.com 
www.kallback.com 


APPOINTMENTS 


Ñ; 

y 
UNITED NATIONS 4°? NATIONS UNIES 

SENIOR ENVIRONMENTAL AFFAIRS OFFICER, P-5 
ENVIRONMENTAL DATA AND RESEARCH UNIT, ENVIRONMENT AND 
HUMAN SETTLEMENTS DIVISION 
UNITED NATIONS ECONOMIC COMMISSION FOR EUROPE (UN/ECE) 
GENEVA, SWITZERLAND 


The United Nations is seeking to recruit a Senior Environmental Affairs Officer 
in the Environmental Data and Research Unit, UN-ECE. The Principal Tasks 
of the Environmental Data and Research Unit are (a) to promote regional 
sustainable development according to Agenda 21; (b} to contribute to the 
development of national environmental legislation in the ECE countries through 
the application of the ECE environmental conventions and their protocols; 
ic) to assist countries in transition in the assessment of their environmental 
problems and improve their environmental management. 


Functions: 

Under the supervision of the Division Chief, the incumbent provides leadership 
for research and strategies including preparation of analytical, empirical and 
research studies, policy papers, draft declarations and recommendations 
regarding developments, trends, problems, institutional bottlenecks and possible 
solutions in the fields of environmental policy, economic instruments, integration 
of environmental and sectoral policies and on other highly complex international 
environmental issues; performs own research and guides secretariat and outside 
experts; monitors the implementation of the Environmental Programme for 
Europe; contributes substantively to ministerial meetings and provides follow-up; 
represents the ECE secretariat at intergovernmental and non-governmental 
meetings; promotes national capacity building; assists the Division Chief in 
addressing policy, strategic and managerial issues in the above fields. 
Qualifications: 

Advanced university degree in economics, management or science. 
Substantial experience in public administration and international affairs, 
capability to process and review large amounts of environmental data, 
understanding of the range of policy, legal and socio-ecanomic considerations 
involved, evidence of participation in intergovernmental environmental activities. 
Broad knowledge of environmental policy and practices in the ECE region. 
Extensive professional experience (at least 17 years in Governmental service 
or international organizations) in empirical and analytical research or related 
work at the national or international level, in preparing publishable documents 
and formulating recommendations on policy measures, and in participating 
effectively in intergovernmental discussions and negotiations. Fluency 
{including capacity to write finished reports) in English, and working knowledge 
of French. Knowledge of Russian is an asset. 


Preference will be given to equally qualified women candidates. 


Remunerations for this position are: Depending on professional back- 
ground and experience, a competitive compensation and attractive 
benefits package is offered. 

Please refer to our homepage, www.un.org, for further information. 
Closing date for receipt of applications: 12 July 1999 

Applications with full curriculum vitae, including salary history, birth date 
and nationality, should be sent to: VA-99-E-ECE-B45-GE/Recirc./SSR, 
Office of Human Resources Management, Room S-2475, United Nations, 
New York, NY 10017, USA. Fax: 212-963-3134. 

Due to the volume of applications, all internal candidates and only those 
external candidates under serious consideration will be acknowledged. 
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Traveling Well in a Nutshell 


Wemake 1 































“raveler's Briefcases with Flexible Unwreckable™ 


frames to double as laptop bags, 
and make Insiders™ dividers to 
custom organize your bag, We 





consult with each customer to 
help analyze your requirements. 
We sell direct to you. 


But what if the bag you carry 
to beat the two-bag limit is 





larger than the bag you need in town? 
Pack an Insiders’™ portfolio in your 
Glaser Traveler's Briefcase, leave 
the big bag at your hotel, and take 





your portfolio to meetings. 
Please call for our free catalog. 


Traveler's Briefcases. Walnut or black leather Various sizes $750. to $1,050. 
Insiders Portfolios Legal or A4 size Walnut or black leather $375. to $475. 


sR ES 
f 7 GLASER DESIGNS 
TraveL Goons MAKERS 
in 9 32 OTIS ST. SAN FRANCISCO, CA 94103 
PHONE 415-552-3188 FAX 415-431-3999 
TOLL FREE 800-234-1075 ECON@GLASERDESIGNS.COM 


OFFSHORE COMPANIES 


Trusts and Foundations 
Fiscal Migration / 2nd Citizenship 


Since 1977 the ICSL organisation has specialised in the establishment anc 
administration of offshore companies and other structures with emphasis 
on tax mitigation, asset protection and privacy. 

« Incorporation in ALL 
offshore jurisdictions 









TYPICAL INCORPORATION FEES 











+ Post incorporation services Isle of Man .. 
+ Bank accounts opened St. Vincent 
+ Trust and Foundation services Tel... 
* Banks & insurance Belize 

companies formed Bahamas. 
« Migration consultancy Credit Cards Accepted 

y INTERNATIONAL COMPANY 
SERVICES LIMITED 


The Offshore Professionals since 1977 
www.ICsSL.com 


Paul Breninotk FCIS, Sovereign House, St Johns, isle of Man, IM4 3AJ 
Tel: +44 1624 801801 Fax: +44 1624 801800 E-mail:iom@ICSL.com 


LONDON, UK CZECH REPUBLIC SWITZERLAND 
Peyman Zia Charles Zidek Astrid Fuenzalida 
Tek: +44 171 493 4244 Tel: +420 2 573 20708 Tel: +41 22 311 3080 


Fax: +44 171 491 0605 
Email: uk@iCSi.com 


Fax: +420 2 538 928 
Email: firstcom@traveller.cz 


Fax; +41 22 310 4878 
Email: CSL @cortex.ch 


UKRAINE USA CARIBBEAN 
Mark Rayner Jerry Bakerjian Mark Shadwick 
Tel: +380 44 235 8566 Tel: +1 954 943 1498 Tek: +1 649 946 2828 


Fax: +380 44 235 8560 
Email: CSL@gu kievaia 


Fax: +1 954 943 1499 
Email: usa@ICSL.com 


Fax: +1 649 946 2825 
Email: tei CSL.com 
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BUSINESS & PERSONAL 


CANADA IMMIGRATION 





OFF SHORE 
TAX-FREE 


companies world-wide 


formation and administration 
of companies opening of bank accounts 
tel/fax/mail forwarding servic 


" LAVECO-GROUP Head Office 
Clos de Saignie, Sark, 
United Kingdom GY9 OSF 
Raymond T son Fax: +44- 1481- 


Hungary. o Kib Main Customer Service 
33a Raday str., Budapest, Hungary 1092 
Contact languages: English, French, 
Russian, Bulgarian 
Tek: +36-4 1-216-54- 3 ‘ax: +6- 1-21 17-44 on 


Romani- LAVECO Jtomania/ aed 
BLV, KOGALNICGEANU NR 60 
ET HAP 9, Bucharest Romania 
Contact languages: German, English, Hungarian 
Tel: +40-92-326 329-Fax: +- 92-518-252 








Far East- „Export and Import Bank Corp. 
Contact languages: English, Russian 
Tel: 4742-3-41] 47 666 Fax: +742-3-41 47 44d 


OFFSHORE 
COMPANIES 


COST EFFECTIVE 
NOMINEE & MANAGEMENT SERVICES 
AVAILABLE 


BVI £275 
GIBRALTAR £275 
ISLE OF MAN £275 
IRISH £275 
BAHAMAS £275 


OTHER JURISDICTIONS AVAILABLE 


PROFESSIONAL SERVICE PROVIDED BY 
IN HOUSE LAWYERS & ACCOUNTANTS 
CREDIT CARDS ACCEPTED 
FIDUCIARY MANAGEMENT 
SERVICES LIMITED 
13 WIMPOLE STREET 
LONDON W1M 7AB 


TEL: 0171 436 8100 
FAX: 0171 436 8188 


E-Mail: CoForm3@Fiduciary.Co.uk 
http://www. Fidi ryGroup.com 


USINESS 
IPPORTUNITY 


BECOME A SUCCESSFULL 
CONSULTANT IN YOUR OWN FIELD 
Write for free details to: 

The American Consultants League, 
Dept. £14, 30466 Prince William Street, 
Princess Anne, maryland, USA 
or FAX (410) 651-4885 
www.consultantsinstitute.com 
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OFFSHORE 
COMPANIES 


FROM THE 
WORLDS No. 1 
PROVIDER 


Since 1976 our world wide staff 

of over 300 mult-disciplined 
professionals including lawyers, 
chartered accountants, chartered 
secretaries, economists and bankers 
have been providing our clients with 
innovative solutions in the field of 
international tax and asset protection 
using all of the major low tax areas. 


Throughout our network of 
international offices we 
arrange 


mw Asset protection trusts 


, ‘eae 
g Arrangements of nominee service 


a Management & admin services 


a Accountancy and audit services 


COMPANIES AVAILABLE 
FROM us$350 


LUXEMBOURG MADEIRA 

Eveline Karts D Fiske De Gouveia 
Yah, +352 224 286 MBA, Mii, MM CIA LDA 
Fax: +962 224 287 94 

FINLAND 

denny Kompulainen 
Tel. +358 H 6968 2569 
Fax: +358 9 6989 2565 
HUNGARY 


SINGAPORE 
Diana Bean 
Yeh +65 538 3382 
Fax, +63 $35 3991 


i HONG KONG 
Lasalo Kiss BSc (Econ) Raymond Choi 


Tet. +36 1 351 9969 MBA MUIA (Dip) 
Fax: +36 1 351 9958 Tol: +882 26220172 
CYPRUS Fax: +852 25211190 
Chris Vassiliades USA - AICS Ltd 
Attorsey-at-Law Kevin Mirecki 

Teh +357 2.673 211 Jol +1 714979 3344 
Fax: +357 2 673 463 Fax: +4 734 979 3900 


OVERSEAS COMPANY 
REGISTRATION AGENTS LTD 
PO Box 55, Ramsey, 
isle of Man, Great Britain, IM99 4EE 
E-mail: economist@ocra.com 
TEL: +44 1624 815544 
FAX: +44 1624 817080 


LONDON - Richard Cook, BSc 
Tel: +44 171 355 1096 Fax: +44 171 493 4973 


1509002 CERTIFICATED 


Toll Free From USA: 
1 800 283 4444 
Toll Free From UK: 


0800 269900 


www.ocra.com 


OCRA World Wide is a member of the Estate and 
General Group established in 1935 


OFFSHORE COMPANIES 
& TAX PLANNING 


BY LAWYERS 


The SCF/Hibernian Group is probably Europe's premier 
LICENSED trust and management practice fully owned 
and operated by qualified lawyers and accountants. 
Unlike many competitors, the Group is fully able to 
meet your entire individual and corporate tax 

planning needs whilst our in-house management 
capabilities allow for added confidentiality and 
extremely competitive fees. If you or your company 
want to protect your hard-earned assets and not let 
them go up in smoke, please contact us today, 


e 100’s of Companies immediately available! 
e Full Management & Nominee Services 
* Secure Bank introductions 
» Family Settlements & Asset Protection 
e Trust & Foundation registration 
e Fiscal Migration 


e Full Tax Planning 
Services 


« GUARANTEED 
CONFIDENTIALITY 


e ULTRA 
COMPETITIVE 


VISIT OUR AWARD WINNING WEBSITE AT 
www.scfgroup.com 





LONDON: 90-100 Sydney Street, 
Chelsea, London, SW3 6NJ, ENGLAND 
Tel: +44 171 352 2274 Fax: +44 171 795 0016 


e-mail: offshore@scfaroup.com 


DUBLIN: 27-29 Pembroke Street, Dublin 2, IRELAND 
Tel: 00 353 1 662 1388 Fax: 00 353 1 662 1554 


THE SCF GROUP e-mail: offshore@scfintliolie 


OFFSHORE 


Companies from $250 


* Ready made companies 

* Lowest first year and annual fees 
* Banking and investment 

* Mail and Fax forwarding services 
* Offshore credit cards 

° Asset protection Trusts 

* Nominee service 


Tel.: +363-1-679-0600 Fax:+353-1-679-0476 
E-mail: offshore@imagate.com 


Funds GE) Express 


Ridge Houss, t Conyngham Road, Dublin 3, ireland 
Established since 1980 


Immigration & Investment 
in USA, Canada, 
Australia & Spain 
Are you looking for 
permanent residency in the 
independent category or as 
an investor? 
Documentation including 
investment opportunities 
supplied for only $50 USD 


adi Consultant International 














ECONOMIC INDICATORS 








OUTPUT, DEMAND AND JOBS Japan’s cpp grew in the first quarter, by 1.9%, the first in- 
crease since September 1997; in the 12 months to March, it rose by 0.1%.Germany’s economy isal- 
so growing again: its Gop rose by 0.4% in the first quarter, though the z2-month growth rate 
slowed to0.7%. America’s unemployment fell to 4.2% in May; the euro area's fell to10.4%in April. 

































































COMMODITY PRICE INDEX 
The Asian economic crisis. has 
hit the global timber trade hard. The Inter- 
national Tropical Timber Organisation 
reckons that average timber prices fell by 





ve. ji 
Economist 








May, compared with arise of 3.5% in the 12 months to April. Consumer-price inflation in Germa- 
ny fell to0.4%in the 12 months to May; it edged up to 2.3% in the Netherlands. Austrian producer 
prices fell by 0.6% in the 12 months to May. 






































% change at annual rate The Economist poll Industrial Retail sales Unemployment s 3 
GDP GDP forecasts production (volume) % rate 26% in the 12 months to June 1998. The big- 
— Sent yew 1998 _2000 3 mths? 1year ‘yeat latest_yearage | gest culprit is the collapse in demand from 
ri +43 +48 901 +33 + 3. na =- 44 g + 44 QI 5 May 1 wat X 
= an: it rts of tropi 
Austria na 42.1 04 +20 +25 na + 2.6 Jan + 2.3 Dec 4.5 Apr 44 Jap oth s ae ie t a logs fell by 
Belgium To 16 ga +19 +24 na 32 te 4 76 an 11.0 May J19 more than a third in 1998. However, many 
Britain “O4 +060 +08 +23 Tio -16 ap + 16 am 6.2 Mad 65 tropical-timber producers have successful- 
Canada +34 +260 +29 +27 +42 +10 Ma + 26 feb &1 ma 84 | ly moved downstream from merely chop- 
Denmark ~03 +2794 +16 +22 na + 9.8 Apr = 5.8 Apr 59 apr 6.9 ping logs into processing higher-value 
France +12 +21 Q +22 +26 ~ 3.5 ~ 02 Ma — +66 Mar 114 Aap 119 products athome before export: Asaresult, 
a sd i f cz 2 + 4 + za a 2 S + Ap t ss vet ms ma ni logs accounted for only aquarteroftotalex- 
faa . + a; + Py + i + ki + % ar bi by lar l an 3 . 
Japan +79 +01 QQ) -11 -01 +64 -17 ap ~ 3.7 Mar 48 Ap A1 pomy ITTO. producers n 1998,down from 
nehai a Oe 12a 126 +39 103 Ma eee 34am 45 | Moret an 60%in 1980. But Africa remains a 
Spain +30 +360 +33 +34 TOA +20 Mar ma 174 Mar 19.2 laggard: it still exports a higher volume of 
Sweden +57 +320 +23 +27 ~26 +17 Mat + 6.3 Ma 5.3 Apt 6.6 logs than processed products. 
Switzerland +04 +0797 +12 +17 na = 0.7 Qat + 9.3 Mar 2.9 Apt 42 49902100 %é chan 
ae a _ eerie bd Cl ge on 
United States + 41 4390) +38 +27 +27 +20 Apr + 9.2 Mar 4.2 Mey 4.3. unia nee. one Onè 
Euro-11 +08 +423 Q4 +21 +26 705. - O01 Mar + 15 Det? 104 apr 11.3 month year 
“Not seasonally adjusted. TAverage of latest 3 months compared with average of previous 3 months, at annual rate. New series Qlan-Mar; claimant count Dollar index — _ ag Tae 
rate 4.5% in April, **Feb-Apr, TT economist estimate: weighted average of countries listed above, re aa T 53 93 
tems $ f ai ‘ ~ 10, 
Allitems 83 2 AB 2 Oe 
en ween TATE eee ; : ; : F 91.4 901 ~ 0 
PRICES AND WAGES American workers received a wage increase of 3.6% in the 12 months to roe eaat ene 
























































*Not seasonally adjusted. t average of latest 3 months compared with average of previous 3 months, at annual rate. **New series. tteconomist estimate: 
weighted average of countries listed above 























% change at annual rate The Economist poll 
J Consumer prices* consumer prices forecast Producer prices* Wages/earnings 
3mthst 1year 1999 2000 3 mths? 1 year 3mthst 1year 
Australia -07 + 1.2 9 +16 + 24 -23 -06 Q -03 +18 
Austria +08 +03 Apr +09 +14 + 3.8 ~ 0.6 May na na Al B44 84 i 
Belgium +27 + 08 May +12 415 51 32 feb TaI 425 Qa e CE. 84 31 8 
Britain 07 +16 Ap +20 +23 +34 +10 Ay +68 +48 Maré Nia 105.5 -1050 +06 +38 
Canada +64 +17 Ap etl +16 -06 +08 Ap +42 + 13 feb Metals) 2. [i Aa BA 61 Be 
Denmark +43 +24 Apr +22 +22 +09 -14 apr +37 +45 Nove | SDR index 
France +19 +04 spr +07 + 1.4 “= 19-26 ap + 18 + 2.0 oat | Allitems 841 83.9 = 11 J103 
Germany + 1.7 +04 May +07 #13 ALI S BA AR na + 2.7 Mat Food 3 16.2 
Italy + 41 +15 May +15 + 18 ~ 16 1.6 Apr +06 + 1.6 Apt | Industrials 
Japan -~ 24 ~ 0.1 Apr - 04 ~ 04 ~ 22 - 19 Ape na + 0.6 Ap All 77.0 
Netherlands +45 +23 May +22 +22 <04 = 2.3 Mat +23 +28 Mar Na 96.2 
Spain +29 +24 Ap +22 +23 tS 2 08 Apr 23 +19 %4 “Metals 65.3 
Sweden na ~ 0.1 Apr +04 + 1.0 A8 18 Apt 1.4 + 1.6 Mar goa T 
Switzerland + 1.7 + 0.6 May +05 + 09 ee 18 o> 27 Apt na + 05 1997 $ per oz 267.35 262.40 -59 -10.5 
United States + 2.2 + 2.3 Apr + 2.2 + 2.1 +16 + 1.1 Apr + 3.7 + 3.6 May 7 jts a ia 
aaa “es Crude oil North Sea Brent 
Euro-11 +21 + 11 Apr +12 + 15 ~ 26 = 2.3 Mar na + 2.1 galt 
a š = Sai $ per barr 14,70 16.20 ~- 06 +167 











* Provisional. 
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@ BUSINESS CONFIDENCE The deteriora- 
tion of business confidence around the 
world seems to have been reversed, accord- 
ing to Dun & Bradstreet’s latest quarterly 
survey of businessmen’s expectations. In 
the worldwide sample, the proportion of 
those expecting sales to rise in the second 
quarter exceeded those expecting them to 
fall by 44 percentage points, up from 33 
pointsin the first quarter. This followed five 
successive quarterly falls. In all of the coun- 
tries shown in our chart, except the Nether- 
lands, the balance of optimism increased; 
and only in Japan did pessimists outnum- 
ber optimists. The most marked upturn was 
in Britain, where the balance of optimism 
rose from 15 to 46 points. In New Zealand, 
net optimism has risen by 48 points, from 8 
to 56, in two quarters. 
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FINANCIAL INDICATORS 








MONEY AND INTEREST RATES Themoodin America’s bond marketis turning increasingly 
bearish. Growing fears about renewed inflation pushed the yield on 30-year American Treasury 
bonds on June 8th above 6% for the first time since May 1998. 












































_Money supply* _ interest rates % p.a. (Jun 9th 1999) 

Sis on yearago gyer. mih money market banks 2year TOTEUT corporate 

. harrow broad night latest yearago prime _gov't bonds latest? year ago bonds 

Australia +93 +89 ap 477 492 550 87% 5.19 6.19 579 660 
Britain $59 474 ay 4 5.19 63 623 52 514 569 564 

OO >24 FET Ap 47 456 O ano 625 531 566 530 652 

8 575 337 466 495 7.04 

t38 029 153 150 060 

37 360 4.73 493 4.58 

2.88 1612.63 307 3.20 

775 557 586 551 73I 

4.15 2.88 4.20 na 3.74 





58%, US 30-year 6.02%. 


“Narrow: M1 except Britain MO, broad: M2 or M3 except Britain MA. Sources: Commerzbank, Den Danske, J.P, Morgan, Royal Bank of Canada, Svenska 
Handelsbanken, Warburg Dillon Read, WEFA Group, Westpac, DatastreanviC V Rates cannot be construed as banks! offers, 





STOCKMARKETS All the markets in our table rose in the week to June 9th. Frankfurt was the 
star performer, with a gain of 5.1% on rumours of a big telecoms deal. The French bourse reached 
an all-time high, thanks largely to the news of Vivendi’s intent to purchase Pathé. 


Market indices _% change on 
















































































aD “one one record Dec 3ist 1998 
Jun 9th high low wee year high inlocal  in$ 

EEE a Se NEEN ect lies aly SE ee currency terms 
Australia (Ail Ordinaries) 2,985.5 3,145.2 28048 + 24 +151 -51 + 61 4142 
Austria (ATX) 1,209.5 1,3263 103 +12 -226 -57 +793 -Fi 
Belgium (Bel 20) 22049 36819 30766 +42 -39 i30 «BB 180 
Britain (FTSE 100) 6,453.0 65988 57702 + 24 +78 - 22 4 97 4 55 
Canada (Toronto Composite) 6,960.4 71014 6,180.3. + 16 ~ 64 z110 +73 +119 
Denmark (Copenhagen SE) 6445 653.9 5655 + 30 s141 -173 + i1 -97 
France (SBF 250) 28437 28437 250/8 + 27 + 45 +137 + 10 
Germany (DAX) 5,253.9 5,4436 46787 +51 ~ 87 +50 -67 
italy (BCI) 1558.0 15988 1,396.6 + 26 + 29 +48 - 69 
Japan (Nikkei 225) 16,6225 17,3006 13,2327 + I2 +84 +201 +138 

(Topix) 1342.5 1,381.1 1,048.3 4 12 12.0 +235 +171 
Netherlands (EOE)* 687 5837 5073+ 22 +40 +56 +56 
Spain (Madrid SE) 9062 9316 8278 +16 +27 +44 -72 
Sweden (Affarsvariden Gen) 3,846.0 3,846.0 3,2684 + 41 + 09 +160 + 99 
Switzerland (Swiss Market) 7,190.6 7,6688 67506 +32 60 +04 -96 
United States (DJIA) 10,6903 11,1072 9,1207 +13 +192 +164 +164. 
(Sap 500) 1,318.6 01,3676 1,2122 + 18 186 +73 +73 
Europe (FTSE Eurotop 300)" 1,3145 1,3317 11649 + 24 + 46 iit 4ttd 
Euro-11 (FTSE Ebloc 100)* 10715 1,0892 9715. + 30+ 14 +73 473 
World (MS) 12178 1,252.11 +25 +137 na + 59 
World bond market (Salomon): 430.5 4558 +01 + 64 na 52 








“in euro terms, tMorgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms, 
*satomon Brothers World Government Bond Index, total return, in dollar terms. 





_ NECA Bane TREO LI TE AT VER ASC SEE SUCHIN AEE 
w CURRENCY FORECASTS Each quarter 
we ask J.P. Morgan to predict dollar ex- 
change rates for 16 currencies in a selection 
of developed and emerging economies. The 
forecasts are for the end of September 1999 
and the end of June 2000. Over the next 12 
months the euro is expected to recover 
from its recent slide. Down from $1.18 at its 
launch in January, and $110 three months 
ago, to $1.04 now, it is expected to rise to $1.15 
a year from now, an 11% appreciation. Ster- 
ling is also forecast to strengthen against the 
dollar, but by only 9%, so that it will fall a lit- 
tle against the euro. But the yen, which has . 
remained steady against the dollar in the 
past three months, is expected to weaken 
over the next 12. A dollar now buys 119 yen; 
next June it is expected to buy 140. The Pol- 
ish zloty is forecast to appreciate against the 
dollar, as is the Australian dollar. 



































aaa = eer re creer as 

TRADE, EXCHANGE RATES AND BUDGETS Theeuroedged up from its lowest points: 
to June gth. The yen strengthened too: its trade-weighted value rose by 
1.8%. But the American dollar slipped by 0.8% in trade-weighted terms. 


its trade-weighted value was up by 0.3% in the week 
1.3%0ver the week. The Australian dollar notched upeven bigger gains, of 

























































































___Trade balance*, $bn a Current account __Exchange rate ____ Currency units Budget 
latest latest 12 $bn The Economist poll trade-weighted* per per per per balance 
month months tatest 12 mths % of GDP, forecast Jun 9th year ago $ £ DM euro % of GDP 

E Taa a tera 1999 2000 ae Jun 9th year ago 1998 
Australia = 1.43 Apr - 70 ~ 18.7 91 -5.5 48 856 799 51 7.70 242 081 1.58 05 
Austria ~ 116 feb -67 ~ 37 feb 18 18 4020 1032 13.2 126 21.11 703 1376 -2.1 
Belgium + 1.16 Fe 4 147 + 12.2 Dec 47 46 101.2 102.6 38.7 371 «61.90 20.63 40.34 13 
Britain - (‘3.48 Ma -3893 x 2504 03 -1.2 1046 1043 062 O61 - 033 065 04 
Canada e172 Mar + 152 ~ 124 04 “16 oid ee 801 810 1,47 147 236 679 154 13 
Denmark + 0.25 Feb + 24 - 13 feb -06 -0.2 1043 105.3 712 684 1140 380. 743 10 
France + 1.94 Mar + 250 "+ 40.1 Feb 23 21 104.3 106.0 6.29 602 1006 335 656 “2.9 
Germany + 6.43 Apr + 764 -~ 49 Ap 0.5 -04 ~* 019 1042 188 180 3.00 = 1.96 -2.0 
tay SSO SAY an 4 274 + 28.0 Feb Z2 23 745 76.1 1.856 1,770 297) 990 193 27 
Japan + 10.73 Mar +1257 O +1188 Mar 34 35 1326 1101 119 141 190 6346 124 -5.0 
Netherlands + 1.74 Mart + 155 + 214 3 49 48 100.4 1020 241 203 338 113 220 -0.7 
Spain = 250 Ma O = 257 OOO F MOB 08 __ 58 770 160 152 255 85.08 166 -18 
Sweden + 132 Apr + 172 + 45 Mar 2.0 20 +809 849 856 798 1370 456 893 19” 
Switzerland ~ 0.15 Feb ~ 69 + 224 Q 73 72 106.4 106.7 1.53 1.49 244081 159 ha 
United States - 26.46 Mar 267.8 -233,4 Q4 33 34 109.0 1128 = = 160 053 104 A 
Euro-11 + 5.04 Feb + 916 + 75.0 04 12 ti B61 90.8 0.96 0.92 153 0.5] Ss “2.1 
“australia, Buitain, France, sat anada, Japan and United States imports fob, exports fob. All others cif#fab, 119902100, Bank of England. OECD estimate, 

5Not seasonally adjusted. **New series 
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EMERGING-MARKET INDICATORS 
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| equality increase over the past decade. 
| Although the crisis in East Asia has wors- | 
| ened poverty, it has not necessarily in- | 
| creased inequality. In Indonesia, for in- | 
| 
$ 


| richer half of Indonesians have seen their 
| incomes sal 








M LESS EQUAL Income inequality varies 


| enormously among developing countries. 


Union, incomes have become sharply less 
equal in recent years, but elsewhere there is 
no clear trend towards greater or less in- 
equality. Countries as diverse as Brazil, Ban- 
gladesh, China and Malaysia have seen in- | 


| 
i 
| 
In Eastern Europe and the former Soviet | 
| 
ji 
| 
| 


stance, the share of people living on less 
than $1 per day has risen from one in tenin 
1997 to almost one in five in 1998. But in- 
come inequality may have fallen as the 











Despite a rise in inequality in recent 
years, ex-communist countries such as Slo- 
vakia and the Czech Republic are still the 
emerging countries with the smallest in- 
come disparities. In Slovakia, for instance, 
the richest fifth of the population earn 
about 30% of all income, and the poorest 
fifth just over 10%. 
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ECONOMY Russia’s consumer-price inflation rose to 116.6% in the 12 Dat to May. But Tur 
key’s fell slightly, to 63.0%,as did Venezuela’s, to 23.4%. Taiwanese consumer prices increased by 
0.5% in the 12 months to May, after falling by 0.1% in the 12 months to April. Taiwan’s 12-montt 
trade surplus widened to $10.7 billion in May; Brazil’s deficit narrowed to $4.9 billion. 
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FINANCIAL MARKETS. Jakarta jumped by 18.2% in the week feline oth as the country’s first 
democratic elections passed with remarkably little violence. The Russian stockmarket rose by 
14.1% to a new high for the year, helped by a surge of domestic investment in energy. Polish in- 
‘vestors were upset by the announcement of a bigger budget deficit. 
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Outwit 


the competition. 


Enter the competition in the new 
Library of The Economist Web site and 
you could win a brand new Compaq 
Aero 2100. One of the first colour 
palm-sized PCs, the Compaq Aero 
2100 can link up with your desktop 
computer to give you full access to 
your email and diary while you are 
away from your desk. 


Whatever your information needs, make sure you visit 
The Economist online Library. You will find the burning issues of 
the past two weeks, favourite articles and surveys by topic, plus 
advice on how to write from The Economist Style Guide. Based 
on the English-usage guide given to Economist journalists, it will 
ensure that your words are remembered. 


The Library is just one of the many Web-based services, like our 
archive, available free of charge to online and print subscribers to 
The Economist. Print subscribers can gain unrestricted access by 
entering their subscription number. Even if you're not a subscriber, 
you can still access much of the Library and the competition. 


For your chance to win a Compaq Aero 2100, all you have to do 
is answer various questions based on articles in the Library's 
free Special Collection. Outwit the competition by visiting 
www.economist.com today. 
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The Economist Web Edition is free to all Economist print subscribers. All you need is the Customer Reference or Account Number and Expiry Date from your weekly copy. 














Spaceman 


How do you keep an ambitious 





space program on course, when 
another costly disaster would 
have scared off both customers and 


the entire insurance community? 


Get Willis consultant Tim Hopkirk 
(and his aerospace colleagues) 

to arrange a billion dollar 
‘rocket bond’ facility backed by 
high-flying international investors, 


ready on the launchpad. 


The sky's the limit when you 
combine teamwork, flexibility 


and innovative risk solutions. 






Consultant Tim Hopkirk, 


One of 10,000 Willis people 


around the world united behind i A 
one objective: your success, The Risk Practice 


UKTel +44 (0)207 488 8111 
USTel +1 615 872 3000 
Website: www.willls.com 
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Covered by Allianz Group. 


Wherever you are. Whatever you 
do. The Allianz Group is always on 


yo ur sid e » To us risk management means thinking the unthinkable to 


prevent risk turning into loss. As one of the world’s leading insurers our financial 
strength and technical expertise combine to make Allianz Group the partner you can trust 


whenever and wherever you need us. Allianz. The Power On Your Side. 


@ 
Allianz Group. Europe’s leading global insurer Al ] ] an Z 
and provider of financial services. 





Monet, Gaugin, Da Vinci, 
łembrandt and Picasso can’t 
: to be shown at S.A.M. 
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Singapore Art Museum. How do you improve a Monet? Lighting is 
the most critical element in the minds of the curators of Singapore's 
Art Museum. So they turned to the lighting masters for advice 
Philips won this project because the high standards of our lighting 
exceeded S.A.M.’s demands. For 6 months we collaborated with art 
experts faced with issues like the heat and UV sensitivity of the 
exhibits plus the aesthetics of the museum. The challenges were met 
with 260 energy saving Trios lamps. Mona Lisa would smile at S.A.M 
http://www. philips.com/lighting 
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LETTERS The Economist, 25 St James’s Street, London Wia ine “FAX? 


Convertible Argentina 


Sir—Bashing Argentina’s “con- 
vertibility” has become a popular 
game and The Economist joins 
the crowd (May 29th). As a conse- 
quence of Mexico’s 1994-95 deval- 
uation the world’s gurus pre- 
dicted the end of convertibility. 
Despite losing 20% of our bank 
deposits (which brought down 80 
banks), an unacceptable unem- 
ployment rate of 18%, and a reces- 
sion (Gpr fell more than 4% in 
1995), Argentina did not take the 
easy way out by devaluing. In- 
stead, it voted by an absolute ma- 
jority to give Carlos Menem a sec- 
ond term as president. 

We have recently withstood 
the Asian crisis, the Russian melt- 
down and Brazilian devaluation. 
Yet, in a recent poll, 74% said they 
do not want to make any change 
in the one-dollar-for-one-peso 
anchor. Why? Perhaps, time will 
tell. What Argentines have learnt 
after 50 years of inflation is that 
those now questioning convert- 
ibility, both inside and outside 
the country, reminisce about the 
good old days in which they 
made a bundle by speculating 
against Argentina. 

The people who paid for that 
speculation were those on a fixed 
salary, and those that saved for 
their retirement by contributing 
hard currency into social-security 
funds and are now pensioners. 
Many of us did not vote for Mr 
Menem, thinking him a little too 
flamboyant. But if we have to 
choose between Mr Menem and 
George Soros and his like, the ma- 
jority will stick with the former. 
Interestingly, both candidates in 


October’s presidential election 
have promised not to change this 
currency anchor. 


Buenos Aires SAM SUMMERS 


Sir—Under a picture of Mr Me- 
nem, with a clock showing ten 
minutes past eleven, you say: “It’s 
the eleventh hour for Menem.” It 
is of course the twelfth hour. Are 
you subtly communicating that 
Mr Menem is long overdue to 
clock out? 

Oegstgeest, 


The Netherlands MICHIEL VISSER ° 


Disintegrating schools 


Sir—Your article on the current 
law suit over integration policies 
in Charlotte (“Stopping the school 
bus”, May 29th) advocates build- 
ing schools only in racially in- 
tegrated areas. This cannot work 
in such a rapidly growing city, 
where much of the growth in out- 
er areas has been white. 

Also, you say that the spectre 
of resegregation looms in Char- 
lotte as, for example, more. par- 
ents than usual are applying for 
places in private schools. The law 
suit is not the only reason for this. 
The school system in Charlotte- 
Mecklenburg has fuelled the very 
process it ostensibly battles 
against. Over the years it has pro- 
vided constant uncertainty about 
school assignments, and promises 
more in the future, no matter 
what the outcome of the law suit. 


Parents prefer the stability and . 


certainty a private school. offers. 
Furthermore, . school-system 
policies have themselves’ worked 
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against natural integration in a 
high-growth city. A few years ago 
my husband and I considered 
buying a house in an integrated 
area of inner-city Charlotte. If we 
had done so, our young son 
would. have been bused to a 
school ina mainly white area half 
an hour away. We bought instead 
in amostly white area where he 
could attend a closer school. | am 
sure we are not the only ones who 
made such.a decision. 


Charlotte, ROSEMARY 
North Carolina HOPCROFT 
n a RE ener 
Creating credit 


Sır—You are right to say that the 
recessions of South Korea and Ja- 
pan are similar and so require 
similar remedies (“Yin and yang”, 
May 29th). However, you are 
wrong to suggest that recovery is 
dependent on. structural reform. 
Both crises were the result of ex- 
cess credit creation by banks. It 
was. used: speculatively not pro- 
ductively, and hence turned into 
bad debt: Bad debts crippled the 
banks and resulted in a credit 
crunch. Thus an. expansion of 
credit: creation is required for a 
sharp and sustainable recovery. 
When banks are not creating 
credit the central bank can do so 
by buying assets from the private 
sector with newly printed money. 
The reason why South Korea re- 
covered quickly is because the 
Bank of Korea did just that in 
early 1998, printing money at the 
fastest rate in 25 years. The Bank 
of Japan, by contrast, failed to 
print money aggressively for sev- 





en years. 

Tokyo RICHARD WERNER 
nent set awe = 
ANC united 


Sır—Your appraisal of South Afri- 
ca’s political situation (May 29th) 
contains. a major contradiction. 
You praise Nelson Mandela for 
énsuring political stability, but 
then goon .to suggest that it 
would be better for democracy in 
South Africa if the anc split up to 
provide a credible opposition. 
Mr Mandela’s greatest achieve- 
ment has been his ability to keep 
the various factions of the anc 
together under a pragmatic and 
modem umbrella. Most factions 
have powerful connections with 
the violent political groups in 
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townships across South Africa. If 
the anc were to break up, politi- 
cal violence in the townships 
would grow as armed-faction 
leaders battled for supremacy. 
Credible opposition parties 
will grow in South Africa, but the 
moderate and united anc does 
provide the necessary stability 
until the other political parties 
sort themselves out. A split ANC 
would bring political chaos. 
London. ANDREW NGORI 


Sır--Thabo Mbeki quotes a black 
American poet, Langston Hughes: 
“What happens to a dream de- 
ferred?” giving the answer as “it 
explodes”. This paraphrasing of 
Mr Hughes, predicting disaster, 
does not do justice to the poet, 
whose work holds out hope and 
optimism. 

Good morning, daddy! 

Ain’t you heard 

The boogie-woogie rumble 

Of a dream deferred? 

Dream Boogie (1951) 

What happens to a dream 

deferred? 

Does it dry up 

Like a raisin in the sun? 

Or does it explode? 

Harlem (1951) 


Better education and policing, 
action against aips and equality 
of opportunity can make South 
Africa’s dream deferred explode 
in a positive manner. 

Toronto NORMAN HARDIE 


Inactive service 


Sir--You overlook one major 
handicap to reforming Germany’s 
service sector (“Germany stalls”, 
June 5th) as a cure for unemploy- 
ment: attitude. Although some 
services here are world-class even 
when carried out by Germans 
(for example, waiting and taxi- 
driving), the service industry is 
not regarded as a serious profes- 
sion. As a German manager said 
to me, “making the unemployed 
into shoeshines might work in 
the ux, but not here.” The view 
that there is no room for in- 
telligence in services is widely 
shared and as damaging to 
growth as the structural problems 


you cite. 

Wiesbaden, 

Germany lan WALSH 
ee iglesia ake inne 
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CONSULTANTS & EXPERTS 


FOR PROJECTS IN THE 


MEDITERRANEAN COUNTRIES 





BERENSCHOT EUROMANAGEMENT 
is part of the Berenschot Group, one of the largest 
independent consulting firms in the Benelux. Berenschot 
EuroManagement's activities relate to the management and 
implementation of large international projects, to European 
Affairs and to public procurement consulting. We are currently 


involved in more than 300 projects in 17 different countries. 


The continuing growth of projects carried out on behalf of 
the European Union, the EBRD, the World Bank, the UN and other 
international agencies has created an urgent need for professional 


consultants and experts. 


At the moment, we are seeking specialists from EU Member 
States with international project experience as well as specialists 
from Mediterranean countries in the following industrial sectors: 
* Textiles, garment making and leather; 

* Food industry and fishery by-products; 

Chemical, para-chernical, plastics and pharmaceuticals 
industries; 

* Mechanics, metallurgy, electronics, electrics; 

* Construction materials, glass, ceramics; 


* Services (computing, tourism, transport and printing). 


SPECIFIC EXPERTISE SHOULD COVER: 
* Procurement/purchasing 


+ Marketing and distribution/packaging 


+ Promotion of exports 

* Sales 

* Development of partnerships between companies 

* Finance 

« Cost-accounting 

* Strategic development of business 

* Management and organisation 

e Management and development of Human Resources 
* Management training 

* Institutional development 


» Support for local consulting activities. 


We are looking exclusively for those candidates who can 
demonstrate their extensive experience. in project work in the 
Central and Eastern European. countries, NIS, the Middle East, 
the Mediterranean countries. (to a lesser extent in ACP countries 
and/or South Africa). Candidates should have a good: command of 


the English and/or French language. 


If you are interested. in joining. one or more of our 
international projects, you are invited to send an electronic 
version of your CV, in the format found on our website (http: 
www. berenschot. nl/overBérenschot/euromanagement/form.htm), 
to mail to: JjV@berenschot.com, as soon as possible. Refer in: 
your correspondence to “MEDFC” and to the relevant sector and 
field of expertise mentioned above. 


MEMBER oF E-I CONSULTING GROUP € 


Berenschot EuroManagement 


Berenschot Groep BV, PO. Box 8039, 3503 RA Utrecht, the Netherlands. Tel. +31 (0)30 291 69 16, fax +31 (0)30 294 70 90, http://www. berenschot.nl 
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Standard Y Chartered 


Chief Operating Officer 


Excellent general management potential 


Nairobi, Kenya 


Standard Chartered is a world class emerging markets bank, 
with its business focused on delivering high quality, innovative 
and competitively priced products and services, 

Central to its commitment to the African market is the 
appointment, in anew role, of a COO in Kenya. The appointee 
will be responsible for driving through change to further 
improve operational performance across all support services 
including Finance, IT, Human Resources and Operations. Key 
responsibilities will include: 

* providing clear leadership and guidance to all operational activities; 


e developing and achieving exemplary operational performance 
objectives and quality standards; 

è building working relationships with other operational and 
business leaders within the group. 


Competitive Package 


Candidates will have extensive business management experience 
gained in senior management appointments. Ideally, they will 
have an international educational or business background, 
gained with a blue chip financial institution or multinational 
corporation. Knowledge of Kenya is essential. 


Strong operational and financial management experience, 
together with excellent commercial awareness, is important. 
Outstanding communication and leadership skills are essential 
as well as a high level of energy. A track record in managing 
change is also required. Success in this role will lead to excellent 
career development opportunities in the region and worldwide. 


Please send a full CV in confidence to GKR at the address 
below, quoting reference number 99504L on both letter and 
envelope, and including details of current remuneration. 


Queensberry House, 3 Old Burlington Street, 

London W1X 1LA. 

Tel: + 44 (0)171 534 0077, Fax: + 44 (0)171 534 0006. 
E-mail: ASerby@gkrgroup.com 


7 ‘at Lehman. Brothers 
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Oil & Gas Practice 


The global oil and gas industry is undergoing major changes. The effects of ever-changing oil prices and market conditions 
are forcing clients to become comfortable living in a world of unpredictability. 


The pace and depth of change required is higher than ever before. To survive in this new climate, companies need critical 
support in the design and implementation of programmes that will transform their performance and culture by realising 
the full potential of their people, as well as maximising the benefits from new technologies and business opportunities. 


Cambridge Management Consulting has a track record of delivering measurable results. Our proven implementation 
process is one of working together with our clients to deliver these results, on time and within budget. The focus is on 
helping change attitudes and behaviours across the client organisation by extensive personal coaching, complementing 
formal methods of skill development. 


We have worked with many of the world’s major oil and gas companies, and seek to build on our continuing growth in 
this sector by appointing a number of outstanding individuals to take a leading role within our business. A willingness to 
travel extensively and a working knowledge of two or more languages would be a distinct advantage. 






ref. 5488A 


You will be working closely with clients, ensuring the delivery of exceptional quality from our project teams. You will have 
responsibility for building strong account relationships, people development and promoting the values that are core to 
our current success, 


You will be capable of: 


+ Stretching the current thinking of our clients and helping push the levels of performance expected from their business 
+ Challenging and supporting clients in the development-of their business 

+ Coaching senior clients to get the best out of their colleagues and those they work with 

+ Quickly identifying and focusing on the major elements of a client’s business which will drive business improvement 

+ Developing and nurturing the skills and capabilities of our consulting teams 

Successful candidates must be able to demonstrate outstanding achievements in delivering results and coping in an 
environment of change. You will have a track record of developing people to achieve results they thought were: beyond 
them. You will also have the interpersonal skills required to get the best from those you work with and have an appetite 
to develop and stretch your own knowledge and capabilities. 


ref. 5489A 


Leading a team in developing an accurate, clear and compelling picture of how to transform a client's performance, you 
will be capable of: 





+ Evaluating the strategy and measuring the competencies throughout the organisation 

+ Assessing the performance throughout the value chain from supplier to customer 

+ Analysing the realities of performance and assessing the potential for improvement 

+ Understanding the culture and behaviours of the client organisation and identifying the key levers for change 


Successful candidates will possess the combination of analytical, and client skills necessary to win major assignments, as 
well as the physical and mental stamina to work in difficult and demanding environments. 


With remuneration packages aimed at attracting the best, the right individuals will have the 
opportunity to develop rapidly into a leading role within Cambridge Management Consulting. 


Please apply in writing, enclosing your full CV and quoting the appropriate reference, 
to BNB Response Services, Wellington House, Queensmere, Slough, Berkshire SLI IDB. 
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BANK OF ENGLAND 


DIRECTOR FOR CENTRE FOR CENTRAL BANKING STUDIES 


The Bank of England’s Centre for Central Banking Studies has two broad objectives: 
e to foster monetary and financial stability world-wide. 


e to contribute to the Bank’s research into the latest central bank thinking around the globe. 


“It achieves this by providing high-quality technical assistance, training, workshops, seminars and comparative research 
"on and for central banks and institutions working in similar fields. The output from the Centre is also published in a 


series of handbooks, working papers, articles and books. 


The Bank is seeking an outstanding individual to lead the Centre, due to the retirement of the current Director from the 
post through ill-health, The main task will be to provide the strategic direction and leadership for the Centre, and to 
satisfy the demands from central banks for increasingly complex and specialised training. 


The successful candidate is likely to be either: 
e a senior academic economist, with a strong research record, across a range of central banking activities; or 
e a senior research economist in a central bank or international finance institution. 


Excellent presentation skills are essential, as well as a strong vision and commitment to teaching. More details of the 
work of the Centre can be obtained from the 1999 prospectus, either by contacting Chris Chaplin at the Centre or from 
the website: www.bankofengland.co.uk.center.htm. Salary for this senior position will be negotiable, depending on 
experience. 


Appointment will be on the basis of a fixed-term contract, ideally for three years. To apply, please send a full CV, 
together with salary history, to Mrs Jan Williams, Personnel Division, BB-3, Bank of England, 1&2 Bank Buildings, 
Princes Street, London, EC2R 8EU. Closing date for applications is 9 July 1999. 


The Bank is an equal opportunities employer. 


Director General 
Advertising Standards Authority ASA 


The Advertising Standards Authority, the non-statutory consumer protection body that promotes 
the highest standards in non-broadcast advertising, will appoint a new Director General from the 
Summer of next year. As Chief Executive, he or she will be responsible to the Council of the 
Authority for the ASA’s overall strategic direction and day-to-day operations. 


The successful candidate will have good leadership qualities and an ability to remain calm, clear 
headed and decisive under pressure. He or she will have the intellectual skills and 
management experience to be able to guide the Authority through complex issues and will feel 
comfortable in dealing with Ministers, Members of Parliament and civil servants as well as very 
senior business people.The successful candidate might come from the private, the public or the 
voluntary sector. 


Please apply in writing for a full briefing pack (do not send a CV or telephone the ASA at this stage) 
to the Chairman, Lord Rodgers of Quarry Bank, The Advertising Standards Authority, 2 Torrington Place, London WCIE 7HW. 
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PricewaterhouseCoopers’ Financial Advisory Services 
(FAS) practice is seeking to expand its team of outstanding 
Economists within its Corporate Value Consulting (CVO) 


group. 


Qualified to a second degree level, you will possess a strong 
interest in the application of economics to commercial and 
policy issues and display a demonstrable track record in a 
number of the following: 


e valuations, financial modelling, risk management, the 
economics of finance and shareholder value analysis 


PRIcEWATERHOUsE(CoPERS (A 


* formulating business strategy 

© the use of economics to resolve business disputes 

* an industry specialism, particularly energy, 
telecommunications, financial services or retailing. 


We are looking to recruit at both junior and senior 
levels. Successful candidates would be based in 
Central London but with some international travel, and 
language skills would be an advantage. We would also 
consider candidates who are based in other major 


European centres, 
www.pweglobal.com 


Join us. Together we can change the world. 


To find out more about these challenging roles, please writ 
Petra Rickmeyer, Hoggett Bowers, 28 Essex Street, London WC2R 


on email: angela.mo psdgroup.com 


SPECIALITY CHEMICALS MULTINATIONAL 


ith full CV, quoting current rewards package, to: 
fel: +44 (0) 171 970 9600, or contact Angela Morris 


CORPORATE HUMAN RESOURCES MANAGER 


Attractive package 


Continental Europe 


Our client is a leading industry group with 7,000 employees, and offices based in over 70 countries. In response to their globalisation 


and changing business environment, our client has created this new role, and a challenging opportunity now exists for a Corporate 


Human Resources Manager to develop the corporate culture. 
The Position: 
N Report to the CEO. 


W Create, implement and maintain a modern Human 
Resources service within the group, 


M integrate this change in line with basic business policies. 


M@ Work closely with line managers to benchmark 
continuously against company best practices. 


E Create and manage the performance appraisal and career 
development programmes for managers. 


M@ Organise and co-ordinate an expatriate relocation programme. 


The Requirements: 


E 12-15 years’ professional Human Resources management 
experience, preferably in the (Petro) Chemical, Consumer 
Goods, Manufacturing or Automotive industries. 


E Operate within an intemational and complex environment. 


E A multicultural and cosmopolitan outlook, with high 
intellectual capabilities. 


M@ Graduate, preferably with an MBA or equivalent. 
E English speaker, with at least one additional European language. 


Our client is an equal opportunities employer. 











K/F SELECTION 





A division of 
K KORN/FERRY INTERNATIONAL 
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Please send your CV with current salary details to: Dr Michael Rosenfeld, 
Partner, c/o KAF Selection, Limmatpark, POB, CH-8957 Spreitenbach, 
Switzerland, quoting ref: 063-460-01. Alternatively send by fax on 

+41 56 401 65 07 or by e-mail to nicole haefliger@kornferry.com 
Internet Home Page: http://www-kfselection.com 
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USAID/SOUTH. AFRICA AN EQUAL OPPORTUNITY 
EMPLOYER; in Pretoria, requests expressions .of interest from 
qualified candidates for the following position: ae 


GLOBAL CLIMATE CHANGE PROGRAM COORDINATOR 
Personal Services Contract ; 
(REF: 2469820122) 


The U.S. Agency for International Development (USAID) and the 
Department of Environmental Affairs and Tourism (DEAT) of the 
Republic of South Africa seek the services of a Global Climate Change 
(GCC) Program Coordinator under a 2 year Personal Services Contract. 
The salary range for this position is $63,000 to $82,000 plus benefits. 
Final salary determination for the successful candidate will be based on 
salary history and creditable work experience towards the position being 
filled. This individual will serve as GCC liaison berween USAID, DEAT 
and other private and public sector parties to assist with implementing a 
Grant Agreement between USAID and the DEAT. The Agreement 
focuses upon formulating GCC policies, increasing public awareness of 
GCC issues, improving institutional capacity (including mentoring a 
replacement or replacements), and supporting GCC activities of the 
U.S./South Africa Binational Commission. The GCC Coordinator will 
be responsible for: defining issues; preparing detailed work and business 
plans, management of activities, and results reporting. 

















Skills needed for this position include: (1) excellent inter-personal skills; 
the ability to work with high-level public and private sector decision 
makers; mentoring skills; (2) technical expertise (environment and GCC 
concepts and concerns) (3) experience in assessment and reporting; (4) 
management skills, Must have: a minimum of five years of experience in 
environmental management, at least two with GCC issues or closely 
related sector; two years of developing country experience (including 
South Africa); a Masters Degree in a relevant discipline. A full description 
Lof the position, including information on associated benefits, is available 
ön request from the address below, and these details are also posted on 
the USAID external web site http: //web.sn.ape.org/usaidsa. 


Send curriculum vitae to the attention of Mr. Jerry Kryschtal, Regional 
Contracting Officer. USAID/South Africa. Box 55380, Arcadia Pretoria, 
0007. All submissions must be received by July 2, 1999 at 16:00 hours, 
Pretoria time. 



















The World Bank is seeking a recognized expert in Institutional 
Development and Public Sector Management to join the donor 
supported Health Program Support Office (HPSO) as its primary 
policy specialist and technical resource to support the Government 
of Bangladesh in implementing/monitoring its Health and 
Population Sector Program {HPSP). The position is a four year trust 
funded appointment based in Dhaka, Bangladesh. 


Responsibilities include: 


e Ensuring that the Ministry of Health and Family Welfare 
(MOHFW) policies and processes for implementing and 
monitoring HPSP are consistent with the best practices in 
institutional Development and Health Sector reform. 


e Supporting MOHFW in the development of suitable monitoring 
systems for the content and process of organizational reform 
and institutional change. 


e Assisting MOHFW in identifying/analyzing the institutional 
requirements in a sector-wide context to enable the reform and 
organizational change outputs to be achieved. 


e Working with MOHFW, the development partners, and the 
projects they are supporting, to ensure all technical assistance 
needs for institutional development are met and coordinated. 


e Assisting the Task Leader and other HPSO members in the 


preparation and presentation of work plans and reports to the 
Steering Committee. 
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Program Associates - two Positions 
Population Council is an international nonprofit, non-governmental insti- — 
tution that conducts biomedical, social science, and pu lic health research 
and helps build research capacities in developing countries. Presently, we 
seek two experienced professionals to serve as part of the global family 


planning and reproductive health program known as FRONTIERS. 


La Paz, Bolivia (ob # 25/99) This position provides TA to local institu- 
tions in designing, implementing and using operations research to improve the 
quality and efficiency of reproductive health services in Bolivia. You will also pro- 
vide TA to collaborating institutions working in reproductive health to develop 
local capacity to conduct and use operations research as a routine management 
tool in Bolivia. Requires: M.A. or Ph.D. or equivalent in a social or health science, 
8 years’ exp. for the M.A. level, and 2 years’ exp. for the Ph.D. level, in applied 
operations reproductive health research, preferably in the Latin America region; 
demonstrated knowledge of demographic methods and program evaluation, and 
of clinic and community-based reproductive health a hg financial and 
personnel management skills; exp. in developing and writing proposals and 
reports; data processing and analysis skills: fluency and writing ability in Spanish 
and English; prefer current or previous resident of Bolivia, or a Bolivian citizen, 


Jakarta, Indonesia (ob # 29/99) This position provides TA to local 
institutions in Indonesia, using operations research to improve the quality of 
reproductive health services; will also provide support for the development of 
additional program activities in Indonesia and the region. Substantial knowledge 
of family planning & related reproductive health issues in developing countries is < 
required, Will work closely with the Ministry of Health, BKKBN, donors agencies, 
family planning associations, NGOs active in family planning and reproductive 
health, and women’s advocacy groups. Requires: M.D. or Ph.D. or equivalent ina 
social or health science, additional expertise in reproductive health desirable; 
2 years’ exp. in the development & implementation of reproductive health opera- 
tions research in the ANE region, preferably. in: Indonesia; excellent understand- 
ing of and substantial exp. with international reproductive health issues and 
programs; financial and personnel management skills; strong background and 
skills in qualitative and quantitative research methods: excellent communication 
skills; fluency in English and Indonesian essential. 


please send resume, referencing job number, to: Ms. Joanne Gleason, 
FRONTIERS, Population Council, 4301 Connecticut Ave., Suite 280, Wash- 
ington’D.C. 20008, FAX: (202) 237-8410. E-mail: jobs@popcouncil.org 


B Population Council . 


4 |E/AA Employer. 


We encourage applications from females and minorities. 




























































INSTITUTIONAL DEVELOPMENT SPECIALIST 


Selection Criteria 
Advanced degree in Management or Institutional Development 


e Proven skill and experience in Institutional Development and 
change management, within the health and/or social sectors, at 
senior levels and within national bureaucracies. 


e Substantial experience in public sector management in South 
Asia or other developing countries. 


e Demonstrated ability to provide intellectual leadership and 
technical guidance to managers in the health sector, including a 
strong analytical background, excellent oral communication 
skills, and excellent written skills as evidenced through 
internationally acknowledged publications. 


è Good interpersonal and teamwork skills with the ability to excel 
in a multi-cultural environment. 
Wemen and nationals of developing countries are strongly 


encouraged to apply. 


The World Bank offers an internationally 
The 


competitive compensation package including 
expatriate benefits. Qualified candidates 

World 
Bank 


should. send a detailed curriculum vitae by 
June 30,1999, to: The World Bank, Dhaka 
Office, 3A Paribag, GPO Box 97, Dhaka 
1000, BANGLADESH. Fax: (880-2) 863-220. 
E-mail: schowdhury@worldbank.org 
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opment in the Former Soviet Union, Central & Eastern Europe, 


sia, and Latin America. If you have documented success Working in 


developing countries and emerging markets, and the proven skills and 
| experience to provide expert consulting in the following fields, please 
CONTACE us. 


Agribusiness and Agribusiness Marketing 


Banking (credit, workouts, risk, regulation and supervision, rural and 


micro-lending | 

Capital Markets (stock exchanges, financial instruments, regulation, 
investment funds) 

Construction and Real Estate 

Finance, Accounting and Auditing 

Financial Analysis 

Foreign Investment 

Investment Banking and Corporate Finance 

Legal and Economic Policy and Reform 

Manufacturing and Operations (including inventory, quality, 
productivity, ete.) 

SME Development (small & medium enterprise} 

Marketing and Public Relations 

Privatization 

Restructuring (financial and operational) 

‘Trade Development 

‘Training 


Crimson Capital offers excellent compensation commensurate with hands- 


| on international experience and skills. You may reply in confidence by 
sending us a complete resume or curriculum vita detailing your 
| international experience in the above disciplines and regions. 


Ms. Robin Howell 
Crimson Capital Corporation 
77 East Andrews Drive, Suite 333 
Atlanta, Georgia 30305. USA 

Facsimile: +1-404-467-8450 





PUBLIC HEALTH/ 
REPRODUCTIVE 
HEALTH SPECIALIST 


The World Bank is seeking a highly qualified candidate to fill a four year 
trust funded position of Public Health/Reproductive Health Specialist in 
our Dhaka, Bangladesh field office. 


The selected candidate will take the lead in providing implementatior/technical 
assistance to the government counterparts in Public Health/Reproductive 
Health programs; monitor the implementation and advise the government in 
resolving program related problems; maintain regular contacts with program’s 
co-financiers and other technical agencies; and analyze/assess the 
effectiveness of current policies and operational strategies in Public 
Health/Reproductive Health. 


Selection Criteria 

Advanced degree and technical expertise in the field of Public 
Health/Reproductive Health, extensive work experience in developing 
countries; strong interpersonal skills; a strong command of both the written 
and spoken English language; and a demonstrated capacity for management 
and evaluation of sector-wide health programs. A professional medical 
qualification and familiarity with the Bangladesh public health system a plus, 


Women and nationals from developing countries are 
Strongly encouraged ta apply. 


The World Bank offers an internationally competitive 
compensation package including expatriate benefits. 
Candidates should send a detailed curriculurn vitae by 
dune 30, 1999, to: The World Bank, Dhaka Office, 
3A Paribag, GPO Box 97, Dhaka 1000, 
BANGLADESH. Fax: (880-2) 863-220. 

E-mail: schowdhury@worldbank.org 


Established in 1966 and headquartered in Manila, Philippines, our mandate is to promote economic and social progress of developing 
member countries in the Asian.and Pacific region. Our staff come from over 40 member countries of the Bank. We seek a highly skilled 
professional to develop, implement, enhance, maintain and support computer-based application systems: 


INFORMATION SYSTEMS AND TECHNOLOGY SPECIALIST 


application software packages. 





software packages to replace most of the legacy appl 


General Requirements: 


* atleast 5 years’ relevant professional experience. 


be nationals of one of the Bank's member countries. 


Asian Development Bank 


preparing system and program specifications and documentation 
IT staff; implementing, maintaining and enhancing appl 


network of about 2000 microcomputers using Netware. Th 


of some countries, primarily the USA and the Philippines, wł 


(APPLICATION SYSTEMS DEVELOPMENT) 


The main responsibilities include interacting with users to analyze rec uirements; designing application systems and user procedures; 
coors vor T ł ł b . Ee 

j user training; supervising analysts, programmers and other specialized 

ication systems; and evaluating, implementing, customizing and supporting 


The current environment includes an IBM 5/390 enterprise server running OS/390, CICS, ADABAS and Natural: aver 50 Unix (IBM AIX 
and Sun/OS) and Windows NT Servers running Sybase, SQLWindows, Lotus Notes, Web pages and other specialized applications; and a 
e Bank is in the process of evaluating Enterprise Resource Planning (ERP} 
ications over the next three to four years. 

Although experience in, software platforms used by the Bank would be desirable, the applicants should be broad-based and possess 
extensive experience in implementing package-based and custom-developed systems in a client/server environment. 


* a 4-year or an advanced degree in Computer Science, Engineering, Business Administration or other related areas; and 


The Bank offers an internationally competitive salary paid in US dollars. Salaries and benefits are generally free of tax except for citizens 
yose incomes are taxed by their respective governments. Applicants should 
Women are actively encouraged to apply. 


Send-CV and cover letter by fax or mail quoting Ref. No. 99-13 by 03 July 1999 to: 


HUMAN RESOURCES DIVISION 


ASIAN DEVELOPMENT BANK 


P.O. BOX 789, 0980 MANILA, PHILIPPINES 
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Fax: (63-2) 636-2550 


Only shortlisted candidates will be notified. 
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The College of Commerce & Economics seeks applications 
for the position of DEAN to oversee its continuing 
commitment to excellence and innovative vision. The 
mission of the College, which opened in 1993, is to excel in 
teaching, research, and application of knowledge to the 
community. The College offers degree programs leading to 
the Bachelor of Science degree in Accounting, Business 
Statistics, Economics, Finance, Marketing, Management, 
Management Information Systems and Operations 
Management. An MBA program is under development. The 
College has 37 faculty and over 1000 students. The language 
of instruction is English, therefore, fluency in English is 
essential. 





The DEAN is expected to provide dynamic leadership and, 
in collaboration with the faculty, articulate a vision and 
define the intellectual direction for the College. The Dean 
will also be responsible for developing and maintaining 
interactive relationships with the community, both locally 
and internationally. 


Minimum Qualifications for the position are: 

* An earned doctorate in a field closely related to the areas 
of instruction in the college; 

* Strong academic qualifications commensurate with rank 
of Full Professor in a business discipline - at least 10 years; 

* A record of excellence in teaching, research, and 
application of knowledge to community; 

* A broad understanding of the business disciplines and 
related issues and trends in business education; 

* A record of progressively responsible and senior level 
administrative experience in higher education, as well as 
strategic planning, resource allocation, and budget 
management: 

* A demonstrated desire and ability to work with 
community, industry, government and professionals in 
developing collaborative relations and external support. 


In addition to the above qualifications, the ideal candidate 
will possess (1) strong interpersonal and communication 
skills, (2) a commitment to recruiting, supporting and 
retaining quality faculty, staff and students, (3) demonstrated 
skill in team-building and working with diverse 
constituencies, (4) commitment to faculty, staff and student 
participation in college governance, (5) the ability to foster a 
collegial, collaborative work environment and (6) a strong 
commitment to quality improvement and faculty 
development. 


Applications will be accepted until the position is filled. 
Applicants should include in their response a statement of 
interest that states their educational philosophy and 
experience related to the position, along with a detailed 
curriculum vitae and the names and addresses of at least 5 
references should be sent to the address below, fax to + (968) 
514043 or email to cceadm@squ.edu.om, quoting our Ref: 
ADV/CCE/04/99 


Dean's Search Committee, 
College of Commerce & Economics, 
Sultan Qaboos University, 
P.O.Box 20, Al-Khod Postal Code 123, 
Sultanate of Oman 





international Tropical Timber Organization 


VACANCY FOR THE POSITION _ 
OF THE 
mo EXECUTIVE DIRECTOR OF ITTO 


The International Tropical Timber Organization (ITTO), a 
commodity organization headquartered in Yokohama, Japan is in the 
process of appointing a new Executive Director. The ITTO mission 
is to facilitate discussion, consultation and international cooperation 
on issues relating to the international trade and utilization of tropical 
timber and the sustainable management of its resource base. 





The Executive Director is the chief administrative officer of the 
international Tropical Timber Organization and is responsible to the 
International Tropical Timber Council for the administration and 
operation of the International Tropical Timber Agreement, 1994, in 
accordance with decisions of the Council. 


Candidates with the following qualifications may apply: 


1. Professional experiece 
(i) Managerial experience - a proven track record in managing 
programs, staff and finances preferably in matters relevant 
to the work of the ITTO; 
(ii) International experience - previous governmental work and 
experience in dealing with international organizations. 


2. Background 
Advanced degree, preferably in matters relevant to the work of 
the ITTO. 


3. Language 
Proven ability in both oral and written communication in one or 
preferably more of the working languages (English, French and 
Spanish) of the ITTO. 


4. Nationality 
Candidates should be nationals of ITTO Member countries and 
should be endorsed by their respective governments. Only one 
candidate per country can be endorsed. 


Salary and Emoluments 

Salary is equivalent to that of an Assistant Secretary General (ASG) 
in the scale of the United Nations, including benefits such as removal 
expenses, home leave travel every 24 months, children's education 
grant, rental subsidies, etc. 


Any national of an ITTO Member country (see list below) may apply. 
Interested persons must submit their applications for ITTO 
consideration accompanied by a letter of formal endorsement from 
the Government of their respective countries. A list of ITTO contact 
points in member countries can be obtained upon request from the 
ITTO Secretariat at: 


international Tropical Timber Organization (ITTO) 
International Organizations Center, 5th Floor 
Pacifico-Yokohama, 1-1-1, Minato-Mirai 

Nishi-ku, Yokohama, Japan 220-0012 

Tel: (81-45) 223-1110 

Fax: (81-45) 223-1111 

E-mail: itto@mail itto-unet.ocn.ne.jp 


Applicants should seek Government endorsement by 31 August 
4999. Government endorsed applications should be received at ITTO 
headquarters by 14 September 1999. 


List of ITTO Member Countries: Australia, Austria, 
Belgium/Luxembourg, Bolivia, Brazil, Cambodia, Cameroon, Canada, 
Central African Republic, China, Colombia, Côte d'Ivoire, Democratic 
Republic of Congo, Denmark, Ecuador, Egypt, Fiji, Finland, France, 
Gabon, Germany, Ghana, Greece, Guyana, Honduras, India, 
indonesia, Italy, Japan, Liberia, Malaysia, Myanmar, Nepal, 
Netherlands, New Zealand, Norway, Panama, Papua New Guinea, 
Peru, Philippines, Republic of Congo, Republic of Korea, Spain, 
Suriname, Sweden, Switzerland, Thailand, Togo, Trinidad and 
Tobago, United Kingdom, United States of America and Venezuela. 
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Corporate performance management 


How well is strategy reinforced and realised 
throughout your company? 


Anew report tells you how nearly 200 senior execu- 
tives tackle this issue in their organisations 


lobalisation, shorter timeframes, increased competition and strategic 

alliances are all dramatically reshaping the traditional corporate environ- 
‘ment, These seismic changes are imposing ever-sterner demands on CEOs and 
. their teams as they strive to create, communicate and implement strategy 
throughout their companies. 


Corporate performance management: Ensuring strategy implementation—a 
new research paper—outlines the key challenges identified by top companies and 
helps you to set an agenda to tackle these in your own company. It establishes an 
integrated framework that examines. performance management in the context of 
four streams-—performance measures and targets, enterprise processes, people 
processes, and information management and reporting—and then presents vital 
action points to set you on the path to successful resolution of these issues. 


Unique strategic analysis for CEOs and their senior 
executive teams 
Based on a global survey of 170 senior executives and interviews with 25 major com- 


panies, this research paper describes the core issue for effective performance manage- 
ment-—how well strategy is reinforced and realised throughout the organisation. 


Sharpen your understanding of the key performance 
management issues 

Published by the Economist Intelligence Unit in co-operation with 
PricewaterhouseCoopers, this research paper helps you understand the issues 
organisations are facing in tackling the key challenges: 

T Choosing the correct leading and 4 Reconciling the differing 
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How to order 

To order, complete this form and send it to 
the Economist Intelligence Unit office (see 
below for address). 


Lu Please send me copies of Corporate 
performance management at US$375 each. 





Name Title 





Address 


County Postcode 





Nature’ of business 





Email 


[JI am paying by telegraphic transfer to: 
The Hongkong and Shanghai Banking Corpo- 
ration Ltd. 1 Queen’s Road, Central, Hong 
Kong. 

Account number; 500-050125 

Account name: The Economist Group 
(Asia/Pacific) Limited. (Please enclose a copy 
of your telegraphic transfer instructions) 


ii 


T enclose a cheque for US$ (made 
payable to the Economist Group (Asia/Pacific) 





lagging indicators 

2 Measuring intangibles, including 
product innovation and customer 
focus 


3 Involving middle management 
in strategy implementation 


performance management agendas 


g Limited). 
of key groups 





5 Getting the most out of information Please charge US$.. to my 


systems 





C] American Express ©) Visa 


6 Setting comparable targets for 
diverse business units 


E MasterCard 


At a glance—case examples profiled in the study 


Gillette—developing performance measures that balance team and individual efforts 
Glaxo Wellcome—linking global strategy and regional implementation 
Royal Sun Alliance—redesigning performance management around people issues 
Schroders—retaining staff to ensure the communication and continuity of 
corporate strategy 

Sie aaa a m 


E a a] 
= o Special offer = | 
: ae multiple purchases of : [ Order today! 
| -Fax this form to 
| (852) 2802 7720 


Corporate performance management. |. 






"+ Por special sate information, call the | 
: Economist Intelligence Unit 
office nearest you, 
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E 


Please proforma invoice me (reports to be sent 
upon receipt of payment), 

| do not wish to receive promotional materials 
from: G The Economist Intelligence Unit 

I Other companies 


ia- Australasia 

Economist inteligence Unit 
Ba/F Dah Sing Financial Centre 
ucester Road 

Wanchai, Hong Kong 

Emal: hangkonp@els com 
hipiwawehicon 

‘ PAys 
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The Economist 
Intelligence Unit 
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- Global expertise in pow er and p ipelines 





in the power and pipelines sector, Warburg Dillon Read 


is known for its innovation 








Globally, our deals in the sector have been reco 





as landmarks in the industry's developme 


the examples below show the figures, they don't show S a 





all the facts. 


Like the fact that CalEnergy'’s offer. for MidAmerican 

Energy was the first ever all-cash offer for an electric or Ne 
gas utility by a non-utility, And that Scottish Powers 
offer for PacifiCorp was the first Europe into US utility 


M&A transaction. 





Deals like these prove our experience in the sector is 


unparalleled. Or, in other words: our knowledge is power. 


a ae a cn 
Scottish Power ~ current joint broker to Scottish Power in its 
US$7.56n merger with PacifiCorp; it represents the first Europe 
into US utility M&A transaction. 





Reliant Energy ~ current adviser to Reliant Energy on its 
US$2.4bn acquisition of Dutch generator UNA. 





MidAmerican Energy - March 1999, adviser to MidAmerican 
on its US$3.7bn acquisition by CalEnergy; the transaction is 
unique in being the first all-cash offer for an electric or gas 
utility company by a non-utility. 





Fortum — December 1998, global bookrunner on the US$1bn 
initial public offering of Fortum by the Finnish Ministry of Trade 
& Industry. 





Entergy — November 1998, adviser to Entergy on the 
AUS$1.7bn sale through a competitive bid-process of CitiPower, 
the electricity distributor and retailer in Victoria, Australia to 
American Electric Power. 





TNP Enterprises — current adviser to TNP on its US$14bn ` 
acquisition by an investor group, the first ever going-private 
transaction of a US electric utility 





- % Warburg Dillon Read 


An investment bank of global intelligence sven com 


Issued by UBS AG acting through its investment Banking Division, Warburg. Dillon Read, regulated in the UK by the SFA, to persons who are not private customers in the UK: 
in the US, Warburg Dillon Read LLC, a subsidiary of UBS AG, is a registered broker-dealer and member of SIPC, the New York Stock Exchange and other leading exchanges. 
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Who's afraid? 





E THE current British furore over genetically 
A modified foods were a crop not a crisis, you 
can bet Monsanto or its competitors would 
have patented it. It has many of the traits that 
genetic engineers prize: it is incredibly fertile, 
thrives in inhospitable conditions, has tre- 
‘mendous. consumer appeal and is easy to 
‘cross with other interests to create a hardy 
new hybrid. Moreover, it seems to resist any- 
thing that might kill it, from scientific evi- 
dence to official reassurance. Now it seems to 
be spreading to other parts of Europe, Austra- 
lia and even America. There, regulators will 
face the same questions that confront the Brit- 








Such fears are largely groundless. Of the 
two main charges against GM crops, by far the 
weaker is that they are unsafe to eat. Critics 
assert that genetic engineering introduces into 
food genes that are not present naturally, can- 
not be introduced through conventional 
breeding and may have unknown health ef- 
fects that should be investigated before the 
food is sold to the public. Gm crops such as 
the maize and soyabeans that now blanket 
America certainly differ from their garden- 
variety neighbours. Indeed, this is why their 
creators, such as America’s Monsanto and 
Switzerland’s Novartis, can patent them. But 








ish government: how should the public be re- 
assured, and how can the benefits of Gm foods be reaped 
without harm, either to human beings or to the environment? 
At least most governments will not have to deal with a re- 
bellious royal: Britain’s protesters, once a handful of cranks, 
now march under the Prince of Wales's colours. Retailers and 
manufacturers have been bounced into promising to banish 
the stuff from their shelves and stocks. The finer points of ge- 
netic engineering were once confined to scientific conferences; 
now, protesters have been pressing for discussion at this 
weekend’s G8 summit in Cologne. Even America, home to the 
world’s leading Gm crop breeders and growers, is discovering a 
new vein of domestic protest. The consumer backlash threat- 
ens to undermine both this new technology and the credibil- 
ity of the agencies that regulate it (see pages 21-23). 


Modified medicine, but not modified foods 


With medicine, the boon of biotechnology has been obvious. 
People readily accept it when they see how better drugs and 
clearer diagnoses improve their lives. Why is it different when 
biotech is applied to agriculture? The answer is that the clear- 
est gains from the current crop of Ga plants go not to consum- 
ers but to producers. Indeed, that was what their developers 
intended: an appeal to farmers offered the purveyors of cm 
technology the best hope of a speedy return. For consumers, 
especially in the rich world, the benefits of super-yielding 
soyabeans are less clear: the world, by and large, already has 
too much food in its stores; developing countries principally 
lack money, not food as such. Yet companies still pitch their 
products as a cure for malnutrition, even though little that 
they are doing can justify such a noble claim. 

The next generation of Gm crops may at least offer more 
gains to eaters as well as cultivators: foods that taste better, can 
be stored for longer, grow more readily and are less likely to 
trigger allergies. But, inadvertently, in hyping the technology 
as the only answer to everything from pest control to world 
hunger, the industry has fed the popular view that its prod- 
ucts are unsafe, unnecessary and bad for the environment. 
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there is a broad scientific consensus that the 
present generation of Ga foods is safe. Even so, this does little 
to reassure consumers. Food frights such as “mad cow” dis- 
ease and revelations of cancer-causing dioxin in Belgian food 
have sorely undermined their confidence in scientific pro- 
nouncements and regulatory authorities alike. Gm foods have 
little future in Europe until this faith can be restored. 


Transparent, but also tested 


Making the regulatory system more transparent would be a 
good place to start. At the moment, many British consumers 
are unaware that there is any procedure at all for vetting cm 
foods. The European system of approving such foods for sale 
on the shelves or for planting in the fields is a mishmash of 
national and supranational authorities that ends up blurring 
the line between scientific concerns and political interest. A 
co-ordinated pan-European system to deal with the scientific 
assessment of Gm foods, along the lines of Europe’s medicines 
evaluation agency, would go some way towards cleaning up 
this mess. Public confidence would also be boosted by giving 
consumers a clearer sense of participation in the regulatory 
process, so that they do not feel that such products are being 
foisted on them by authorities who are cosier with the indus- 
try than with shoppers. So Britain is wise to include public- 
interest groups and consumer representatives on the advisory 
committees that are being set up to look at the social and eth- 
ical aspects of biotechnology. The American government is 
following suit. Labelling is also essential if consumers are to 
make informed choices. The eu has mandatory labelling laws, 
but they are hard to implement without clearer technical 
standards. Sweet are the uses of adversity, though Monsanto 
and its peers may find this difficult to swallow. 

The second big worry about Ga food is that it may harm 
the environment. The producers argue that the engineered 
traits—such as resistance to certain brands of herbicide or 
types of insects and virus—actually do ecological good by re- 
ducing chemical use and improving yields so that less land 
needs to go under the plough. Opponents retort that any such 
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benefits are far outweighed by the damage such crops might _ 


do. They worry that pesticide-resistant genes may spread 
from plants that should be saved to weeds that have to be 
killed. They fear a loss of biodiversity. They fret'that the in- 
built resistance to bugs that some Gm crops will have may 
poison insects such as the Monarch butterfly, and allow oth- 
er, nastier bugs to develop a natural resistance and thrive. 
Many of these fears are based on results from limited ex- 
periments, often in the laboratory. The only way to discover 
whether they will arise in real life, or whether they will be 
any more damaging than similar risks posed by conventional 
crops and farming practice, is to do more research in the field. 





Russia can help, or it can continue to get in the way 


HE comic opera element to Russia’s post-bombing dash 

for Kosovo—a wheeze that delighted many Russians and 
Serbs, even as the 200 troops camped defiantly near Pristina 
airport had to beg supplies from the very naro forces they 
had wanted to upstage—should not obscure the seriousness 
of the rift between Russia and the West. That rift was not just 
over the air war, but over the peace still to be secured. Others 
also opposed naro’s air strikes against the Serbs: China, India 
and plenty of smaller countries were alarmed that the West 
would resort to force to punish a sovereign government for 
actions against its own citizens. But Russia is especially in- 
censed at what it claims is an attempt to exclude it from influ- 
ence in an unruly patch of Europe. 

Are such charges justified? Russia and China, both veto- 
wielding members of the uN Security Council, portrayed 
NATO’s decision not to take the Kosovo issue to the council 
early on as a cynical ploy to claim rights of intervention for 
the West at the expense of the rest. But their real gripe is less 
high-minded. The rift between the major powers is not so 
much between those who want to uphold the principle of un 
authority and those who do not. It is between those who be- 
lieve that Slobodan Milosevic had the sovereign right to do 
what he liked to the Kosovars, and those who do not. As 
countries with a poor record on minority rights—think of 
Chechnya, or Tibet--Russia and China would have vetoed 
the use of force to stop him. It was regrettable, but hardly sur- 
prising, given the scale of the Serbian ethnic cleansing in Kos- 
ovo, that such a split council was by-passed. 

If Russia felt excluded from the decision to reverse that 
ethnic cleansing, it mostly had itself to blame. Since then, 
however, western governments have gone to considerable 
lengths to bring the Russians back in. Clearly, many Russians 
would have liked to support Mr Milosevic, some just with 
words, some with weapons. Others may have hesitated to do 
so only because Russia is beholden to the West for economic 
help. But there are some Russians—Boris Yeltsin still among 
them—who understand that Russia’s influence in Europe will 
expand only if it works with the European grain, not against 
it. They prevailed, and Russia eventually played a useful, if 
grudging, role in persuading Mr Milosevic to back down. 

Much of that good work, however, may now be undone 


18 






‘Banning the experimental growth of Gm plants, as some pro- 


testers want (and some Ev governments have indeed done), 
simply deprives scientists of their most fruitful laboratory. 

Much of the public fuss about Gm food is misplaced. But 
governments or companies still cannot ignore it: Food fears 
and environmental qualms spread more readily than good 
sense or wise science. The best ways to win public support are 
to offer full information; to regulate openly and responsibly; 
and to ensure that the benefits of genetic engineering are seen 
to go not only to companies. Doing all this would go a long 
way to allaying people’s fears about cm food—and might 
even persuade them of its potential benefits. 








by Russia’s attempt to obstruct the work of Kror, the uN- 
mandated but NaTo-led force now trying to restore peace to 
Kosovo (see our special Kosovo section). Rather than acting 
like a still-great power, Mr Yeltsin and his ministers have 
shown themselves to be in disarray. The West has played 
down the dash for Pristina, even though the Russian troops 
involved had unilaterally abandoned their peacekeeping du- 
ties in Bosnia. Many East Europeans, however, are alarmed. 
Russia’s demands for overflight rights to pour in more troops 
have revived bad memories of the fist-banging Soviet days. 

It makes sense to have Russia involved in policing the Kos- 
ovo peace, if only to reassure the Serbs still in the province of 
kFoR’s impartiality. And it would be no bad thing for Russian 
troops to see at first hand some of the appalling atrocities 
their Serb cousins have perpetrated over the past year. But 
what Russia’s generals really seem to want is a slice of Kosovo 
to run as they see fit. A deal is being worked on to give Russia 
a part in KFOR (something that was anyway always on offer). 
but it should not compromise either the unity of KFOR’s com- 
mand or the territorial integrity of Kosovo. 


Hands full 


And what of the charge that naro is getting too big for its mil- 
itary boots? For an avowedly defensive alliance, the air wai 
against Kosovo was a startling new departure—but one that is 
likely to prove the exception, not the rule. naro encompasses 


_most of the continent's strongest democracies, which is the 


best guarantee that, if it acts, it will do so only to uphold dem- 
ocratic principles, not to trample on them. 

And will naro now feel emboldened to right every 
wrong? Hardly. It was scarcely spoiling for a fight with Mi 
Milosevic, who had already unleashed two wars—in Croatiz 
and Bosnia—before he set his forces loose in Kosovo. Anc 
now that Nato has been through the experience of fighting < 
campaign by 19-nation committee, it is unlikely to rush to re 
peat it. This (air-only) war could well have gone badly wrong 
for NATO. Moreover, the job of restoring stability to Kosove 
will be long and expensive, as will the reconstruction of the 
wider region. Plenty there for Europeans to do—Russia in 
cluded—without taking on other wars of principle. 


AAR | 





THE EGONOMIST JUNE 19TH 1994 





Goldilocks or gridlock? 


Despite this week’s benign inflation figures, the Federal Reserve still needs 


to raise interest rates soon 


HOSE Americans who hope that their “Goldilocks” econ- 

omy (neither too hot nor too cold) will last:forever will 
have been delighted by this week’s figures showing that, after 
a sharp jump in April, consumer. prices were virtually un- 
changed in May. They may have concluded that the Federal 
Reserve does not, after all, need to raise interest rates at its 
next policy meeting on June 30th. Investors duly pushed the 
stockmarket up. Yet Goldilocks is still in grave danger: there 
are clear signs that the American economy is getting too hot. 

At its May meeting, the Fed’s open-market committee (ie, 
its monetary-policy board) decided against a rise in rates but 
adopted a “bias to tighten”—presumably, if future evidence 
confirmed that inflation was rising. The latest numbers might 
suggest that they were wise to wait (see page 32). Even after 
stripping out volatile food and energy prices, America’s core 
rate of inflation was 2.0% in the 12 months to May, slightly less 
than a year ago. However, monetary policy must be forward- 
looking, and other factors signal that a rise in interest rates re- 
mains overdue. 

First, America’s domestic demand continues to grow at an 
unsustainable pace. Retail sales, for example, rose by almost 
8% in the 12 months to May, far more than had been expected. 
America’s spending spree is being financed by heavy borrow- 
ing by both households and firms, whose debts are growing at 
their fastest rate for a decade. Consumer debt is at record lev- 
els relative to income; firms are issuing huge amounts of debt 
to buy back shares. 

Second, although it is possible that faster productivity 
growth is allowing the economy to grow safely at a faster 
pace, the fall in unemployment, to a 30-year low of 4.2%, sug- 
gests that the productivity gains have not been large enough 
for that. America’s labour market looks dangerously tight, 
with increasing reports of labour shortages. If unemployment 
falls further, wages are bound to accelerate. 

All the evidence points to overheating: an overvalued 


Nigeria In civvy street 


President Olusegun Obasanjo has made a good start, but he is faced 


with nothing less than the remaking of a state 


Se FAR, so good. Since he took over on May 29th, President 
Olusegun Obasanjo has served notice that he intends to 
make some changes to the way Nigeria is run. He has lopped 
off the top of the armed services, sacked customs officials, set 
up commissions on human rights and corruption, and re- 
versed attempts by the outgoing government to loot the trea- 
sury. These are good signals to send to Nigerians and the rest 
of the world and, with luck, both will respond—Nigerians by 
suspending their inveterate cynicism about government and 
politicians, and the world by offering to help. Already, angry 
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stockmarket, as well as the consumer-spending spree, bor- 
rowing binge and incipient labour shortages. American pol- 
icymakers have long warned the rest of the world against 
such excesses; so why has the Fed been so slow to respond? 
One excuse may have been the fragile state of the rest of the 
world economy. Fears of a world recession following Russia’s 
default last autumn prompted the Fed to cut interest rates 
three times, by a total of three-quarters of a percentage point. 
But today the world economy looks healthier. Not only have 
emerging economies in East Asia and Brazil picked up sooner 
than expected, but also, over the past month, the news from 
other rich economies has turned slightly cheerier. 

After five quarters of decline, Japan’s Gpr rose at an an- 
nual rate of 7.9% in the first quarter. This figure is distorted by 
special factors; Gop may dip back in the second quarter. Ja- 
pan’s economy is certainly not about to lurch from bust to 
boom; indeed it could yet lurch downwards again. But it is at 
least possible that the worst may now be over. Likewise, Eu- 
rope’s economies may be less frail than had been feared: both 
Britain and Germany, after flirting with recession, seem to 
have escaped it. That commentators greeted a feeble 0.7% 
growth in Germany’s cpr in the year to March as “good 
news” says much about their expectations, but if the German 
economy is looking less weak than it was, that strengthens the 
case for the Fed to start reversing last year’s easing. 


Bearer of bad tidings 


By raising rates now, the Fed could ensure that inflation re- 
mains fairly low. It would also usefully remind investors that 
interest rates can rise—and that shares are not a sure one-way 
bet. Leaving rates unchanged, on the other hand, would con- 
tinue dangerously to fuel both the stockmarket and the con- 
sumer-spending boom. Americans like happy endings. Un- 
fortunately, they seem to have forgotten the conclusion of the 
Goldilocks story: the bears chased her away. 





groups in the Niger Delta have taken up arms, against each 
other, and against oil firms operating there (see page 45). 

But the task before Mr Obasanjo is nothing less than the 
reconstruction of Nigeria. It cannot be solved by gestures. Ni- 
gerians have no common vision of a nation-state called Nige- 
ria, no sense of citizenship, The name and the football team 
are about the only things that unite them. Even the foot- 
ballers, however, brilliant individual players though they are, 
do not work as a team. It is the same with the country. 

The hierarchies and structures that help hold most mod- 
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ern states together do not exist in Nigeria. They have been un- 


dermined and distorted by ethnic or religious loyalties, by 


networks of mafias or secret societies, and by bribery. This- 


means that people are rarely appointed because of ability, 
and contracts rarely go to the lowest or most reliable bidder. 
The system dictates otherwise. Mr Obasanjo must start to re- 
fashion not just the institutions of the state but the codes of 
practice and patterns of behaviour among the people at large 
that make civilised life possible. It will take years. 

Nigeria’s parastatal organisations illustrate the point nice- 
ly. Set up to run everything from telephones to electricity, in- 
surance and paper-making, these state enterprises now num- 
ber over 1,000, their board members over 4,000. The grants 
and write-offs they receive each year from the government 
are bigger than the rest of the national budget. Industries that 
should be making money have become instruments for the 
theft of billions of dollars. And the telephones do not work, 
power cuts are frequent and paper has to be imported. 

The obvious answer is to privatise the parastatals, and Ni- 
geria’s remaining stake in the oil industry, and to do it fast. 
That would give the government some money to solve anoth- 
er problem, the reform of the civil service. No one in Nigeria is 









surprised to see civil servants whose salary is less than. the 


equivalent of $100 a month driving new cars or building new 


houses. They are simply doing things the Nigerian way. Mere- 
ly sacking and replacing them would not change that way. If 
the new government is to make any headway against corrup- 
tion, civil servants will have to be properly paid. 


First the policies, then the help 


With the economy in tatters, the danger is that Nigerians will 
come to associate democracy and civilian rule with poverty 
and austerity. Mr Obasanjo has not yet appointed an eco- 
nomic supremo with a clear idea of what needs to be done. 
The president himself appears to believe in old-fashioned 
state control, and says he wants to proceed only very cau- 
tiously on privatisation. 

If he starts to introduce policies that could deliver eco- 
nomic growth and a better life for Nigerians, the rest of the 
world should be standing by, ready to be generous in reduc- 
ing Nigeria’s debt, in helping to repair infrastructure, and in 
restoring education and health services. The rewards could be 
enormous. Failure in a fractious country of over 100m people 
could put other African tragedies in the shade. 





The low turnout in Europe’s elections last weekend was a rebuke 
to the entire European enterprise, not just its parliament 


HESE are momentous times for Europe. Six months ago, 11 

countries in the European Union adopted a single, shared 
currency, the euro. For the past 24 months, 17 European coun- 
tries have gone to war against another country in their own 
continent. Now they are all to help rebuild the Balkans. Euro- 
peans are even talking about creating a European army, and 
have designated their first foreign-policy supremo. Strange, 
then, that even as Europe is claiming to have fought a war for 
democratic principles, its own citizens should choose so dra- 
matically to ignore their only chance in five years—which 
happened to occur last weekend—to express a direct opinion 
on matters European. In the elections to the European Parlia- 
ment, only 49% of them bothered to vote. 

In overall terms, that may not look too bad. A tiny 36% of 
Americans of voting age turned out for their congressional 
elections last year. And in many countries, local polls draw 
miserable turnouts, yet those who win are no less legitimate 
for that. Europe’s latest display of apathy is worrying, how- 
ever. Over the years, the elections for its parliament have 
drawn ever fewer voters: in 1979, 63%; in 1994, 57%. Exclude the 
countries where voting is compulsory—Greece, Luxembourg 
and Belgium—and the figure drops to 47% (see. page 53). 

It is plain that a gulf exists between Europe's citizens and 
the Euro-institutions created to serve them; and, more worry- 
ingly, the gap is growing. Europeans—lItalians and Spanish 
perhaps apart—evidently still believe that their interests are 
best served by their national representatives. Perhaps they do 
not know that the new parliament will be more powerful 
than the outgoing one. Or perhaps they do not care, or do not 
approve of the change. Even in France and Germany, god- 
fathers of European integration, the voters are ambivalent. 
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This is another way of saying that the European project is 
an enterprise in trouble. It has always been led by enthusiasts 
on high, and the people have willingly followed. Now the 
people are dragging their feet. The new Euro-mps would be 
wise to recognise that their first task is to try to win some re- 
spect for their institution. They could start by giving the voters 
good reason to shed their widely held belief about waste and 
self-indulgence in the parliament. 

Romano Prodi, the incoming president of the European 
Commission, should also take note. He wants to strengthen 
his outfit. On the basis of last weekend’s voting, that will not 
make the commission more popular unless he can also make 
it seem useful and relevant. A similar conclusion should be 
drawn by governments. If they believe in the £u, they need to 
make it better liked, and that means making their EU in- 
stitution, the Council of Ministers, more democratic. One easy 
way would be to open up their meetings, which remain 
closed, to democratic scrutiny. In the longer run, each govern- 
ment might send a senior minister to be based in Brussels. 

Above all, it should be recognised that, whatever sym- 
bols—a common passport, driving licence or flag—are con- 
cocted in Brussels, a European identity cannot be imposed 
from above. Some bureaucratic decisions could help, such as 
the earlier introduction of euro notes.and coins, which is not 
due till 2002 (supposedly, printing and minting cannot be 
done any faster, which really means it is not considered a pri- 
ority), But a common identity will emerge chiefly from little, 
practical experiences—cross-border support of football clubs, 
say, or roaming the eu with single-tariff mobile phones, or 
watching the same tv channels. And it will take time. 


ialah ms 
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Food 


» 


for thought 


Public hostility to the genetic modification of crops risks slowing down the 
development of a potentially important technology—which is why more 


must be done to reassure consumers 


S GRASSROOTS movements go, the 
crowd that gathered a few weeks ago in 
rural Essex was a model of biodiversity: there 
were turbans and t-shirts, lawyers and new- 
age travellers, youthful dreadlocks and 
hoary beards. What united them was oppo- 
sition to a technology that, on the face of it, 
might be thought rather a good thing: the 
precise tailoring of crops by direct genetic 
manipulation, rather than by relying on the 
old and haphazard processes of hybnidisa- 
tion and selective breeding. 

Genetic modification, or GM, is a way of 
adding genes conferring resistance to insect, 
fungal and viral pests to plants that might 
otherwise succumb or require pesticides. It 
can also foster herbicide-resistance, mean- 
ing that weeds can be easily killed even 
among standing crops. All this increases 
yields and should (at least in a free market, 
which is admittedly a rare occurrence in agri- 
culture) reduce prices. In future, its propo- 
nents hope, it may also enhance a crop’s nu- 
tritional value. 

Yet despite these benefits, protests 
against GM are mounting, especially but not 
only in Europe. Gm crops are. unpopular, 
many people positively hate them. As one 
Essex protester put it, “My only objection to 
genetically modified foods is thatthey're un- 
_ safe, unwanted and unnecessary.” 

And seemingly unstoppable. In 1990 
there. were no GM cropsin commercial culti- 
---vation in the western world. By the end of 
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this year, an estimated 40m hectares (100m 
acres) will be covered with them, according 
to Clive James, director of the International 
Service for the Acquisition of Agri-biotech 
Applications (see chart on next page). Many 
GM crops {not all of them foodstuffs) are 
widely planted. Some, notably a herbicide- 
resistant strain of soyabean, are so popular 
with farmers that it is becoming increasingly 
difficult to find the unmodified variety. Un- 
til now, food manufacturers who wanted it 
had to rely on old stockpiles or other sources 
such as Brazil. But that country, too, has just 
announced that it will permit the commer- 
cialisation of some Gm crops. It thus joins the 
other main converts to genetic modification: 
America, Argentina, Australia, Canada, Chi- 
naand Mexico. 

In Europe, though, things are different. 
Although there are small-scale field trials in 
all European Union member states, only 
Spain has sizeable plantings of Gm maize. 
(Europe has always imported its soyabeans.) 
A legislative provision means that countries 
can refuse to accept Go crops already ap- 
proved by the European Commission if they 
have new evidence of risk; recently France, 
Austria and Luxembourg exercised this right 
to reject some types of genetically modified 
maize and oilseed rape. Although nine varie- 
ties-of Gm crops have been approved for 
commercial planting or import in the EU 
since 1994, there is so much tension over GM 
foods that no new species have been added 


tothe list since late last year. 
Official rejection in much of Europe is 
matched by unofficial resistance on the part 


of consumers, Their objections rest on three =) . 


main-claims. The first is that genetic manip- 
ulation is unnatural and so inherently nasty. 
The second is that the food it produces is 
dangerous. And the third is that it is bad for- 
the environment. 

Advocates counter the first of these argu- 
ments by noting that all crops are unnatural. 
If they were not, people would be making 
bread out of stuff that looks like grass and 
eating salads concocted from weeds, The 
second argument falls, too. No scientifically 
reputable test has shown any of the Gm 
foods currently on the shelf to be in the least 
toxic (a much-publicised experiment carried 
out on potatoes in Britain has been roundly 
discredited). After all, the process works by 
transferring single genes, designed to do par- 
ticular jobs, from one species to another. If 
the products of these genes are harmless 
(something that can and has been tested) itis 
difficult to conceive of any way in which hu- 
man health might be damaged. 

The third objection carries more weight, 
though there are few data on it. Possible envi- 
ronmental damage includes the “escape” of 
transplanted genes from:crops to related 
wild species. That might confer insecticidal 
properties or herbicide-resistance on them. 
Another widely publicised experiment, on 
the caterpillars of Monarch butterflies, has 
shown a potential risk to non-pest insects 
from eating the pollen of a crop with the in- 
secticide gene. There is also the risk thatcrops 
which make their own insecticides will stim- 
ulate the evolution of resistance in the pests 
that insecticides. are aimed at. 

It is precisely to test these risks that the 
field trials which attract so many protest 
groups are being carried out. Buteven ifenvi- 
ronmental damage is demonstrated, there 
are two counterbalancing arguments. The 
first is that agriculture is, by definition, de- 
structive of the natural environment. Only if 
GM crops were worse than existing farming 
practices would there be a strong case to an- 
swer. The second is that at least some genetic 
modifications should help rather than dam- 
age the environment. If crops contain their 
own insecticide;spraying becomes unneces- 
sary. That means non-target insects, includ- 
ing butterflies, should be better off. 

None of this, however, seems to cut 
much ice with the public—particularly in 
Europe. Genetic engineering has drawn ac- 
tivists from many different causes, from 
Greenpeace to Christian Aid, largely be- 
cause it fits neatly into other agendas. Those 
who object to; say, the industrialisation of 
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' products are not sold back home. But the 
- myth reflects a truth. According to a poll by 


traditional agriculture or corporate control 


of farming or even the construction of roads 


in rural areas were already fighting their cor- 
ners before GM crops. For the average shop- 
per, though, objections to GM foods are 
based mainly on the suspicion that the stuff 
will, in the long term, prove unhealthy. 

Politically, such fears are understanda- 
ble. European governments have a distress- 
ingly bad record of suppressing “inconve- 
nient” scientific data and, when that does 
not work, of simply lying about food safety. 
With experiences as diverse as sst (mad-cow 
disease), bacterially contaminated meat and 
(most recently, in Belgium) cancer-causing 
dioxin in poultry, pork and beef to draw on, 
consumers have developed a healthy scepti- 
cism about the things that officialdom tells 
them are or are not safe to eat. Even before 
the recent furore, roughly 25% of Britons were 
opposed to Go food. Now, according to a re- 
cent Mort poll, only 1% of them believe that 
it offers any benefit at all. 

Some foreigners clearly have difficulty 
understanding the vehemence of the Euro- 
pean response. Certainly nobody has been 
more surprised than Monsanto, an Ameri- 
can life-sciences company that owns patents 
on several GM crops. Its £1m ($1.6m) advertis- 
ing campaign in the British press last year, 
which was designed to persuade consumers 
of the merits of genetic engineering, 
achieved precisely the opposite effect. For a 
British public then only dimly aware of bio- 
technology and its effects on the contents of 
their frozen dinners, Monsanto’s announce- 
ment that souped-up soyabeans and maize 
were on their way to a shop and a field near 
them came as an unpleasant surprise. 


When ignorance is not bliss 


This transatlantic difference highlights an in- 
triguing feature of the whole debate. Even as 
it rages in Britain and Europe, in America— 
where three-quarters of the world’s Gm 
crops are grown—there is almost no public 
discussion of the subject. 

There are at least four possible explana- 
tions for this. First, Americans may simply 
feel more positive about technology in gen- 
eral, and thus more willing to accept its bio- 
logical version. Second, because America 
keeps its agricultural heartland separate 
from its rural playgrounds, concerns about 
the environmental effect of Gm food may be 
less intense. Third, Americans have a stron- 
ger economic incentive than Europeans, 
since it is often their companies that produce 
the stuff and their farmers who grow it. And 
fourth, Americans may already have made 
their peace with cm foods after debating 
their regulation in the early 1990s. 

Or Americans may simply be woefully 
ill-informed about what is going on. Ameri- 
can tourists in London can, according to ur- 
ban mythology, be heard marvelling at Brit- 
ish newspaper reports of “Frankenstein 
foods” and thanking their stars that such 
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the International Food Information Council 
in Washington, pc, almost -half those sur- 
veyed thought their groceries were free of 
biotechnology, when in reality almost 60% 
of the country’s processed food is affected. 
Bruce Silverglade, of the Centre for Science in 
the Public Interest, a non-profit food policy 
group in Washington, reckons that it is pre- 
cisely this ignorance that has. muted public 
discussion of Gm crops in America—at least 
until now. 5 








cans have too much faith in their regulatory 
agencies, particularly the rpa, to plunge into 
a European-style panic. But the activities of 
organisations such as the reta are not the 
only straws in the wind. When, for example, 
the American Department of Agriculture 
suggested last year that Gm crops might be 
classified as organic foods, it had to go back 
to the drawing-board after 280,000 people 
complained. 

Since the European row began, environ- 
mental groups such as the Sierra Club, which 
had once steered clear of 





Such ignorance is un- ` 
derstandable, given that no- 
where in the dense list of 
product ingredients and 
nutritional values on the 
side of atin of beans is there 
any mention. of genetic 
modification. This is be- 
cause of a 1992 ruling by 
America’s Food and Drug 
Administration (rpa). The 
agency decided that as long 
as a Gm food is no more tox- 
ic, allergenic or any less 
“substantially equivalent” 
than its standard counter- 








the issue, have become 
newly interested. The gov- 
ernment is beginning to 
respond. A group of high- 
ranking officials has been 
meeting under the auspic- 
es of the National Eco- 
nomic Council for the 
past six months to discuss 
American strategy in the 
face of the European flap. 
And earlier this month, 
the agriculture depart- 
ment announced the for- 
mation of an advisory 
committee drawn from 








part, it need not be labelled } 
to show the process that created it. That is in 
sharp contrast to European labelling laws, 
introduced in 1997, which require that any 
food must be recorded as a GM one if it con- 
tains residues of engineered pna or protein. 


Inquiring minds want to know 


It is surprising that America, a country fa- 
mous for consumer power, should give its ci- 
tizens fewer rights to information about 
food than their European peers. A growing 
number of American customers have also 
been struck by this paradox. Some 500,000 
signed a petition, demanding the mandatory 
labelling of Gm food, that was presented at a 
conference this week sponsored by Mothers 
for Natural Law, a lobby group opposed to 
genetic engineering. Meanwhile, Andrew 
Kimbrell at the International Centre for 
Technology Assessment (icta) has filed a 
lawsuit against the rpa that also demands 
labelling and would have genetic modifica- 
tion reclassified as an additive. 

This is not as strange as it sounds, since 
the rpa already requires that many addi- 
tives be tested by producers for safety before 
they reach the market. The reclassification 
would thus achieve what the 1cta wants. As 
it stands companies may, and often do, con- 
sult the rpa before putting a genetically 
modified product on the market, but they 
are not obliged to.. The icra thinks they 
should be. eu authorities, however, must put 
each novel food through its paces for food 
safety and environmental impact. 

Few American activists expect concerns 
about cm foods in America to reach the fe- 
ver pitch of Britain. On the whole, Ameri- 


academia as well as indus- 
try and public-interest groups to look at the 
social, scientific and economic impact of 
agricultural biotechnology. Some industry 
groups, such as the Grocery Manufacturers 
of America, are also bracing themselves for 
debate. They say they are ready to halt the 
spread of Europe’s “contagion” with public 
awareness campaigns, presenting scientists 
and companies in a united front to support 
the technology. 

They have good reason to act before it is 
toolate. Although executives from European 
companies are publicly bullish about their 
prospects, private meetings among them are 
“a little tense” these days, according to one 
industry observer. No wonder. AstraZeneca. 
for example, has seen British sales of its ge- 
netically modified tomato paste, once more 
popular than its conventional rival, slump 
dramatically since the Gm controversy 
flared up in February. David Evans, head of 
agrochemical research at the company, says 
it may have problems keeping supplies up 
because the original business plan was 
based on growing the tomato in Europe by 
now, rather than having to continue import 
ing paste from California. 

Matters are not much helped by the fac’ 
that Britain’s largest food retailers have gone 
the way of some of their continental coun 
terparts—promising to remove GM ingre 
dients from their own-brand products anc 
labelling the rest as containing Gm material 
In response, Unilever and Nestlé, two big Eu 
ropean food manufacturers, have an 
nounced plans tosupply the shops with eM 
free food. Several other food companie: 
have pulled out of supplying Gm food. Hov 
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much farther this goes depends on the 
strength of the grain handlers who supply 
the manufacturers, the farmers and the com- 
panies that produce the technology. 


Down on the farm 


Although the European storm may spark de- 
bate among American consumers, most 
American farmers are likely to stay well 
earthed.They have been swift to adopt cm 
crops, converting 55% of the country’s soya- 
beans, 50% of its cotton and 40% of its maize 
since 1996. Their incentive is mainly eco- 
nomic, says Rosemarie Watkins of the Amer- 
ican Farm Bureau Federation. Although 
higher yields are hardly an attraction to 
western farmers faced with food surpluses 
and rock-bottom prices, the prospect of low- 
er chemical costs—through fewer applica- 
tions of pesticides—is more enticing. 

Troubles in Europe, though, can cause 

turbulence at home. American maize farm- 
ers are anxious about this autumn’s harvest, 
according to Ms Watkins. About 5% of the 
current crop consists of Gm varieties that 
have yet to receive regulatory approval in 
ithe eu. But separating contraband corn from 
acceptable varieties is no easy task, despite 
education campaigns for farmers and at- 
tempts by the country’s big grain handlers, 
such as Archer Daniels Midland, to divert 
unapproved crops away from export chan- 
nels. Contamination by unapproved grain 
can scupper the whole export harvest. In 
1998, America sent $200m-worth—albeit less 
than 1% of its total crop—to Europe. This 
year, nothing is expected to get through. 

Such problems might not arise if “identi- 
ty preservation”--keeping certain varieties 
of grain apart from each other--were a sim- 
ple business. But America’s grain-handling 
system is designed for bulk, not discretion. 
According to Kim Nill, of the American Soya- 
dean Association, there are ten points on the 
trip from farm to ship at which different 
types of soyabeans are deliberately mixed to 
amprove their quality. The ultimate value of 
some varieties, such as organically grown or 
special tofu soyabeans for Japan, largely de- 
oends on their purity. Such small harvests 
zan be kept separate, but at a price: Japanese 
deans are three times more expensive than 
he ordinary ones. 

Trying to set up a similar system for the 
zast quantities of soyabeans and maize that 
low through America would roughly dou- 
dle the final price of non-GM varieties, ac- 
‘ording to an industry-sponsored study by 
Allan Buckwell at Wye College in Britain. For 
ood manufacturers, such as Unilever, this 
vould mean a 25% premium on the final cost 
if goods. 

It is not clear who would be willing to 
vay that price. In the case of, say, organic pro- 
luce, consumer benefits mean that custom- 
rs are willing to fork out more. But with the 
urrent backlash against Gm foods, which 
ippear to hold little positive interest even for 
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consumers who do not actively oppose 
them, passing on such costs would prove un- 
popular—and in any case, genetic modifica- 
tion is supposed to lower prices, not raise 
them. The upshot is that the cost will proba- 
bly have to be borne by middlemen. Indeed, 
executives at Unilever reckon that absorbing 
the cost themselves might mean short-term 
discomfort, but long-term gain in winning 
consumers round to the idea that the new 
crops are, actually, a good buy. 

Meanwhile, some firms are trying to 
build businesses based on the idea of identi- 
ty-preservation for the unmodified part of 
the crop. Although some of America’s big 
grain handlers are cagey about their plans, 
one company has already taken the plunge. 
Protein Technologies International, part of 
DuPont, has set up a distinct processing sys- 


GENETICALLY MODIFIED FOOD 


is being misused to justify trade bans. Dan 
Glickman, the American agriculture secreta- 
ry; has said that it does America little good to 
be seen “force-feeding genetically modified 
organisms down people’s throats”. A subtler 
approach iscalled for. Oneinitiative isa pilot 
project to allow companies to submit new 
GM crop applications simultaneously to 
both ev and American regulatory author- 
ities, and to facilitate scientific dialogue bet- 
ween them in the process. 


Biotechnology comes a cropper? 


The bottom line for agricultural biotechnol- 
ogy in Britain and in mostof the rest of the eu 
is that, at present, the public’s perception of 
risk far outweighs its view of the possible 
benefits. The best, though belated, efforts by 
governments and scientists to quell such 





tem, from farm to final product, in order to 
sell “Gm-free” lecithin, an important pro- 
cessed-food ingredient. 

Well, at least 99.5% free; some contami- 
nation is apparently unavoidable. As a re- 
sult, the company is still having trouble sell- 
ing “Gm-free” goods in the ru, which has yet 
to decide just how pure “Gm-free” needs to 
be to qualify for the label. The absence of 
such standards puts many companies in a 
difficult position. Food manufacturers and 
retailers who have promised consumers in 
some EU countries, such as Britain and Aus- 
tria, that they will provide “Gm-free” prod- 
ucts, cannot do so until someone decides 
what this actually means. 

This ambiguity also frustrates American 
trade officials, who consider European la- 
belling laws, both in theory and in their rath- 
er confused practice, to be a technical barrier 
to trade. They have threatened to complain 
to the World Trade Organisation, which 
might have to rule on whether the laws are 
impartial and based on sound science. But 
since the EU has never rejected a GM crop 
outright, either for import or for domestic 
cultivation (though some of its member 
states have), tensions have not escalated into 
a trade war—yet. 

So far, official America has been diplo- 
matic enough to view the £u stance on genet- 
ic modification asa matter of consumer pref- 
erence and not of agricultural protection, 
though privately some officials think science 


fears do little to slow the anti-cm momen- 
tum. Some companies are trying to keep 
their heads down and weather the storm. 
Others are banding together to co-ordinate 
communication on agricultural biotechnol- 
ogy to a sceptical media and public. Yet oth- 
ers, such as Novartis, are slowly building 
bridges back to consumers, and informing 
them of biotechnology’s benefits, through 
honest brokers such as teachers and doctors 
who can translate the science for the public. 
They are also hoping that the next generation 
of GM foods, with obvious consumer bene- 
fits such as better flavour and enhanced nu- 
trition, will win the day on their merits. 

Yet some are less confident than others. 
DuPont's high-tech soyabeans, genetically 
engineered for improved oil production, are 
already held up in the ev approval process, 
although they are a good example of the sort 
of “output” traits the industry is promising. 
Winning the public over is becoming harder 
each day, and the newest ca foods will have 
to be impressive if they are to make it. “These 
companies have great faith in their technol- 
ogy,” according to Rod Stacey, a consultant 
with Verdant Partners, “They see themselves 
as the semiconductor industry of the zist 
century.” But given the size of public opposi- 
tion, proponents of Gm foods could be risk- 
ing the fate of a rather different technology 
that once looked high-tech and futuristic— 
nuclear power. 

ii i och im nd alin tne a 
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Enter NATO 


NATO troops occupied Kos- 
ovo after Serb troops had 
agreed to withdraw, but found 
that a contingent of Russian 
soldiers had reached the air- 
port at Pristina, Kosovo's cap- 
ital, first. After expressing irri- 
tation, NATO leaders declared 
that the Russian move was not 
significant, provided it did not 
foreshadow the carving out of 
a separate Russian zone that 
might lead to Kosovo's parti- 
tion. 


ent 


Despite some clashes between 
KLA fighters and Serbs, and 
between naro soldiers and 
Serbs, NATO’s takeover was 
largely peaceful. But tens of 
thousands of Serb civilians 
fled north from the province, 
fearing KLA reprisals. Copious 
evidence of mass killings in 
the past three months 
emerged. 


Voters in all 15 European 
Union countries elected repre- 
sentatives to the European 
Parliament. Despite a record 
low turnout, they rebuked 
most of the Ev’s ruling parties, 
most of them on the centre- 
left. Right-of-centre opposition 
parties did well in Germany 
and Italy, as did Eurosceptic 
right-wing parties in France 
and Britain. 


The Swiss voted in two refer- 
endums to toughen immigra- 
tion laws after 1,687 Kosovar 
Albanians had been given ref- 
uge there this spring. 


In general and European elec- 
tions in Belgium, the parties 
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in the governing coalition 
were punished for mishand- 
ling a scandal over animal- 
feed poisoned with dioxins, 
The prime minister, Jean-Luc 
Dehaene, resigned. 


Russia’s Duma, the lower 


key parts of a package of re- 
forms that might have en- 
abled the rm to lend more 
money. 


A Moscow heatwave has 
claimed 61 lives so far this 
month. The victims drowned 
while cooling off in the city’s 
rivers and lakes. 


The pope’s visit to his Polish 
homeland was interrupted by 
a fall requiring stitches and 
then by flu. 


Trading and running 


The Mercosur countries 
agreed to contemplate com- 
mon fiscal and monetary tar- 
gets, in a response to Brazil’s 
January devaluation, which 
has caused trade between 
them to slump. 


Mexico announced that it 
has arranged contingency 
loans totalling $24 billion to 
help it cope with any jitters 
ahead of its presidential elec- 
tion in July 2000. The past 
four handovers have coinci- 
ded with financial crises. 





An earthquake in Mexico 
killed 18 people and caused 
damage in Puebla, a colonial 
city and industrial centre. 


George W. Bush, in Iowa, an- 
nounced that he was running 
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for the Republican nomina- 
tion for the American pres- 
idency. His chief Democratic 
rival, Vice-President Al Gore, 
officially kicked off his cam- 
paign in Carthage, Tennessee. 
Ina television interview, he 
described the behaviour of his 
boss.and chief sponsor, Presi- 
dent.Clinton, as “inexcusable”. 
There is still well over a year 
to run before the start of the 
general-election campaign. 


The House of Representatives 
voted against a proposal to 
curb sales and rentals of 
graphically violent films to 
children. 


Mandela bows out 








Nelson Mandela, 81 next 
month, stepped down as 
South Africa’s president, 
saying that he was looking for- 
ward to “revelling in obscuri- 
ty”. At a ceremony in Pretoria 
he was replaced by his depu- 
ty, Thabo Mbeki, who pledged 
his government to end pover- 
ty and fight against racism, 
corruption and crime. 


The 13-month-old war bet- 
ween Eritrea and Ethiopia 
resumed with a battle in 
which the Eritreans said they 
had killed, wounded or cap- 
tured more than 18,000 Ethio- 
pians. The Ethiopians said 
they had done the same to 
more than 8,000 Etritreans. 
The claims were unconfirmed. 


Talks in Togo between the 
government of Sierra Leone 
and the rebels were dead- 
locked by rebel demands for 
the withdrawal of the West 
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African peacekeeping force 
and the establishment of a 
government of national unity. 
But both sides are allowing 
free passage to relief aid. 


The military wing of the main 
Islamist movement in Alge- 
ria, which has observed an 
unofficial ceasefire since 1997, 
announced formally that it 
was giving up the armed 
struggle. President Abdelaziz 
Bouteflika has promised that 
an amnesty law for fighters 
without blood on their hands 
will be put before parliament. 


The resignation of Aryeh Deri 
from the leadership of the 17- 
member Shas party opens the 
way for a broad Israeli coa- 
lition government. Ehud 
Barak, the prime-minister-in- 
waiting, was reluctant to bring 
in the religious party while Mr 
Deri, who was sentenced to 
prison in April for corruption, 
remained at its head. 


Gunboat diplomacy 


A North Korean patrol boat 
was sunk by South Korean 
warships in a clash in disput- 
ed waters, The United States 
sent ships and aircraft to the 
region to observe. South Ko- 
rea’s president, Kim Dae Jung, 
said his “sunshine policy” of 
reconciliation with the North 
would continue. 


The United States said Paki- 
stani-supported guerrillas 
should be withdrawn from 
the Indian section of Kash- 
mir to avert a possible war. 


China rejected as “unconvine- 
ing” the explanation of Tho- 
mas Pickering, a senior Amer- 
ican official, who had flown-ta 
Beijing to apologise again for 
American bombers mistakenly 
destroying the Chinese Em- 
bassy in Belgrade. 


Riots broke out between rival 


gangs at Pillar Point, home to- 
Hong Kong's remaining 1,500 
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Buying British 
America’s (and the world’s) 
leading retailer, Wal-Mart, 
went shopping for Asda, Bri- 
tain’s third-largest food retail- 
er, at a price of £6.7 billion 
($10.7 billion). Wal-Mart's bid 
saw off an earlier offer by an- 
other British retailer, Kingfish- 
er. The prospect of fresh com- 
petition should please British 
shoppers, who suffer from no- 
| toriously high prices. 





An agreed merger between 
Celltech and Chiroscience, 
two British biotech companies, 
is expected to herald better 
times in a troubled industry. 
Valued at £696m ($1.11 billion), 
the new entity would be Eu- 
rope’s biggest biotech enter- 
prise. 


Pharmacia & Upjohn, a 
big drug firm, agreed to ac- 
quire Sugen, a biotech firm 
that develops cancer therapies, 


for $650m. 








Rival offers for two American 
telecoms firms, us West, the 
smallest Baby Bell, and Fron- 
tier, a long-distance carrier, 
knocked the bidders’ share 
prices. Qwest Communi- 
cations launched an all-share 
offer to top an earlier bid by a 
rival, Global Crossing; but 
its share price then tumbled 
by 24%, making the bid worth 
only $31.2 billion. Global 
Crossing will not raise its own 
bid, which depressed its price, 
but less than Qwest’s: its pack- 
age is now worth $33 billion. 


A merger between Telenor 
and Telia, the state telephone 
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companies of Norway and 

Sweden, has fallen foul of eu 
competition regulators. An in- 
quiry into the $47 billion deal, 


| which would make the com- 


bined company Europe’s 
sixth-largest, may lead to de- 
mands to surrender some ca- 
ble operations. 


Sotheby’s, an auction house, 
is forming a joint venture with 
Amazon.com, an Internet 
retailer, to create a new online 
auction service. As part of the 
deal, Amazon.com will take a 
stake in Sotheby’s. 


Fujitsu, Japan’s biggest com- 
puter maker, is forming a joint 
venture with Germany's Sie- 
mens. The new venture will 
be Europe’s second-biggest 
computer outfit. 


€Stars, an index based on 
the 29 largest and most heavi- 
ly traded stocks in the euro- 
zone, was introduced by FTSE 
International. It will compete 
with other European indices 
offered by two rivals, Dow 
Jones and Morgan Stanley 
Capital International. 


G8 heads of government, 
meeting in Cologne, are ex- 
pected to endorse a plan by 
G7 finance ministers to ex- 
pand debt relief to poor 
countries. They will also in- 
crease from 29 to 36 the num- 
ber of countries eligible. 


Losing its fizz 


Uncontaminated food and 
drink is becoming hard to find 
in Belgium. After scares about 
dioxin traces in meat, Belgium, 
followed by France and Lux- 
embourg, banned Coca-Cola 
products, which contained 
sub-standard carbon dioxide. 
The company withdrew 
drinks from the Netherlands. 


Coca-Cola Beverages of 
Britain is in talks with Greece's 
Hellenic Bottling about a 
buy-out. The Greek company 
wants to pay around £4.3 bil- 
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lion ($6.9 billion) to add the 
largest bottler of soft drinks in 
Central and Eastern Europe to 
its Balkan operations. Both 
companies have Coca-Cola as 
a majority shareholder. 


Still booming 








| Fears were allayed of a further 


rise in American consumer 
prices. Prices were broadly 
flat in May after April’s leap of 
0.7%. This may delay interest- 
rate increases by the Federal 
Reserve, allowing the econ- 
omy to boom on. The Dow 
jumped almost 2% on June 
16th. 


it was not a good week for 
Deutsche Bank. The head of 
its German fund-management 
arm and the finance chief of 
Bankers Trust, an American 
bank it bought last year for 
$10 billion, both resigned un- 
expectedly. And four mem- 
bers of Deutsche’s board, in- 
cluding its boss, Rolf Breuer, 
are being investigated over al- 
leged tax evasion by clients. 


More upheavals in French 
banking. Société Générale 
raised its offer for Paribas to 
around €19 billion ($20 bil- 
lion). A merger between the 
two, first announced in Febru- 
ary, stalled when Banque Na- 
tionale de Paris made last- 
minute offers for both banks. 
BNP may yet make a further 
offer. Meanwhile, the govern- 
ment set a price for its sale of 
the troubled giant, Crédit 
Lyonnais. 


Alliance & Leicester, a Brit- 
ish bank, called off a pro- 


arte eemty 


| posed £n billion ($17.5 billion) 
merger with Bank of Ire- 
land. Alliance & Leicester 
said the Irish bank no longer 
found the terms of the deal 
acceptable. 


High fliers 


Boeing, America’s aerospace 
giant, is to put more emphasis 
on its space projects by devel- 
oping satellite communica- 
tions systems to take advan- 
tage of fast-growing demand 
for business and personal 
communication and data 
services. 








At the Paris air show Boeing 
and Europe’s Airbus Indus- 
trie said they expected falling 
orders this year for commer- 
cial aircraft, but predict the 
market will be worth $1.3 tril- 
lion over the next 20 years, 
Boeing says the main demand 
will be for medium and small 
aircraft, Airbus thinks larger 
jets are wanted. 


DaimlerChrysler beat Brit- 
ish Aerospace, France’s Aero- 
spatiale Matra and Italy’s 
state-owned Alenia to gain 
control of Spain’s state-owned 
aerospace firm, Construc- 
ciones Aeronauticas (casa). 
Airbus, jointly owned by all 
but the Italian company, may 
now benefit from being held 
entirely in private hands. 


Stagecoach is coming to 
town. Britain’s largest trans- 

| port company is buying 
Coach USA for $1.87 billion. 
The company has a mere 2% 
share of America’s market but 
is the second-largest operator. 
Stagecoach is thinking of list- 
ing its shares in America. 
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The Asian Miracle Is Alive 
By Dr. Y.C. Richard Wong 


Ñ he Asian financial crisis may have 
finally put to rest the myth that the 
region’s success has come about 

as a result of a unique system of capitalism 

rooted in Asian values and immune to the 
depressions and other troubles that beset 

Western economies. Now, however, this 

claim is being replaced by an equally wrong- 

sighted perception that the so-called “Asian 

Miracle” had no substance, that it was a 

house of cards destined to collapse under 

the weight of cronyism and corruption. 

The fact remains that real per capita in- 
comes in the Asian economies have grown at 
an average rate of 4 to 6 percent per annum 
since the 1960s. Even if last year’s crisis man- 
aged to stop all economic growth for the 
next five years, these economies would have 
performed well above the world average for 
some three decades. 

Asia’s success has been built, not on 





the discovery of a new form of capitalism, 
but on a tried-and-true formula, the vital 
ingredients of which include a hard-work- 
ing, well-educated, and trained labor force, 
and a vigorous entrepreneurial class that in- 
vests in plants and equipment. Most Asian 
nations encourage entrepreneurial activity, 
appreciate the importance of the market 
economy, and have promoted economic free- 
dom through lowering taxes and by reducing 
barriers and restrictions in markets for 
goods and services and in labor and capital. 
None of these vital ingredients have been 
fundamentally altered as a consequence of 
the Asian crisis. 

Moreover, if there is anything still 
remaining of the term “Asian values” that 
still applies to the population there today, 
then it is their untainted record of relying 
on self-help, hard work, and entrepreneur- 
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ship. Before long, their many positive fund- 
amentals will extricate these economies 
from their present problems. 

A new era of prosperity is possible as 
these nations rebuild their banking and 
financial systems. We may even have reason 
to hope that some of the flaws in the econ- 
omic and political systems will be corrected, 
and the relationship between governments 
and business conglomerates could be trans- 
formed into a more open and transparent 
system. This would encourage new business 
activities to flourish for the benefit of all. 
There is little doubt that any future recovery 
will require the inflow of capital from abroad, 
and that will not be forthcoming unless 
the Asian economies are back in order. 

The Asian crisis has once again re- 
vealed that currency crises are a result of 
the compromise between monetary unifica- 
tion (the only true fixed-rate regime) and 
a freely floating exchange rate. The perfor- 
mance of Hong Kong’s currency board 
system, despite its many minor flaws and 
hiccups, has presented itself as a viable 
option for many open economies. There 
is much to be said for its transparency, 
its single-minded policy objective, and its 
necessary implied discipline on domestic 
macroeconomic policies, 

The Asian crisis will no doubt lead 
to a growing demand for imposing capital 
controls, transaction taxes, or other market- 
inhibiting initiatives to limit international 
flows. This would be highly undesirable and 
would have serious adverse unintended conse- 
quences. In a global system, suppressed mar- 
kets in one area would be rapidly displaced 
by others outside the reach of government 
controls and taxes. Furthermore, risk taking 
would be curbed, to the detriment of rising 
living standards. 


A world of ideas on public policy. 








It is worth noting that the global finan- 
cial system is not an end in itself, but an 
institutional structure that has developed 
in response to and to facilitate the produc- 
tion and distribution of goods and services. 
There are bound to be incongruities be- 
tween the institutional requirements of a 
global financial system, and the prevailing 
institutions in an emerging market. This is 
part of the problem some Asian economies 


Asia’s success has been 
built, not on the 
discovery of a new form 
of capitalism, but on a 
tried-and-true formula. 


faced when they began to partly liberalize 
their financial systems. They lost sight of 
the purpose and objectives of liberalization, 
and became enamored with the ambition of 
developing an international financial center 
for their own country. 

In the end, the crisis may well be a 
blessing in disguise for the region because 
it provides an opportunity for a fundamental 
review of the way things stand. From an 
intellectual perspective, it puts to rest the 
idea that new laws of economic growth 
have been uncovered by Asia’s miracle. 
Dr. Y.C. Richard Wong is Director of the Hong 
Kong Centre for Economic Research (HKCER) 
and Director, School of Business, the University 
of Hong Kong. HKCER was faunded in 1987 to 
support research and to publish and promote 
authoritative studies on key policy issues which 
enhance public understanding of economic affairs, 
and provide government with alternative policy 
choices. The full text of the article from which 
this was excerpted can be found on the HKCER 
website at http://www. hku. hk/hkeer/ 
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Ever more dangerous 


in Kashmir 


DELHI AND LAHORE 


India and Pakistan may stumble into another war over the disputed state 


HE fighting is in Kashmir but the panic is 

spreading far beyond. Punjabis are flee- 
ing their homes on both sides of the Indian- 
Pakistani border, fearing that their villages 
will become battlegrounds, as they did in 
1965 and 1971. The respective armies share 
that fear. Both are engaged in the biggest mo- 
bilisation along the border since they last 
nearly came to blows, in 1987. Neither gov- 
ernment wants war, but each half-expects 
the other to startone. A “fourth war... seems 
just around the corner,” said a Pakistani 
newspaper this week. 

It could start by accident or by design. If 
by design, India is the likelier instigator. It is 
claiming slow but steady progress in its cam- 
paign to evict several hundred Pakistan- 
backed intruders from its side of the “line of 
control” (in effect, the border) in Kashmir, a 
Muslim-majority state that both countries 
claim as their own. Butin the frigid 
battlefields of Kashmir’s Ladakh 
region the line between heroism 
and humiliation is a very fine one. 
The Indian jawans (boys) are at- 
tempting to fight while scaling 
peaks in which the intruders occu- 
py nearly impregnable positions. 
Some jawans complain that they 
are inadequately clothed, shod 
and fed for high-altitude battle. 
Meanwhile, men and supplies 
continue to reach the intruders 
from Pakistan's side of Kashmir. 

The Indians’ woes may be just 
beginning. The closer they get to 
the intruder-infested peaks, the 
more exposed they are to lethal 
fire from above and the more diffi- 
cultitis for the Indian air force and 
artillery to give them cover. Night 
brings no respite: Pakistani flares 
brighten the sky, making targets of 
the soldiers below. The Indian 
army says about 100 of its men 
have died so far, but unofficial es- 
timates put the number consider- 
ably higher. The more ground In- 
dia reclaims, the faster the bodies 
will pile up. Each peak is the 
equivalent of Monte Cassino, says 
a retired Indian general, referring 
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to a second-world-war battle in Italy in 
which the Allies suffered 120,000 casualties. 

Diplomacy dictates that India should 
continue this slow and bloody method of 
ejecting the intruders from its territory. India 
continues to insist that it will confine its 
counter-attack to its side of the line of control 
for fear of provoking a wider war and de- 
stroying the goodwill of foreign powers, 
such as the United States and even China, 
traditionally an ally of Pakistan’. 

But pressure to cross the line is growing. 
India could evict the intruders faster and less 
bloodily by attacking their supply lines in 
Pakistan-controlled Kashmir. Some analysts 
think the job may be impossible otherwise. 
In early autumn there will be snows in the 
hills—and a general election in India. The 
snows will end, for this year, India’s chance 
to reconquer the heights (though it may also 





No sign of peace 


drive the intruders off). The approach of the 
election will push the government to show 
decisive gains. Some hawks believe India 
should hit back where Pakistan is most vul- 
nerable, which might be anywhere along 
their 3,000-kilometre (1,875-mile) border. 
“You can’t fight a war at a place chosen by 
the enemy and on terms set by the enemy,” 
says Brahma Chellaney, a member of India’s 
National Security Advisory Board. 

The other risk is thatone of the twocoun- 
tries may mistake the other's defensive 
build-up as preparation for aggression and 
take pre-emptive action against it. Both sides 
insist that their mobilisation along the bor- 
der is the minimum necessary for self-de- 
fence, but Pakistan, at least, is suspicious. Its 
military spokesman has described the Indi- 
an build-up as “a threatening pose and an 
escalation of the threat”. 

The object of most Indian diplomacy 
has been to persuade Pakistan to withdraw 
the intruders from India’s side of Kashmir. 
This was the main demand made by India’s 
foreign minister, Jaswant Singh, to his Paki- 
stani counterpart, Sartaj Aziz, when the two 
met on June 12th. It is being made less stri- 
dently but with increasing force by the Unit- 
ed States. On June 15th President Clinton 
rang Pakistan’s prime minister, Nawaz Sha- 
rif, to tell him to pull back. China 
has been less partisan, but Paki- 
stan cannot be pleased by the 
warmth surrounding Mr Singh's 
visit to Beijing this week, the first 
by an Indian foreign minister in 
eight years. India has gone a long 
way towards repairing relations 
with China, frayed by its nuclear 
tests a year ago. Now the two 
countries have agreed to set up a 
bilateral “security dialogue”. 

Pakistan’s response to all this 
is bluster. It insists that the line of 
control is vague and that India is 
also occupying territory on the 
wrong side of the line. The United 
States “is unaware of the actual sit- 
uation on the ground,” says an 
army spokesman. Pakistan accus- 
es India of using chemical weap- 
ons, but the body in The Hague 
that investigates compliance with 
the convention banning their use, 
which both countries have signed, 
has received no complaint yet 
from Pakistan. Pakistan tells India 
that it wants to negotiate, but sees 
no need for the “freedom fighters” 
to withdraw first. 

There are hopes that, despite 
its stubborn talk, Pakistan may be 
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looking for a way out. One military analyst 
points out that Indian forces have recovered 
weapons and communications equipment 
from recaptured ground, which may mean 
that at least some intruders have been given 
orders to give way after inflicting casualties. 
The invasion, though a military triumph, is 
looking like a political blunder: India, 
backed by most of the rest of the world, in- 





The Koreas 


tends to reclaim its territory, by fighting if 
need be. Tapes of a conversation between 
two of Pakistan's top generals, played to re- 
porters in Delhi, suggested that they, not the 
politicians, have been in charge of the oper- 
ation. Pakistanis suggest that the tapes are 
forgeries. If not, peace may depend on poli- 
ticians crossing the line of control separating 
them from the generals. 


Gunboat diplomacy 


SEOUL 


On the eve of talks, trouble flares between the Koreas 


66 COUTH KOREA attacked our naval ves- 

sels...and our soldiers are dying,” an- 
nounced Li Chan Bok, a North Korean lieu- 
tenant-general, at the opening of talks on 
June 15th with the American-led uN com- 
mand monitoring the truce between the two 
Koreas. The naval shoot-out close to the start 
of the meeting, called after eight days of in- 
cursions into a disputed buffer zone by 
North Korean vessels, confirmed suspicions 
in the South Korean capital, Seoul, that once 
again its Stalinist neighbour had decided 
that its strongest negotiating card is its un- 
predictable nastiness. 

North Korea’s media accused South Ko- 
rea of a “deliberate” provocation. The inci- 
dent was stopped from developing into full- 
scale war only thanks to the “patience and 
self-restraint” of the North Korean armed 
forces. But in fact it was the other way round. 
After more than a week of escorting fisher- 
men into what South Korea sees as its waters, 
North Korean gunboats opened fire on the 
South Korean naval ships that had been try- 
ing to push them back. The South Koreans re- 
turned the fire, sinking one North Korean 
boat and damaging many others. About 30 
northerners were reported killed and nine 
southerners injured. It was the most serious 
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exchange of fire between the two Koreas 
since 1953, when North Korea and the uN 
signed an armistice to end the Korean war, 
but failed to conclude a peace treaty. 

Might the incident have reflected a rift in 
the leadership of the hermit kingdom? Hard- 
liners seeking to hold on to their own power 
might want to provoke trouble in an attempt 
to torpedo diplomatic efforts on the part of 
both South Korea and the United States that 
could eventually lead to a peace settlement. 
But it is more likely that the naval clash was 
meant as a deliberate warning to South Ko- 
rea and America that the North could still 
cause trouble. Indeed, it has few other cards 
to play. 

It has pulled off similar stunts before. 











Sunshine, but no warmth 
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Last August, when America, Japan an 
South Korea were fretting that a large unde 
ground complex being dug in the Nort 
might be part of a secret nuclear-weapor 
programme, North Korea test-fired a missi 
over Japan. In July 1997, three weeks befo: 
the two Koreas, China and America we: 
due to hold a preliminary meeting in Ne’ 
York to launch four-way peace talks, Nort 
Korean soldiers opened fire on a South Ki 
rean border post in the demilitarised zor 
between the two countries. 

The defence ministry in Seoul was in r 
doubt that the latest incident was “premec 
itated”. On June 16th, North Korean fishir 
boats once again moved up to the dispute 
buffer zone—marked by the Northern Lim 
Line in the Yellow Sea off the west coast—bi 
this time they and North Korea’s navy key 
their distance. The line has existed since 195 
despite North Korea imposing its own 22k1 
(12-mile) limit. Its naval ships have ofte 
crossed into the disputed area, escorting fist 
ing boats. After this week’s battle, Americ 
moved ships into the area and stepped u 
their air patrols. About 37,000 America 
troops are stationed in South Korea. 

The incident may also have been a test 
the “sunshine policy” of South Korea’s pres 
dent, Kim Dae Jung, designed to unfreeze rt 
lations with the North. But so far the policy 
undimmed. Even as the two sides’ naval ve: 
sels were firing at each other, the latest grou 
of South Korean tourists allowed to ventur 
to the North under close watch were visitin 
a mountain there. Other South Koreans wet 
helping to build a nuclear power plant in th 
North and unloading fertiliser that had bee 
shipped from the South as aid. 

Rather than blotting out his sunshin 
policy, the latest incident may have serve 
Mr Kim well at home. Previously he ha 
been criticised for being too soft on Nort 
Korea. This week many South Koreans ar 
plauded him for giving orders to the navy t 
fire back if attacked. The opposition partie 
and the ruling coalition temporarily decide: 
to end their bickering and declare a truce i) 
the name of national security. 

And all the time business between th 
two Koreas continues as usual. Hyunda 
South Korea’s biggest industrial group, is sti 
organising its tourist trips to the Nortk 
which will give North Korea’s governmen 
nearly $1 billion over the next six years. / 
group of businessmen from Samsung, an 
other conglomerate, has been in Pyongyang 
the North’s capital, to hammer out invest 
ment plans. And South Korea shows no sigt 
of withdrawing its offer to supply North Ko 
rea with fertiliser in return for resuming bi 
lateral talks in Beijing on June 21st. But per 
haps the South’s Mr Kim should not be toc 
optimistic about those talks. The naval clast 
is likely to be top of North Korea’s agenda 
along with a demand for an apology and ar 
extortionate sum in compensation. 

> = —— 3 
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East Timor 


Nervous voters 


bil 


66™PHESE are our forces,” chant a groupof 

children waving ata white United Na- 
tions helicopter. An old man stares open- 
mouthed; he has walked for four days 
through the mountains to see the un with 
his own eyes. “The people have dreamed for 
23 years about the UN coming to East Timor. 
To see them, at last, gives them a sense of se- 
curity and hope that their struggle will have 
anend,” says a priest. 

The UN mission in East Timor is small 
and has little time. It has to prepare for a vote 
due on August 8th in which the East Tim- 
orese can decide on an offer of autonomy 
made by Indonesia. Rejection would mean 
that it splits off from Indonesia and falls un- 
der un responsibility to complete 
a transfer to independence, rough- 
ly interrupted in 1975 when Indo- 
nesia invaded and then annexed 
the former Portuguese colony. 

The UN mission is scrambling 
to get up and running, but people 
and equipment arrive slowly. Of 
its 662 staff, 280 Australian police 
and 50 military liaison officers, 
only about 100 are in place, aided 
by a similar number of local em- 
ployees. Before the registration of 
voters can begin on June 23rd, Kofi 
Annan, the un’ssecretary-general, 
has to decide if the security situa- 
tion is good enough for the vote to 


go ahead. In its last report to the uN Security 
Council on June 10th, the East Timorese mis- 
sion stated that “a climate of violence, fear 
and intimidation pervades much of daily 
life,” especially outside the capital, Dili. 

Since Indonesia’s president, B.J. Habibie, 
agreed to what he calls a “popular consulta- 
tion” on the issue of autonomy or independ- 
ence, pro-Indonesia militias, backed by the 
Indonesian army and police, have carried 
out a campaign of terror, particularly in the 
west. Many reports of harassment, torture, 
rape, abductions and the killing of pro-inde- 
pendence supporters are being made to hu- 
man-rights groups and the un. About 
100,000 people are thought to have been dis- 
placed, and aid for them has often been 
blocked by the militias. 

The un has no power to impose order. It 
can only meet local leaders and urge re- 
straint. The Australian police, due to arrive 
on June 19th, can only advise a special task- 





Waiting for the UN 


ASIA 


force that Indonesia is deploying. 

Some observers say the UN mission is 
doomed to fail. To rely on Indonesian forces 
for security is like “asking the fox to look after 
the chickens”, says an American volunteer 
doctor. The un also faces enemies. Pro-Indo- 
nesian groups have threatened to attack its 
staff if they perceive any bias towards the 
pro-independence faction. Calls by the un 
to all groups to lay down their arms have 
been met with death threats. 

A row also looms between the un and 
the Indonesian government over plans to let 
exiled East Timorese leaders, such as the No- 
bel laureate, Jose Ramos Horta, visit East 
Timor. Indonesia has refused Mr Horta per- 
mission to campaign and has said it will re- 
lease Xanana Gusmao, the rebel leader, from 
house arrest in Jakarta only after the vote. 

lan Martin, the head of the UN mission, 
says that unless security improves “it would 
be difficult for the registration process to 
start on time.” A delay in the vote, 
however, could well have some se- 
rious political consequences. The 
first session of the new Indonesian 
parliament is planned for August 
28th. The question of East Timor is 
likely to be high on the parliament's 
agenda, and the party of Megawati 
Sukarnoputri is leading in the vote 
count (see below). Miss Megawati 
has sent conflicting messages 
about her views on East Timor. The 
uncertainty makes it seem possible 
that a new government in Jakarta 
may demand a new set of negotia- 
tions with the uN and Portugal. 








" Habibie loses more friends 


JAKARTA 


S THE counting of the votes in Indone- 
sia’s general election dragged into a 
second week, the outcome of the June 7th 
poll was still unclear. With two-thirds of 
the ballots collated, an unofficial count 
showed Megawati Sukarnoputri with 
about 35%. It thus appeared that her Indo- 
nesian Democratic Party of Struggle would 
win the most seats in the lower house, but 
that she would have difficulty gaining the 
presidency. Although the week produced 
noother likely winner, it did produce a los- 
er. The suspension of Andi Ghalib, the at- 
torney-general, hit President B.J. Habibie 
where he is weakest and added to the sense 
that his days in office are numbered. 

Mr Ghalib had long been under fire for 
his unsuccessful investigation of ex-Presi- 
dent Suharto, who was forced from office a 
year ago. Mr Suharto and his family are 
said to have socked away a fortune during 
his 32 years in power, and demands to in- 


vestigate his assets have been among the 
loudest complaints against Mr Habibie, Mr 
Suharto’s protégé. 

A taped telephone conversation bet- 
ween Mr Habibie and Mr Ghalib, which 
emerged in February, gave the impression 
that neither took the investigation at all se- 
riously. Matters got worse last month, 
when Time magazine published a report 
into Mr Suharto’s wealth and an unflatter- 
ing interview with Mr Ghalid. The attor- 
ney-general hung in valiantly, even going 
to Europe to do some snooping among for- 
eign banks. But when accusations emerged 
last week that he had himself accepted 
money from dubious sources, Mr Ghalib 
could hold on no longer. On June 14th, he 
was obliged to step aside pending a police 
investigation and an audit of his accounts. 

The scandal broke after a local outfit 
known as Indonesian Corruption Watch 
claimed that Mr Ghalib had received 13 bil- 


lion rupiah ($1.8m) from local business- 
men. The organisation based the allegation 
on bank records and other information 
that it said had been given to it anony- 
mously. Mr Ghalib says that he received 
the payments in his capacity as the head of 
the Indonesian Wrestling Federation. 

However the investigation goes, the 
scandal has drawn attention to one of the 
least popular members of Mr Habibie’s 
government. By mid-week the president’s 
party, Golkar, held around 21% of the votes, 
running second only to Miss Megawati. But 
given the ruling party's edge in allocating 
seats to appointed representatives—who 
will play a crucial role in picking a presi- 
dent later this year—and the hostility some 
Islamist parties feel towards Miss Megawa- 
ti, Golkar may still be able to cut a deal and 
help form the next government. To win 
over allies, however, it may have to ditch 
Mr Habibie. Although he might be an asset 
in negotiations with some Islamist parties, 
he is deeply unpopular among Indone- 
sians at large. Most would rather see him 
take up wrestling. 


l 
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China 


The new pioneers 


SHEHEZI 





Is there a state within a state on China’s vast western frontier? 


N IMPERIAL times, the armies sent to se- 

cure the farthest reaches of the Chinese 
empire were usually left to fend for them- 
_ selves. in the 1870s, Qing armies seeking to re- 
capture Xinjiang from a Muslim warlord 
tried to plant each spring before moving on 
with enough food to get them through their 
next campaign. Then, when their job was 
done, the Chinese commanders had to find 
tasks for their disbanded soldiers. After the 
swift and largely bloodless Communist vic- 
tory over the Nationalist army in Xinjiang in 
1949, 100,000 were put to work clearing land 
for farming—creating something between a 
giant kibbutz and a frontier-defence garri- 
son. Within a year or so, the central govern- 
ment put out word in China’s eastern villag- 
es that teenage girls were welcome farther 


west. In 1954, the Xinjiang Production and ` 


Construction Corps was established, and 
the ethnic-Han peopling of the west had be- 
gun in earnest. 

The corps—still referred to in Chinese as 
bing tuan, or soldier’s brigade—has cut all 
but its sentimental ties to the army to be- 
come what its affable head, Wang Guizhen, 
likes to call the “largest business group in 
China, if not the world”. By several measures 
he is right. Xinjiang’s mountains and deserts 
cover one-sixth of China, and of that the 
corps has 7.4m hectares (18.3m acres), It con- 
trols 172 giant farms, 344 industrial enterpris- 
es, 500 schools, 200 hospitals and 46 research 
institutes. The corps has its own police and 
courts. Half of all Xinjiang’s laogai, China’s 
notorious prison camps, are said to fall un- 
der its control. In all, the group has 2.4m peo- 
plein its charge, including one-third of all the 
ethnic-Han Chinese in Xinjiang. But it is the 
corps’s 410,000 pensioners who are Mr 
Wang's chief nightmare: where will he find 
the money to support them? 

A two-hour journey across the desert 
from Xinjiang’s capital, Urumqi, is the spiri- 
tual home of the bing tuan: Shehezi, a city of 
500,000. This is where the revolutionary gen- 
eral, Wang Zhen, first ordered the ground to 
be broken, largely because of the water and 
coal nearby. The curator of the local mu- 
seum is proud of her charges. Shards of an- 
cient pots, she says, with a measure of politi- 
cal correctness in a land whose mainly 
Turkic groups have only recently been 
swamped by Han Chinese, are “multi-eth- 
nic”. But most of the museum is given over to 
the pioneers: hand-made clothing and felt 
boots for the bitter winters and man-pulled 
ploughs used before work animals arrived. 

Shehezi stands in contrast to many of 
Xinjiang’s other towns, which are squalid 
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and mostly populated by local people, pre- 
dominantly Uighurs. It has smooth, tree- 
lined avenues, clean public spaces and half- 
decent new buildings. It even has cars that 
wait obediently at crossroads and signal be- 
fore they turn. A point seems to be being 
made here. After all, the city is 96% Han Chi- 
nese; in the rest of Xinjiang, the Han are out- 
numbered by three to two. The desert city 
looks like a new, improved version of many 
of those on China’s seaboard far to the 
south-east. It has the obligatory, half-devel- 
oped “economic zone” to attract foreign 
joint-ventures, and the city’s factory manag- 
ers talk eagerly about stockmarket listings. 
The underlying sense is that China’s 
frontier priorities have changed. Threats 


fromcountries that border Xinjiang receded 
with the collapse of the Soviet Union. The 
biggest threat today comes from Muslim 
“separatists”. The official response is to 
stamp brutally on Uighur restiveness and to 
make Xinjiang more like the rest of China. A 
new road, partly financed by the World 
Bank, will soon link Shehezi to Urumqi and 
points east. A railway has just opened with 
great fanfare, tying Kashgar in the far west to 
Urumqi and the rest of China. 

Mr Wang dismisses the suggestion that 
the bing tuan—with its own administration, 
its special relations with Beijing (it reports di- 
rectly to the State Council), and its dollops of 
central-government largesse—is like a mini- 
state, favoured for its strategic importance. 
Instead, he emphasises his corporate prob- 
lems, which he says are those of Chinese 
state enterprises writ large. 

The bing tuan is now officially the China 
Xinjiang Construction Company; the old 
name, says Mr Wang, is being used only “out 
of habit”. He is trying to get Xinjiang’s gov- 
ernment to shoulder many of the welfare 
obligations currently borne by the corps. He 
talks of listing 30 companies to raise capital, 
and of finding new markets for the corps’s 
cotton, tomato concentrate and fruit. And he 
is keen to import American- and Israeli- 
made cotton harvesters. Though the bing 
tuan is China’s most efficient grower of cot- 
ton, thanks largely to its use of plastic strips 
(a Japanese invention) laid over the cotton 
seedlings to conserve moisture, it employs 
over 300,000 workers for the harvest. Last 
year the corps was shown that one machine 
could do the work of 500 pickers. “That’s bad 
news for labourers,” says Mr Wang of the ex- 
periment, “but it’s good news for me.” 








America says sorry, 


BELANG 


IX weeks after the Americans bombed 

the Chinese embassy in Belgrade, Tho- 
mas Pickering, representing the State De- 
partment, came to Beijing on June 16th to 
| say sorry. The attack, part of naTo’s cam- 
| paign to bring Yugoslavia to heel over Kos- 
| ovo, killed three Chinese journalists and 
injured 20 other Chinese. 


NATO’Ss air campaign from the start, ex- 
pressed outrage. Ordinary Chinese who, 
| until the embassy bombing, had shown 
_ little interestin the Balkans war took to the 

streets with the blessing of their govern- 
ment, and for three days stoned the Amer- 
| 





ican and British embassies in Beijing and 
tried to set them on fire. 

The United States said sorry. Its bom- 
bers, it said, must have used.an old map of 
Belgrade which did not show the embas- 


| China’sleaders, who had been against - 


sy, a fairly new building. The explanation 
sounded feeble, and still does. China was 
deeply suspicious. An apology, even the 
one delivered promptly by President Bill 
Clinton, was not enough: China wanted 
an investigation into the bombing, and 
punishment for those responsible. Mean- 
while, normal business with America, in- 
cluding its role in the current negotiations 
about China’s entry into the World Trade 
Organisation, would be suspended. 

Mr Pickering continued to insist that 
the attack on the Chinese embassy was a 
“tragic mistake”. But China, not surpris- 
ingly rejected his explantion. It was “un- 
convincing” and unacceptable, said Tang 
Jiaxuan, China’s foreign minister. He said 
China now wants America to make a “sat- 
isfactory explanation.” America has al- 
ready, presumably, bought anew map. 
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UNITED STATES 





The race is on 


DES MOINES, IOWA, AND CARTHAGE, TENNESSEE 





A year too early, it looks like the endgame 


HE curtain is upin the political theatre of 

America’s presidential campaign. One 
protagonist, Al Gore, delivers his polished 
monologue before an old-fashioned rally in 
the main street of his hometown in Tennes- 
see, backed by the red-brick wall of the 
Smith County courthouse. The other, George 
W. Bush, stands relaxed amid the hay bales 
of Iowa, hesitating a little over his speech. Be- 
hind him, the lowa cornfields stretch into in- 
finity, an image—his campaign managers 
hope—of American plenty and potential 
(for this is June and the corn is only as high as 
an elephant’s thigh). But the speech is the 
same: Iam running for president. 

In practice, barring upsets, these two an- 
nouncements will mark the start of the presi- 
dential campaign for 2000. It is exceptionally 
early. At this stage in the contest of 1988, the 
presidential aspirants were busy attacking ri- 
vals within their own parties. This time, the 
electoral timetable is foreshortened. Now 
that two giant states, California and New 
York, have moved forward primary elec- 
tions to choose the presidential nominees, 
the primary season will effectively be over in 
March. This means it has been vital to raise a 
lotof money early. Those without money are 
falling behind; those with it are already run- 
ning campaigns not for the leadership of 
their party, but of the country. 
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There is adeeper comparison to be made 
with the election of 1988. That vote took place 
against the background of a long economic 
expansion, the Reagan boom. It pitted an in- 
cumbent vice-president, dull alongside his 
charismatic boss, against a governor from a 
large, successful state who was regarded by 
his own party as a moderate. And at this 
point in the process, the challenger, Michael 
Dukakis of Massachusetts, was far ahead in 
the polls. There is a twist to this comparison, 
of course: the candidate called George Bush 
was then the trailing incumbent. 

For Al Gore, the comparison is hearten- 
ing. The main question of this campaign will 
be the role played in it by the economic ex- 
pansion of the past six years. Mr Gore’s cen- 
tral claim to the presidency is that since the 
Democrats gained the White House in 1992, 
the economy has put on an extraordinary 
performance. At the start of next year, as- 
suming it continues, the boom will have be- 
come the longest in America’s history. Infla- 
tion has fallen from 7% a year to about 2% 
(see next story); the Dow Jones Industrial Av- 
erage has risen from 3,300 to over 10,000. In 
the speech announcing his candidacy, Mr 
Gore boasted of the 19m new jobs created 
during his term in office, and of the transfor- 
mation of the federal budget position from 
record deficit to record surplus. 


It is an immensely powerful appeal 
(even if the administration can claim only a 
small part of the real credit). Mr Bush can 
only reply that prosperity isn’t everything: 
“Prosperity must have a purpose.” The force 
of the appeal has not been tested yet in the 
public arena. If the election does prove a ref- 
erendum on economic competence, then the 
huge lead George W. now enjoys in the opin- 
ion polls could well vanish—as did Mr Du- 
kakis's, though for a whole bundle of rea- 
sons—and Mr Gore will emulate the feat of 
President George Bush. 

In some ways, Mr Gore may bea stronger 
candidate than Mr Bush senior was. He is 
now in Mr Clinton's shadow, but his party’s 
nomination will make him the Democrats’ 
central political figure. And though his dull 
reputation belies it, he is a tough campaigner. 
In 1988 it was he, then a Democratic rival to 
Mr Dukakis, who first brought up the charge 
that Mr Bush subsequently used to devastat- 
ing effect: that Mr Dukakis had temporarily 
released a rapist and murderer, Willie Hor- 
ton, who had murdered again while on fur- 
lough. And it was Mr Gore who, in 1994, had 
the task of debating free trade with the inde- 
pendent candidate, Ross Perot, whose pro- 
tectionist message was proving attractive. 
Mr Gore wiped the floor with him. 

Campaigning toughness is likely to be vi- 
tal in this election. Because there is little to 
choose between the two candidates’ ideolo- 
gies, simple gaffes are likely to play an even 
more important role than usual. And Mr 
Bush’s campaigning toughness has not yet 
been tested by anything as fierce as a presi- 
dential campaign. 

Mr Gore has a third advantage over Mr 
Bush. This election is likely to be fought at the 
centre ground of politics, as most elections 
are when a country is prosperous. Mr Gore 
not only already occupies the middle (be- 
cause Mr Clinton has moved the Democratic 
Party there), but he is also unlikely to be 
knocked from that position during the pri- 
mary contest with his challenger, Bill Bra- 
dley. Mr Bradley, too, is a centrist. 

This is not true of Mr Bush. During the 
primary season, all his main challengers will 
come from the right. Republican conserva- 
tives do not have the influence they once 
wielded. They have too many rival leaders, 
most of whom could not win a race even if 
they were the only candidates. All the same, 
the conservatives still represent about a 
quarter of voters in the primary contests. At 
some point, Mr Bush will have to confront 
them if he is to contest the centre ground 
with Mr Gore. 

Mr Bush is already trying to distance 
himself: his campaign slogan, “compassion- 
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ate conservatism’, is a clever marketing ploy 
to be conservative without looking like 
Genghis Khan. He has said that,as president, 
he would make judicial appointments with- 
out requiring judges to, for example, oppose 
abortion in advance (the choice of Supreme 
Court judges will be one of the most impor- 
tant jobs of the next president: several posts 
are likely to. come up soon). But this is only a 
start. Mr Gore is already attacking his rival 
for being a captive of the right. Mr Bush’s 
ability to distance himself from conserva- 
tives without alienating the base of Republi- 
can support will be one of the biggest chal- 
lenges of his campaign. 

If an American Edmund Clerihew Ben- 
tley were writing the Gore campaign slogan, 
it would be: 


Al’sapal. 
But George the Second ain’t what he’s reckoned. 


Thus far, the balance of advantage lies 
with Mr Gore. But the comparison with the 
1988 contest suggests this race is more evenly 
balanced. For a start, George W. is more 
“presidential” than Mr Dukakis was—and at 
least as much as Al Gore is. The two men are 





strikingly similar in background. Both are 


scions of America’s political aristocracy: Mr. 


Bush the son of a former president, Mr Gore 
the son of a Tennessee senator: (This, by the 
way, is not unusual: the race includes the 
wife of a former Senate leader and the son of 
a millionaire publisher: name recognition 
appears to be helpful.) Indeed, with a presi- 
dent and two state governors in the family, 
the Bushes are on their way to becoming the 
Kennedys of the Republican party, though 
without the glamour. 

What is more striking is that both men 
are making the same pitch. Both visit mission 
schools and praise “faith-based: organisa- 
tions”. Both sprinkle their speeches with 
Spanish soundbites. Mr Bush says: “We must 
pass this message to our children—teach 
them there are right choices in lifeand wrong 
choices, Changing our culture requires more 
than laws.” Or, in the version according to 
Gore: “If children aren’t taught right from 
wrong, no new government programme will 
staunch that decay.” Platitudinous, of 
course, but the same platitude. Sometimes, it 
is hard to tell Gush from Bore. 

More important, Mr Clinton’s legacy 





WASHINGTON, DC 


MONTH ago, inflation was rearing its 

head; now itis safely dead again. That 
is the most simplistic analysis of Ameri- 
ca’s latest consumer-price figures, re- 
leased by the Labour Department on June 
16th. In April, headline consumer prices 
rose by 0.7%, a near-nine-year high, while 
core inflation, which excludes the volatile 
categories of food and energy, rose 0.4%, 
or 2.2% compared with a year earlier. This 
month headline inflation stayed flat, 
while core prices rose a paltry 0.1%. 

A more appropriate interpretation, 
however, is that it is a mistake to read too 
much into one months numbers— 
April’s, as well as May’s. Economists are 
well aware that food and energy prices 
bounce around, and recent months have 
been no exception. After soaring by a re- 
cord 6.1% in April, the energy component 
of the crt fell by 1.3% in May. But the May 
report also shows that core prices can be 
surprisingly jumpy. The biggest drop 
came in tobacco prices (affected by legal 
settlements), which fell by 1.4% in May af- 
ter rising 3.6% in April. More interestingly, 
prices for clothing and transport—two 
categories that had shown surprising in- 
creases in April—also fell. 

These numbers certainly put paid to 
the idea that April heralded a sudden re- 
surgence of inflationary pressure. In fact, 
on a two-month basis, core inflation has 
actually fallen to 2.0% (see chart). And 





Ever-elusive inflation 














once you take out tobacco price increases, 
the core cp1’s performance is even better. 

Nonetheless, there are signs that the 
benign environment may not last. Pro- 
ducer prices for core intermediate goods 
have been steadying, after falling dramat- 
ically at the end of 1998. Wages are firming 
up, and—perhaps most important—the 
American consumer is still splurging. 
May’s retail sales data suggest that con- 
sumer spending is rising at an annual rate 
of around 4% in the second quarter of 
1999, still too fast for comfort. In testimony 
to Congress on June 17th, Alan Greenspan, 
the chairman of the Federal Reserve, 
spoke of “developing imbalances that 
give us pause”, and said that “modest pre- 
emptive actions” might be necessary: pre- 
sumably, taking back some of the Fed’s in- 
terest-rate cuts of late 1998. 








32 


will be more of a mixed blessing to his vice- 
president than Ronald Reagan’s was to his. It 
is true that the dog-days of the Reagan presi- 
dency were overshadowed by the lran-Con- 
tra scandal. But the impact of the Lewinsky 
impeachment has been far more damaging. 
Americans may be content with the state of 
the economy and (since peace broke out in 
Kosovo) the world. But contentment may 
not translate into support for the status quo. 

Sensitive political indicators are moving 
against Mr Gore. One of the bestis a poll that 
asks whether people think the country is 
moving the right way or the wrong way. This 
is at its lowest point since 1997. Mr Clinton’s 
personal favourability rating is below 50% 
for the first time in his second term. It may be 
that the administration is not being credited 
for the economic boom, or that contentment 
is simply taking the economy out of people’s 
calculations, Either way, the numbers are 
ominous for Mr Gore. 

To. make matters worse, he is more un- 
popular than was Mr Bush senior at thecom- 
parable point in his campaign. To voters, Mr 
Gore seems hard to like. He lacks the com- 
mon touch. He has been consistently less 
popular than Mr Clinton, even at the depths 
of public disgust with the president. Since 
this is so, even his attempts to distance him- 
self are not particularly helpful. His cam- 
paign announcement, complete with brass 
bands and country music, generated plenty 
of noise. But it surrounded him, rather than 
focused on him. 

George W, in contrast, seems more at 
ease. At his campaign announcement, he 
mingled and shook hands. His smile does 
not seem nailed on. 

Gore's a bore. 
But George W. won't trouble you. 
See ane all 





City politics 
Mayor-power 


NEW ORLEANS 


OR an event that took place in Cajun 

country, the annua! gathering of the us 
Conference of Mayors was remarkably 
bland. More pep rally than policy seminar 
the agenda steered clear of serious discus- 
sion on the boldest ideas to reform the urban 
landscape. Over five days the tone waslarge- 
ly self-congratulatory, as the mayors took 
credit for dramatic reversals in the crime rate 
and welfare rolls that have made their cities 
once again safe for private investment. 

Yet the back-patting and boosterism was 
telling in itself, illuminating an unmistaka- 
ble trend in American politics: city mayors 
have greater power and influence than ever 
before. A group that once had to beg hat-in- 
hand for federal funding, often at the ex- 
pense of local control over policy initiatives 
now finds itself setting the national policy 
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WASHINGTON, DE 


pe the school killings in Colorado in 
April, gun control has become one of 
the most contentious issues in Congress. In 
May, as part of a bill aimed at curbing juve- 
nile violence, the Senate passed measures 
mandating child safety locks on handguns 
and requiring background checks to be 
made on anyone who buys a weapon at a 
gun show. These were modest restrictions, 
and counted as significant only because 
Republicans had previously refused to 
consider any curbs at all. 

But less was to follow. To start with, the 
House of Representatives began watering 
down the mandatory background checks 
in ways that the National Rifle Association 
approved of. Democrats as well as Repub- 
licans were involved in that. A pro-gun 
Democrat, John Dingell of Michigan, the 
House’s longest-serving member, pro- 
posed weakening the background checks 
atgun shows; and on June 16th Bill Clinton, 
travelling in Europe, called several Demo- 
cratic waverers to remind them “to do the 
people’s business and not the nra’s.” 

Then, when the juvenile-crime legisla- 
tion came to the floor of the House this 


week, the speaker, Dennis Hastert, made a 
surprising decision. He split the bill into 
two parts, one containing the measures 
controlling gun sales at shows and the oth- 
er including regulations restricting chil- 
dren’s access to pornographic films, books 
and video games. The vote on gun sales 
was then put off fora few days. 

The purpose of the decision, the Re- 
publicans said, was to prevent the two is- 
sues getting muddled up in what would 
have otherwise been a cumbersome bill 
(something that Congress in fact does all 
the time, especially on the budget). One 
congressman, alluding to how hard the 
House finds it to consider votes on guns, 
said the point of the strategy was to “have 
dessert first, and then think about whether 
you want to eat your spinach.” 

In the event, the House rejected by a 
wide margin the proposed curbs on chil- 
dren’s access to violent or obscene materi- 
al. The measure was too much ofa threat to 
First Amendment guarantees of free 
speech. Congressmen also backed a pro- 
posal to try youths as adults from the age of 
13, and to stiffen penalties for crimes com- 





agenda, with Washington lagging far behind. 
According to Paul Schell, the mayor of Seat- 
tle, they are “no longer the poor dependents 
af the federal government”. Mayors such as 
Richard Daley of Chicago and John Nor- 
quist of Milwaukee have taken the lead in 
2ducation and welfare reform, and Steve 
Soldsmith of Indianapolis has led a success- 
ul effort to privatise many of his city’s ser- 
vices. Mayors of 20 cities have even become 
io frustrated with congressional bickering 
yer gun control (see box above) that they 
rave decided to take on the gun lobby them- 
ielves, filing federal lawsuits against gun 
nanufacturers. 

If the role of the mayors has 
changed, so has their politics. 
Jntil recently, New Deal liberal- 
sm still dominated the urban 
igenda, as big city mayors pan- 
lered to interest groups and 
ought to protect entitlement 
wogrammes. These days, it 
eems that the Third Way leads 
lirectly to City Hall. In his inau- 
ural address as president of the 
onference, Wellington Webb, 
he mayor of Denver, laid out a 
entrist agenda focusing on 
ough law enforcement and part- 
ierships with business, themes 
hat a Democratic mayor would 
ever have contemplated a dec- 
de ago. According to Fred Siegel, 
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an urban policy analyst at the Progressive 
Policy Institute, “the Conference of Mayors 
has realised it has been left behind, and is fi- 
nally taking steps to address that.” 

If it was once the federal government 
that mayors had to contend with, the devo- 
lution trend in American politics is now of- 
ten pitting them against the states. With state 
governments now in charge of doling out 
federal block grants, some mayors complain 
that governors and state legislatures are deaf 
to the needs of cities, and are hesitant to di- 
rect funds towards urban programmes. Part 
of this tension is no doubt ideological: most 
American governors and legislatures are Re- 








s the Hill listening? 


mitted with guns. All that looked hopeful. 
But it was also likely that Democrats and 
Republicans would unite to make sure 
that, if they had to put up with background 
checks at gun shows, the police would get 
only 24 hours tocarry them out. 
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publican, as opposed to the overwhelmingly 
Democratic mayors. Yet the more significant 
reason is the growing rift in state politics bet- 
ween rural and urban constituencies. In the 
19908, it has been expanding populations of 
suburban and rural voters that have swung 
statewide elections, giving cities less clout at 
the state level. 

With Congress and most state govern- 
ments in Republican hands, America’s may- 
ors now find it imperative that the White 
House remains sympathetic to the concerns 
of cities. At the conference, mayors spoke 
glowingly about how devoted the Clinton 
administration has been to urban issues, es- 
pecially compared with the 12 
years under Presidents Reagan 
and Bush. Perhaps because they 
are fearful of losing influence 
over White House policy, may- 
ors have become actively in- 
volved in presidential politics, 
co-ordinating fundraising efforts 
for the 2000 elections. Not sur- 
prisingly, Al Gore has already re- 
ceived the endorsement of hun- 
dreds of them, and he spoke at 
the New Orleans meeting to an 
audience that jumped to its feet 
on several occasions. 

If the mayors believe they 
need Mr Gore, the need is cer- 
tainly mutual. For years the vice- 
president has been courting im- 
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portant Democratic mayors like Mr Daley 
and Mr Webb, hoping eventually to win over 
their urban constituents. If Mr Gore receives 
his party’s nomination, the support of urban 
voters (and co-operation from urban may- 
ors): will be absolutely essential for him to 
stand a-chance in the presidential election. 
The mayors seem to be relishing their new 
role as king-makers, and Mr Webb will be 
sending the conference’s detailed urban 
agenda to every presidential candidate. 
American mayors are also. enjoying the 
increased influence they have as spokesmen 
for their regions. The heads of some of the 
biggest cities are driving the policy agenda 
outside the city limits, often by forging part- 
nerships with smaller towns in their metro- 
politan area. This is especially important for 
regions hoping to foster business links 
abroad, as several city mayors have teamed 
up with neighbouring towns to lure local in- 
vestment by foreign companies. These part- 
nerships will also be important as cities be- 
gin to tackle suburban sprawl, one of Mr 
Gore’s campaign priorities and an issue that 
has vaulted to the top of the mayors’ agenda. 
If mayors are no longer the poor rela- 
tions of American politics, their continued 
acceptance within the family depends large- 
lyon the future strength of the national econ- 
. omy. If things turn sour, positive urban 
trends such as declining crime and shrinking 
welfare rolls could sharply reverse, endan- 
gering the mayors’ political fortunes and 
placing in jeopardy their most exciting poli- 
cy proposals. In these boom times, the may- 
ors are all sounding like moderates, yet there 
is always the danger that an economic re- 
versal would force them back to the politics 
of old. Should that happen, they may look 
back wistfully at their time in the Big Easy, 
wondering how things got so difficult. 








Bounty-hunters 


Private-sector 
enterprise 


CHICAGO. 


RNEST HEMINGWAY once noted that 

there is no hunting like the hunting of a 
man, and those who have hunted armed 
men long enough never care for anything 
else. Such is the life of American bounty- 
hunters, people who track down fugitives 
from the law and are paid only when they 
get their man. Bounty-hunters are often 
thought to be almost as nefarious as the fe- 
lons they hunt, but a recent article by John 
Chamberlin in the University of HMinois Law 
Review argues that bail-enforcement agents 
(as bounty hunters prefer to be called) play 
an important role in the criminal justice sys- 
tem. Around 35,000 defendants jump bail 
every year in America, and a remarkable 
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They usually get their man 


four out of five are brought back tojustice by 
bounty-hunters. 

Bounty-hunters typically work for a bail 
bondsman, an individual or firm that lends 
bail money todefendants awaiting trial (fora 
hefty fee, of course). If the defendant skips 
his court appearance, as roughly one in sev- 
en clients do, then the loan is put at risk. En- 
ter the bounty-hunter, who is typically paid 
10% of the bail amount if he can catch and re- 
turn the fugitive within a predetermined pe- 
riod of time. “We are to the police what Fed 
Ex is to the post office,” says Bob Burton, di- 
rector of the National Institute of Bail En- 
forcement (and technical adviser to Robert 
de Niroon the film “Midnight Run”). Mr Bur- 
ton boasts that bounty-hunters, responding 
to “private-sector incentives”, have a higher 
success rate than any law-enforcement orga- 
nisation in the world. 

Mr Chamberlin uses assorted Depart- 
ment of Justice statistics to make the case 
that the country’s estimated 7,000 bounty- 
hunters are very good at what they do. In 
fact, they are significantly better than tradi- 
tional law enforcement. To begin with, de- 
fendants under the supervision of a bonds- 
man were more likely to show up in court 
(85%) than all other released felony defend- 
ants, even those who paid their own bail 
(78%). And when defendants failed to appear 
in court, those who were the responsibility 
ofa bondsman were more likely to be return- 
ed to the court (80%) than were those who 
had posted their own bail and were tracked 
down by ordinary police (64%). 

How does a bounty-hunter get his quar- 
ry? “Most of the fugitives are pretty stupid,” 
says Mr Burton, who made his first bail arrest 
in 1959 and now teaches a three-day certifi- 
cation course for prospective bounty-hun- 
ters. (The course is strictly voluntary, and 
mostly tells a bounty-hunter how not to get 


_ arrested, plus a few subtle tricks of the trade.) 


A bounty-hunter may. well find the fugitive 
watching television at his girlfriend’s house, 
he says. But the clever hunter may also set a 
trap, such as a letter to the fugitive’s family 










from some bogus organisation 
promising to erase the charges if 
the defendant calls a special toll- 
free number. When the call comes 
in, the number is traced and the 
bounty hunter pounces. 
Alternatively, the bounty- 
hunter may probe family and 
friends for a Judas. A well-inten- 
tioned spouse or parent may 
think the fugitive will be safer in 
custody; a colleague with less pure 
motives might provide valuable 
information when money. is of- 
fered. “If you take ten people in 
your life, three love you, three hate 
you, and four don’t give a damn,” 
reflects Mr Burton. “Someone will 
give you up for love or money.” 
But bounty-hunters have 
more power than the police, with far less 
training and accountability. A bounty-hun- 
ter can enter or break into a fugitive’s house 
without a warrant, pursue a fugitive across 
state lines without worrying about extradi- 
tion, and arrest, detain and transport a fugi- 
tive without many of the restrictions placed 
on ordinary law-enforcement officials by 
the constitution. These powers are not grant- 
ed by the state; they emanate from the pri- 
vate contract between the bondsman and 
the defendant. The courts have consistently 
found that bond is an extension of jail; the 
bondsman, and the bounty-hunter as his 
agent, have the same powers as a jailer to 
control the movements of a defendant. 
Bounty-hunters are also virtually unreg- 
ulated. In most states, the job requires no 
qualifications, no training, no background 
check, and no licence of any sort. The result, 
critics say, is that incompetent or brutal 
bounty-hunters can abuse defendants in 
their custody or harm innocents. They can 
be sued or arrested if things go terribly 
wrong, but juries are not sympathetic to in- 
jured fugitives and innocents may find thai 
there is not much to recover from an unin- 
sured bounty-hunter, no matter how egre- 
gious the offence. The call for reform reachec 
a crescendo in 1997 after a group of masked 
heavily armed bounty-hunters supposedly 
broke into the wrong house in Arizona anc 
shot two people dead. (Prosecutors late: 
claimed that the men were merely posing as 
bounty-hunters in order to rob the house.) 
Reformers have advocated making 
bounty-hunters subject to the same consti 
tutional restrictions as the police, or ever 
eliminating the commercial bail-bond. in 
dustry altogether, as three states, including 
Illinois, have already done. Both those op 
tions are unwise, argues Mr Chamberlin 
Curbing the powers of bounty-hunter: 
would make them significantly less effective 
and would probably be challenged in: the 
courts. Getting rid of commercial bondsmer 
would leave more defendants awaiting tria 
in jail at a time when prisons are already 


THE ECONOMIST [UNE 197TH 199 





overcrowded. Instead, Mr Chamberlin reck- 
ons that the states ought to license bounty- 
hunters and demand some minimum level 
of competence. This would upgrade the 
quality of the profession without hampering 
a bounty-hunter’s ability to find and return 
fugitives—and without much altering one of 
the most attractive aspects of the system, 
that it costs taxpayers nothing. 


African immigrants 
On the streets 
of New York 


NEW YORK AND TOUBA, SENEGAL 


T MAY have taken the murder in February 

of Amadou Diallo, a Guinean, by the New 
York police to open New Yorkers’ eyes to the 
West Africans in their midst. But there are 
plenty of them, and perhaps none more ob- 
vious than the ones who work along the 
main tourist drags, surreptitiously flashing 
briefcases glittering with fake Rolex watches 
and Ray Ban sunglasses. These street traders 
are part of a Sufi brotherhood, the Mouride, 
founded by Cheikh Amadou Bamba in Se- 
negal at the turn of the century. They operate 
round the world, from Paris to Tokyo, but 
their headquarters-in-exile is New York. 

“It has special significance for us Mou- 
rides,” says Modou Sarr, a shopkeeper. Mr 
Sarr arrived at the age of 17, speaking no Eng- 
lish; the police arrested him on the first day 
for peddling without a licence. But this, he 
says, is simply one of the trials and tribula- 
tions the Mourides expect on their journey 
towards God. Now, at 33, Mr Sarr is an Amer- 
ican citizen and owns a high-rent tourist 
shop on 42nd Street at Times Square, on one 
of the corners where he used tododge the po- 


Liberty’s message still plays in Senegal 
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lice. “They would confiscated [sic] my goods 
and arrested me but | managed to save my 
penniesand keepmy faith. I knew that Ama- 
dou Bamba prevailed, so so could I,” he says. 

Uptown in Harlem, many Mourides 
have opened legitimate restaurants and 
shops. By sodoing, they are changing the face 
of a depressed area. According to Randy Da- 
niels, the deputy commissioner for econom- 
ic development in New York state, “African 
fabric. shops, travel agents and telephone 
call-centres are internationalising the econ- 
omy.” Immigrants from other countries in 
West Africa are also settling in Harlem and 
across the Harlem river in the Bronx (where 
Diallo was shot}. But 16th Street and Mal- 
colm X Boulevard, around the mosque 
named after the radical black leader, has be- 
come known as “Little Senegal”, with more 
than 80% of businesses now owned by Sene- 
galese. A Mouride religious centre is under 
construction. The city of Manhattan has pro- 
claimed an official holiday in Harlem for 
Amadou Bamba, as has Cincinnati, another 
favourite destination for the Senegalese. 

Many American blacks are converting to 
the Mouride faith. One of them, Alpha Elias 
Abdul Latif, once a member of Louis Farrak- 
han’s Nation of islam, praises “the uncom- 
promising stance of Amadou Bamba against 
the European domination of Africa and the 
world.” Other blacks see parallels with their 
own heroes, particularly Booker T. Washing- 
ton, who admonished blacks to pull them- 
selves up by their bootstraps. Bamba did not 
do so much for his own people, apparently 
consigning them to a life of poverty as pea- 
nut-providers for the French colonial rulers 
in Senegal. But he has a clear advantage over 
Booker T: he supposedly performed mira- 
cles, including walking on the water after the 
French had put him on a ship to send him 
into exile. 

Astonished by this, the French author- 
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ities granted Bamba semi-autonomy over 
the “holy city” of Touba and the land around 
it. Today, Touba is squalid and overcrowded, 
with little water or sanitation. Yet it has a gi- 
ant mosque and a library with 10,000 books, 
including Bamba’s original writings; and, for 
blacks in Harlem, it carries the same roman- 
tic allure as kibbutzes once did for American 
Jews. Abdul Latif calls it “the ideal Islamic 
experience.” A popular Mouride bumper 
sticker reads “Fly Air Touba”, although this is 
a purely spiritual journey: Touba not only 
has no airline, but also no airport. 

Whatis real is the Mourides’ internation- 
al trade network. According to Cheikh Seye, 
the executive secretary of the Mouride Islam- 
ic Community of America, about $100m is 
transferred from New York to Senegal every 
three months through informal banking ar- 
rangements. “We're a self-supporting com- 
munity,” he says from an office at the back of 
an international telephone centre on uéth 
Street. “When people first arrive, we find a 
place for them to stay in New York and we 
help them look for business.” 

The problem, as Modou Sarr found, is 
that the start-ups are mostly peddlers who 
are unlicensed and illegal, and the city keeps 
a tight rein on the number of street-vending 
licences it issues. The lucky few get them 
through a city-organised lottery system, the 
rest are always on the run from a special po- 
lice task force that cruises midtown streets in 
unmarked cars. Police admit (unofficially) 
that, of the roughly 1,300 arrests they make 
each year, 90% are Senegalese. “We arrest the 
same guys over and over again,” says one of- 
ficer. One Italian-American policeman 
claimed that when he was on holiday in 
Rome, he saw a Senegalese peddler he knew 
from New York: “When he saw me, he ran.” 

The Mouride community helps peddlers 
when they lose their goods. Often they are 
back selling on the streets the same day. But 
the police and city officials have cited that 
fact as evidence of an organised crime net- 
work, and since 1992 the task force has been 
arresting peddlers on more serious criminal 
charges. “Before, they'd just spend a day or 
two in jail and do some community service 
time,” says the task force’s new chief, Robert 
D'Onofrio. “Now we often charge them with 
selling counterfeit goods, which means they 
can do up to a year in prison.” It also leaves 
them with a criminal record that can jeopar- 
dise their immigration status. But Seydina 
Senghor, executive director of Afrika Busi- 
ness Community and an advocate for the 
Mourides in New York, complains that the 
police make a habit of beating and harrass- 
ing black immigrants whether they have li- 
cences or not. 

Few Mourides have made formal com- 
plaints, however. “We knew it wasn’t going 
to be easy before we came,” said Amadou 
Thiam, who hawks t-shirts with fake logos. 
“But this is business.” 




















Why Willy Loman lives 


WO men stand on a stage. One is the hulking figure of Willy Lo- 

man, gradually becoming smaller in front of the audience's eyes; 
the other is his younger and weedier boss, Howard, gradually 
downsizing his old employee. “You can’t eat an orange and throw 
the peel away,” roars the broken salesman. “A man is nota piece of 
fruit.” Meanwhile, Howard patronises the old man (who decades 
before had helped christen him) by calling him “kid”. 

Most of the muffled sobs from the audience during the current, 
heavily Tony-ed version of “Death of a Salesman” on Broadway oc- 


cur during the final reconciliation between Willy and his useless» 


son, Biff. But the moment when Howard sacks Willy still standsout 
in its viciousness. When Arthur Miller’s play opened in 1949, one 
conservative critic called it “a time 
bomb expertly placed under the 
edifice of Americanism.” Willy 
Loman, the relentless competitor, 
became a symbol of the dark side 
of the American dream that he so 
firmly believed in. As his wife, 
Linda, says to Biff: “He's not the 
finest character that ever lived. 
But he’s a human being and a ter- 
rible thing is happening to him. So 
attention must be paid.” 

But who is paying attention 
now? At first sight it seems odd 
that New Yorkers are flocking to 
see such a depressing play. Figures 
for consumer confidence are sky- 
high, unemployment at a 29-year 
low. When people lose their jobs 
they find new ones pretty quickly. 
During the interval, young invest- 
ment bankers sip champagne and 
express their astonishment that 
America could ever have been “like that”. The most modern figure 
in the play seems to be the ghost of Willy’s brother Ben—an early 
version of an Internet entrepreneur who keeps on telling his brother 
how he “walked into the jungle” at 17, walked out at 21, and “by God, 
Iwas rich.” 

Somehow America’s chattering classes seem to have forgotten 
the much-ballyhooed age of uncertainty. Those days in the early 
1990s, when the New York Times seemed to have a permanent sec- 
tion on insecurity in the workplace and George Bush. senior was 
wandering around New Hampshire mumbling “Message: I care” to 
laid-off workers, seem almost as distant as the days when salesmen 
still wore hats. “The current election will be about health care, edu- 
cation, values,” one senator says, echoing the views of pollsters. 
Asked whether her boyfriend, who makes his living selling t-shirt 
logos round the country, feels insecure, Carol, a fitness instructor 
who works just round the corner from the Eugene O' Neill theatre, 
says flatly: “How should I know? He’s playing golfin Myrtle Beach.” 

Yet the notion that Willy Loman has left the American political 
scene for the 19th hole in the Carolinas is wrong. To make the obvi- 
ous point first, as Alan Greenspan, the chairman of the Fed, made it 
to Congress this week, “The rate of growth cannot increase indefi- 
nitely.” A nasty stockmarket correction and slightly higher interest 
rates, and many families across America could be looking at their 
Visa and MasterCard bills in the same anxious way that the Lomans 
fret about the payments on the fridge. 

A cyclical downturn would certainly push Willy back to centre- 
stage. But the salesman’s tragedy was set at the start of America’s 





postwar boom. As Mr Greenspan has pointed out. repeatedly, 
one reason why wage inflation remains relatively low is the sim- 
ple fact that many. Americans are terrified of losing their jobs. 
And with good reason: Some §5,231 jobs were shed in May, ac- 
cording toconsultants at Challenger, Gray & Christmas. The total 
for job cuts in the first five months of 1999 was nearly 50% higher 
than the equivalent figure in 1998. The typical worker changes 
jobs nine times before the age of 32. “Any Monday morning you 


‘can be told you are no longer needed,” Mr Miller recently told the 


Los Angeles Times. “The company is moving to Guatemala.” If 
you pickup any book about the Internet, you will be told that 
“salesmen” are the next class of people to be “disintermediated”. 
Instead of sending out Willy and 
his suitcase, Howard would only 
need to set up a website. 

Unsurprisingly, the long-term 
structural trends about insecurity 
are all up. One poll earlier this 
year of 500,000 workers showed 
anxiety about jobs to be three 
times higher than it was during 
the 1980-81 recession. And men of 
Willy’s age seem particularly vul- 
nerable. John Schmitt at the Eco- 
nomic Policy Institutepoints out 
that if you exclude women 
(whose careers have become 
slightly more secure), many of the 
standard insecurity measures are 
still worsening. Even if jobs are 
easy to find, it is hard to take your 
pension and health care with you. 
And the older you get, the less like- 
ly you are to want to move in 
search of work. 

Nor isitjusta matter of losing your job; the problem lies in the 
whole stress-producing environment of modern corporate 
America. Mr Miller once thought of calling his play “The Inside of 
his Head”. It is easy to imagine a modern Willy Loman bemoan- 
ing the passing of seniority, being tormented by group evaluation 
sessions and spending half his day arguing with his amo. Even 
Carol, the Manhattan fitness instructor, complains that her job is 
now judged on the basis of salesmanship as well as muscle tone, 
Everybody in America, it often seems these days, is on commis- 
sion and on trial. 

And so, in many ways, they should be. Every country in Eu- 
rope would kill to have a capitalism that spits outinefficient peo- 
ple like Willy as ruthlessly as America does. Willy's frantic desire 
to-compete, his merry recital of the management clichés of the 
day (“It’s not what you sell; it's how you sell”), his determination 
to imitate the legendary Bill: all these things are what keeps 
America ahead of its peers. 

Yet the problem of what to do with Willy Loman, and Amer- 
ica’s other losers, remains. The issues cited by the senator—health 
care, education, even values—all lead directly or indirectly tothe 
Lomans’ door. Last week, Andy Grove, the famously tough boss 
of Intel (motto: “Only the paranoid survive”), gave a speech‘on 
Capitol Hill giving warning to politicians that the social and eco- 
nomic dislocation caused by new technology had only just be- 
gun, and that they needed to “grease the skids” to protect the 
weak, For all its period detail, “Salesman” seems eerily tineke, 
Willy Loman is far from dead. 
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Every business wants to make its mark. 

However, in the sensitive regions of the world, 
like our tropical rainforests and our oceans, 

the scars of industrialisation are all too apparent. 
Our shared climate and finite natural resources 
concern us as never before, and there's 

no room for an attitude of “It’s in the middle 

of nowhere, so Who’s to know?” 
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Time and again at Shell we're discovering the rewards 

of respecting the environment when doing business. If we're 
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Gun law in Brazil 


SAO PAULO 


President Fernando Henrique Cardoso’s government wants a blanket 
ban on gun ownership. Would this cut Brazil’s awful murder rate? 


HEN gunmen attacked a bar on the 

southern outskirts of Sao Paulo last 
weekend, killing four women and three men 
in a hail of bullets, perhaps the most terrify- 
ing feature of the incident was its sheer nor- 
mality. It was Sao Paulo’s 28th multiple 
shooting so far this year, and such carnage is 
a familiar weekend event in several other 
Brazilian cities. Days later in Ituverava, a 
town in Sao Paulo state, an eight-year-old 
boy shot himself in the head while playing 
with a pistol left lying around the house— 
joining the annual death toll of around 450 
from firearms accidents. 

The rising violence of everyday life in 
Brazil is prompting the authorities to con- 
template radical measures. In a bill sent to 
Congress this month, President Fernando 
Henrique Cardoso’s government is propos- 
ing a complete ban on the private ownership 
of firearms, even hunting rifles and shot- 
guns. The only exceptions would be for the 
security forces and licensed security firms. 
Earlier this month, the state of Rio de Janeiro, 
whose capital city has Brazil’s highest mur- 
der rate, banned gun sales in its territory. 

In common with many Latin American 
countries and the United States, guns 
abound in Brazil. The Justice Ministry esti- 
mates that the country’s 160m people hold 
oerhaps 20m guns, of which only 1.5m are 
egistered. According to a recent United Na- 
ions report, 88% of murders in Brazil are 
committed with firearms, a higher figure 

han in any other country. And the murder 
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rate has been rising (see chart) in 
most parts of Brazil. An exception is 
Rio, where the rate began to fall in 
1996 (the last year covered by official 
figures derived from death certifi- 
cates). The state government claims 
thatit has since fallen further. 

Although countries such as Mex- 
ico and Colombia have attempted to 
restrict gun ownership in the past, 
such efforts have rarely got any- 
where. Will it be different in Brazil? 
Jose Gregori, the federal secretary for 
human rights, says that the govern- 
ment will put its full political weight 
behind the gun-control bill, which 
he hopes will be approved by De- 
cember. But it faces fierce opposition 
from a new gun lobby, the National 
Association of Owners and Traders 
in Arms, formed to fight the Rio ban. 
Frederico Monteiro, its spokesman, claims 
support from congressmen within Mr Car- 
doso’s centre-right coalition. Arnaldo Madei- 
ra, the government leader in the lower house, 
says that he expects internal dissent on the 
issue. 

Under the bill, gun owners would havea 
year to hand in their weapons without pros- 
ecution; those with licences would receive 
compensation. Holders of guns would there- 
after face two years in prison, with no possi- 
bility of bail. (Today, such offenders can buy 
their way out of jail by paying bail of just 50 
reais, about $28.) 

Even if the bill is approved, it is not clear 
that it will have the desired effect. Officials 
argue that many illegally held guns were sto- 
len from licensed owners; ending licensed 
ownership would cut this line of supply. But 
many guns are smuggled across the coun- 
try’s thinly patrolled border with Paraguay 
(including, ironically, a large number made 
in Brazil which evade sales taxes in this way). 
So the government is also promising a new 
border task-force, bringing together the fed- 
eral and state police with the armed forces. 

But the underlying problem is that gun 
crime has flourished in large part because of 
inefficient policing, of both city streets and 
national frontiers. Robbers and drug dealers 
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go on shooting sprees, knowing there is little 
chance of being caught and punished. A re- 
port by Sao Paulo University’s Violence Stud- 
ies Group of 290 cases of fatal shootings of 
children and adolescents during 1991 found 
that in only five cases was someone eventu- 
ally convictedof the killing. This widespread 
lawlessness, says the gun lobby, means that 
itisunreasonable—and perhaps unconstitu- 
tional—to deny honest citizens the means to 
defend themselves. The Justice Ministry’s re- 
ply is that 96% of those who draw a gun to 
fend off attackers end up dead themselves. 
The gun lobby disputes this figure. 

If they were enforced, tighter restrictions 
on gun ownership, combined with better 
frontier security, ought to help cut Brazil's 
obscenely high rate of firearms deaths. But 
this does not mean the governmentis wise to 
pursue a blanket gun ban now. Not only 
does it divert attention from overdue police 
reforms. It could also add to the tensions 
within Mr Cardoso’s fractious coalition 
(which almost came to blows this week over 
the choice of a new chief of the federal po- 
lice). More splits would mean less progress 
on essential fiscal reforms, delay in the 
achievementof stable economic growth and 
perhaps, thereby, more crime, 

— m 
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Fe all their apparent precision, nation- 
al accounts are no more than highly 
educated guesses about economies. From 
time to time, the statisticians revise their 
guesswork. Curiously, changes in the way 
cpr iscalculated have often led to miracu- 
lous increases (as happened in several Eu- 
ropean countries battling to fulfil the euro’s 
entry criteria). But in Argentina, they have 
now produced the opposite result. 
Argentina’s economy is some 1% 
smaller than previously thought, accord- 
ing to new national accounts unveiled by 
the Economy Ministry. Last year’s GDP was 
only $298 billion, not $335 billion; Gor per 
person was thus only $8,301, not $9,316, 
What has changed? The old accounts took 
1986 as their base; for subsequent years, in- 





dices were used to calculate Gop at current 
prices, But since 1986 Argentina has suf- 
fered first hyperinflation, then price stabil- 
ity and a trade opening. Relative prices 
have changed, and so has the importance 
of different sectors of the economy. 

By taking 1993 as their base year, the 
new figures recognise some of the changes. 
One big difference is in investment. The old 
figures showed the value of investment 
growing by 50% between 1993 and 1998; un- 
der the new system, the increase was only 
35%. The reason: imported machinery has 
been cheaper since Argentina pegged its 
currency to the dollar. So a given level of 
physical investment has cost less than had 
been thought. Secondly, the new accounts 
give more weight to services (which now 


account for 64% of app, up from 55%): One 
of the effects of thischangeis tosmooth out 
some of Argentina’s recent apparent eco- 
nomic volatility: in its lastrecession in 1995, 
cop fell by only 2.8% (not 4% as thought). 
Allof this leaves individual Argentines | 
neither richer nor poorer. But itis not with- 
out consequences, since many economic 
indicators are expressed as percentages of 
cpp. Argentina’s fiscal deficit (now 1.9% in- 
stead of 1.7%), current-account deficit (5.1%, 
not 4.5%) and foreign debt (43.4%, up from 
38.7%) all now look worse than they did. 
And itis not clear that the new figures will 
help Argentina’s current recession: they 
show output falling by 3% between Janu- 
ary and March compared with the same 
period last year. This seems a poor reward 
for what independent economists in Bue- 
nos Aires praise as a welcome improve- 
mentin the quality of official statistics. 














Ecuador 
Jamil’s jam 


N RECENT months, Ecuador has seemed 

close to collapse. Since August, ten of the 
country’s 40 banks have gone bust. To try to 
prop up the rest, the government froze most 
bank deposits in March. The currency has 
lost 40% of its value against the dollar since 
January; inflation is up; and the economy 
may shrink by 4% this year (see chart). 

The hopes of President Jamil Mahuad’s 
government are pinned on a deal with the 
IMF, which would release $1.4 billion in 
loans. But the ımr wants to see an independ- 
ent regulatory body for the financial system, 
A group of auditors from three international 
accountancy firms are due to report shortly 
on the state of Ecuador’s remaining banks. 
They are likely to urge that some be liquidat- 
ed. That is something Mr Mahuad has hesi- 
tated to do. He has seemed fearful of antag- 
onising the powerful bankers of Guayaquil, 
on the Pacific coast, whose political allies are 


already seeking to prosecute Ana Lucia Ar- 
mijos, the steely finance minister. 

This week, the president finally bestirred 
himself. He accepted the resignation of the 
banking superintendent, and named as his 
successor Jorge Guzman, who is acceptable 
to the imr (and was approved by Congress 
on June 16th). And Mr Mahuad at last sent to 
Congress a bill that aims to shield the new 
superintendent from political influence. Its 
speedy approval is another matter. The ime 
deal may not be signed before August. 

Even so, Mr Mahuad, a Christian Demo- 
crat and a successful mayor of Quito, can 
point to some achievements. Many of his 
problems have been inherited. His two pred- 
ecessors faced corruption allegations: one is 
in jail, the other a fugitive. Political fissures, 
especially the cleft between the coastal low- 
lands and the Andean highlands, have long 
denied Ecuador’s governments legislative 
majorities, while squabbling among inter- 
est-groups has stymied attempts at econom- 
ic reform. A vulnerable economy was bat- 
tered last year by the low price of oil, the 
country’s main export, and the El Nifio cur- 
rent, which caused damage equal to perhaps 
12.5% of cpp (and wrecked 
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banks’ loan portfolios). 
Mr Mahuad is at least 
trying to push through re- 
form. He has sent a bill to 
Congress that would al- 
low the sale of majority 
stakes in state companies, 
and wants private inves- 
tors to build a long-need- 
ed new oil pipeline, which 
might allow oil output to 
double. And he has taken 
steps to get the budget def- 
icit under: control. Last 
year he eliminated fuel 
subsidies; and this year, 
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through an unlikely pact with leftist parties, 
he raised taxes and petrol prices—despite a 
four-day strike backed by taxi drivers and 
bus owners. 

Yet Ecuadoreans are unconvinced. Mr 
Mahuad’s approval rating in the opinion 
polls has plunged to 15%. Unemployment 
has risen to 13%, and only four people in ten 
have proper jobs. Much medical care in pub- 
lic hospitals is no longer free. The govern- 
mentis behind in paying its wages; debt pay- 
ments take up 42% of its spending. Worst ol 
all, many people reckon Mr Mahuad has 
been soft on the bankers, whose negligence 
the public is having to pay for. With luck, the 
economy may recover, thanks not least tc 
Mr Mahuad. But his popularity may not. 


Mexico 
Balm for nerves 


MEXICO CITY 


OR the past three decades, Mexico's six 

yearly change of president has been pres 
aged or followed by upheaval, either politi 
cal or economic. The last occasion, in 1994 
saw plenty of both: a guerrilla uprising ir 
Chiapas, the murder of both the presidentia 
candidate and the secretary-general of the 
ruling Institutional Revolutionary Party 
(pri), and then an economic collapse fron 
which the country is still recovering. Thi: 
time will be different, President Ernesto Ze 
dillo’s government has vowed. 

The election is still a year away. Yet fo: 
those fearing fresh intrigue or fragility, recen 
events have not exactly been soothing—anc 
not just this week’s earthquake, whose trem 
ors terrified southern and. central Mexic 
and killed 18 people. First, newspaper re 
ports in the United States claimed that thr 
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authorities there suspect of links to the drug 
trade both Mr Zedillo’s chief of staff, Liebano 
Saenz, and Carlos Hank Gonzalez, a billion- 
aire businessman and former cabinet minis- 
ter (both deny the charges). Then Francisco 
“Paco” Stanley, a popular television presen- 
ter, was shot dead in his car in Mexico city. 
His colleagues in Mexico’s television sta- 
tions, known for their pri loyalty, raged at 
the city’s chronicly high crime rate and at its 
mayor, Cuauhtemoc. Cardenas, the most 
likely presidential candidate of the opposi- 
tion Party of the Democratic Revolution. 
They soon stopped: it emerged that the hap- 
less Mr Stanley had been carrying cocaine 
and bore the marks of a habitual drug-taker. 
His death resembled a mob execution, not a 
common murder. 

The next furore involved Carlos Cabal 
Peniche, a Mexican banker trying to avoid 
extradition from Australia for bank fraud. 
Last week he said that he had channelled 
$25m in donations to the pri, some of it for 
Mr Zedillo’s presidential campaign (though 
whether that was illegal under the fast-and- 
loose electoral rules of the time is not clear). 

And then came Carlos Salinas, Mr Zedil- 
lo’s predecessor. Shortly after his term end- 
ed, Mr Salinas slunk into exile, as the econ- 
omy collapsed and his brother Raul was 
arrested on suspicion of planning one of the 
previous year’s political murders (he was 
found guilty in January this year). Though 
rumoured to have made secret visits, he had 
not been seen publicly on Mexican soil since 
1995—until his 48-hour stopover last week- 
end. Supposedly, this was only to see his sick 
father, his jailed brother and his graduating 
son. But journalists invited for coffee and ex- 
clusive chats with the ex-president at his 
boyhood home turned up to find the place 
bursting. Mr Salinas used the opportunity to 
repeat his well-worn insistence that the eco- 
nomic crisis was not his fault, despite the be- 
lief of most Mexicans that it was. 

By his denial of responsibility, he im- 
plied that the blame was Mr Zedillo’s, who 
instead of counter-attacking kept quiet. That, 
says Jorge Castañeda, a political scientist, 
suggests this is a discussion that Mr Zedillo 
does not, for some reason, want to have—-a 
victory, however small, for Mr Salinas. 

Perhaps. But Mr Zedillo has been busy 
ensuring that he does not end up as reviled 
as his predecessor. Next year Mexico’s econ- 
omy will be much more strongly placed than 
it was in 1994, with less debt falling due, a 
smaller current-account deficit, and a float- 
ing currency instead of a fixed one. These 
should ensure there is no repeat of the capi- 
tal flight and eventual devaluation of 1994. 

But, this being Mexico, further intrigue 
seems certain between now and the election, 
and investors may yet be scared into staying 
away. So the government is taking no chan- 
ces, This week it announced that it was ask- 
ing the mmr for a $4.2 billion standby credit 
which, together with existing loan agree- 
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ments and ‘contingency facilities, would 
mean thatit could call on $24 billion in loans 
over the next 18 months if it really needed to. 
That, economists say, should cover it in the 
worst of circumstances. Except, perhaps, an 
even stronger earthquake. 


Canada’s right 
Unity, slowly 


OTTAWA. 


N A general election in 1997, Canada’s two 

main right-wing parties, Reform and the 
Progressive Conservatives, shared 38% of the 
vote between them, a similar proportion to 
that obtained by the governing Liberal Party. 
But whereas the Liberals won 155 of the 301 
seats in the House of Commons, giving a sec- 
ond term to the prime minister, Jean Chré- 
tien, Reform managed only 60 and the Con- 
servatives just 20. Fears that the next election 
might have a similar outcome led Preston 
Manning, Reform’s leader, to launch a cru- 
sade aimed at creating a single right-of-cen- 
tre party at the federal level, to be called the 
United Alternative. Yet powerful as the elec- 
toral logic of unity might be, so is the hesita- 
tion about Mr Manning’s proposal. 

In a referendum of Reform members 
held earlier this month, 60.5% of those voting 
backed the United Alternative. Mr Manning 
has taken this as a green light to proceed. But 
is it? Despite much prodding from party offi- 
cials, under half of Reform’s 64,580 members 
voted—and only 1,119 of them in the five 
provinces east of Ontario. Meanwhile, Con- 
servative victories in provincial elections in 
Ontario and New Brunswick this month do 
not necessarily help Mr Manning’s cam- 








Manning’s party’s odd-shaped too 








paign to “unite the right”. Joe Clark, the fee 
etal Conservative leader, is a steadfast oppi 
nent of the United Alternative. 

Reform’s strength is in Canada’s. wes 
Mr Manning, who founded the party as 
populist movement in 1987, is the son of 
former premier of Alberta (and an evangel 
cal preacher). But even in Alberta and Britis 
Columbia, over a third of those voting rejec 
ed Mr Manning’s project, apparently fearin 
that it would dilute the party’s principles, es 
pecially family values, greater accountabii 
ity of m»s to their electors, and reform of th 
federal Senate. This last plank appeals to th 
country’s westerners, who want an electe: 
and more powerful chamber in which eac. 
of the ten provinces would have equal repre 
sentation, instead of the present appointe 
body, which they see as dominated b 
prime-ministerial nominees from Quebe 
and Ontario. 

The Reform Party swept western Cana 
da for the first time in the 1993 election, wher 
the Liberals routed the Conservative govern 
ment. In 1997, though Reform added to it 
seats and became the official opposition, it 
share of the popular vote stalled at 19%. Ii 
Ontario, Canada’s most populous province 
the right’s division meant that the Liberal 
took all but two of the 103 seats. 

If Ontario is the key to the fortunes a 
Canada’s right, the province’s newly re 
elected Conservative premier, Mike Harris, # 
happy to be clutching it. The Reform Party 
does not compete in provincial elections (ex 
cept in British Columbia), so Mr Harris facec 
a clear run on the right in Ontario's poll or 
June 3rd. But the 45% share of the vote wor 
by the Conservatives went well beyond thi 
core support of both right-wing parties, anc 
owed much to Mr Harris’s personality. Tha 
might give him a strong claim to lead the 
United Alternative, if it ever succeeds in be 
coming a formal party. Mr Harris, however 
lacks rapport with French-speaking Quebec 
and may prefer to remain on his home turf a: 
a kingmaker. 

The initiative may lie with Mr Clark. He 
has argued that Reform has reached its ceil 
ing—and its geographical frontier. After the 
referendum, he invited Reform members (he 
meant the dissatisfied ones) to help his feder: 
al Conservatives draft policy at their con: 
vention in September. He has also accepted 
in principle a scheme for joint candidates in 
some Ontario constituencies at the next fed- 
eral election. For Mr Manning this is Plan B, a 
retreat from—or only a small step towards— 
forming a new party. But he has a harder 
hand to play than Mr Clark. In developing 
policies for the putative United Alternative, 
Mr Manning must reassure Reform fuinda- 
mentalists while attracting more centrists. 
Some doubters have rallied to him since the 
vote, but time is running out. The Liberals, 
with or without Mr Chrétien at their head, 
are likely to call an election in 2001. 
mfr it a IT A Me i oh tat nent 
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LAGOS 


Nigeria's new broom 








President Olusegun Obasanjo wins plaudits for his good start in moving 
quickly on the army, corruption and human rights 


CoN is a natural reflex in Nigeria, 
and the sceptics are often proved right. 
But the first actions of President Olusegun 
Obasanjo are drawing praise from ordinary 
Nigerians. Since he was sworn in on May 
29th, the retired general has cleared out the 
top ranks of the armed forces, ordered a re- 
view of all the contracts that his predeces- 
sors signed this year, and set up an inquiry 
into human-rights abuses. “I hope he can 
carry it through,” says Beko Ransome-Kuti, 
leader of the Campaign for Democracy and 
one of the keepers of the nation’s conscience 
during the years of military misrule. “His 
steps so far show that he is on the right track, 
buthe has todoa lot more in carryingout res- 
tructuring of the polity and its institutions.” 
The new president’s most startling move 
nas been to sack over 150 senior officers, re- 
moving any soldier who held political office 
setween 1985 and 1999. Among those who 
rave lost their jobs are Patrick Aziza, who 
chaired the tribunal that sent Mr Obasanjo 
‘0 prison in 1995, two former commanders of 
the West African peacekeeping force, and 
Mohammed Buba Marwa, a popular and 
ambitious ex-governor of Lagos state. 
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On his first day in office, Mr Obasanjo 
suspended all contracts, licences and ap- 
pointments issued since January ist. A com- 
mission under a respected businessman, 
Christopher Kolade, has three months to de- 
cide if the licences and contracts were cor- 
rectly priced~-and appropriate for Nigeria in 
its cash-strapped condition. Those that were 
not will be cancelled or renegotiated. 

A new set of civil-service rules came into 
practice last week. The aim is to reduce cor- 
ruption; an anti-corruption bill is due in par- 
liament this week. Almost 100 people at the 
top of the customs service have been sacked 
already, and the president has hinted that 
more will follow. He has also replaced the 
head of the lamentably run state electricity 
company, NEPA, and brought new top civil 
servants into the federal secretariat. A com- 
mittee headed by a former supreme court 
Judge has been set up to examine the cruel- 
ties that have taken place since 1983, the date 
when the last civilian government was 
thrown out by the army. 

But Mr Obasanjo is also having to pay a 
price for the support he got during the elec- 
tion. Many of the names that have been put 





forward as potential members of his govern- 
ment--they have still to be approved by the 
Senate—-are closely associated with military 


_ tule. They include Theophilus Danjuma, 
~ who was once chief of army staff and is now 


expected to be defence minister, Bola Ige (a 
former state governor), Adamu Ciroma (an 
ex-governor of the Central Bank) and Jerry 
Gana (a former information minister), 
“There.are too many formers’ on this list,” 
complained one young senator last week. 
The name of the new finance minister will 
beall-important. Past comments by MrOba- 
sanjo have seemed to suggest that he be- 
lieves in a generous degree of state control, 
but he has yet to make himself clear on this. 
His current plans for economic reform stop 
at a promise to privatise, cautiously. 

His immediate problem is the Niger Del- 
ta, the source of almost all of Nigeria’s oil 
wealth and the battleground for numerous 
local wars, with rival groups fighting for re- 
sources and the largesse of the big oil compa- 
nies operating there. The ljaw and Itsekiri 
people have been at virtual war for the past 
two years. On May 30th, the day after Mr 
Obasanjo was sworn in as president, mili- 
tant ljaw youths in the delta attacked Itsekiri 
villages just across the water from a large 
Chevron oil plant. In the violence that fol- 
lowed this attack, up to 200 people died, 
some of them in the fighting that last week 
engulfed Warri, a large oil town. A sombre 
Mr Obasanjo admitted that prolonged gov- 
ernment neglect had had a role in the vio- 
lence and declared that there would be a 
“global master-plan” to revive the economy 
of the region. 

But the government demonstrated how 
far it was from having such a plan to hand 
when last week it placed an advertisement 
in the international press, including The Eco- 
nomist, inviting proposals. Anyone “with 
verifiable experience in producing compre- 
hensive regional master-plans in terrain sim- 
ilar to the Niger Delta” was asked to suggest 
ways of transforming the oil-producing re- 
gion by introducing, among other good 
things, water supplies, education, credit sys- 
tems, oil and gas industries, fishing and agri- 
culture. The advertisement asked that the 
proposals be sent with bank details to an ad- 
dress in Abuja, the capital. Not only did this 
suggest an. unwarranted faith in the Nigerian 
postal service, it seemed to betray ignorance 
of the flood of advance-fee frauds that have 
emanated from Nigeria. After these, busi- 
nessmen may be a bit wary of disclosing 
their bank details. Who, anyway, has such 
comprehensive expertise? And where in the 
world is there anywhere like the Niger Delta? 
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South Africa 





Funky, for a day at least 


PRETORIA 


But, with a new government, ecstasy will have to give way to reality 


ASSENGER jets flew by in formation, 21 

guns saluted and the vast hats of female 
dignitaries gleamed red, yellow and purple 
in the winter sun. Thabo Mbeki’s inaugura- 
tion as the new president of South Africa, on 
June 16th, was quite a party. Traditional Afri- 
can praise-singers, dressed in beads and 
feathers, used a modern sound system to 
amplify their compliments. Some 4,000 viPs 
and a multitude of ordinary South Africans 
watched the outgoing president, Nelson 
Mandela, make way for Mr Mbeki. Local 
musicians made the lawns outside the 
Union Buildings in Pretoria vibrate with a 
funkiness unknown in the days when bald- 
ing white men ruled South Africa. 

Itdid not quite match the euphoria of Mr 
Mandela’s inauguration five years ago. Then, 
black and white alike waved the new South 
African flag and rejoiced that the country 
had not collapsed, as many feared, into ra- 
cial war. This time, a few party-poopers com- 
plained that the 47m rand ($7.7m) spent on 
the festivities might have been better used 
for such things as providing drinking water 
for the poor. Party enthusiasts countered 
that, if any country needs a bit of pomp to 
promote national unity, itis South Africa. Mr 
Mbeki, however, will probably make fewer 
concessions to whites than did Mr Mandela. 
For the inauguration, statues of dead apar- 
theid leaders were covered up, so that they 
would not, in the words of an official spokes- 
man, “spoil the ecstasy of the occasion”. 

Addressing the crowd, Mr Mbeki com- 
memorated the day, exactly 23 years ago, 
when the children of Soweto took to the 
streets to protest at apartheid’s education 
policies, and were cut down by police bul- 
lets. Prospects for blacks are vastly better 
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now than they were in the days of enforced 
segregation. But young South Africans are 
still not safe. On June 14th, a three-year-old 
girl died of gunshot wounds, a victim of the 
gang wars in the slums outside Cape Town. 
In his speech, Mr Mbeki regretted that some 
South Africans “are forced to beg, rob and 
murder to ensure that they and their own do 
not perish from hunger.” 

Mr Mbeki also paid tribute to his elders. 
He thanked several ageing leaders of the 
struggle against apartheid (including his fa- 
ther, Govan Mbeki), for sacrificing their per- 
sonal liberty in pursuit of liberation for the 
whole country. Yet, even with apartheid 
overthrown, South Africa faces monstrous 
problems. Mr Mbeki listed some: crime, the 
spread of aips, widespread poverty and un- 
employment, and the lack of a “culture of 
learning”. 

Growth would help. But South Africa’s 
economy is slowed in the short term by high 
interest rates and a low gold price, and in the 
long term by a shortage of skills and the re- 
luctance of South Africans to save. Mr Mbeki 
can do nothing about the gold price, but he 
could give the economy a boost by accelerat- 
ing privatisation, slimming the civil service 
and increasing incentives for domestic and 
foreign investors. 

On Thursday, Mr Mbeki unveiled his 
cabinet. With his huge majority, he did not 
need to appease anc factions or reward he- 
roes with plum jobs, as Mr Mandela did. His 
choices were encouraging: basically, he left 
economics as it was, but appointed good 
people to foreign affairs, education and pol- 
icing. The competent finance minister,Tre- 
vor Manuel, stays on, as does the trade min- 
ister, Alec Erwin.The crucial education 


portfolio, long neglected, goes to Kader As- 
mal. Steve Tshwete, the former. minister of 
sport, wins the security portfolio, where his 
aggression will be more usefully directed at 
South Africa’s criminals than it was at its 
cricket selectors. Winnie Madikizela-Mande- 
la, the convicted kidnapper so prominent in 
the anc’s election campaign, was excluded. 

Mr Mbeki increased the size of the presi- 
dential office so that he will have more ex- 
perts to brief him, and more direct control. 
His right-hand men, Frank Chikane and Es- 
sop Pahad, will wield more power through 
their proximity to Mr Mbeki than will sever- 
al theoretically senior ministers. 

Unexpectedly, the chief of the Zulu na- 
tionalist Inkatha Freedom Party (1Fe), Man- 
gosuthu Buthelezi, was not appointed depu- 
ty president. Mr Mbeki offered him thejobin 
return for allowing an anc member to be- 
come premier of KwaZulu-Natal, but Mr 
Buthelezi refused. This is a shame. As Mr 
Mbeki’s number two, Mr Buthelezi would 
have enjoyed acting as head of state while 
the president was abroad. But he chose to 
consolidate his local power base rather than 
accept symbolic honours. In a bid to soothe 
matters, an ANC Zulu, Jacob Zuma, was 
made deputy president. 

Nkosazana Zuma, Jacob’s ex-wife and 
the new foreign minister, will face challenges 
from the start, South Africa is currently try- 
ing to broker an end to Congo’s civil war. 
Representatives of the Congolese govern- 
ment, rebels and their various allies are all in 
South Africa negotiating a ceasefire. If a deal 
is reached, South Africa might send troops to 
helpenforce it:an immensely difficult task in 
distant and densely forested Congo. 


Algeria 


Peace, of a kind 


Cc peace be breaking out in Algeria! 
The new president, Abdelaziz Boutefli 
ka, speaks of national reconciliation. Anc 
the mainstream rebels, the Islamic Salvatior 
Army (ais), say they are giving up the armec 
struggle and placing themselves under the 
authority of the state. To reward them, Mi 
Bouteflika has promised to put before parlia 
ment a law that is expected to offer some 
kind of amnesty to ars fighters who do no 
have blood on their hands. The ars is the 
armed wing of the banned Islamic Salvatior 
Front (ris), the party that was about to wir 
the 1991-92 elections, until the army inter 
vened—and thus triggered a conflict ir 
which up to 80,000 Algerians have beer 
killed. The Front’s leader, Abassi Madani, nc 
longer in prison but still uncontactable un 
der house arrest in Algiers, has written to M: 
Bouteflika endorsing the ars decision. 
Algeria’s government-owned newspa 
per, El Moudjahid, has hailed Mr Bouteflik 
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When you're leading a busy life, it can be hard to give 
your personal finances the priority they deserve. Wel, 
the great news is you don’t need to worry. All you need 
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preferential charges; the Gold International Debit Card, which gives you instant 
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response to the needs of our customers. For more information about Priority 
Banking, or about our other accounts and services which require minimum 
deposits of only £5,000, please post or fax us the coupon below or call us on 
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Bringing together executives running businesses in Shanghai 
and the officials who make--and implement—the policies 
affecting their operations, The Shanghai Roundtable will 
provide an unparalleled opportunity to get to the heart of 
doing business successfully in Shanghai. 
















Join us in Pudong in June and gain unique insights into: 

* concrete issues affecting companies’ current day-to-day operations 

* prospects for greater access to the market 

* commercial policies now on the Shanghai government's 
drawing board 

* means to raise working and expansion capital 

* competition for markets and talent 

+ better, smarter, more efficient operating methods. 












Whether you are a veteran of Shanghai operations or an 
executive new to the city, a manager about to set up facilities 
there or a head of China operations, this Roundtable is your 
opportunity to affect policy and help formulate a more 
favourable business environment in Shanghai. 
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as a rassembleur, a man who brings oppo- 
nents together by sowing peace where dis- 
cord prevailed. A closer look suggests that 
there may be less in the latest developments 
than meets theeye. Mr Bouteflika and the ais 
are implementing a deal negotiated secretly 
by the army over the past three years. The 
first fruit of the army-ais talks was an un- 
conditional truce declared by the group in 
September 1997. Since then aus fighters, be- 
lieved to number a few thousand, have been 
based in the east, west and centre of the 
country, surrounded by the army, which has 
been feeding them and helping to make 
family visits possible. The worst of the mas- 
sacres of recent years were committed after 
the ars truce, allegedly by the little known 
Armed Islamic Group, or GIA. 

So what does it all amount to? Possibly 
not much in terms of security on the ground. 
This year, in comparison with earlier peri- 
ods, there has already been a dramatic re- 
duction in the level of violence. Symbolical- 
ly, however, it spells the end of the political 
dispute between the ris and the army- 
backed authorities as the central issue of the 
conflict. For years, demands for national rec- 
onciliation have been the stock-in-trade of 
critics of the Algerian regime at home and 
abroad. Now, the army, to which Mr Boute- 
flika owes his position, appears to have tak- 
en the wind out of the sails of parties such as 
the Socialist Forces Front (res), which have 
been calling for dialogue between the state 
and the banned Islamist party. 

Although they can only welcome the 
deal with the aus, they still have misgivings. 
“We fear that there is a process here which 
lacks good intentions, a form of complicity 
between the enemies of yesterday, at the ex- 
pense of democracy and the people,” says 
Abdessalam Ali Rachedi, an rrs member of 
parliament. The political opposition had en- 
visaged reconciliation with the ris as an ele- 
ment in a democratic evolution that would 
eventually see the retreat of the army from 
politics. That is clearly not on the cards. The 
deal, the outlines of which remain un- 
known, was negotiated between the army 
and the ars, deliberately bypassing the ris’s 
political leadership. 

Indeed, apart from the expected amnes- 
ty, itis far from clear that the ais has wrested 
any political concessions from the regime. 
Mr Bouteflika has publicly asserted that 
there is no question of allowing the ris tobea 
legal party again. Some Fis members may be 
allowed to resume political activity, but they 
are unlikely to include the party’s deputy 
leader, Ali Belhadj, who is still serving a pris- 
on sentence. Sheikh Belhadj’s fiery sermons 
were one of the main sources of the party’s 
populist appeal. 

So why has the ais given in? The likeliest 
explanation is that it has now come to realise 
that it could neither win a military victory, 
nor rely on the legal opposition to dislodge 
the army-based regime from power. Exiled 
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Friendly Madani, but a paler party 


Fis leaders put another gloss on things by 
speaking of their desire to save the country 
further bloodshed. Their return to the scene, 
they argue, will absorb the anger of Alger- 
ians who have been marginalised and re- 
pressed by the regime, thus contributing to 
the restoration of peace. 

Whatever the truth, the ris is now a chas- 
tened and paler version of its old self. “The 
bloody experience of the past seven years 
has taught everyone a lesson,” says an exiled 
FIs member. “There were excesses, and some 
members adopted confrontational lan- 
guage. But armed confrontation was. never 
really our intention and the regime could 
have dealt with these matters politically.” 


Iran 
Spies or just 
e-mailers? 


TEHRAN 


NTIL last week, it had seemed that Iran 
and the outside world were on track to 
a more grown-up, near-normal relationship. 
But then came the news that 13 Iranian Jews 
had been arrested for spying for Israel and 
vintage. behaviour came flooding back. 
Western governments quickly registered 
their complaints with the Iranian Foreign 
Ministry. Iran’s hardliners, who had been 
more restrained of late,responded on cue, in 
full voice against the Zionist conspiracy. 
Iran’s judiciary, which brought the spy- 
ing case, has yet to reveal the evidence 
against the suspects or the circumstances of 
their arrests. According to Amnesty Interna- 
tional, they are mostly in their 20s and 30s 
and include one rabbi. They were allegedly 
carrying out their activities in Shiraz, a city 
known more for inspiring great Persian poet- 
ry than breeding spies. 
The country’s top judge, Muhammad 








Yazdi, announced that the suspects woul 
face death if proven guilty. He delivered th 
promise at Friday prayers in central Tehra 
toa chorus of worshippers shouting, “The |: 
raeli spies should be executed! Their exec 
tion is an Islamic order.” President Muhan 
mad Khatami, meanwhile, reserve 
judgment on their guilt or innocence, tryir 
to concentrate attention on the freedom Ira 
offers its recognised religious minorities: A 
menians, Jews, Assyrians and Zoroastrians. 

Itis too early to tell whether Mr Khatan 
and his reform programme will suffer bad! 
from the scandal. Yet western diplomats, i 
particular, were quick to declare the affair 
body-blow to Mr Khatami, who has worke 
assiduously to improve Iran's relations wit 
the West. Hardline conservatives, it is bein 
argued, will go to any extreme to put these re 
lations back in the freezer. This analysis i 
based on the assumption that the suspect 
are innocent, that Mr Khatami was corr 
pletely in the dark about their arrest, an 
that his weakness as a leader has been & 
posed if he cannot control the powerful Ir 
telligence Ministry, the institution in charg 
of counter-intelligence. 

Another theory, advanced by many Ira 
nians, is that the case, if indeed concoctec 
was not so much to do down Mr Khatami a 
to rehabilitate the Intelligence Ministry 
crushed by its admission in January tha 
“rogue agents” in its employ had killed halt 
a-dozen secularist. writers and politician: 
Some suggest that the suspects were not nec 
essarily spies but were engaged in activit 
considered illegal in Iran: they might, for in 
stance, have been corresponding with pec 
ple in Israel through e-mail or perhaps at 
tempting some sort of “proselytising”. 

Their arrest, which occurred back ii 
March, was kept secret. Jewish groups anc 
foreign governments, including America’s 
remained silent about the affair, as negotia 
tors worked behind the scenes tosecure thei 
release. One mediator was an. Iranian Jev 
who serves as the 25,000-strong communi 
ty’s designated deputy in Iran’s parliamen: 
When efforts to reach a compromise failed 
Jewish groups went public, obliging Iraniat 
officials to confirm the arrests. 

The way out of the maze is far from sim 
ple. Dismissing the case seems an unlikeh 
option, given the embarrassment it woulc 
bring to the conservatives who control thi 
judiciary and the Intelligence Ministry 
Right-wing newspapers representing thi 
clerical establishment argue defensively tha 
Iran remains on good terms with the grea 
bulk of its Jewish citizens, who have nothin, 
todo with Zionism. Even many reasoned re 
formers, while suggesting that the judiciary 
should substantiate the charges and makt 
the evidence public in order to protect Iran’: 
image abroad, have rallied around the state 
and condemned the West's speed in attack. 
ing the arrests. 
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Spaceman 


How do you keep an ambitious 
space program on course, when 
another costly disaster would 
have scared off both customers and 


the entire insurance community? 


Get Willis consultant Tim Hopkirk 
(and his aerospace colleagues) 

to arrange a billion dollar 
‘rocket bond’ facility backed by 
high-flying international investors, 


ready on the launchpad. 


The sky's the limit when you 
combine teamwork, flexibility 


and innovative risk solutions. 
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There is no other car like a Jaguar. 
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EUROPE 





Europe's voters stay at home 


The two most striking features of the elections to the European Parliament 
were a shift to the right—and a huge abstention from voting 


T won the war, but lost the peace. 
Three of the glummest faces this week 
belonged to the leaders of the European 
Union's three biggest countries, whose mili- 
tary campaign in Kosovo had at last started 
to pay off. Only days after naro had secured 
the promise of a withdrawal of Serbian 
troops, the political parties of Tony Blair, Bri- 
tain’s Labour prime minister, Gerhard 
Schroder, Germany's Social Democratic 
chancellor, and Jacques Chirac, 
France’s Gaullist president, all re- 
ceived a drubbing in the elections 
to Europe's Parliament. 

That military victory, albeit of 
a messy sort, failed to translate into 
an electoral reward for almost any 
governing party in the polls, heldin 
each of the eu's 15 countries bet- 
ween June 10th and 13th, was only 
one of the oddities of this election. 
If this was supposed to have been, 
for Europe's leaders,a good war, al- 
most no party running the govern- 
ment of a big Nato country was 
thanked for it. 

Mr Schréder’s Social Demo- 
crats were punished the most se- 
verely, gathering only 31% of the 
vote, ten percentage points below 
their score last September in Ger- 
many’s general election. Their loss 
was to the benefit of the Christian 
Democrats and their Bavarian friends in the 
Christian Social Union, who together 
sagged 49%, 14 points up on last year’s share. 

Britain's Labour Party knew it was to lose 
seats, thanks to a new voting system of pro- 
dortional representation. But it was utterly 
inprepared to be overtaken so rudely by the 
~onservatives, who had run a vigorous cam- 
daign against joining the euro (see page 61). 
\s for Mr Chirac, his party was soundly bea- 
en into third place, below even an oppor- 
unist list put together by Charles Pasqua, 
vho defected from Mr Chirac’s Rally for the 
tepublic to his own Eurosceptical platform. 

This election was largely a collection of 
nini-referendums on the domestic records 
f national governments, in which voters 
ook the chance—as they often do when 
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they believe that little is at stake—to voice a 
squawk of protest. Foreign affairs did in- 
trude in a few countries. In Greece, the ruling 
Panhellenic Socialist Movement was pushed 
into second place, behind the centre-right 
New Democracy party, partly thanks to its 
controversial support for NaTo’s bombing. 
In Austria, the governing Social Democrats 
shored up their first place after promising 
fretful voters that they would not compro- 





mise their country’s cherished neutrality. 
And in Britain, the Tories’ campaign to “save 
the pound” was turned, in the face of a feeble 
Labour counter-effort, into an issue of na- 
tional independence. 

Elsewhere, the vote by and large reflect- 
ed a faint protest at the way EU governments 
were running things at home. Since eight of 
them are run by centre-left parties (and five 
have a mix of left and right), this prompted a 
general shift towards the centre-right. Mr 
Schréder’s pitiful performance was due 
mainly to a limp German economy, and 
widespread unease about his handling of it. 
Many Germans are livid at the decision to 
tax both energy and, for the first time, jobs 
that pay below DM630($332)a month. Short- 
ly before polling day, word also went out 





that Hans Eichel, the finance minister, was to 
squeeze pensions and other social benefits. 

Nor did it help when, at the last minute, 
Mr Schroder sprung on some stunned mem- 
bers of his party a joint declaration, written 
with Mr Blair, promising to inject into the Eu- 
ropean social model a measure of “Anglo- 
Saxon” liberal economics. Such was the scale 
of Mr Schréder’s political embarrassment 
that he is now being badgered to appoint a 
Christian Democrat as one of Germany's 
two new European commissioners, having 
already promised the other job to the Greens. 

Similar domestic discontent, though for 
quite different reasons, hurt the Belgian So- 
cialists and middle-of-the-road_ Christian 
Democrats at a simultaneous general elec- 
tion (see page 55), and handed the right-wing 
Liberals the biggest number of seats in both 
their national parliament and the European 
one. In Sweden and Finland, Social Demo- 
crats (who rule in coalitions) also 
took a knock. 

The centre-left took a battering 
in Italy, too. Massimo D'Alema’s 
Democrats of the Left, who dom- 
inate his ruling centre-left coali- 
tion, were overtaken by Silvio Ber- 
lusconi’s centre-right Forza Italia, 
which scooped up 25% of the vote, 
confirming Mr Berlusconi as the 
centre-right’s best hope for a uni- 
fier-general. In recognition of this, 
Gianfranco Fini, whose (post-fas- 
cist) National Alliance drew less 
than half that score, quit. Most sur- 
prisingly, two new parties grabbed 
an impressive share of the vote: the 
new-fangled Democrats of Roma- 
no Prodi, the incoming president 
of the European Commission, 
took nearly 8%, and a list led by 
Emma Bonino, an outgoing Euro- 
pean commissioner, won 9%. 

Even where voters did not swing to the 
right—in France, Spain and Portugal—this 
was still largely for domestic reasons. Spain is 
already governed by the centre-right, so a 
mild protest vote went to the Socialists, who 
still lagged behind their rivals. In France, Mr 
Jospin has been buoyed by a perkier-than- 
usual economy and by disarray on the cen- 
tre-right (see next story). Even if counted to- 
gether, the French centre-right failed to 
match the combined score of Mr Jospin’s 
coalition parties—Socialists, Communists 
and reinvigorated Greens. 

Where does this leave the new European 
Parliament? When this batch of Euro-mes 
gathers in their new plate-glass premises in 
Strasbourg, the chamber will have a new po- 
litical complexion. The centre-right Euro- 
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EUROPE 


pean People’s Party (Epp) will be the biggest 
group for the first time in 20 years, holding 
224 seats. It now has a 44-seat lead over the 
next-biggest block, the Party of European So- 
cialists (pes), which has dominated previous 
parliaments. The Liberals swell a little, to 43 
seats, followed closely by the bouncy 
Greens, who went up by 11 seats to 38. 

Since no governmentis formed from this 
parliament, however, this does not mean 
that the two bulldozer-sized parties will nec- 
essarily collide with each other. Because vot- 
ing rules often require a majority of all Euro- 
MPs, parties are obliged todo deals with each 
other more often than not. By itself, the err 
does not anyway havea majority, and so will 
have little choice but to court the res. 

The new parliament will have more Ger- 
mans than members of any other national- 
ity, in both the err and the res. This will 
make them by far the noisiest national 
group, dominating proceedings much as Bri- 
tain’s Labour Euro-mps did when they made 
up the Socialists’ biggest national group in 
the outgoing parliament. The Germans will 
thus have extra clout in the allocation of 
chairmanships of the influential 20 standing 
committees, and in the election of the parlia- 
ment’s next president on July zist. 

Perhaps the most notable feature of all 
about this election was how little the voters 
seemed to care. The 49% turnout was the 
lowest ever, with voters distracted by Kos- 























ovo, uninspired by national campaigns, and 
perhaps disillusioned with Europe by the 
stories of waste and nepotism that grabbed 
some attention earlier this year. Though it 
was to the parliament's credit that it forced 
the mass resignation of the European Com- 
mission then, it may be that, to voters’ noses, 
the whiff of corruption came from a more 
general European direction. 

A derisory 24% of British voters went to 
the polls, only slightly bettered by the 30% of 
Dutch voters. In France, 1m voters, or 6%, 
turned out only to leave their ballot papers 
deliberately blank-perhaps the harshest 
measure of disaffection of all. 


France 


Right old mess 


PARIS 


CCTIMHE Rally for the Republic [RPR] is 

dead?” cried Charles Pasqua, the man 
who 23 years earlier had helped Jacques Chi- 
rac found the Gaullist party and who, until 
earlier this year, had remained one of its 
most stalwart supporters. “Long live the 
rrF!” he might have added. For, in the wake 
of the election to the European Parliament, 
which pushed his new Europhobic group 
ahead of the hitherto dominant Gaullists, he 


is to set up a grander, “back-to-grass-roots” 
movement, also proclaiming itself Gaullist 
and called the Rally for France, using the 
same logo as the original movement set up 
by General de Gaulle. This time he means to 
do without President Chirac’s help. 

The European poll has blown apart 
France’s already divided mainstream right. 
In disarray since Mr Chirac’s disastrous deci- 
sion to call a snap general election two years 
ago, it is now split into three main rival 
groups: a Euro-federalist, centrist rump of 
the Union for French Democracy (upF), led 
by Francois Bayrou and eager to preserve its 
autonomy after picking up a half-decent 9% 
of the vote; Mr Pasqua’s “patriotic” Gaullist 
rer, which scooped up an unexpected 13%; 
and, squeezed between the two, Mr Chirac’s 
neo-Gaullist, vaguely free-market, vaguely 
pro-European rer, which polled just under 
13%—its lowest score ever. 

MrChirac, despite being a popular presi- 
dent, has been weakened. The party he led 
for 19 years isin a shambles. Nicolas Sarkozy, 
who took over as interim boss of the ReR af- 
ter Philippe Séguin’s surprising decision in 
mid-campaign to resign, walked out of his 
job when the results came through. The fair- 
ly strong showing of both Mr Pasqua and Mr 
Bayrou has put paid to Mr Chirac’s plans to 
create a new “President's Party” to unite the 
whole right, and perhaps to call a presiden- 
tial election next year—two years early. 
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The right’s fringes are just as tattered. The 
shooting lobby has decided to set up its own 
right-wing party after grabbing 7%. The two 
rival bits of the extreme-right National Front 
are fighting for their survival after jointly 
polling a mere 9% of the vote (6% for Jean- 
Marie Le Pen, and 3% for his former deputy, 
Bruno Mégret)—well below the 15% picked 
up by the united Front in recent years. Then 
there is The Right, founded by Charles Mil- 
lon after being ousted from the upr for doing 
an electoral deal, after a regional poll last 
year, with the National Front. Alain Madel- 
in’s mainstream Liberal Democrats now say 
they too will go it alone after a wretched 
showing in tandem with the Gaullists, Mr 
Pasqua has fertile recruiting ground. 

Thanks largely to the deep divisions on 
the right, Lionel Jospin’s ruling left-wing coa- 
lition escaped sanction. With 39% of the vote, 
the coalition’s three main bits did slightly 
less well than in the 1997 parliamentary elec- 
tions, but came out 3!2 points ahead of the 
combined forces of the mainstream right. Mr 
Jospin is a popular prime minister, liked for 
his modesty, common sense and honesty. 
He has handled the Kosovo crisis well, and 
the delicate business of “cohabitation” with 
Mr Chirac. France’s economy is once again 
on the up, unemployment creeping down. 

But Mr Jospin could have a new worry 
ahead. The Greens, led by Daniel Cohn-Ben- 
dit, student revolutionary of 1968 and now a 
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passionate zealot for integrating Europe, did 
particularly well, picking upnearly a tenth of 
the vote—triple their score in the previous 
European elections. This puts them, for the 
first time, well ahead of the Communists, the 
other party in the ruling coalition. To match 
their success, the Greens now want more say 
in government. At present they have only 
one minister, to the Communists’ three. 

But Mr Jospin can hardly afford to upset 
the Communists. His majority in parliament 


Benelux 


EUROPE 


depends on them. After their poor 7% show- 
ing, their second-worst since the second 
world war, hardliners will be fiercely press- 
ing the reformist Communist leader, Robert 
Hue, to move to the left--or even to pull out 
of government. Mr Jospin was irritated by 
the joint declaration made just before the 
polls by Britain’s Tony Blair and Germany’s 
Gerhard Schröder in favour of a “more flex- 
ible” Europe. He may be forced to shift left- 
wards—or risk losing his coalition. 


A little bit of a shock 


BRUSSELS 


Belgians and Luxembourgers, voting in general as well as European elections, 
have rebuffed their ruling coalitions. But the Dutch were hardly more polite 


OR some months, opinion polls had her- 

alded the roasting of Jean-Luc Dehaene, 
the well-fed Belgian who has run his divided 
country for seven years, but in the event he, 
along with his Christian Democrats and 
their Socialist coalition partners, were fraz- 
zled by their mishandling of a food crisis. It 
erupted a few weeks ago when it emerged 
that dioxin, a cancer-causing chemical, had 
got into animal feed that may have been giv- 
en tochickens, pigs and cows. Still, the politi- 


cal shake-up will probably not be dramatic. 
Given the mix of ethnic and other parties 
that makes Belgian coalition-building messy 
at the best of times, it may take weeks before 
a new government—perhaps including bits 
of the old one—is in place. The only certainty 
is that Mr Dehaene has been booted out. He 
has already resigned as party boss. 
Belgium’s main winners are the Liberals 
on the free-market right, who for the first 
time are the biggest party in the lower house 
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Total seats: 150 
(91 Flemish, 59 Walloon) | 

















of parliament, and the Greens on the left, 
who doubled their vote. But the separatists 
of the far-right Viaams (Flemish) Blok also 
did well. Together the trio could form a ma- 
jority, but no party will team up with the 
Blok, which, as well as arguing for the break- 
up of Belgium, is hostile to immigrants and 
tough on law and order. So three of the four 
biggest parties in parliament will have to get 
together instead. Given the old rivalries bet- 
ween left and right, and the fact that all the 
main parties are divided into distinct 
(Dutch-speaking) Flemish and (French- 
speaking) Walloon bits, coalition-building 
will be tricky as usual. 

Guy Verhofstadt, leader of the Flemish 
Liberals, is expected to be the first to be asked 
to form a government. He will probably try 
hatching a common programme with the 
Greens, then set about finding a third part- 
ner. The Walloon Socialists are keen to work 
with the Liberals; their Flemish brethren are 
not. Either way, policy is unlikely to change. 

But the Flemish separatists are making 
things increasingly difficult in the longer run. 
Some 15% of Flemings (and nearly a third in 
Antwerp) now vote for them. If the Blok goes 
on winning more votes, the united front 
against it may break. Other Flemish parties 
are already sounding more nationalistic, in 
order not to lose votes to their more extreme 
rivals. This in turn will make it harder for any 
Flemish party to co-operate comfortably 
with any Walloons. Though the demise of 
Belgium as a state is not imminent, the pat- 
tern of voting nonetheless depresses those 
who want to glue it together. 

The Belgians’ rightward trend was 
matched next-door in tiny Luxembourg, 
which also had a general election. The Social- 
ists, who have been ruling in coalition, were 
pushed into third place by the rightish Liber- 
als, who are now poised to team up with the 
Christian Democrats, whose leader, Jean- 
Claude Juncker, has again been asked to 
form a government. With the Socialists out 
of power, Luxembourg would be one of only 
three countries in the eu with a predomin- 
antly right-wing government. Spain and (ar- 
guably) Ireland are the others. 

Last month’s hiccup in the Netherlands, 
when p-66, the little left-libertarian party in 
the country's ruling coalition, briefly upset 
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the governing consensus and caused the 
country’s mild-left prime minister, Wim 
Kok, to hand in his resignation, was short- 
lived. The row had been sparked by the re- 
fusal of some Liberals (whose outlook is sim- 
ilar to that of Belgium’s Liberals) to accept 
p-66’s demand for more referendums. It 
ended in a compromise: there will be more 
referendums, but they will be consultative, 
not binding. Mr Kok remains in charge. 

In the Euro-poll, voters gave Mr Kok’s lot 
abitofa knock. The Christian Democrats are 
again the most popular Dutch party. But, 
alone among Beneluxers, the balance bet- 
ween centre-right and centre-left still seems 
pretty even: consensus rules as ever. 





Spain and the Basques 


More talks? 


MADRID 


N ELECTORAL terms, the biggest benefici- 

aries so far of the truce declared nine 
months ago by the Basque guerrilla group 
ETA, which wants independence for the Bas- 
que region, has been eva itself. For the first 
time ever, eTA’s political arm, which last year 
renamed itself Euskal Herritarrok (eH), has 
become part of a ruling coalition govern- 
ment in the Basques’ regional assembly. 
And, as a reward for its decision to stop sup- 
porting terror, its share of the vote in the re- 
cent election to the European Parliament 
went up to nearly a fifth. 

Acknowledging this trend, Spain’s con- 
servative government, led by Jose Maria Az- 
nar, has become steadily readier to talk to 
ETA; and Mr Aznar has made several conces- 
sions. Still, this does not by a long chalk mean 
that a lasting peace is round the corner. A 
sense of creeping negotiation is in the air, yet 
itis unclear where it all may lead. 

EtA’s steady electoral gains under its var- 
ious political guises (up from 15.5% in the last 
European elections, to nearly 18% in the re- 
gional poll last autumn, to 19.5% this week) 
have been at the expense of the largest party 
in the region, the Basque Nationalist Party 
(Pnv), and a nationalist minnow called Eu- 
sko Alkartasuna, a radical splinter from the 


Basque Nationalists. Together, this trio of 
Basque parties, all now in government, have 
the backing of more than half the Basque re- 
gion’s people. era’s surrogate has also been 
gaining electoral ground in the neighbouring 
province of Navarre, which is not part of the 
Basque region but has a lot of Basques. 

Since EH, ETA’s mouthpiece, agreed last 
month to join the mainstream Basque Na- 
tionalists in government, it has called off a 
campaign of street violence which had gone 
on after the ceasefire, and has stopped 
threatening people who planned to stand as 
candidates for Madrid-based parties, such as 
Mr Aznar’s People’s Party and the Socialists. 
(The latter, along with the more moderate 
Basque Nationalists, had jointly run the as- 
sembly until last summer.) Ex still, however, 
extorts “taxes” on eta’s behalf from Basque 
businessmen. 

Fearful that he might look inflexible be- 
fore this latest election, Mr Aznar confirmed 
that direct talks had taken place—in Bel- 
gium—between his representatives and EH, 
with the Catholic Church as an intermedi- 
ary; eH had demanded an international go- 
between. Mr Aznar has also told some ETA 
people living abroad that they are free to 
come back to Spain without risk of prosecu- 
tion. Meeting another Basque demand, he is 
also gradually transferring eva prisoners in 
Spanish jails outside the Basque country to 
prisons in their home area. 

The separatists, for their part, have soft- 
ened their tone. “We have tocreate a political 
climate in which there is room for everyone. 
We cannot create an independent Basque 
state with only 51% or 52% of Basques in fa- 
vour,” says Arnaldo Otegui, who has 
emerged as a leading voice of EH. 

The most ticklish issue still concerns the 
demand of £n (and eta) that the govern- 
ment in Madrid should accept the Basques’ 
“right to self-determination”. This could well 
mean amending Spain’s constitution and so, 
in theory, opening the door to Basque seces- 
sion, which Mr Aznar and his party could 
probably never tolerate. So his negotiators 
are searching for a formula that might satisfy 
the Basque separatists, without tinkering 
with the constitution: a tall order indeed. 
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Ending conflict in Kosovo 


Western leaders hope to settle their differences with the Russians about 
Kosovo and to bring some stability to the surrounding region. But the Balkans’ 
ability to spawn conflict is far from exhausted. This is why 


Eo NATO paratroopers pounding the 
half-ruined streets of Pristina, Kosovo's 
capital, have had a crash course in geopoli- 
tics, and it has left them confused. On June 
isth, British members of kror, as the Kosovo 
peacekeeping force is known, found them- 
selves lugging much-needed water to 200- 
odd Russian soldiers camped out in swelter- 
ing heat at Pristina’s airport. After all, said a 
British spokesman, “We are KFror, they are 
KFOR.” So what could be more natural than a 
spot of fraternal help with hygiene? 

Two days earlier, a British officer had 
been yelling at the Russians to leave the air- 
field, where Nato had hoped to headquarter 
its own forces, and ran into a firm nyet. The 
first his soldiers had even heard of the stand- 
off with Moscow was two days before, on 
June uth, when they had been told to be 
ready, pronto, for an airborne dash from Ma- 
cedonia to reach Pristina ahead of the tiny 
Russian unit~and then ordered, no less 
abruptly, to stand down. “They had been 
telling us for weeks about the Serbs and Al- 
banians,” said one soldier, “but nobody ex- 
plained we had to fight Russia.” 

President Bill Clinton may well be feel- 
ing equally nonplussed as he heads to Ger- 
many for a long weekend of talks with his 
counterparts from the Group of Seven rich 
countries, plus Russia. A meeting that might 
otherwise have been a sort of victory cele- 
bration, devoted to planning the rebuilding 
of Kosovo and the surrounding region, will 
instead be overshadowed by the need to 
mend fences between the western alliance 
and Russia in the Balkans. If he is lucky, the 
terms for a bigger Russian role (President Bo- 
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ris Yeltsin was keen to have a distinct Russian 
sector in Kosovo) will have been sorted out 
at a Russian-American meeting that began 
in Helsinki on June 16th. 

Whatever happens on that front, recon- 
struction in the region, of institutions and re- 
lationships as well as houses and factories, 
will be the subject of much lofty talk at the 
summit in Cologne. Once his guests have 
gone home, Chancellor Gerhard Schröder 
will be keen to cut sharply the high propor- 
tion of his time that he has been devoting to 
the Balkans. But the region’s leaders are 
counting on continued close attention from 
Joschka Fischer, the Green foreign minister 
and author of a “stability pact” designed to 
involve a raft of organisations in making the 
Balkans more democratic, law-abiding and 
tolerant, as well as richer. 

For Germany, which was uneasy about 
NATO's 11-week air war against Serbia and 
feels vulnerable to any blight in western rela- 
tions with Russia, the dawn of peace seems 
like a long-awaited chance to display prow- 
ess at building bridges rather than bombing 
them. But hanging over the Cologne meeting 
will be awkward, unanswered questions. 
Has the moment come when the whole Bal- 
kan region can be drawn into Europe’s main- 
stream? Or has the war simply deepened old 
strategic wounds whose gangrenous effect 
may yet spread to other places where Amer- 
ica and Russia are locked in rivalry? 

The World Bank, which will share with 
the European Union the main responsibility 
for reconstruction, plans three “donor con- 
ferences” in the hope of drumming up sever- 
al billion dollars-worth of aid. The first, in 


late July, will concentrate on emergency re- 
lief for homeless Kosovars. Then, in the au- 
tumn, the hat will go round for public works 
in Kosovo, designed to rebuild homes and 
infrastructure and create jobs. Only next 
spring, on current plans, will a meeting be 
held on nurturing the region as a whole. 

This slowish pace has not dampened the 
enthusiasm of Tony Blair, Britain’s prime 
minister, who has been arguing strongly that 
south-eastern Europe (as the powder-keg 
peninsula now prefers to be called) should 
become like the rest of Europe: a place where 
rising prosperity, economic interdepend- 
ence and diverse, tolerant societies make war 
almost unthinkable. 

But the Balkan genius, unfortunately, lies 
not only in the concentration of a higher- 
than-average number of ethnic passions 
into a single, confined space; it also includes 
the ability of local warriors to draw much 
bigger countries into their fights. As NATO 
fretted over the international implications of 
200 sweaty Russian soldiers, and wondered 
what to do about the ethnic-Albanian fight- 
ers who have become its latest partners for 
peace, there was no guarantee that the re- 
gion’s tendency to generate or even export 
bloody conflict had been tamed. 

The outcome of nato’s stand-off with 
Serbia, which will not be settled as long as 
Slobodan Milosevic retains power in Bel- 
grade, is being watched closely in places far 
beyond the Balkans—including the Cauca- 
sus. The heaviest skirmishing for two years 
broke out this week between Russian- 
backed Armenia and Turkish-oriented Azer- 
baijan. Perhaps naively, some Azeri officials 
reckon the air war against Serbia marks 
NATO's final triumph against the forces of 
Slav nationalism in Europe. They now look 
forward to the day when the western alli- 
ance will use its might to bring stability to 
their troubled region. And as though to dis- 
prove the idea that post-communist con- 
flicts are fought along some easily definable 
cultural or religious axis, the Azeri hope is 
more or less shared by Orthodox Christians 
next-door in Georgia. 

Are they right to think the latest Balkan 
war is, in effect, the last gasp of pan-Slav na- 
tionalism? The answer to that may lie not in 
Kosovo but in other bits of Yugoslavia—in 
Serbia proper and in Montenegro, its sullen 
partner in the Yugoslav federation. 

Most western governments have insist- 
ed that there can be no reconstruction aid for 
Serbia as long as Mr Milosevic remains in 
power, either because they expect a long pe- 
riod of “keeping him in his box”, to borrow 
the phrase often used of his fellow pariah, 
Iraq's President Saddam Hussein, or because 
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A lonely Serb vigil 


PRISTINA 


ORAN ANDJELKOVIC, who is still, bi- 

zarrely, Yugoslavia’s minister of sport 
(and president, to boot, of its Association 
for Tae-Kwondo,a cousin of karate), admits 
that he did not become Serbia’s governor 
of Kosovo by choice—and knows he will 
beits last. A man with no power, he cuts a 
lonely figure in his Pristina offices. Curtains 
flap out of windows shattered by Nato 
bombing, debris is strewn around. He apol- 
ogises for not offering coffee—the kitchen 
staff have left early, joining the exodus of 
Serbs from the city, “Unfortunately, I can’t 
persuade the people to stay. Seemingly, I 
have failed,” he admits. 

The Serb police who guarded the build- 
ing have now gone. Anyone can walk in. 
Ethnic-Albanian guerrillas of the Kosovo 
Liberation Army (kA) are close by. 

Mr Andjelkovic, neatly turned out in 
shirt and tie, says he is ready to comply 
with every clause of the un Security Coun- 
cil resolution on Kosovo: he has little 
choice. That means handing over power to 
Sergio Vieira de Mello, the un’s interim spe- 
cial representative for Kosovo. But the uN is 
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not ready to take over, and a spokesman 
admits there will be “a gap to be filled”. For 
the moment, the xua is filling it. The other- 
wise mild-mannered Mr Andjelkovic is 
angry. He has appealed to the peacekeep- 
ers to help the Serbs get out alive. 

In his once well-appointed office, a 
portrait of Slobodan Milosevic, in Napo- 
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leonic pose, dominates the wall above his 
desk. Yet staff say the government in Bel- 
grade has virtually cut them off; there are 
no promises of jobs or even a place to live 
there. The ex-governor laughs when asked 
if Belgrade has been in touch. 

More significantly, for someone who 
began his career in the Communist Youth 
League and was an early supporter of Mr 
Milosevic, he dodges a question about 
whether he will now remain in the presi- 
dent’s Serbian Socialist Party. Some Alba- 
nians in Pristina say that within his pow- 
ers~he had no control over the ruthless 
Serb army and police in Kosovo—Mr And- 
jelkovic did a fair job. Though in theory he 
was the Serbs’ top man in Kosovo, he has 
not been indicted for war crimes. 

Mr Andjelkovic says he has no inten- 
tion of going down in history as the second 
Arsenije—the Orthodox patriarch who led 
a flight of Serbs out of Kosovo over three 
centuries ago. The day after he spoke, Bish- 
op Artemije, the province’s most senior 
churchman and an advocate of reconcilia- 
tion, led the last nine Serbian priests out of 
his home town of Prizren. But Patriarch 
Pavle, head of the whole Serbian church, 
boldly says he will move from Belgrade to 
Pec—in Kosovo. 
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they believe he may well be replaced by 
somebody more benign. 

The United States has taken a particular- 
ly firm stance, stressing that, if it is to qualify 
for aid, any future Serbian goverment must 
co-operate fully with the un’s International 
War-Crimes Tribunal. In other words, it 
must hand over for trial Mr Milosevic as well 
as the four other senior Serbs who have been 
indicted by the court in connection with 
atrocities in Kosovo. 

Mr Fischer, like some other European 
politicians, puts a slightly more positive spin 
on Germany’s attitude towards Serbia. “It 
must be our aim to draw federal Yugoslavia 
into the stability pact with full and equal 
rights,” he says. The pact itself, a pretty vague 
document, says that lasting peace and stabil- 
ity will not come to the region until “demo- 
cratic values and principles” have been es- 
tablished in every single country. 

All these statements are the opening 
shots in some hard discussions within the 
EU, and perhaps across the Atlantic, about 
how exactly to treat Serbia as long as Mr Mil- 
osevic, or some other undesirable, continues 
to hold office. Some will argue that the region 
can be reconstructed around Serbia. For sev- 
eral years, countries like Romania, Bulgaria 
and Hungary have been developing alterna- 
tive trade routes, and even the European 
Commission’s plan for a continent-wide 
transport network is based on the assump- 
tion that Serbia may remain a no-go area. 
The bombing of bridges across the Danube 
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has hurt shippers in Romania and Bulgaria, 
as well as others farther north. But that can 
be rectified by clearing the wreckage, which 
is not the same as rebuilding the bridges. 

In Greece, the region’s only member of 
the European Union and its natural engine 
for economic development, there is a strong 
feeling that redevelopment cannot bypass 
Serbia. This reflects partly geopolitical sym- 
pathies (solidarity among people of Ortho- 
dox belief, and, perhaps more important, a 
shared anti-Ottoman heritage); partly the 
fact that Greek investment has helped to 
bolster the Milosevic regime; and partly a 
sense that Greece may bear a heavy burden 
in coping with Serbs heading south if the im- 
pact of NaTo’s attacks on factories, utilities 
and transport continues to hurt. 





Almost certainly, Serbia faces a cold and 
hungry winter. Hundreds of thousands of its 
citizens are expected to leave the country, 
many illegally, in search of work. Assuming 
Serb hardliners remain in power, they (and 
doubtless their friends in Russia) are bound 
to use the country’s misery to bolster the ar- 
gument that the West had geopolitical, rath- 
er than moral, reasons for waging war 
against Serbia. 

Whether deliberately or spontaneously, 
Serbia may yet repeat its deadly trick of des- 
tabilising neighbouring countries by export- 
ing large numbers of desperate people— 
only this time they could be Serbs. Or per- 
haps other ethnic minorities in 
Serbia—Hungarians, Serbian-speaking Mus- 
lims or Albanians in Belgrade—might be 
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picked on as Mr Milosevic’s next victims. 

How much hope fora change for the bet- 
ter in Belgrade? There are signs of political 
ferment, but no indication yet of an immi- 
nent change of regime. Leaders of the Ser- 
bian church, dismayed that Orthodox 
Christians may lose access to the holy places 
in Kosovo in whose name the Serbs suppos- 
edly fought the war, want Mr Milosevic to 
step down. Added to that, Vojislav Seselj, the 
head of the ultra-nationalist Radical Party, 
has said he is withdrawing support from the 
government. But many people in Belgrade 
doubt whether the president and Mr Seselj 
really have parted company. They suspect a 
ruse by Mr Milosevic to present himself in a 
comparatively favourable light. 

Having kept a low profile during the war, 
Mr Milosevic has been congratulating his 
compatriots on their endurance and predict- 
ing blithely that his country is about to be 
reconciled with the 
world. The fact that tens 
of thousands of Serbs are 
now abandoning Kosovo 
has been played down in 
the official media. In the 
short term at least, such 
tactics may work. The 
strength of liberal critics is 
undermined by their 
own rifts. Vuk Draskovic, 
Belgrade’s best-known 
opposition leader, is re- 
luctant to team up with 
his fellow liberal, Zoran 
Djindjic, who—to the dis- 
dain of most Serbs- 
spent the war in the rela- 
tive safety of Monte- 
negro, more because of a 
justifiable fear of Mr Mil- 
osevic’s hitmen than of 
NATO’s bombs. 

Whatever the fate of 
Serbia, there are plenty of ideas for trans- 
forming the Balkans into a seamless market. 
George Soros, the Hungarian-born Ameri- 
can financier, has proposed a regional cus- 
toms union for the Balkans, with currencies 
pegged to the euro. That currency could, itis 
argued, help to knit the region’s economies 
together in the same way as Central America 
is said to have been steadied by the pre-emi- 
nence of the dollar. 

Greece has proposed tax-free zones 
along its Balkan borders where small manu- 
facturers could cluster. It plans to open half a 
dozen more border crossings with its neigh- 
bours. A small airline shuttling people from 
one capital to another might, it is hoped, 
strengthen political and commercial ties. 

As incentives for good behaviour, NATO 
and the ev will intensify their effort to shore 
up the region’s fragile states, promising to in- 
corporate them (at a faster pace than before) 
as full members as soon as they are ready. 
British officials say the wide gap between 
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Serb kills Turk in Kosovo, only 610 years ago 


Central Europe's fast-track aspirants to inte- 
gration with the West, such as Poland and 
the Czech Republic, and the slowcoaches to 
their south and the east, must now be nar- 
rowed. There is hopeful talk in western cap- 
itals of making more of new friendships 
with a younger generation of politicians that 
were forged or consolidated in the heat of 
the Kosovo war: for instance, Pandeli Majko 
and Ljupcho Georgievski, respective prime 
ministers of Albania and Macedonia, and 
Nadezhda Mihailova, Bulgaria's foreign 
minister. For Albania and Macedonia, the 
two most vulnerable countries, the most this 
will mean in practice is “virtual association 
agreements” with the eu—opening markets 
to their goods and offering economic help, 
but not a firm promise of full membership. 
Thatis still far off. 

Are such hopes overblown? Youth may 
be an asset in throwing off communist 





stereotypes, but it still looks uncertain 
whether these untested power-broking 
youngsters can fully control the countries 
they govern, let alone lead them on a rapid 
march westwards. Apart from Yugoslavia it- 
self, the biggest worries are about Macedo- 
nia, whose delicate internal balance be- 
tween its Slay majority and a swelling eth- 
nic-Albanian minority has been threatened. 
The size of that minority is hard to judge be- 
cause most of its new members are living in 
families rather than in the much-televised 
refugee camps. The Macedonian govern- 
ment, headed by Slavs in coalition with Al- 
banians, has told the West that it can hold 
the lid on ethnic tensions if,and only if, west- 
ern aid keeps rolling in. 

But sentiment among ordinary Slavs in 
Skopje has become more anti-Albanian. 
Though Slav Macedonians have a long-run- 
ning feud with Greece over their use of the 
name Macedonia, they now find themselves 
aligned with Greeks (and Serbs) in their fear 
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of Albanian nationalism, whose emergence 
as a new factor in the Balkans has gathered 
pace since the failure of Serbia’s murderous 
drive to crush the Kosovars. 

The issue of what to do about the kLA— 
in other words, how to interpret the “demil- 
itarisation” demanded by the un Security 
Council—has caused some hard soul- 
searching in western capitals this week. 
George Robertson, Britain’s defence minis- 
ter, has expressed confidence that NATO's 
commanders would negotiate an amicable 
co-existence not only with Russia but also 
with the guerrilla army that acted as the alli- 
ance’s tacitly acknowledged partner in driv- 
ing the Serbs’ forces out of Kosovo. 

The Greeks have reacted with outrage to 
KLA maps that appear to claim part of 
Greece; any Balkan border change, insist the 
Greeks, will unleash a Pandora’s box of hor- 
ror. In Turkey, by contrast, the emergence of 
an “Albanian factor” in Balkan poli- 
tics and the humiliation of Serbia 
has, after some lively debate, on bal- 
ance been warmly welcomed. The 
foreign ministry in Ankara feared, at 
first, that backing the KLA’s war tose- 
cede from Serbia would create a du- 
bious precedent (with possible re- 
percussions for Turkey's war against 
its own armed Kurdish separatists) 
and stoke dangerous tension with 
Russia. Turkish army commanders, 
by contrast, saw NATO’s campaign 
against Serbia as an opportunity to 
prove their country’s value as an al- 
ly—and show that America has 
been right to urge the eu to treat Tur- 
key better. 

Whereas Greek (and Greek-Cy- 
priot) public opinion was virtually 
unanimous in opposing NATO's air 
war, most Turkish newspapers and 
their readers rallied enthusiastically 
to the battle against Serbia, seeing it 
as a fresh blow for the interests of Balkan 
Muslims stranded by the demise of the Otto- 
man empire. Yet even in Turkey, people are 
not quite sure what to think about the Alba- 
nians emergence on to Europe’s stage. An in- 
fluential foreign-affairs columnist has 
warned her readers that younger Albanians 
are keener on Western Europe than on their 
Ottoman heritage. Besides, she noted warily, 
a fair number of Albanians are Christians. 

Still, the war has thrown into sharper re- 
lief some disturbing cleavages among the ci- 
tizens, as opposed to the governments, of the 
Balkans. NaTo’s optimists point out that the 
governments of Greece, as well as would-be 
NATO partners such as Bulgaria and Slovakia, 
still managed to help the alliance, despite 
their thoroughly sceptical peoples, But as 
long as those living in and around the region 
watch its conflicts from starkly opposing 
viewpoints, the old powder-keg will retain 
every speck of its explosive power. 
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Igor Ivanov, Russia's Balkan voice 


ICTURE yourself as the foreign minister of a nuclear power. 

You are sidelined as your country tries to stop a war—the most 
important diplomatic task you have faced for years. Then you are 
humiliated by your military colleagues, who launch a spectacular 
stunt abroad without telling you. When you describe this as “a mis- 
take”, your country’s president promotes the errant general and 
gives you the cold shoulder. Time to resign? 

No, at least not in Russia, where Igor Ivanov is suavely running 
his foreign ministry as if nothing much has happened. That all this 
is regarded as only a little unusual is a sign of most people’s low ex- 
pectations of Russia. It is hardly surprising that a country with such 
mystifyingly opaque domestic politics should fail to present a sin- 
gle, easily recognisable, face abroad. Mr Ivanov’s thankless task is to 
represent a country that has, in fact, several foreign policies. 

The most important strand is spun 
in the presidency, dominated by Boris 
Yeltsin (when compos mentis) and his 
court (when not). This shifts with the 
political needs of the day, but the pat- 
tern is broadly pro-western. It is keen 
on business and foreign investment 
(though better at words than deeds), 
and on good relations with rich coun- 
tries such as Germany, Japan and 
America. Though Mr Yeltsin was fu- 
rious with Nato for bombing Serbia, 
he was nonetheless determined to 
keep Slobodan Milosevic at arm’s 
length, and to save Russia from a really 
serious row with the West. 

_ Then there are the military and se- 
curity services, which report to Mr 
Yeltsin but have a far more antagonis- 
tic view of the world. They distrust 
NATO hugely and want Russia still to be 
taken seriously as a great power. Their 
favourite politician was Yevgeny Pri- 
makov, recently sacked as prime min- 
ister. They could barely conceal their 
disgust at Russia’s abandonment of 
Serbia. Their response—some say re- 
ward—for sitting on their hands dur- 
ing the war, was to stage the dash for 
the airport at Pristina, Kosovo's capital, giving Russia its first, albeit 
illusory, wisp of military glory for decades. 

Third, there are powerful economic interests, such as the oil 
and gas lobbies, which see foreign policy in mercantile terms. For 
them, Russia’s interests abroad are ports and pipelines: what is 
good for Gazprom, so to speak, is good for Russia. This can mean 
friendly ties with good customers such as Germany or Estonia, or 
chilly ones with countries that have tried to shut them out, such as 
Azerbaijan (over Caspian oil) or, more recently, Lithuania. 

Mr Ivanov’s job is to keep all three masters happy. In peace- 
time, this is not too hard. A typical Russian embassy will do a bit of 
work for, say, Lukoil, Russia’s oil giant, coupled with some old-fash- 
ioned spying or trouble-making to make the hawks smile, and a 
chunk of practical, even peace-making, diplomacy of the kind that 
makes even Russophobes doubt their own convictions. 

Mr Ivanov has had most practice in the third, less stormy, field. 
His most important post abroad was as ambassador to Spain, 
where he is fondly remembered. By any standard he is friendly, in- 
formal, flexible and approachable. Few foreign ministers, least of 








all in protocol-conscious Russia, change into casual clothes and 
wander down the aircraft to chat to journalists on the way home 
from foreign trips, as he does. “A rather high-quality, civilised col- 
league,” remembers a former British diplomatic fixer who shared 
long, boring waits with him in the Dayton meetings about Bosnia 
in 1995, where Mr Ivanov, then a deputy foreign minister, repre- 
sented Russia. Unlike many Russian diplomats, she notes, he is not 
a bore, nor out to score pettyfogging points. 

Likeable—but no softy. A Nordic diplomat recalls with awe 
Mr Ivanov’s ability to hold punishing four-hour meetings without 
a break. Journalists note his near-photographic memory for texts. 
And since becoming foreign minister in September last year, Mr 
Ivanov has hardened. His statements in the early days of the war 
were among the harshest, with calls for Nato’s leaders to be tried 
for war crimes. “The Ivanov we saw in 
Dayton has. developed into someone 
more representative of the old struc- 
tures,” notes.a top diplomat in Bonn. 

Not thatit matters much in prac- 
tice. Both Mr Ivanov and his boss of 
many years, Mr Primakov, were shunt- 
ed aside when the war started, Mr Iva- 
nov’s own views (he was thought re- 
luctant to send Russian peacekeepers 
to Kosovo, fearing they would be shot) 
have been brushed aside. And it was a 
slap in his (and his fellow diplomats’) 
face when Mr Yeltsin nominated Vik- 
tor Chernomyrdin, a former gas baron 
and prime minister, as Russia’s special 
envoy to the Balkans. 

With hindsight, Mr Ivanov and his 
colleagues should be quite relieved: Mr 
Chernomyrdin moved seamlessly 
from being the peace deal’s midwife to 
becoming the scapegoat for its unpop- 
ularity in Russia. This nodoubt delight- 
ed Mr Yeltsin, who likes to have his na- 
tionalist cake at home while tucking 
into the fruits of diplomacy abroad. 
Now the military command is enjoy- 
ing its moment of glory; but in a few 
days it may well be finding itself sud- 
denly taking a lot of flak, as the symbolic and tactical pluses of the 
Pristina gambit are outweighed by practical and strategic minuses 
(questions about Russia’s reliability as a negotiating partner, wor- 
ries in Eastern Europe about the re-emergence of Soviet interven- 
tionist habits, and so on). 

That Mr Ivanov lacks political weight may help him survive in 
his job, but it also makes it harder for him to do it effectively. Per- 
sonal ability and professional efficiency are no substitute for be- 
ing kept fully in a loop that embraces both the Kremlin and the 
army. The lesson of Pristina airport, well taken by other countries, 
is that whatever Russia's foreign minister says about his country’s 
policy is not wholly to be believed. 

That was always so. But in the old days, people like Andrei 
Gromyko and, latterly, Mr Primakov knew pretty well what was 
going on behind the scenes. Russia’s newish prime minister, Sergei 
Stepashin, now says that policy on Kosovo should be “co-ordin- 
ated” and “synchronised”, with the foreign ministry in a “leading 
role”. Comforting words, but who believes them? Probably not 
the shrewd, charming, but ultimately irrelevant Mr Ivanov. 








THE ECONOMIST JUNE A9TH-199¢ 


AVI 
f book 











: Stars in sky. : 


Fish in sea. 


Books at Amazon.com. 


(You get the general idea.) 


Amazon has millions and millions of English language books on virtually every 
conceivable subject. Just log on and you'll get the books you want, delivered 


throughout the world. It’s that easy. 


For more than a million UK titles, go to. amazon.co.uk 


For our largest selection of US titles, go to amazon.com 


amazon.com 


Earth’s biggest selection. 


©1999 Amazon.com, Inc, All rights reserved: Amazoncom is the registered trademark of Amazoncom, He. 























THE ECONOMIST REVIEW 


Summer season of suspense 


Power, crime, betrayal, the nostalgia of lovers. Here is our choice of books to 


pack when you head for the beach 


OLITICS, we know, is a dirty 

business. The alliances and 
betrayals, triumphs and fail- 
ures, the helping hands and hid- 
den knives: no wonder thriller 
writers keep returning to the 
spoor. 

The international thriller 
used to be set in a divided world 
of unstable stability. The format invariably 
involved a threat to the fragile balance. One 
side undermined the other; one element 
(almost always dissident or power-crazed) 
fought another, betrayed its own side or be- 
came intent on abusing power. In domestic 
politics, there was the same kind of uneasy 
balance: politicians who claimed to act on 
behalf of the poor and downtrodden, and 
those who represented the rich. 

Thanks first to Mikhail Gorbachev, and 
now even more so to Bill Clinton and Tony 
Blair, the dividing lines are not soclear. Eastis 
no longer red, though it is the wild west. Poli- 
ticians of the left, like Messrs Clinton and 
Blair, do not march with the people. They 
hobnob with the rich, take their holidays in 
the Seychelles (a synonym and haven for 
mercenaries and deposed heads of state) 
and talk mysteriously of a “third way”. In 
this unfamiliar world, it is no longer possible 
to typecast characters as wearing either 
white hats or black. In hats today, grey is the 
new black-or-white. It makes the political 
thriller writer’s task more difficult, though 
surely more intriguing. Yet power has not 


| POTOMAC Fever. By Henry Horrock. 
| Little, Brown; 288 pages; $24. 

| Icecar, By Stanley Johnson. Cameron 
| May; 261 pages; $33 (+p&p) and £19.95. 
| Rep Gorn. By Alan Furst. Random | 
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£16.99. 
| 

H 

| 

| 

| 


i 
| 


Havana Bay. By Martin Cruz Smith. 
Random House; 329 pages; $24.95. 
REMEMBRANCE Day, By Henry Porter. 
Orion; 384 pages; £12.99. 

A Gop 1N Ruins. By Leon Uris. Har- 
perCollins; 496 pages; $27.50 
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stopped being power and it still 
attracts fortune-hunting moths 
which get too close to the heat. 
One such lepidopteran in Hen- 
ry Horrocks “Potomac Fe- 
ver”-—-a bar girl trying to hustle 
her way to a richer life—turns 
up dead on the shore of Chesa- 
peake Bay. The bizarre marks on 
her body might mean a ritualised sex killing, 
but ensuing events—a shoot-out by a youth- 
gang, a sniper killing in a soon-to-be devel- 
oped part of Washington, pc, and an attack 
on the investigating detective—make the 
murder part of something bigger. 

This really is a crime thriller, but the 
smell of power seeping gradually on to the 
pages soon makes it plain that there is more 
political orchestration than you might think. 
The question is: from how far up the greasy 
pole does it come and what property or drug 
money is greasing whose palms? This is a 
nicely formed and pacy tale, but apart from 
telling us what we already suspect—that 
drug wealth is more corrosive to our society 
than communism ever was—it does not take 
us much further forward. 

Stanley Johnson’s unusual environmen- 
tal thriller, “Icecap”, is set partly in Antarcti- 
ca. “Great God, this is an awful place,” wrote 
Robert Falcon Scott, a British explorer, when 
he arrived at the South Pole in 1912. Histori- 
ans, explorers and polar enthusiasts have 
long puzzled over the circumstances of 
Scott’s death, which followed not long after. 
Many regard his insistence on retrieving a 
large quantity of geological samples during 
his descent of the Beardmore glacier as the 
height of folly given that his team was al- 
ready suffering from malnutrition and bad 
weather. Did the delay, while he collected 
the samples, lead directly to the death of his 
team just a few miles from safety? 

Mr Johnson turns the question on its 
head in “Icecap”. The novel's unlikely hero, a 
bumbling British journalist, sets off to prove 
that Scott did not die in vain after all. Whatif, 
he asks, the rocks he found hold the key to 
saving the planet? The device Mr Johnson 
uses to advance his hopeful thesis stretches 
credibility somewhat: Scott’s rocks turn out 
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to contain an unknown 
mineral, dubbed Falconite, Y 
in his honour, with near- | 
magical properties. e! 
The reason “Icecap” 














and itis atthe nexus ofthe 
conflict between the two 
great ideologies that Ren- 
ko, at the point.of suc- 
cumbing to the collapse of 














works is that Mr Johnson is 
particularly good at weaving 
his hopes for Scott's journey 




















into a more arresting notion, 

















that global warming could in- 
spire the next cold war. He starts 

with the broadly accepted prem- 
ise that greenhouse gases are a se- 
rious threat to the world, but ar- 
gues that there will be winners too. 
A complex, larger-than-life Russian 
-scientist is the anti-hero who master- 
‘minds his country’s efforts to manip- 

ulate the global environment. The 
Russians want to get their hands on 


cords forbidding the commercial ex- 
ploitation of Antarctica. That is because 
Russia, in particular, could reap enor- 
mous economic and geopolitical gains from 
global warming. Even a modest thaw would 
free its vast mineral resources now trapped 
under tundra and taiga, and open its ice- 
bound northern shipping lanes to Asia. 

The future may be much more complex 
: than we think, as Alan Furst’s tale from the 
past indicates. Paris during the second world 
war is the setting for “Red Gold”. The surpris- 
ing delicacy of the book lies in portraying 
how the human spirit refused to be crushed 
by the oppressive menace of Nazi occupa- 
tion, notin the cliché mould of heroic resist- 
ance, but in the determination of, in this 
case, communist partisans, to wage a little 
private struggle with the Gaullist resistance 
against whom they might be pitted in the 
future. 

The prose is as meagrely rationed as war- 
time food, the high political background 
only fleetingly hinted at, and the dangers 
emanating not just from the occupiers but 
the occupied as well are clearly but subtly 
expressed. In times of great upheaval, you 
can trust no one, says Mr Furst, especially 
when the moments of greatest risk appear to 
have passed, a point stressed to stunning ef- 
fect in the very last sentences. 

This too is the message from “Havana 
Bay”, Martin Cruz Smith’s highly original set- 
ting for a welcome return by Arkady Renko, 
the sardonic and much-abused investigator 
hero of his “Gorky Park” trilogy, who has 
been privately summoned to Cuba to 
inquire into the death of a Russian official. 

Few places can better exemplify the 
weird extremes of the post-Soviet world 
than Cuba, so pitifully deprived of its Soviet- 
block support that prostitution and scav- 
enging for western crumbs are the people’s 
principal occupations while Fidel Castro 
pretends socialism is still being built. 

In reality, it is the nastier end of capital- 
ism which is breaking through the bulwarks, 
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his own life and as welcome 

in Cuba as a Miami croupier 

in Castro’s villa, finds himself. 

In such circumstances, as 

indeed in the previous Renko 

stories, there can be no justice as 

we commonly understand it. 

And yet Mr Smith manages toen- 

gineer a kind of justice, both for 

Renko and for Cuba, which. is 

messy enough to bring the book to 

asatisfying conclusion.” 

What “Havana Bay” suggests is 

that the immediate past is far from 

being history and still haunts us. This 

is also the theme of “Remembrance 

Day”, a remarkably powerful first 

thriller by Henry Porter, a talented Brit- 

ish journalist. He bases his tale in North- 

ern Ireland around an awful but necessary 

dilemma: that settling civil conflicts such as 

those that have racked Ulster eventually re- 

quires the bitterest of enemies toshake hands 
and live peaceably with each other. 

We praise such reconciliation, but those 
who have seen friends and colleagues die for 
a cause might consider it a betrayal. When a 
bomb causes carnage on a London bus, is it 
the work of fanatical Irish republicans, or 
someone else? Mr Porter weaves into the 
hunt for an extremely ingenious terrorist a 
sub-plot of a power struggle between the po- 
lice anti-terrorist squad and mi5. Both agen- 
cies are intent on exorcising their own ghosts, 
and Mr Porter’s portrayal of their ceaseless 























intriguingcould notbe bettered. 

Demons created by official duplicity are 
one thing; far more: disturbing are the 
spectres of the soul which are raised by Leon 
Uris. Unsurprisingly, given the long pedigree 
of his writing, “A God in Ruins” deals with 
anti-Semitism, which Mr Uris strongly fears 
is stilla social sub-current waiting to erupt. 

As the ethnic and religious pogroms that 
you might have thought had been banished 
make a comeback in Europe, not to mention 
the many Internet websites that testify toem- 
boldened hatreds, itisa credible thesis which 
Mr Uris puts into the context of an American 
presidential campaign. The Democrat candi- 
date, an adopted child who thought he was 
Roman Catholic, discovers eight days before 
polling day thatin fact heisliable to be Amer- 
ica’s first Jewish president. So how would 
America react? Especially to a Jewish candi- 
date whose political reputation had been 
earned by a crackdown on guns? 

It might be argued that thriller fiction is 
not the best medium for raising or indeed an- 
swering questions like these. Nonetheless, 
these books are read by millions of people, 
rather more than would read professorial es- 
says on morality in academic journals. And 
indeed, the best of these books sell because 
they touch something within us that wants 
or needs to be communicated. 

The world they portray is a rather dis- 
turbing one, far removed from the secure and 
stable earth that most of us hoped would 
emerge as the cold war melted away. It seems 
to be an unsure place, where loyalties are in- 
substantial and unreliable, and it is haunted 
by ghosts of recent and ancient origin. A little 
worrying perhaps, but in the right hands al- 
ways a great subject. 

2 ee 








Crime fiction 


Whodunit, and why 


N CRIME books, as in acting, 

motivation is the essence. We 
read them (those of us who do) 
not just to escape the bounda- 
ries of our physical space, but 
also of our moral one; to under- 
stand the emotional or psycho- 
logical Why that explains trans- 
gression. If most literature acts 
as a mirror in which we see ourselves, a way 
of understanding our choices, crime litera- 
ture acts as a mirror on to the Other. True 
crime, fictional crime, pulp crime, crime 
spoofs—they’re all propelled by the same 
force: the drive to the Why. At least, if they’re 
any good. The proof (no pun intended)isina 
quintet of books released in time tocast quite 
a decided pall on even the sunniest of days. 
The work of old hands (James Ellroy, Elmore 
Leonard and Patricia Cornwell) and new 
(Kate Morgenroth and Lawrence Schiller), 


they succeed or fail on their 
ability to make the darkness 
visible. 

Leading the pack is James 
Ellroy, who has never been 
afraid of looking straight into 
the black corners of the soul. His 
14th work, “Crime Wave”, a col- 
lection of fiction and non- 
fiction set in the “Secret La”, which is all 
“sex” and all “crime”, is no exception. 
Stacked like a Russian doll, the pieces are all 
about motivation within motivation, start- 
ing with the author's: his mother’s unsolved 
murder when he was a child. He has been 
stuck in the blood groove ever since; as he 
writes, she “gave [him]a voice.” 

The voice is one of obsession, and it has a 
peculiarly compulsive readability, whether 
it is picking over the death by “blunt-force 
trauma” of a young mother in El Monte by a 
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“remorseless predator with good predatory 
years left”, or dissecting the O.J; Simpson 
case, which, in Mr Ellroy’s view, hinges on 
the stereotype (white actor, rich wife)each of 
the players wanted to become. The voice 
muscles its way into the minds of the fiction- 
al Danny Getchall, editor of Hush-Hush 
magazine (the gossip rag made famous in 
“LA Confidential”), and the real Dick Conti- 
no, a 1950s accordion man, whom Mr Ellroy 
transforms into a made-up guy who kills a 
rogue cop. Drugs, sex, his mom—these. are 
the variables that give Mr Ellroy his reasons 
to write, and his characters their reasons to 
act, and his readers their reasons to read: The 
result is the prose equivalent of a staccato 
machine gun with hollow-tipped. rounds 
that gets you—boom—tight in the gut. 

A lot less stomach-churning,- but pos- 
sessed of an equal forward momentum: is 
“Be Cool”, the 36th novel from Mr Ellroy’s 
colleague in crime and celluloid, Elmore Leo- 
nard. This time around Mr Leonard, like Mr 
Ellroy, returns to a former hero, the genial 
Brooklyn Shylock turned film producer,Chi- 
li Palmer of “Get Shorty” (you can practically 
hear John Travolta’s voice on the page), but 
unlike that book, this book is playing an un- 
derworld joke on the music business. 

It begins with Chili lunching with an old 
gangster pal turned record exec who gets 
killed over his grilled pesto chicken by the 
Russian mob. Searching for a new script, Chi- 
li decides to manage the career of an escort 
girl/singer, but then finds himself caught 
between some gangsta rappers and the Rus- 
kies and, sensing a story, happily orches- 
trates a bang-up bloody ending. The whole 
thing reads with the speed and pace of a 
screenplay, and when it makes it to the big 
screen (as it is bound to), any method actor 
searching for their “hook” won't have to look 
far: the girl wants to be a star, the rappers 
want their money, the Russians want some 
respect, and Chili, well, Chili wants to see 
how things are going to turn out. So does the 
reader; though while the answer has the an- 
ticipatory allure of a good punch-line, when 
it finally comes it’s more of a one-liner. 

Still, it is a worthy member of the Leo- 
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Crime WAVE: REPORTAGE AND FICTION 
FROM THE UNDERSIDE OF LA. By James 
Ellroy. Vintage Crime; 288 pages; $12. Ar- 
TOW; £6.99. 

Be Coot. By Elmore Leonard. Delacorte; 
292 pages; $24.95. Viking; £16.99. 

Brack Norice. By Patricia Cornwell. 
Putnam; 432 pages; $25.95. Little, Brown; 
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HarperCollins; 288 pages; $24. 

PERFECT MURDER, Perrect Town: 
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nard canon, unlike “Black Notice”, Patricia 
Cornwell's latest instalment in the grisly. ad- 
ventures of Kay Scarpetta, chief medical offi- 
cer in Richmond, Virginia. Ms Cornwell de- 
serves a lot.of credit for inventing the 
tough-but-tender female forensic detective, 
a character now widely imitated, but lately 
she seems to be losing energy and interest in 
her heroine. In her 14th Scarpetta, she is only 
going through the motions. 

By contrast, Kate Morgenroth’s debut 
novel, “Kill Me First”, is a wholly fresh and 














absorbing work, and Merec, the mercenary 
at the heart of it, possibly the most intellec- 
tual murderer since Hannibal Lecter. Con- 
sumed by how people react to death, while 
he kills for contract, he also uses each job to 
conduct what are essentially field studies. 
During one of these—nominally the killing 
of an old man--he gathers the residents of a 
nursing home together, pairs them up, and 
then asks each to choose whom he should 
kill, the questionee or their partner. All con- 
form to expectations (kill the other guy!) ex- 
cept one woman named Sarah, who says 
(natch) “kill me first.” Fascinated, Merec kid- 
naps her instead, and they engage in a series 
of increasingly complex and co-dependent 
mind-games, with unpredictable results. 


Swimming pools 


S-eau-! mates 


MAGINE looking at a photo- 
graph of a well-known piece 
of water such as the shallow re- 
flecting pool at the Washington 
Monument. Then superimpose 
a diving board at one end and 
note how your perception 
changes from one of contem- 
plative detachment to one im- 
bued with touch, feel, smell~and anxiety. It 
is this conceptual leap that animates 
Thomas van Leeuwen’s dazzling study of 
modernist ideas and the evolution of the 
swimming pool. 
The book was conceived as the second in 
a series on the relationship of architecture to 
the four natural elements—with an addi- 
tional focus on man’s attitude to swimming. 
The outcome, however, is a far deeper 
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Suffice it to say that Sarah takes role-playing 
toan extreme and avidly absorbing end, cre- 
ating a sort of clinical case study of a killer. 

But what todoif you have no killer? Or at 
least no killer's name? This is the riddle facing 
Lawrence Schiller, author of “Perfect Mur- 
der, Perfect Town”, the true story of the Jon- 
Benét Ramsey killing. A post-O,J. cause cé- 
lébre in America, JonBenét was the 
six-year-old beauty pageant queen discov- 
ered dead two-and-a-half years ago the day 
after Christmas in Boulder, Colorado. 
Though an exhaustive search (exhaustively 
chronicled in these pages) was conducted, 
and suspicion quickly fell on the child’s par- 
ents, no one has yet been convicted (Mr ` 
Schiller hints that squabbling between the - 
pa’s office and the police is to blame). In 
other words, we can never know Why, be- 
cause we don’t know whodunit. 

The problem this creates—there’s no 
payoff—could have been solved if Mr Schill- 
er had taken a page from, say, Ms Morgen- 
roth, and got inside a policeman or district 
attorney and used them as a prism to exam- 
ine what keeps a bloodhound on the trail 
long after it has gone cold, or if he had gone 
the Ellroy way and made the point personal, 
discussing why he felt the need to follow and 
document what is ultimately just another 
unsolved child murder. 

Instead, however, Mr Schiller questions 
his own “right to offer an explanation”, and 
ina fit of Hamlet-ian waffling offers only his 
voluminous research. He doesn't seem to 
realise what Messrs Ellroy and Leonard, Ms 
Morgenroth and even Ms Cornwall know 
without even being asked: that the lounge- 
chair reader picks up a crime book because, 
like Ms Morgenroth’s rat profile, “I always 
wanted to be a criminal. But I didn’t have 
whatit takes, so this was the next best thing.” 


Se ae: 


plunge into the waters of psy- 
chology, sexuality, sociology, 
religion and art. Mr van Leeu- 
wen’s soul-mate by the pool is 
Gaston Bachelard, a French phi- 
losopher of science who died in 
1962 and whose work on the un- 
derstanding of material struc- 
tures distinguishes between the 
forces of sight and touch: sight names an ob- 
ject, whereas through touch an object is 
known. Less rarefied pleasures abound in 
this comprehensively illustrated book; not 
least that of looking over the privet hedge at 
the intimate lives of pool-owners and their 
cousins, pool-obsessives. This latter group is 
dominated by William Randolph Hearst 
whose desire for a movie star, Marion Da- 
vies, was reflected in the construction of ever 
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more extravagant residences with swim- 
ming pools at their “centre of concentra- 
tion”. 

Hearst was a “hydrophobic” type, 
whose attitude to water is “half in, half out”, 
as opposed to the “hydrophilic” frog or the 
“hydro-opportunistic” penguin. Until re- 
cently, even the most enthusiastic “frogs” 
were limited to the shallows. The Romans 
knew how to swim, but their techniques 
were lost until swimming was “reinvented” 
in Europe in the 18th century. Then the recti- 
linear shape of swimming pools was deter- 
_ mined by their instructional or military- 

training function. Swimming theory was 
rudimentary. French soldiers, for example, 
were made to practise in the dry on a carou- 
sel imitating frog movements. The front 
crawl wasn’t invented until 1873. 

Public pools, often using existing bodies 
of water, were taken up by wealthy private 
individuals in the 19th century. The Bavarian 
swan king, Ludwig II, Hearst’s spiritual pred- 
ecessor, expressed his “theatrical hydropho- 
bia” by building grottoes and indoor poolsin 
his palaces. Unfortunately he could barely 
swim and his yearning for water reached its 
perverse though logical conclusion when he 
drowned in a Bavarian lake. By the 2oth cen- 
tury, the private European piscine had 
moved to America—from “ancien régime to 
capitalist society”. The pools of the east coast 
elite, such as the Vanderbilts, Rockefellers 
and Pulitzers, wanted for nothing in terms of 
exoticism, yet without filtering systems they 
had to be drained off after a matter of weeks 
or even days. 

California superseded Long Island as 
hydro-paradise. Hearst built St Simeon bet- 
ween San Francisco and Los Angeles, and 
soon Hollywood was aping him. The movie 
industry not only appropriated the pool’sas- 
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THE SPRINGBOARD IN THE POND: AN 
INTIMATE HISTORY OF THE SWIMMING 


Poot. By Thomas A.P. van Leeuwen. 
MIT Press: 321 pages; $40 and £24.95. 


WATERLOG: A SWIMMER’S JOURNEY 
THROUGH Britain. By Roger Deakin. 
Chatto & Windus; 357 pages; £15.99 











pirational force—movie stars used it as a 
kind of looking-glass—but “Bird of Paradise” 
(1932) recognised the pool’s erotic power just 
as “Sunset Boulevard” (1950) made a star out 
of the swimming pool as the “locusclassicus 
for death”. 

The post-war. development of new 
building materials also changed the nature 
of ownership. By 1950 there were 1m private 
pools in California alone. Swimming-pool 
sexuality was sanitised, with the omni- 
present bathing cap representing the “con- 
dom of aquatic freedom.” The use of con- 
crete speeded up the construction of 
swimming pools, while springier alumini- 
um diving boards increased pool-related in- 
juries and created a new source of litigation. 

Subsequent pool designs embraced 
minimalist aesthetics for lap swimming and 
high-tech chic with “vanishing edge” design. 
But perhaps these controlled environments 
too have become boring. The new genera- 
tion of swimmers, suggests Mr van Leeuwen, 
may share their pools with fish and even 
sharks: “The circle is complete. The piscine 
has been restored to its original state.” 

If the swimming pool has lost its allure, 
then Roger Deakin explores its natural alter- 
natives in “Waterlog”. Mr Deakin’s inspira- 
tion for his eclectic journey through Britain’s 
rivers, lakes, waterways, spas, inlets and seas 
was the John Cheever short story, “The 
Swimmer”, in which the hero swims across 
Long Island via a series of swimming pools. 
In the 1968 film version, Mr van Leeuwen 
highlighted water’s role, in particular as a 
“metaphor for memory and forgetfulness”. 
Mr Deakin too revisits swimming sites from 
his past and delights in fresh discoveries as 
he seeks to revert to a “feral state.” 

Britain’s sometimes “scaldingly -cold” 
and often polluted waters are not for the 
faint-hearted; a wetsuit is needed even occa- 
sionally in summer. Despite these hazards, 
and the occasional bathetic walk back along 
river paths to fetch clothes abandoned up- 
stream, the descriptions of swimming in 
freezing mountain lakes, sensual streams 
and tidal waters dramatically punctuate 
more general ruminations on swimming’s 
place in local history and even in literature. 








Philosophy 


Visible thinker 


A. J. Aver: A Brocrarny. By Ben Rogers. 
Chatto & Windus; 416 pages; £20 


IX THE public mind, or at least that part of 
it which is conscious of such things, A. J. 
Ayer was the philosopher of the first three 
decades after the second world war. In this 
role he continued a tradition set up by John 
Stuart Mill and preserved by Bertrand Rus- 
sell. All three had a thorough technical com- 
petence in their scholarly field of scientifi- 
cally oriented philosophy. They all wrote 
well: Mill simply, Russell entertainingly, 
Ayer with sparkling concision. Each used his 
intellectual authority to support a number 
of progressive causes: Mill attacking the sub- 
jection of women, Russell the constraints of 
conventional sexual morality and the manu- 
facture of nuclear weapons, Ayer racism in 
sport and the harassment of homosexuals. 
All three men led what were, by the stan- 
dards of their day, questionable private lives: 
Mill carrying on with Mrs Harriet Taylor, 
Russell with four marriages and a host of af- 
fairs, Ayer as a womaniser to the point of 
satyriasis. 

Even if less important as a philosopher 
and progressive ideologue than the other 
two, Ayer certainly deserved a biography 
and Ben Rogers has supplied him with anex- 
ceptionally good one. “A. J. Ayer” weaves the 
philosophical, public and private strands of 
Ayer’s life together most skilfully and dis- 
tributes attention between them in an admi- 
rably balanced way. Mr Rogers is sympa- 
thetic to his subject, acknowledging his 
highly evident faults—vanity, lack of any 
deep interest in other people, lechery and a 
largely decorative element of snobbish con- 
formism—but seeing them as more than 
compensated for by his virtues, which in- 
cluded courage, a high sense of duty in ev- 
erything but his relations to women and a 
freedom from malice quite remarkable in 
one so talked against to his face as well as be- 
hind his back. Mr Rogers has studied philos- 
ophy and handles Ayer’s thinking most 
adroitly, conveying the essentials accurately 
without getting too involved in the technical 
detail. 

Above all he has done a great deal of 
work. He interviewed or exchanged letters 
with 150 people, and it shows. There is a con- 
tinuous flow of excellent and illuminating 
material from Mr Rogers's wide range of in- 
formants. Some of this is also very entertain- 
ing. A good example is Geoffrey Warnock’s 
account of the attitude displayed one anoth- 
er by Ayer and J. L. Austin, from the early 
days in Oxford in the 1930s his most power- 
ful and influential opponent. 

“The fact is that Freddie Ayer and Austin 
were grossly, almost ludicrously incompati- 
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ble, antipathetic characters. Austin was a te- 
spectable, rather severely upright, formal 
and straitlaced, dedicatedly domesticated 
husband and pére de famille. He not only 
did not pursue or even contemplate the vie 
de bohéme, he would not allow it even to be 
discussed, thereby diverging markedly from 
the more usual Oxford liking for gossip. This 
led, of course, to his being regarded by Fred- 
die with a rather uneasy mixture of incom- 
prehension, derision and utter boredom (on 
personal not professional terms), while Aus- 
tin viewed Freddie (again in purely personal 
terms) with a kind of moral horror”. 

Ayer's own testimony about his life is to 
be found in the two rather lifeless volumes 
of autobiography he published in 1977 and 
1984. 

These have next to nothing to say about 
Ayer’s inner life. Mr Rogers contends persua- 
sively that his childhood was more miser- 
able than simply uninspiring. His father was 
remote and dull, his mother feather-brained 
and quarrelsome. At his conventional prep 
school and as a scholar at Eton, the small, 
talkative, exotic-looking, evidently Jewish 
Ayer was clearly subjected to a good deal of 
painful suppression and exclusion, Oxford 
was better, but even here there was much to 
cause resentment. 

He did not get into All Souls (the fate of 
many highly gifted people) and he failed to 
get any secure college post in the university. 
Mr Rogers suggests that his various early 
trials and torments were much played down 
in his published retrospect, a view support- 
ed by quite a bit of quoted conversation. Mr 
Rogers even plays in the preface with the 
idea that Ayer was somewhat autistic. His 
fiddling with key-chains, his gabbling talk, 
his constitutional unconcern with the feel- 
ings of others are all symptomatic, but Mr 
Rogers sensibly drops the idea as “unfruit- 
ful”. He had many long and close friend- 
ships, and many of his mistresses (perhaps 
most of them) seem to have remained fond 
of him. 

There was something pathological about 
his pursuit of women. He started soon after 
his first marriage, encouraged by the atten- 
tions of a dance-hall hostess in Vienna, and 
did not let up until he died approaching 80. 
When ill and old and about to remarry his 
second wife, Dee, he was still capable of 
planning to go off with a woman less than 
half his age. Women to him were like sweets 
toa greedy little boy. In general, he was not so 
much autistic as child-like, artlessly pleased 
with himself, insistent on being the centre of 
attention. He never really grew up. 

But the book gives full attention to his 
merits. Numerous philosophers, now in 
their 40s, testify warmly to his excellence 
and devotion as a teacher. He not only dis- 
cussed their work with them indefatigably, 
he was kind, attentive and encouraging, and 
worked hard at after-care, helping them in 
their careers which he had first got started. 
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After the great initial success (to some-ex- 
tent de scandale) of “Language, Truth and 
Logic”, he came back from the war to find 
that if it was a bible to students it had be- 
come something of a punching-bag for their 
teachers, His lively department at University 
College, London, kept the logical positivist 
faith alive, but philosophy at Oxford and 
Cambridge had gone off in a new direction. 
As it turned out in the end, Austin, his con- 
queror and pretty brutal critic, is now almost 
completely ignored, and American, scientis- 
tic philosophy dominates the English- 
speaking world. Ayer’s long love affair with 
science was toochaste and unconsummated 
for him to become more than a fellow trav- 
eller. But “Language, Truth and Logic” is es- 
tablished as a minor philosophical classic 
and “The Problem of Knowledge” is a fine 
epistemological primer. 


Society 


Hegel forgotten 


THE GREAT DISRUPTION: HUMAN NATURE 
AND THE RECONSTITUTION OF SOCIAL 
Orper. By Francis Fukuyama. Free Press; 368 
pages; $26. Profile Books; £20 


Ee FUKUYAMA likes big subjects, 
and his flair for them has not deserted 
him. First it was the end of history; now our 
entire social order is being reconstituted. 
“The Great Disruption” argues that from the 
mid-1960s through to the early 1990s, west- 
ern societies suffered a sharp loss of moral 
cohesion, threatening the social fabric of lib- 
eral democracy. The indicators of this crisis, 
common to North America and Western 
Europe, were rising levels of urban crime, a 
steady fraying of kinship ties, declining fer- 
tility, soaring rates of divorce and illegitima- 
cy, and growing distrust in public institu- 
tions. Mr Fukuyama treats these as so many 
interconnected symptoms of a single proc- 
ess; a decline in “social capital”, or the set of 
informal values that enables human beings 
to co-operate to mutual advantage. 

What has caused this disruption? Basi- 
cally, Mr Fukuyama contends, technological 
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change. In particular, the shift from manu- 
facturing to service economies unleashed a 
massive entry of women into the labour- 
force, while the introduction of oral contra- 
ceptives uncoupled sexual pleasure from the 
risks and responsibilities of reproduction. 
These two transformations undermined the 
traditional basis of the family, as men with 
an urge to stray came to worry less about the 
consequences of promiscuity, while women 
with jobs came to feel they could bring up 
children without men. Once family patterns 
started to break apart, as fewer children were 
born to more fleeting marriages, or outside 
wedlock altogether, criminality rocketed 
among male youth in the poorest layers of 
society. For there the dissolution of custom- 
ary restraints usually went furthest. 

If the new anomie is cause for alarm, the 
“great disruption” is no grounds for despair. 
Turning to solutions, Mr Fukuyama argues 
that evolutionary biology shows that natu- 
ral selection has endowed human beings— 
like other primates—with an inborn capaci- 
ty for reciprocal altruism, in the interests of 
species survival. Cultural history, moreover, 
shows the repeated emergence of spontane- 
ous forms of human order, planned by none 
but beneficial to all. The market (as classical- 
ly theorised by Hayek) is the most striking 
example of this phenomenon. These two re- 
sources offer a sturdy basis for hope that our 
societies will ultimately be “re-normed”, as 
culture catches up with technology and 
tames its disorienting effects. 

But they will not be enough. The sponta- 
neous sources of co-operation and trust 
need to be reinforced by deliberate political 
and moral effort to reconstitute a more 
robust social order. Mr Fukuyama points to 
the evangelical campaigns of the 19th cen- 
tury to instill “Victorian values” in Britain, or 
the introduction of the emperor cult in Meiji 
Japan, as inspiring models for what is possi- 
ble today. He ends the book on a note of opti- 
mism. Since the mid-1990s, crime rates have 
been falling in the big American cities, and 
other social indicators are moving in the 
right direction too. 

“The Great Disruption” is provocative, 
but Mr Fukuyama’s argument is in two cen- 
tral ways perverse. To begin with, there is lit- 
tle real evidence linking trends in crime and 
in the family. These are quite 
distinct issues, as his own con- 
clusion tacitly admits. For he 
concedes that the importance 
of kinship continues to de- 
cline, even as crime happily 
recedes. The statistical basis 
for lumping the two together 
is anyway very flimsy. Figures 
for divorce or illegitimacy are 
hard enough, simply reflect- 
ing civil registration. Crime 
statistics, on the other hand, 
are notoriously “soft”, since 
they depend not only on 
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juridical definitions that vary widely by 
country, butalso on the vagaries of police re- 
porting. Mr Fukuyama’s core theme is really 
the fate of the family, and he would have 
done better to stick toit. 

Here, however, there is a second ano- 
maly. Mr Fukuyama is famous for a power- 
ful vision of the triumph of liberal capitalist 
democracy as the end of history, conceived 
in Hegelian terms as the conclusion of a uni- 
versal human struggle for recognition. 

it was logical that after his first book de- 





ped, except at a huge cost to human welfare. 

His book is a good read; It is peppered 
with colourful quotes and anecdotes. (Ni- 
cholas Negroponte compares digitalisation 
to the ability to make freeze-dried cappuc- 
cino that tastes as good as fresh Italian cof- 
fee.) It offers some interesting insights, 
particularly on the pervasiveness of global 
markets: But Mr Friedman, who was'one of 
the Tirnes’s most lucid and articulate writers 
when he was posted to Beirut and then Jeru- 
salem, sets his sights much wider. He aims to 























voted to the state, he should have moved 
down to the next tier of Hegel’s “Philosophy 
of Right’—civil society, the focus of his com- 
parative study of company organisation in 
“Trust”, and then the family'in “The Great 
Disruption”. But in this book, paradoxically, 
Mr Fukuyama has unwisely forgotten Hegel. 
Attributing the crisis in the traditional struc- 
ture of the family essentially to technological 
forces alone—the pill and the computer—he 
has looked past its deepest and most endur- 
ing basis. That lies in the movement towards 
equality between the sexes, driven by wor- 
en’s emancipation. What else is: feminism 
but the most: far-reaching contemporary 





capture how the post-cold war world works 
ina “holistic” way, where other luminaries— 
such as Paul Kennedy, Francis Fukuyuma 
and Samuel Huntington—-have, in his opin- 
ion, failed, oe 

Judged by that grand ambition, his book 
is a flop: His is hardly an overarching theory 
of globalisation, let alone an original one. His 
argument is sloppy, often contradicts itself, 
and can be trivially simplistic. His musings 
often reveal more about Thomas Friedman, 
confidant of the great-and-good and self- 
confessed “tourist with an attitude”, than 
about globalisation. And his folksy style 
soon grows irritating. l 


dered what it really means to be American, 
but the English have never stopped to con- 
sider what it means to be English. Like earth, 
air, fire and water, the English just are. 

Or, rather, were. The English are begin- 
ning to lose their innocence. Asa result, they 
are starting to cast about for a national iden- 
tity. The continental Europeans are partly to 
blame—can anyone be English and “Euro- 
pean” at the same time?—but the main cul- 
prits are the Scots. They have just elected 
their first parliament since 1707, and the Eng- 
lish suddenly realise they do not have a par- 


struggle for recognition? Mr Friedman relies on “information ar- liament of their own. Worse, everyone 
gs ~ bitrage in six dimensions” to grasp how the knows what a Scotsman is, but what is an 

world works. Not surprisingly, he often gets Englishman? The usual definitions by nega- 
Globalisation confused. He declares that, recent wars in tion—Englishmen are Britons who are nei- 





the Balkans notwithstanding, the “great is- 
sues of identity and self-determinatic 
becoming fewer and fewer these days”. He 
says technological change is moving faster 
than ever before, even though electricity, 
modern medicine and the motor car argua- 
bly revolutionised life far more thân his 
mother’s ability to play bridge over the Inter- 
net with a man in Siberia. He mistakenly 
thinks countries are like companies and 
rates them as such. And he seems to believe 
that what is good for Intel is good not only 
for America but for the world. 

Throughout his travels Mr Friedman re- 
mains a parochial American. Soon he begins 
using the phrase “Americanization-globali- 
zation” as if they were one and the same. By 
the end, he concludes that, “America, at its 
best, is not just a country. It's a spiritual mod- 


ther Scottish nor Welsh—no longer satisfy. 

But, as these brilliant, subtle and erudite 
essays testify, acquiring a new national iden- 
tity is far more difficult than acquiring a new 
suit of clothes. Stefan Collini—a Cambridge 
don and, despite his exotic-sounding name, 
a product of South London—is a true intel- 
lectual-at-large. His interests include literary 
criticism and what he dismisses as “griev- 
ance studies”. Essays in the best sense, he 
says at one point, are “extended meditations 
or explorations that are not easily reducible 
to a briefly stated argument”. His own are 
essays in the best sense. 

Issues of national identity and national 
memory clearly fascinate him, not least be- 
cause the notion of Englishness is so elusive. 
He insists on the plural in “English Pasts” and 
denies the existence of any single entity that 
can be called “ the English mind”. He cer- 
tainly rejects the warm-beer, rolling-hills 
and village-cricket school of national nostal- 
gia. He points out that, despite at least one 
publisher's best efforts, compiling the “New 
Oxford History of England” would be im- 
possible: the Scots, Welsh and Irish are too 
integral a part of the story. A history of mod- 
ern England by itself would make about as 
much sense as a history of modern America 
confined to the states north of the Mason- 
Dixon line and east of the Mississippi. Even if 
it could be done, what would be the point? 

The central problem of English identity is 
easily stated. The members of a nation natu- 
rally assume a collective identity when they 
share among themselves a number of im- 
portant attributes which, however, they do 


Tourist with an 
attitude 


THE Lexus AND THE OLIve TREE. By Tho- 
mas L. Friedman. Farrar, Straus & Giroux; 
394 pages; $27.50. HarperCollins; £19.99 





66 HAT was it that Forrest Gump’s 
mama liked to say? Life is like a box 
of chocolates: you never know what you're 
going to get inside. For me,an inveterate trav- 
eller and foreign correspondent, life is like 
‘room service—you never know what you're 
going tofind outside your door.” 
. Thus Thomas Friedman, prize-winning 
< foreign columnist for the New York Times, 
begins his guidebook to globalisation. His eland a role model.” Yet Mr Friedman, who 
thesis is that the new world began ten years _isdismissive about Japan, drives a Lexus. 
ago, when the Berlin Wall fell. Lower com- if one » 
munication costs, expanding free markets 
and digital technology are “shrinking the 
world from a size ‘medium’ to a size ‘small’,” 
Or, to use his jargon, the Electronic Herd (in- 
ternational capital market) is imposing a 
Golden Straitjacket (liberal democracy) on 
countries, which forces them to upgrade 
their operating systems (how their econo- 
mies work) from posCapital 1.0 to 6.0. Broad- 
ly, he thinks this is a good thing, though he 
frets that globalisation could sow the seeds 
of its own destruction. People need to pre- 
serve their olive trees (traditions) as well as 
working to produce better Lexus cars. But he 
believes that globalisation cannot be stop- 










Englishness 
Anglophilia 


ENGLISH PASTS: Essays In History AND CUL- 
TURE. By Stefan Collini. ou; 358 pages; £40 
and $70 


Ts English have suddenly become self- 
conscious. For centuries they have taken 
for granted notonly their ineffable superior- 
ity to “lesser breeds without the law” but 
also themselves. Americans have long won- 
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not share with the membersof other nations. 
Both commonality and distinctiveness are 
required. Japan has both; the Japanese have 
no problem with their national identity. 

But what have the English got? They 
share their language with half the planet. 
English literature is the literature of theentire 
English-speaking world. The Protestant 
branch of Christianity, far from distinguish- 
ing the English from their neighbours, was 
historically one of the most important forces 
binding the English, Scots and. Welsh 
(though not the Irish) together. England's 
national saint, St George, apparently never 
existed. His distinctive red cross on a white 
field is flown almost exclusively at interna- 
tional football matches. The English, it 
seems, acquire their national identity only 
on Saturday afternoons. When England is 
not playing, they happily root for the Scots. 

Fortunately for the English, as Mr Collini 
points out, what they lack in distinctiveness 
they make up for in commonality. Episodes 
like the general strike of 1926 have divided 
the English (as well as the Scots and Welsh), 


but such episodes have been rare since: 


Oliver Cromwell’s time. Mr Collini under- 
lines the contrast between England and 
France. The French have foughtand refought 
the 1789 revolution during most of the two 
centuries since. Until quite recently, France’s 
collective memory was a deeply divided one. 





for the press and work on the next under 
way. If you are not British or have little in- 
terest in economics, you may not know the 
name: Sir Alec’s career, divided between 
academia and the civil service, was dis- 
tinguished rather than spectacular. With 
characteristic: modesty, he writes: “1 have 
made little impression on academic eco- 
nomics. I have had only limited success as a 
government servant: I leave behind no 
school, no disciples, no recognisable follow- 
ers.” This volume-of memoirs, however, is 
more than merely distinguished. 

There is a lot here that students of Brit- 
ish economic history will have to read (and 
students of Britain’s. security services will 
no doubt seek out the appendix on Sir 
Alec’s brother, John, who was accused of 
spying for the Soviets). Quite apart from 
what it has to say on these matters, the 
book is unexpectedly involving and ab- 








The English, by contrast, absorbed the Glori: | 


ous Revolution of 1688 and the Great Reform 
Act of 1832 so rapidly that they are scarcely 
commemorated now. “Old ballot boxes”, as 
the author says, “make dull shrines.” 
Confronted with erudition on this scale, 
the reader of Mr Collini’s essays hesitates to 
call for more. Even so, as Mr Collini himself 
says, nations can only be understood in 
comparison with other nations and it seems 
a pity that Mr Collini's points of comparison 
are so exclusively French. If anyone inspires 
a revival of the English national spirit, “Cry, 
‘God for Harry, England and Saint George’ ”, 
it will be the Scots, with their strong sense of 
nationhood, their new national parliament 
and their special interpretation of British 
history. Mr Collini gives the impression of 
being uneasily aware of the Scots, but there 
are only two references to them in his exten- 
sive index. There should be more. 
amaenn eenen aana aea „M 


Economics 


A life replete 


LIVING witH THE Century. By Alec Cairn- 
cross. lynx (www.iynx.com); 368 pages; £25 


HE professional life of Sir Alec Cairn- 
cross spanned seven decades, from his 
time as an economics lecturer at Glasgow 
University in the 1930s to his death last Oc- 
tober, at the age of 87, with this book ready 
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sorbing. asa personal history—one of the 
most enjoyable volumes of its kind, in fact, 
that this reviewer has ever come across. 
The list of contents leaves one entirely 
unprepared for this. Chapter 5, “The Birth 
of a Textbook”; Chapter 7, “Planning Air- 
craft Production”; Chapter 9, “Advising the 
Board of Trade”. This is like parody: it cries 
dull, dull, dull. Yet the book is never dull, 
not for a paragraph. How did such base 
material come to be transformed into gold? 
The author had an uncanny knack of 
being in the right place at an interesting 
time. Rising from modest beginnings (he 
was an ironmonger’s son from a mining vil- 
lage south of Glasgow) he was taught eco- 
nomics at Cambridge, by Keynes, no less. 
Then came “The Introduction to Econom- 
ics”, which just happened to be the first 
economics “textbook” in the modern sense 
of the word. Later, Sir Alec was a senior ad- 
viser at the highest levels of government 
during the war; during the negotiations 
over German reparations after 1945; on the 
Radcliffe Committee on monetary policy, 
whose report was itself a path-breaking 
study of that subject; and at the Treasury in 
the 1960s, one of the most interesting peri- 
ods for any student of international eco- 
nomic history. Even after he left govern- 
ment, working again as an academic, and 
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after that in “retirement”, his connections 
and his curiosity kept him close to events. 

Even more than this happy sense of 
time and place, though, Sir Alec’s temper- 
ament, combined with his skills as a writer, 
is what made the difference. He came close 
to a career in journalism: before he was > 
tempted back to Whitehall just after the 
war, he had a spell on The Economist. (To- 
day his daughter, Frances, who helped to 
prepare the book for publication, is a senior 
writer on the paper.) He was “interested” to 
see his first leader completely revamped by 
the editor, and noted a certain rivalry bet- 
ween journalists producing the front half 
on politics ‘and those writing the back half 
on business and finance. (Some things nev- 
er change.) Later he channelled his urge to . 
write into.a stream of books on recent eco- 
nomic history, but few of those provided 


much scope for his reporter's flair for the 


telling observation or anecdote. “Living” 
with the Century” is replete with both. 
One example, drawn at random from 
scores, concems the Russian delegation to 
the talks on German reparations after 1945. 
The history and issues at stake are crisply 
explained: it is all very enlightening. But Sir 
also tells us that the Russians. loved 
Dickens. They had organised themselves 
into a Pickwick Club, with each member 


| assigned to play a particular character. 
| (One of them, a certain Professor Petrov, 
~ suddenly declined to join a group about to 


go skating; he was being Mr Winkle.) Sir 
Alec met another of these Russians on a 
visit to Moscow six years later in 1952, and 
asked after those he had met before. As Sir 
Alec spoke their names in turn, the Russian 
“never said a word but smiled and shook 
his head at each inquiry.” 

This unwavering flair for a good story is 
as much a matter of personality as of writ- 
erly skill. Sir Alec was endlessly fascinated... 
by just about everything. It is clear from. 
this book that he revelled in the variety of = 
experiences his life offered up, professional’. 
and personal, and his reflections on them- 
are unfailingly wise and uplifting. There is 
nothing ingratiating in this volume, or mali- 
cious or self-righteous. Sir Alec is kind even 
to people he dislikes. And his modest 
assessment. of his professional achieve- 
ments has nothing of gloom or self-pity 
about it: he loved his work. “I chose a pro- 
fession that suited me and I have lived in 
the right century for an economist.” Above 
all, he delighted in his family, and the joy 
he drew from that seems to have been his 
greatest resource. When Mary, his wife of 55 
years, died last year he survived her by just 
four months. He was a happy man, and left 
a wonderful last book. 

CLIVE CROOK 
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Rise. Fall. Rise? 


Was the death of the South-East Asian “miracle” suicide, accident or 





misadventure? Five new books turn over the evidence 


THE TROUBLE WITH TIGERS: THE RISE 
AND FALL OF SoutH-East Asta. By Victor 
Mallet. HarperCollins; 343 pages; £19.99. 


ESEARCHED before disaster struck the 
Asian economies, but written among 
the wreckage, this sober analysis, by a Fi- 
nancial Times journalist formerly based in 
the region, is probably the best (and cer- 
tainly the best-written) of the instant ana- 
lyses of the Asian crisis. Temporary eco- 
nomic collapse, Victor Mallet argues, is just 
one stage in the process.of modernisation. 
The book’s particular strength is the exam- 
ination of the region’s central political de- 
bate of recent years—about the virtues of 
authoritarianism. On one side were those 
who argued that political stability—based 
on “strong” government and “Asian val- 
ues”, was an important reason for the re- 
gion’s success. On the other were those, like 
Mr Mallet, who believed there was no 
“pan-Asian cultural predisposition to suc- 
cess” and that “the biggest mistakes their 
leaders made in the 1990s were to try to 
suppress the popular urge for political and 
social change while boasting about their 
economic achievements in a mood of pre- 
mature triumph.” The lesson has not yet 
been learnt. 





TIGERS TAMED: THE END OF THE ASIAN 
Mirac-e. By Robert Garran. University of 
Hawaii; $19.95. Allen & Unwin; 240 pages; 
£12.99. 


RC GARRAN, a journalist with the 
Australian, begins with the nasty and 
public argument in September 1997 bet- 
ween Mahathir Mohamad, Malaysia’s 
prime minister, and George Soros, a hedge- 
fund investor whom Dr Mahathir accused 
of helping to trigger the regional crisis. This 
feud, Mr Garran argues, was the most vis- 
ible example of a debate that became heat- 
ed after the Thai baht was devalued in July 
1997. Mr Garran blames both Asian eco- 
nomic policies and aggressive foreign in- 
vestors for the ensuing debacle. But along 
the way he also provides a good sketch of 
the similarities and differences among the 
region’s diverse economies, focusing par- 
ticularly on the events in Thailand, South 
Korea and Indonesia as their currencies 
plunged and the banking systems seized 
up. He then trots through the gory details of 
each country’s negotiations with the Inter- 
national Monetary Fund, pausing in each 
case to point out the mmr’s failure to stem 
the financial panic and to anticipate its se- 


verity. Itis now time toconcentrate on each 
country’s strengths and weaknesses, he 
concludes, and stop bickering ever who 
started the problem. 





East ASIA IN CRISIS: FROM BEING A. MIRA- 
CLE TO NEEDING. One? Edited -by Ross 
McLeod and Ross Garnaut. Routledge; 416 
pages; $100 and £60. 


HOSE willing to delve deeply into the 

figures to draw lessons from East Asia’s 
economic collapse will find these essays re- 
warding. A dozen case studies explore the 
subtle differences between the region’s 
economies, including its biggest victims: 
Indonesia, Malaysia, South Korea and 
Thailand. The chapter on Thailand lays out 
the evidence of exchange-rate misalign- 
ment and booming domestic credit. A 
study of Indonesia, which had low infla- 
tion and healthy current-accountand bud- 
get management when the crisis hit, drives 
home the role of short-term, foreign- 
currency loans in prompting panic. Did 
Malaysia really deserve to be spared—as its 
leaders still claim? Probably not, the book 
concludes. Reports on Taiwan, Singapore 
and the Philippines, each of which dodged 
the bullet for different reasons, help to 
guard against sweeping conclusions. 


TOWARD A New INTERNATIONAL FINAN- 
CIAL ARCHITECTURE: A PRACTICAL POST- 
ASIA AGENDA. By Barry Eichengreen. Insti- 
tute for International Economics; 252 pages; 
$18.95. Eurospan; £15.50. 

AST ASIA’S economies have their prob- 

lems, but it is the world in which they 
operate that interests Barry Eichengreen. 
He focuses on the broader institutions and 
rules—“architecture” is the awkward term 
of the day—that govern international cap- 
ital markets, and after laying out their 
problems proposes a blueprint for reform. 
Even if one does not like what comes off 
Mr Eichengreen’s drawing board, his effort 
is worthwhile, since he also provides a 
handy rough guide tosome of 
the alternatives. 

Instead of the sweeping 
proposals that have been 
championed since the Mexi- 
can peso crisis of 1994, Mr Ei- 
chengreen proposes a series 
of reforms, at both the na- 
tional and multilateral level, 
to deal with the most perni- 
cious problems of global cap- 





ital flows. First, he believes countries are 
better off floating their currencies than fix- 
ing them permanently through currency 
boards. To prevent volatile currency 
swings, he argues, governments should im- 
pose a tax on short-term capital flows— 
especially short-term bank loans. 

Mr Eichengreen also argues that com- 
mittees of accountants, lawyers and secu- 
rities regulators—bodies which already 
exist—offer the best hope for promoting 
better standards in emerging markets and 
decreasing the likelihood of sudden pan- 
ics. Mr Eichengreen also argues that stan- 
dards for debt restructuring could lessen 
the impact of panics when they do occur. 
By establishing clear voting rules and bur- 
den-sharing clauses for international cred- 
itors, and by encouraging countries to 
adopt them, they could streamline debt 
workouts when countries falter. 

And why will emerging economies 
adopt those standards once they are rec- 
ommended? Because the mr will make 
them. By insisting on the adoption of inter- 
national standards as a condition for as- 
sistance, he says, the mr is in a great posi- 
tion to give some teeth to these hitherto 
useless international bodies. 





TIGERS IN TROUBLE: FINANCIAL GOVERN- 
ANCE, LIBERALISATION AND CRISES IN EAST 
Asia. Edited by K.S. Jomo. St Martin’s; 256 
pages; $65. Zed Books; £45 


HIS effort also combines a number of 

country reports with several broader 
essays, but many of them lack Mr Garran’s 
lucid storytelling and the hard-hitting ana- 
lysis of “East Asia in Crisis”. The case stud- 
ies—on Indonesia, Malaysia, the Philip- 
pines, South Korea and Thailand—present 
a good picture of what actually happened 
in each country. The attempts to draw 
broader lessons are less satisfying. Al- 
though “Tigers in Trouble” spreads the 
blame, it devotes more effort to defending 
Asia’s strengths and attacking the weak- 
nesses of western economic advice. It will 
also worry those whoare pleased with East 
Asia’s newly found willingness to reform. 
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Computing 


Nerds’ triumph 


A History oF MODERN Computina. By 
Paul E. Ceruzzi. MIT Press; 408 pages; $35 and 
£24.95. ; 
NERDS 2.0.1: A Brier History OF THE IN- 
TERNET. By Stephen Segaller. TV Books: 402 
pages; $27.50 


PARE a thought for the computer hist- 

orian. Most subjects ebb and flow, rise 
and fall, leaving the tracings on which his- 
tory’s tales are told. But computing just 
seems to explode. Who cares, in: mid-blast, 
how the bomb was made? At the end of his 
excellent history of the computer, Paul Ce- 
ruzzi suddenly arrives at the same realisa- 
tion. The Internet boom has seemingly 
eclipsed all-the computing that came before 
it. Perhaps, he muses, that day in 1994 when 
Netscape went public and doubled its worth 
overnight, sparking the “dot.com” euphoria 
that still drives much of the American stock 
market boom today, marked the real begin- 
ning of computing history. Perhaps every- 
thing that went before—his whole book, in 
other words—was just “prelude”, Has he 
written a history of the internal combustion 
engine when he should have done the car? 

Probably. Such are the perils of chroni- 
cling an industry that runs on “Internet 
time”, where every year brings the mythical 
seven years worth of change. But for those 
who care about engines—or in this case core 
memory, time-sharing operating systems 
and the rise and fall of companies that few 
now remember---this book is a gem. It focus- 
es mostly on the period from 1945 to 1982, 
which goes from the invention of the elec- 
tronic computer for trajectory analysis in 
wartime to the introduction of the 1mm pc 
and the bringing of computing to the masses. 
This isa story of heroic engineering, commer- 
cial decisions both wise and deranged, and 
the geeky passions of those in a technology 
underground who for the most part had no 
idea that they were inventing something that 
would some day touch nearly everyone. 

Mr Ceruzzi takes a more academic ap- 
proach than Tracy Kidder did in “The Soul of 
a New Machine”, in which her fly-on-the- 
wall reportage helped to capture the roller- 
coaster ride of technology creation. Mr Ce- 
ruzzis’s is a history of how the general-pur- 
pose register came to be and who decided 
whether to use the forward or. backward 
slash in directories. But it is in such arcana 
that a miracle, to say nothing of one of the 
world’s largest industries, came to be. And 
fortunately Mr Ceruzzi leavens the technol- 
ogy with plenty of fascinating anecdote. 

One learns, for instance, that the term 
“computer architecture” comes from the 
days when computing was done by a room- 
full of women with mechanical calculators, 
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and the desks had to be arranged in a certain 
configuration to keep the work flow running 
smoothly. Ronald Reagan, then a GE spokes- 
man, touted the first cheque-reading com- 
puter, and with it the distinctive computer 
lettering that defined an age (and is still 
found on cheques today). One of the engi- 
neers who worked on that computer was 
Arnold Spielberg, father of Steven. And inter- 
active computing owes its start to the Mercu- 
ry space programme, which was the first to 
require a real-time computing process that 
could be interrupted if life-threatening 
events occurred. 

As tough as Mr Ceruzzi’s job is, Stephen 
Segaller, author of “Nerds 2.0.1: A Brief His- 
tory of the Internet”, has it worse. At least 
computers today still bear traces of their an- 
cestry. The Internet’s forebears are invisible 
to the average user. The silicon heroes of 
“Nerds” are “Interface Message Processors”, 
specialised computers developed in 1969 to 
connect American military computers. They 
allowed computers of all sorts to talk toeach 
other, even over telephone lines. They intro- 
duced, almost by accident, most of the con- 
cepts that now define the basic Internet pro- 
tocols, and it is only because they worked 
that everything else that makes up the Inter- 
net today was layered on top. But it is hard to 
get very excited about them, despite Mr Se- 
galler’s entertaining writing (the book is the 
basis of a television series of the same name). 

The reason is that, unlike the computer 
itself, the Internet is not so much a technol- 
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ogy as an idea riding on the back of other 





technologies. Once out there, the notion of < 


connecting computers over telephone lines 
was so powerful that it took on a life ofits 
own, spurring applications such as e-mail © 
and other would-be social revolutions. The 
real technical advances came in computers, 
data networks and software, little of which 
was specifically intended for the Internet it- 
self until recently. As a result, Mr Segaller 
ends up spending more than half of his book 
retelling the familiar history of the personal 
computer and networking industry, which 
was the subject of his previous book and tel- -> 
evision series, “Triumph of the Nerds”. 

Thatis a great tale, and Mr Segaller tells it 
well. But you cannot help wishing it were a 
more cohesive history of the Internet itself, 
without all the Silicon Valley tangents. The | 
problem is that it is simply too soon to write > 
that book. Technically, the Internet is almost 
30 years old. But for the first 20 years of thatit 
was an obscure and relatively unimpressive 
domain of academics and computer-science 
professionals, As a cultural and business 
phenomenon, it is less than five years old— 
too young to say what mattered and what 
did not, As Mr Ceruzzi puts it, in describing 
the danger of writing about technology 
while itis still white-hot, “What would read- 
ers think of a history that ended with the - 
statement that the culmination of all com- 
puting was Gopher?” Don’t get the reference ` 
to one of the main Internet standards of just 
seven years ago? That is just the point. 


An epidemic of bachelors 


THE AGE OF THE BACHELOR: CREATING AN AMERICAN SUBCULTURE. By Howard P. Chuda- 


coff. Princeton; 342 pages; $29.95 and £17.95 


O ONE much likes bachelors, though 
that may well be the result of envy as 
much as anything else. They seem to dodge 
their duty to keep the world populated, and 
spend their lives drinking martinis and hav- 























ing an unfairly good time. Spinsters, on the 
other hand, are generally thought to havea 
rotten time, and are mostly well liked. Ho- 
ward Chudacoff claims to have founda peri- 
od in recent American history, starting from ` 
about 1880, during which there 
was an exceptionally large 
number of bachelors, doing 
unhealthily undomestic 
things, such as patronising 
bars, cafés and brothels and 
reading a scurrilous publica- 
tion called the National Police 
Gazette. 

In those days there was a 


more men than women were 
emigrating to America. Mr 
Chudacoff suggests that the 
existence of these hordes of 
bachelors in the cities some- 
how encouraged other men, 
who might otherwise have 
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surplus of men, partly because 
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married, to remain single, at least fora while. 

There was; therefore, an epidemic of bache- 

~ lorhood. Eventually this dangerous conta- 

“gion, fostered by the delights.of the big city, 

came toan end butnotuntilit had had a run 
of 50 years to the 19308. 

Mr Chudacoff is.an academic and sup- 
ports his interesting theory with lots of sta- 
tistics. But some confirmation at a more 
humble level may be offered by old Holly- 
wood movies. Looking at those made in the 
1930s, you can’t help thinking some of the 
men look a bit old to be playing the romantic 
bachelor. When Clark Gable was cast with 

Claudette Colbert in “It Happened One 
< Night” he was in his mid-3os. In “Gone With 
the: Wind” he was close to 40. A tough man, 
Mr Gable, no doubt about that; he had seen 
something of the world. Yet here he was, ap- 
“parently. still unattached. Perhaps Holly- 
-© wood’s obsession with the eternal bachelor, 
played by Gable, Bogart and other maturing 
idols, was no more than a reflection of Amer- 
ican society at the time. Singlehood is in 
vogue. again today. Is another golden age of 
bachelordom just around the corner? 


~ Crime and policing 


Lawrence and 
the law 


THE CASE OF STEPHEN LAWRENCE. By Brian 
Cathcart. Viking; 448 pages; £16.99 


ERY occasionally a single brutal crime 

casts a disturbing lighton society. “What, 
what nigger,” chanted a gang of young white 
thugs as, completely unprovoked, they 
plunged a knife into the chest of an 18-year- 
old young black student at a South London 
bus stop on April 22nd 1993. Within minutes, 
Stephen Lawrence had bled to death on the 
pavement, his head cradled in the lap of a 
passer-by. 

Three police investigations, an unsuc- 
cessful private prosecution for murder fol- 
lowed by two year-long official inquiries 
have left scars on the reputations of all those 
involved. The five white youths charged 
with the murder have escaped justice but 
they will always be haunted by the public’s 
memory of what happened that night. 

The Metropolitan Police were castigated 
by the judicial inquiry for their “profession- 
al incompetence, institutional racism and 
failure of leadership.” But they were not the 
only ones responsible. Any complacency 
about the state of race relations in Britain has 
been swept away by the knowledge that 
what took place that night was notjusta sin- 
gle incident but one of thousands of racist at- 
tacks, many of which go unrecorded. 

What turned this particular crime into a 
cause célèbre? It is one of the merits of this 
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book that it lets the facts speak for them- 
selves. The author, a former deputy editor at 
the Independent on Sunday, sat through 69 
days of the judicial inquiry, and then inter- 


- viewed most of the participants. The result is 


a painstakingly detailed and unemotional 
description of the circumstances leading up 
to the murder and the subsequent events. 
That it became an issue of national debate 
and cause for national shame is entirely due 
to the impeccable character of Stephen and 
the dogged determination of his parents, 
Doreen and Neville Lawrence, that justice 
should be done. 

Mr Cathcart does not spare the police, 
but his account indicates how much chance 
played its part in the outcome. If only there 
had been credible witnesses to the attack, 
the murderers could have been successfully 
prosecuted. As it was, Stephen’s companion 
that night, Duwayne Brooks, was so unrelia- 
ble that the court refused to allow his evi- 
dence to go before a jury. Hundreds of state- 
mentsand interviews with others who knew 
or suspected what had happened were con- 
ducted but none provided the element of 
proof needed. The police’s key error was fail- 
ing to make arrests for over a fortnight. By 
then any forensic evidence that might have 
been available would have been destroyed. 
But it is by no means certain even if every- 
thing had been done by the book that the 
outcome would have been different. 

Nevertheless, it is this public perception 
that justice has not been done which has 
turned this wanton stabbing into a defining 
moment for race relations in Britain. The de- 
bate on racism has been transformed. The 
Metropolitan Police have been condemned 
as “institutionally racist”. But if the police are 
infected, so are mostother public bodies and 
organisations. As the home secretary, Jack 
Straw, acknowledged in the House of Com- 
mons, any long-established, white-domin- 
ated organisation is likely to have proce- 
dures, practices and a culture which tend to 
disadvantage non-white people. The mur- 
der of Stephen Lawrence has opened every- 
one’s eyes to what it is to be black or Asian in 
Britain today. 
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Hollywood 


Untorgiven 


Cunt: THe Lire AND LEGEND OF CLINT 
EastwooD. By Patrick McGilligan. Harper- 
Collins; 612 pages; £19.99 


HE truest lines in Patrick McGilligan’s 

biography of Clint Eastwood come on 
the last page, and are not by the author atall. 
“In the end,” says a “distinguished” (but un- 
named) French film critic, “you are left with 
the films. If you love the films, nothing else 
matters.” It is an observation Mr McGilligan 








goes to great lengths to ignore. 

His is an unauthorised biography, the 
flip side of Richard Schickel’s cautious offi- 
cial survey. Many actors have darker secrets 
than their publicity allows, but Mr McGilli- 
gan sees little else. His book is an inventory of 
the friends, colleagues and women Clint 
Eastwood is alleged to have betrayed—the 
abortions they are said to have had, the 
children he sired out of wedlock, his parsi- 
mony, vindictiveness and greed. 

But need artists be saints? As an actor, 
Clint Eastwood is a cinematic icon, compa- 
rable at least to Spencer Tracy and Gary 
Cooper, because he embodies the mood and 
aspirations of the late 2oth century. These are 
mean times and Clint looks as mean as they 
come, a man who gets his way just by squint- 
ing and letting that vein in his forehead throb 
with barely concealed rage. Not an admira- 
ble role model but one that millions of mo- 
vie-goers would like to emulate. 

As a director, Clint has made 21 movies. 
Few earn Mr McGilligan’s approval. Some, 
admittedly, are duds, but his best westerns 
(“The Outlaw Josey Wales” and “Unforgi- 
ven”, which won a slew of Oscars in 1992) 
add a realist dimension to the genre missing 
in John Ford and Sam Peckinpah. And there 
is NO more sensitive jazz biopic than “Bird”, 
Clint’s 1988 account of the life of Charlie 
Parker. 

Do Clint’s films add up to a consistent 
body of work like John Ford’s? If his acting 
and direction are considered as two sides of 
the same coin, they do. William Munny, his 
role in “Unforgiven”, is as laconic and driven 
as “the man with no name”, whom he plays 
in Sergio Leone's mid-6os spaghetti westerns. 
Sometimes, though, he throws a curve ball 
by making the “Clint” character not the one 
he plays himself. The strongest, most sympa- 
thetic character in “A Perfect World”, for in- 
stance, is Kevin Costner’s escaped convict: 
Clint Eastwood previously played a similar 
role for Don Siegel in “Escape from Alca- 
traz”. But that is a refinement Patrick McGil- 
ligan does not explore. 
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Our ever-shrinking world 


A new computer atlas is set to change geography lessons forever 


MAZING but true! More than half the 
zillions of bits and bytes of informa- 
tion on the World Wide Web are collected 
together on one particular pc. TerraServer, 
the personal computer in question, is pow- 
ered by thoroughbred microprocessors 
supplied by Digital Equipment rather than 
the Pentium workhorse from Intel. But the 
rest of the TerraServer, which was built for 
Microsoft by Compaq Computer (which 
owns Digital), has all the same compo- 
nents found in a humble desktop machine 
used for word-processing or tweaking a 
spreadsheet. The only difference is that the 
TerraServer has a whole lot more of them—- 
eight microprocessors and enough hard 
drives to store a whopping five terabytes 
(five trillion bytes) of uncompressed data, 
That is what is needed to hold the most 
comprehensive atlas of the world. 

Stored on TerraServer’s spinning hard 
drives is an extraordinary database con- 
taining aerial photographs of much of the 
inhabited parts of the earth. The images 
come from declassified pictures taken by 
Russian spy satellites as well as aerial pho- 
tographs collected by the United States Ge- 
ological Survey (usGs). Before being loaded 
into the TerraServer’s database, the raw ae- 
rial pictures are scanned into a computer 
and chopped electronically into smaller 
“tiles” that can be stuck together digitally 
like a huge mosaic. 

Computer programs correct for the an- 
gle of the satellite's camera. as it squints 
down from space, making each dot in a 
photograph look as though it were taken 
precisely from above. Removing the distor- 
tion ensures that distances between points 
on the aerial images are extremely accu- 
rate, allowing cartographers to use them 
for making maps. Then the digital images 
are compressed and tucked away neatly in 
a vast database that can be accessed as pag- 
es on the World Wide Web (www.terraser- 
ver.microsoft.corn). 

The images provided by spin-2, the 
Russian space agency’s marketing group, 
are admired by experts everywhere for 
their clarity. While the latest spy satellites 
used by the military in the east as well as 
the west can virtually “read newspapers” 
on the ground, the pictures released by 
SPIN-2 since early 1998 are the most de- 
tailed available to the general public, al- 
lowing objects just two metres apart on the 
ground to be distinguished—sharp enough 
tosee cars in driveways or cattle ina field, 

Microsoft did not set out to become the 


proud owner of the world’s largest pc. The 
company’s researchers simply wanted to 
see whether they could handle the tera- 
byte chunks of data that would one day be 
commonplace. Their main object was to 
prove that a truly massive database could 
be created using Microsoft's standard soL 
software on a computer made from off- 
the-shelf parts and running plain vanilla 
Windows nr. But instead of cobbling a te- 
rabyte of data together in the laboratory 
from millions of meaningless megabyte 
files, the Microsoft researchers sensibly 
went looking for a terabyte of real data that 
would be interesting to people all over the 




















world and easily understood by someone 
of any age, education and language. They 
found it at the University of California, 
Santa Barbara, where earth scientists had 
collected a stack of uss aerial images of 
the United States. An Internet search re- 
vealed that sprw-2 also had nearly a tera- 
byte of declassified images showing urban 
areas around the world taken by Sovin- 
formsputnik’s reconnaissance satellites. 
When started in June 1996, the Terra- 
Server project had about 700 gigabytes of 
viewable imagery. Since then, another 250 
gigabytes have been added. If printed as a 
paper atlas, the images would now fill 
2,000 volumes each of 500 pages thick. The 
atlas is continuing to grow at a rate of 20 
volumes a month as more spin-2 and USGS 
images are scanned and stored in TerraSer- 
ver’s guts, Clearly, the only way one can use 
sucha vast archive of information is to gain 
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access to it online. Microsoft has now mar- 
ried access to the TerraServer website to 
“Encarta”, its multimedia CD-ROM, so us- 
ers can read encyclopedia articles related 
to aerial images that they spot on the web- 
site. 

But the TerraServer database is not just 
a humongous atlas. To geographers, cartog- 
raphers, real-estate agents, land-use plan- 
ners, teachers and map-addicts every- 
where, it is quite possibly the most 
compelling application yet seen on the 
web—free for browsing with lots of fa- 
mous sites (including the Statue of Liberty, 
the Grand Canal in Venice, the Pyramids of 
Egypt) already tagged for the newcomer to 
explore. With the click of a mouse, the user 
can zoom in from pictures showing the 
land below in great detail and with im- 
mensely clear resolution. 

Finding one's own house and tracing 
the fence-line, even guessing the time of 
day by the direction of the sun and the 
length of the shadows, induces child-like 
wonder in the most jaded of air travellers, 
Is this how astronauts look down, in the 
style of Antoine Saint-Exupéry’s hero from 
“The Little Prince”, upon us and marvel at 
our antics? 

TerraServer is still a work in progress. 
Click on an image of, say, western Tokyo 
and you will see roads suddenly coming to 
an abrupt end, rows of houses merging bi- 
zarrely into factories and fields, The soft- 
ware used for stitching TerraServer's mil- 
lions of images together clearly needs 
debugging. But the mind boggles at what 
geography classes will be like in the not- 
too-distant future. Will teachers point at 
dreary contour maps and explain the top- 
ological features and local geology? Or will 
they encourage their pupils to navigate 
their way around the globe for themselves, 
exploring on the World Wide Web what 
the Grand Canyon or the canyons of Man- 
hattan actually look like close up, in fine 
detail, at first hand? One hopes as much 
the latter as the former. 

And how will maps themselves be 
changed when a resource as rich and var- 
ied as TerraServer becomes more widely 
used? With overlays marking the foliage, 
place names, county boundaries and con- 
tour lines, aerial images piped to our tv 
screens or dashboard in the car will be- 
come a part ofour daily lives, perhaps even 
taken for granted as we make our way, un- 
erringly, to some unknown destination. 
Well, perhaps unerringly is too much toex- 
pect. There will be human travellers in- 
volved, after all. 
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THE ECONOMIST REV 
: Classical poetry 
Vergilium vidi 
tantum 





has no time for “that ass Ovid”, and easily 
dismisses as “worthless” or “dreadful” much 
of the minor writing that survives from Vir- 
gil’s time. This does not matter; the reader 
will not quarrel with him. When he asserts 
“with no particular pleasure” that Virgil was 
homosexual, the evidence seems clear 
enough: all those thrusting, broad-backed 
stallions in the Third Georgic; and all those 
flowers—the crocus, the narcissus, the hya- 
cinth—that had metamorphosed long ago 
from the pale limbs of beautiful boys. 

Much of this book consists in teasing out 
Virgil’s poetry, following his. themes and 
noting his references. Here too Professor Levi 
is a fascinating, breathless guide, leaping 
from rock to rock like one of those goats that 
heroes followed through the Italian wilder- 
ness. His images are arresting: comparing 
Homer’s Odysseus with Virgil’s Aeneas, the 
pious Roman superstar, he says that while 
Odysseus is “a cheerful liar”, Aeneas “always 
seems, at least psychologically, tobe carrying 
a huge bag of household gods 
and an aged father.” As indeed 
hedoes. 

One important’ criticism 
concerns the translations. Pro- 
fessor Levi rightly. hands the 
palm to Dryden (though he al- 
so recommends Cecil Day Le- 
wis’s tremendous. translation 
of the Aeneid from 1954), but 
this lends his Virgil an i18th- 
century air, with Swains and 
Cotts and woodland Frolicks. 
His own version might have 
done the job better. But why, 
oh why, does he not also give 
Virgil’s original words? Again 
and again he apologises (“The 
Latin is more musical and moving than Ican 
makeit...”, “Dryden is feeble; of course...”). 
Reaching one of the emotional peaks of the 
Aeneid, the wonderful phrase sunt lacrimae 
rerum from Book Four, he not only avoids 
the Latin but calls it “untranslatable”. Yes, 
Virgil is often frustrating in this way. But his 
music demands to be heard as it was written, 
and no one knows this better than Professor 
Levi does. 
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VirgiL: His Lire AND Times. By Peter Levi. St 
Martin’s Press; 248 pages; $27.95. Duckworth; 
£25 


DN A young man, Peter Levi attended the 
classical lectures of Roger Mynors and 
was thrilled by them. He remembers, for ex- 
ample, that when Virgil in his Fourth Georgic 
talks of summoning a bee-swarm “with tin- 
kling brass and cymbals”, Mynors suggested 
as the most accurate translation “hitting a 
warming pan with the front-door key.” Ec- 
centricities of this sort swarm in Professor Le- 
vi’s own book. He is old now, and has loved 
Virgil with a passion for most of his life. His 
book is a long tender monologue, studded 





with obscure references but also alive with 
insight into both the poet and his poetry. The 
general reader must be grateful to sit at his 
feet and grasp what crumbs he can. 

Professor Levi knows Virgil so well he 
hardly bothers spelling out the stages of his 
life. The reader learns in passing that he was 
born in 70 Bc near Mantua, where he was en- 
chanted by the swans on the Po, and that he 
had an expensive education. He was tall and 
brawny, “like a farmer who came in to mar- 
ket once a week”, but also intensely bookish, 
studying Theocritus and Homer so thor- 
oughly that he was later able to transform 
them into his own “Eclogues” and “Aeneid”, 
the works that made his name in Rome. His 
stomach was delicate, and he probably spat 
blood as he worked on the “Aeneid”. That 
work took him nine years, at the rate of three 
or four lines a day; he would produce a 
whole page each morning but then boil it 
down, with exhaustive correcting, into the 
perfect music and scansion that have 
tortured schoolchildren ever since. 

With an old man’s impatience, Professor 
Levi snorts at most previous Virgil scholars. 
Their theories are “silly”, or “nonsense”. He 





Nostalgia fiction 


End of a life 


East OF THE Mountains. By David Gu- 
terson. Harcourt Brace; 279 pages; $25. 
Bloomsbury; £16.99 


AVIDGUTERSON has done it again. He 
has drawn on much of the formula 
which worked so well in his bestselling first 
novel “Snow Falling on Cedars” (which ad- 
dressed old-fashioned themes of land, loyal- 
ty, love and honour within the very modern 
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framework of a courtroom drama) and re- 
worked it to fine, but very different, effect. 
“East of the Mountains” draws on the con- 
ventions of the road movie, but it is a quest 
for what lies beneath the certainties of the 
rational, materialistic American way of life. 
Asearch for the spiritual dimension. 

Ben Givens is an old man in great pain. 
He is dying slowly from cancer of the colon, 
but dreams of “a neat, uncomplicated end” 
which will relieve both him and his family of 
long, drawn-out suffering: suicide. So, with 
meticulous organisation, Givens, a retired 
heart surgeon, plans to return to the land of 
his birth, east of the mountains that separate 
the coastal plains around Seattle from the 
brittle, dry sagelands beyond, and stage a 
shooting accident. But a car crash sabotages 
his carefully laid plans. 

Givens abandons his car and takes to the 
road humbled and bloodied. He reviews his 
farming childhood, his happy marriage to a 
good woman called Rachel and his wartime 
service in Italy as a member of the ioth 
Mountain Brigade, as he encounters.a series 
of lovers, drifters, loners, psychotic hunters 
and sick illegal immigrants all of whom have 
something to teach him. Along the way he 
comes to reject the gun and accept the mind- 
expanding and pain-numbing possibilities 
of marijuana. And as he struggles through 
the desert-like landscape, reminiscent of 
Christ, he looks anew at the wonders of na- 
ture and the essential goodness of humanity. 
And, eventually, long overdue, he comes to 
an understanding of the true conditions of 
existence. 

Through a measured use of suspense, Mr 
Guterson slowly draws the reader into his 
moral tale, which is moving without being 
mawkish and stops short of emotional ma- 
nipulation. The style is quiet and restrained, 
and all the more affecting for what is left un- 
said. 

Mr Guterson’s novels are underpinned 
by detailed historical and technical informa- 
tion; the fruit of painstaking research as the 
long list of acknowledgments proves. Often 
this technique works well; the loving de- 
scription of the rigours and pleasures of ap- 
ple growing are so evocative that you believe 
that you can sniff out where the fruity or- 
chard breeze begins to mingle with the dry, 
aromatic air of the ever-encroaching sage- 
lands. Sometimes he goes too far, however. 
The hunting sequences may prove tedious to 
readers who are not gun enthusiasts. And the 
lavishly gory descriptions of the operations, 
on a wounded dog and a technically-dead 
war-time comrade—an epiphanic moment 
when Givens realises that he wants to be- 
come a heart surgeon—are not for the faint- 
hearted. 

“East of the Mountains” confirms that 
Mr Guterson is able to draw on the best tradi- 
tions of the American novel and rework 
them with a populist, contemporary spin. 
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French novels 


The up side 


HE literary sensation of Paris 

last year was Michel Houelle- 
becq’s “Les Particules Elémen- 
taires”. Its author was hailed as the 
figurehead of “depressionist” fic- 
tion, supposedly a new school of 
writing in which young literary or- 
phans share stylistically poor writing, a cor- 
rosive sense of humour and a nihilistic view 
of the world. As fashions go, this was not one 
for the long haul. 

Serenity, by contrast, is the mood that 
pervades “La Demande” (The request) by 
Michèle Desbordes. Set in 16th-century 
France, it tells of an unexpected encounter 
between a maidservant and an unnamed 
Italian painter—possibly Leonardo da Vinci, 
who was summoned to France by Francois 1 
and died near Amboise. Ms Desbordes’s 
painter has also left his country and knows 
he will die during his last exile. Bidden by the 
French king to bring him “the certainty of 
beauty”, the painter is given a servant and a 
mansion on the banks of the Loire. There is a 
Jamesian tension in this relationship made 
of silent looks and hushed secrets. His de- 
tached gaze has the light melancholy of 
someone who has accepted death and is still 
curious, yet aware of his ebbing creative tal- 
ents. Her enigmatic smile hovers between re- 
signation and contentment; in the maid’s 
endless repetition of household chores are 
vested all the hardships ofa humble life. The 
narrative culminates in her asking to conti- 
nue serving him after she dies, by offering 
her body for his anatomic sketches. 

Ms Desbordes paints with words. Like 
the painter of her story, she renders “the in- 
visible” on paper. Her suggestive and poetic 
writing captures the dense silence of two 
characters in the autumn of their lives, trying 
to love and learning to die. And time, punc- 
tuated only by the slow change of the sea- 
sons, becomes almost palpable: what the 
servant offers to the artist is time regained. 

Ms Desbordes has received great critical 
acclaim and her novel was second favourite 
on the shortlist for the 1999 Livre Inter prize. 
“Read the book and spread the word,” urged 


rc 





LA DEMANDE. By Michèle Desbordes. 
Verdier; 128 pages; FFr75. 

LOIN D'EUR. By Laurent Mauvignier. Les 
Editions de Minuit; 128 pages; FFr65. 
Des INCONNuES. By Patrick Modiano. 
Gallimard; 160 pages; FFr9s. 
REMUE-MENAGE. By Eric Laurrent. Les 
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pages; FFré9 
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a Le Monde columnist, Patrick 
Kechichian. 

“Loin d'eux” (Far away), a first 
novel by Laurent Mauvignier, is al- 
so constructed around silence, al- 
though of a different kind, this be- 
ing a family where it seems 
impossible to communicate emotions. Luc is 
a young man who flees family life, and the 
resignation and righteousness of his work- 
ing-class background. Despite the relative 
freedom he finds in Paris, Luc kills himself or 
rather is killed by silence and the hushed 
sadness accumulated over generations. Mr 
Mauvignier’s novel reconstructs the agony 
and guilt of his surviving relatives. 

Mr Mauvignier has certainly taken a dif- 





ficult subject. Yet his tautly constructed nar- 
rative avoids the pitfalls of sentimental writ- 
ing. Cleverly, he renders the complexity of 
the family relations by having the six protag- 
Onists express themselves in patchy mono- 
logues of raw emotion, groping for words, 
their feelings not yet articulated. The con- 
trolled narrative, the poignant simplicity of 
the whispered confessions and the sensitiv- 
ity that permeates the writing make this a re- 
markable first novel. 

Patrick Modiano’s latest book, “Des In- 
connues” (Anonymous women) is also 
about the difficult passage to adulthood. The 
book is a trilogy of short stories set in the 
early 1960s and depicting that awkward age, 
the end of adolescence. All three narrators 
are young girls on the run, having fled an op- 
pressive family, an austere convent or the 
harrowing memories of past love, and then 
trying to reconstruct their lives (and them- 
selves) in a new environment. The first is 
confronted with an impossible bereave- 
ment. When Guy, her enigmatic lover, disap- 
pears she is left with no explanation except 
for the erratic words of an Algerian friend of 
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his, “there is nobody left” and “you are still 
an unidentified blonde”. The second “un- 
known” girl, when asked to baby-sit for a 
wealthy family, finds instead of children, the.” 
father and his friend ready to rape her. Self- 
assertion then leads to murder. The third girl, 
who is prone to anguish and obsessive vi- 
sions of horses en route to the slaughter- 
house, not surprisingly becomes the perfect 
prey for a religious sect. 

Mr Modiano tracks down the bizarre in 
ordinary lives, fleeting encounters and fuzzy 
identities, and highlights the violence they . 
conceal. Destinies are shattered by history: 
Guy, the Holocaust child, has two names, 
two irreconcilable identities of his personal 
drama. Repressed homosexuality has a dev- 
astating effect in these stories: a man pimps 
for a sect, a father hates and ignores his 
daughter. Mr Modiano is not an analytic 
writer, but he creates atmospheres. Yet this 
book is inherently political: the three desti- 
nies are caught up with history in the formof 
the ever-present Holocaust and the war with 
Algeria (Guy is moonlighting for the FLN, Al- 
geria’s National Liberation Front). Wars are 
always lost and never over, it seems. With 
“Des Inconnues”, Mr Modiano adds a sur- 
prising element of violence to his suggestive 
writing and the result is a poignant book. 

By contrast, for less introspective read- 
ers, Eric Laurrent’s “Remue-ménage” (Hurly- 
burly) makes for an entertaining novel that 
shows the hilarity and elegance of a Holly- 
wood comedy. Mr Laurrent delights in paro- 
dying genres. Felix Arpaggione, a sort of con- 
temporary Monsieur Hulot, is a phantom 
civil servant in some nondescript adminis- 
tration, When abandoned by Anais, he takes 
in a tenant, roller-skating beauty Romance 
Délie, in order to keep up with the rent. Rites 
of passages, love delayed, a quid proquoand 
a final reunion make up the minimalist plot. 
Freud and Barbara Cartland are put ona par. 
Happiness is libido controlled, says the first; 
libido is controlled in love forever, suggests 
the second. As for Mr Laurrent, he has thede- 
tached eye of an entomologist: humans en- 
gaged in the mating ceremony are poor crea- 
tures wrapping up their libido in nice 
conversation (“Do you like Schubert?” asks a 
cocktailing male) The last reference to 
“Things” by Georges Perec is significant. “Re- 
mue-ménage” has ambitions to dissect the 
Parisian couple in the 1990s. Mr Laurrent’s 
prose, in turn playfully erudite, precious, ba- 
roque and inventive, is always infused with 
gentle irony. His hyper-realistic descriptions 
of the Ikea-Habitat generation are glimpses 
of trash culture, ever silently critical. Rather 
than being made explicit, ideology and poli- 
tics are relegated to the background, but the 
drollery of the picture speaks for itself. 

“La Conférence de Cintegabelle” (The 
Cintegabelle conference) makes conversa- 
tion the intriguing subject of a novel. Lydie 
Salvayre, its author, has emerged as a highly 
original contemporary novelist since she 
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was awarded the Prix Novembre in 1997 for 
“La Compagnie des Spectres”, (Company of 
ghosts) a witty satire on the Vichy period. 
Her latest book combines fiction with a trea- 
tise on conversation that parodies the moral- 
ist traditions of La Rochefoucauld and Swift. 

Conversation is healthy, we are told. 
Aphorisms mock: “Conversation reduces 
the social security deficit.” France, we learn, 
boasts conversation as foreplay, hence “The 





sex of women is directly linked to their ears.” 
The book is essentially a novel,and the intro- 
duction of fictional elements prevents it 
from becoming too moralistic. The speaker 
delivering a paper on conversation constant- 
ly shifts from a pseudo-scientific discourse to 
grotesque confessions about his private life 
and his beloved late wife, contradicting the 
very theories he is proposing. Ms Salvayre’s 
book is full of irony and wisdom. 





A year after the Houellebecq brouhaha, 
does “depressionist” fiction exist beyond the 
label? Certainly sadness, distress, and death 
are still there, as they are in life, but this new 
crop of novels transforms them—in the anx- 
ious and moving writings of Mr Modiano 
and Mr Mauvignier, in Ms Desbordes’s tran- 
quil humanity, Ms Salvayre’s parody or the 
joyous and ironical comedy of Mr Laurrent. 





oi 


HILE bestselling novels may say a 

lot about a nation’s fantasies, it is 
the non-fiction that gives more indication 
of a country’s preoccupations, spiritual 
and physical. Two themes—which could 
be married under the title “Teleworries”— 
emerge from British, German, Dutch and 
French non-fiction that is selling well this 
month. Books tied in with television 
shows top the list in two countries, while 
all four boast a good showing from the 
worry-worts: explorers of oriental spiritu- 
ality, angry women, how to conquer anx- 
iety, mental harassment, clitorodectomies, 
racism and abusive husbands. 

There are surprises too in every list. In 
Britain, Bella Bathurst’s fascinating ac- 
count of technology triumphant in 18th- 
and i9th-century Britain tells the story of 
Robert Louis Stevenson’s family; engineers 
who over 150 years designed, built and 





manned the lighthouses that are still a 
prominent feature of the Scottish coast. A 
former royal biographer, Robert Lacey, 
has teamed up with Danny Danziger, a 
journalist, to produce one of the year’s 
most enduring bestsellers. Drawing on the 
medieval “Julius Work Calendar”, which 
details everyday life around 1000, they 
take the reader on a breezy month-by- 
month tour that touches on superstition, 
medicine, cuisine and agriculture. 

Two foreign bestsellers on difficult 
subjects continue to sell well in Germany. 
When Tahar Ben Jelloun, an Algerian- 
born poet living in France, last year pub- 
lished the explanation he gave his young 
son about why racism exists it became an 
immediate hit in France. This year itis sell- 
ing all over the continent. So too is a graph- 
ic account by Waris Dirie, a Somali model, 
of growing up as a goatherd in the desert. 


At the age of five, she underwent the ritual | 
female genital mutilation that is still prac- | 
tised on millions of African women. An 
early escape to Mogadishu and then to 
London set her on the road to the in- 
ternational catwalk. 

The non-fiction that sells best in the 
Netherlands and in France is as surprising 
as it is disparate. Dutch readers like order: 
a report on the 1992 El Al disaster in which 
a cargo jet came down in an Amsterdam 
suburb has been a bestseller for weeks. 
Even more popular is the new edition of 
the national railway timetable. The 
French, by contrast, are particularly en- 
gaged by matters cerebral. Theodore Zel- 
din, a historian, urges the French to look 
again at those parts of their history they 
would rather not examine too carefully. 
His is a remarkably sane book, especially 
when compared with the millennial 
views of Paco Rabanne. Crackpot would 
not be too strong a word. Perhaps Mr Ra- 
banne has overdosed on his aftershave. 
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The victor spurned 














stituencies where Labour scooped 60% or 
more of the vote in 1997, turnout was a mea- 
sly 18%; in seats where it polled 30% or less, it 
was a less anaemic 28%. And where turnout 
fell most, so did Labour’s vote. Where turn- 
out fell by more than 51 percentage points, 
Labour’s share was down by 19 points. 
Where it fell by 45 points or less, the Labour 
vote slid by a less dreadful 14 points. 

The result was a woeful Labour perform- 
ance in its heartland seats. In seats where the 
party had a lead of 20 percentage points or 
more at the 1997 general election, its vote 
tumbled by 22 points. In seats which the To- 
ries won in the general election, Labour's 
share fell by only nine points. 

Mr Blair might shrug this off. At a future 
general election, enough Labour voters 
should turn out in the party’s heartland to 
keep the seats safe. However, Labour also 
did badly in marginal seats, which will de- 
cide the colour of the next government. Were 
June 10th’s results replicated in the next gen- 
eral election, Labour would lose no fewer 
than 122 of the 144 seats it gained in 1997. The 
swing against the party in the marginals was 
just as big as the swing nationally. 

Nor was low turnout the whole story. 
Not only did many of those who voted La- 
bour in 1997 stay at home; many who didn’t 
stay at home voted for someone else. Just 58% 


The European elections were awful for Tony Blair. Was apathy to blame, or of those who had voted Labour in 1997 and 


something worse? 


EW LABOUR has lost the art of defeat. 

Hardly had the scale of its drubbing in 
Britain’s elections to the European Parlia- 
ment sunk in than Tony Blair’s hitherto dis- 
ciplined army was in full flight, bewildered 
by its battering, baying about blame without 
discrimination. 

It was the fault of the voters, Labour vot- 
ers in particular, the lazy layabouts, whose 
refusal to turn outon June 10th explained La- 
bour’s failure. Or it was the fault of the fancy 
new continental voting system. Or it was the 
fault of the party’s new general secretary, 
Margaret McDonagh, whose first campaign 
it was. Some, surveying the shambles of La- 
bour’s campaign, were heard to mutter 
“bring back Peter Mandelson”, Mr Blair’s for- 
mer election supremo who quit the cabinet 
in December for failing to disclose a conflict 
of interest. Some dared vouchsafe that the 
great leader himself had erred, failing ade- 
quately to argue the government's pro-Euro- 
pean comer in the face of William Hague’s 
unremittingly Eurosceptic campaign. The 
prime minister’s preoccupation with Kos- 
ovo was cited as the excuse for this. 

Mr Blair’s eye may have been off the ball 
before polling day, but it is most certainly 
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back on it now. An inquest is under way. The 
starting point must be an analysis of the vot- 
ing figures to see whether low turnout or the 
introduction of proportional representation 
were really to blame. What follows is based 
on work for The Economist by John Curtice 
of the Centre for Research into Elections and 
Social Trends. 

Low turnout does help to explain La- 
bour’s poor showing. Fewer than one elector 
in four made it to the polls, and voters in La- 
bour seats were particularly reluctant to 
leave their living rooms. In Westminster con- 


cast a vote on June ioth remained loyal. 
Among Tories, by contrast, fully two-thirds 
who voted for them in 1997 and who voted 
this time stayed loyal. 

The Liberal Democrat vote also dropped 
sharply. The party won only 13% of the vote, 
down a quarter on its share in the general 
election. The Liberal Democrats need not 
worry too much about that because, as tradi- 
tional Europhiles, they always fare badly in 
European elections. (By contrast, they al- 
ways do well in local elections.) More alarm- 
ing for its leaders, they, like Labour, fared 
much worse in their strong areas. They came 
first in only one of the 46 constituencies 
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which they won at the 1997 election. 

Under the new regional list system used 
for the Euro-elections, a party’s haul of seats 
depends on its overall share of the vote rath- 
er than on whether it came first in a particu- 
lar constituency. So Labour voters no longer 
shifted to the Lib Dems in constituencies 
where to vote Lib Dem was the best way to 
get the Tories out. Equally, Lib Dems no long- 
er switched to Labour. The system, in other 
words, discouraged the kind of tactical vot- 
ing that succeeded so spectacularly in 1997. 

Calculations after the 1997 general elec- 
tion suggested that the Tories might need an 








1-point lead over Labour to win an overall 
majority next time—an improbable moun- 
tain to climb. However, if party support at 
the next general election was distributed as it 
was on June 10th, without Lib-Lab tactical 
voting, then the Tories would need merely a 
four-point lead, or half the lead they actually 
achieved. “a 

But will not tactical voting return at a 
general election, held using Britain’s tradi- 
tional first-past-the-post system? That will 
depend on whether enough voters do as 
they did at the last election and feel deter- 
mined to keep the Tories out. 

That is less likely to happen if the long 
courtship between Labour and the Lib Dems 
ends in an unseemly row. And one way to 
ensure that it does would be for Mr Blair to 
drop his commitment to hold a referendum 
on the electoral system. No matter which Lib 
Dem succeeds Paddy Ashdown after the 
party’s leadership election, the referendum 
pledge is crucial to doing business with Mr 
Blair. No vote on voting reform, no deal. 

Diehard opponents of electoral reform 
will, in the aftermath of these results, press 
even harder for Mr Blair to ditch his referen- 
dum commitment. This would be an odd 
move. The Euro-election results under the 





new system were much better for Labour 
than they would have been under first-past- 
the-post. Under rrr, the Tories would have 
won not seven more Euro-seats than Labour, 
but 21 more. And, by destroying Lib-Lab rela- 
tions, ditching the pledge would make itcon- 
ceivable that Mr Blair would lose power at 
the next election. i 

General elections are not Euro-elections. 
When the general election comes round, is- 
sues that play better with the electorate for 
Labour than Europe may come to the fore. 
Equally, though, Labour's aura of invincibil- 
ity has now been dented. Times may get 
tougher for the government, backbenchers 
more uneasy about their seats, and front- 
benchers more open in their disagreements. 
Faced with such developments, continued 
alliance with the Lib Dems remains Mr 
Blair’s best safeguard against a Tory victory. 
It would be a huge gamble now for Mr Blair 
to ditch electoral reform, and rely on the La- 
bour voters who proved so fickle and feeble 
on June 10th to keep him in office. Indeed, 
from a partisan point of view, the referen- 
dum pledge he should think of ditching is 
not that on electoral reform, but the one to 
hold a referendum on joining the euro. 





TEP off an aeroplane in Glasgow, and 
you are greeted by a poster boasting 
that the city has “the latitude of Smolensk 
and the attitude of Barcelona”. Glasgow is 
| not the only British city with Catalonian 
pretensions. Manchester’s trendiest bar is 
called “Barca”, and the city fathers often 
proclaim their desire to create the Barcelo- 
na of the north. Planners in Leeds are dis- 
cussing a range of “Barcelona projects”. In 
Edinburgh, Enric Miralles, a Barcelona ar- 
chitect, has designed Scotland’s planned 
| Parliament building. And when Lord Rog- 
| ersof Riverside releases his reporton urban 
| planning later this month, he is expected to 
urge British cities to learn from Barcelona. 
As Lord Rogers’s interest illustrates, 
Barcelona has become an icon for archi- 
tects. Later this month the Royal Institute 
of British Architects will award its annual 
gold medal to the city, the first time the 
prize has been given toa place rather thana 
person. RIBA says the award is not only for 
such grand schemes as the Olympic stadi- 
um and village and the Macba (the Con- 
temporary Art Museum); it is also for 
smaller projects, such as parks created on 
old industrial land, squares in the suburbs, 
and new hospitals and schools. Barcelona 
is also widely deemed to be good at creat- 
ing “public space’—the Ramblas, its fa- 
mous central street, has become less sleazy 
but has retained its vibrant café society. 








Homage to Catalonia 


But there is also a political subtext to - 


the cult of Barcelona. Many Scots see Cata- 
lonia’s autonomy within Spain as a model 
for their own land. When the English 
scratch their heads and ask how Scotland 
can expect to be the only part of Britain 
with its very own law-making parliament, 
Scottish intellectuals routinely point to 
Spain’s “asymmetric federalism”, which 
grants Catalonia considerably more power 
than other Spanish regions. The choice of a 
Catalan to design the Parliament building 
is probably no accident. 

England’s provincial cities do not share 
Scotland’s political ambitions, but they too 
resent London’s political, cultural and eco- 
nomic power. Barcelona in- 
spires them because it is a 
provincial city that has be- 
come cooler than the Span- 
ish capital, Madrid. Man- 
chester’s city fathers were 
moved to bid (unsuccess- 
fully) for the Olympics by 
Barcelona’s capture of the 
1992 games. The fact that 
Barcelona also has a glam- 
orous football club and sta- 
dium has only added to its 
lustre in football-mad Bri- 
tain—and last month Man- 
chester United won the Eu- 
ropean Cup in Barcelona's 
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Urban inspiration 


Nou Campstadium. 

How realistic are these dreams of emu- 
lating Barcelona? They will not be realised 
cheaply. To the alarm of some Scottish poli- 
ticians, the cost of the Parliament building 
has risen to £63m ($100m), from the original 
estimate of £55m; the purchase of the site, 
demolition and so forth will push the total 
bill over £100m. Defending the price tag, Mr 
Miralles says: “This building says that Scot- 
land is the kind of nation which is looking 
to the future.” If cheese-paring reduces his 
design to just another office block, he im- 
plies, politicians will have displayed a lack 
of vision. 

Furthermore, Barcelona’s café society 
relies on a reliable supply of sunshine, 
which Britain does not enjoy. It is one thing 
to enjoy a beer in the evening warmth of 
the Ramblas, quite anoth- 
er to huddle over a coffee 
in Manchester drizzle. 
And for all the excited talk 
of new “public spaces”, 
the British still really 
yearn for private spaces 
gardens—which sets them 
apart from the more com- 
munal Catalans. Yet al- 
though Barcelona may 
never be rebuilt in Britain, 
it may move the British to 
create some inspiring 
buildings. If so, the cult of 
Catalonia will have per- 
formed a valuable service. 
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Man overboard 


FCOURSE all political careers end in failure. Of course a leader 

must remind followers who is boss. And of course political 
pundits must care more about the coming men (and women) than 
about “yesterday’s men”. But let the newcomers waita moment, 
and spare a thought for Peter Lilley. Although not unusual, there 
was something cruel about William Hague’s sacking of him in this 
week’s shadow-cabinet reshuffle. After all, Mr Lilley was Mr 
Hague’s boss when young William was a junior minister in the pre- 
vious government's social-security department. It was Mr Lilley 
who championed Mr Hague’s early promotion to the cabinet. And 
when his own bid for the Conservative leadership failed in 1997, Mr 
Lilley transferred his support without hesitation to Mr Hague. Grati- 
tude counts for little in politics. But» 
it is a bit much to be sacked by the 
very squit you once championed. 

What did Mr Lilley do to de- 
serve this fate? He was among the 
previous government's better min- 
isters. The reforms of the social-se- 
curity system made by this most 
loyal of Thatcherites look even bet- 
ter in light of the various false starts 
made since then by the succession 
of ministers whom Tony Blair has 
asked to “think the unthinkable” 
on welfare. But it is equally clear 
that Mr Lilley lacked the common 
touch and would never acquire it. 
His attempt to do so by singing a 
clever satire during a platform 
speech at last summer's party con- 
ference in Bournemouth fell nearly 
as flat as his voice, even among the 
party faithful. These things matter 
in opposition, a reduced circum- 
stance to which the former minister 
never quite adapted. As shadow 
chancellor he failed todamage Gor- 
don Brown. And after Mr Hague 
made him deputy leader, in charge 
of overhauling party policy, he of- 
ten looked depressed. Perhaps he 
had reason. Part of the brief entailed travelling about and “Listening 
to Britain”, a country in which Tory popularity had become some- 
thing of an oxymoron. 

So Mr Hague had cause to be cruel. Mr Lilley, exuding despond- 
ency instead of radiating hope, had ceased to be an asset. Sacking 
him showed the glint of steel that voters expect from a man who 
wants to be prime minister. Moreover, the timing was perfect. Al- 
though the turnout was low, the Conservatives’ remarkable victory 
in last week’s elections for the European Parliament has silenced 
talk of Mr Hague’s own job being unsafe. He has seldom enjoyed so 
much freedom of manoeuvre. 

Exits can always be justified by the entrances they permit. With 
this reshuffle, Mr Hague has brought into his shadow cabinet new 
people who may be talented and may shine (such as Theresa May to 
education and employment, Bernard Jenkin to transport), while 
moving some round pegs to round holes (ex-Captain Jain Duncan- 
Smith to defence, Dr Liam Fox to health). Ann Widdecombe gets a 
chance to be more illiberal than Jack Straw as his home-office shad- 
ow. The departure of her former boss, Michael Howard, along with 
Sir Norman Fowler and Gillian Shephard, emphasises that this is 
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thinking as clear as mud. 





now Mr Hague’s own team and not just a bunch of stragglers 
from John Major’s defeated army. In short, the Tory leader has 
had a wonderful week: a young leader, flushed with victory, puts 
together a fresh team and makes a clean break with the past. 

Or so it seems. But the truth is drearier. Most voters neither 
know nor care who does what in even the best shadow cabinets. 
Even in government, reshuffles tend to have more impact on a 
party’s internal life than on its reputation among voters. The ex- 
ceptions are those reshuffles, like the ones in which Margaret 
Thatcher scythed away her cabinet “wets”, that show the overall 
direction of a party’s policy. 

This reshuffle is not like that. It is fine for Mr Hague to secure 

i -~ his leadership and give ambitious 
colleagues a chance to strut their 
stuff. But unless he is foolish 
enough to imagine that defence of 
the pound can win him a general 
election as well as a European one, 
he has yet to produce a big idea that 
can challenge a Labour govem- 
ment that has seized the political 
centre. Instead, his big ideas have 
come and gone with the same be- 
wildering speed as his spin doctors. 
Remember how the “British way” 
was going to challenge Labour's 
“third way”? Or the rediscovery of 
“civic” and then “compassionate” 
conservatism? Or the mystery of 
the “kitchen-table conservatism”, 
which Mr Hague brought back 
from his pilgrimage to George W. 
Bush in Texas? Some of these ideas 
had merits, but none has been 
spelled out or followed through, 
and none has yet made a mark on 
the electorate. 

Which, to Bagehot’s mind, 
brings things back to poor Mr Lilley. 
Maybe the policy confusion was his 
fault. As deputy leader, was he not 
formally in charge of developing 
policy? After “Listening to Britain”, was he not supposed to return 
to party headquarters and report what he had heard? 

He was. And, of course, he did. What Mr Lilley heard was that 
voters thought that a party that had a philosophical preference 
for the free market and a smaller state could not be relied on to 
provide good public services. He concluded that it was essential 
toreassure them that Tories could be trusted to keep on paying for 
schools and hospitals. Mr Hague agreed with him. The upshot 
was the fateful speech last April in which Mr Lilley said so publi- 
cly. Since the speech had been authorised and the text cleared by 
the shadow cabinet, Mr Lilley thought he was safe. But thanks to 
some over-eager advance publicity, he was immediately accused 
of “renouncing Thatcherism”. Mr Hague let him dangle. 

Was this speech the real reason for Mr Lilley’s sacking? What- 
ever the truth, many people will remember this week’s reshuffle 
as the one in which Mr Hague sacked his deputy for saying that 
the state must be the main provider of health and education, a 
proposition which Mr Hague happens to believe in too. Mr 
Hague has a position on Europe. This week leaves the rest of his 





f 
ey 


63 














Focus on speed 
and agility to reach 
long-term goals 


As a premier European universal bank with 

a global sales network, Commerzbank is pur- 
suing a clear course to meet the diverse needs 
of its clients and reward the confidence of its 
410,000 shareholders. This special edition of 
Viewpoint summarizes the Group's strategies 
and its performance in 1998 and early 1999. 





international presence: 


Almaty, Amsterdam, Antwerp, 
Atlanta, Bangkok, Barcelona, 
Beijing, Beirut, Bratislava, Brno, 
Brussels, Bucharest, Budapest, 
Buenos Aires, Cairo, Caracas, 
Dublin, Geneva, Gibraltar, Grand 
Cayman, Hong Kong, istanbul, 
Jakarta, Johannesburg, Kiev, 
Labuan, London, Los Angeles, 
Luxembourg, Madrid, Manama, 
Mexico City, Mumbai, Milan, 
Minsk, Moscow, New York, 
Novosibirsk, Paris, Prague, 

Rio de Janeiro, San Francisco, 
Sao Paulo, Seoul, Shanghai, 
Singapore, St. Petersburg, Sydney, 
Taipei, Tashkent, Tehran, Tokyo, 
Toronto, Warsaw, Zagreb, Zurich. 


WELL-DEFINED STRATEGIC ORIENTATION. 
To expand its prominent position in Germany, 
across Europe, and key markets beyond, the 
Commerzbank Group believes that agility and 
speed — not sheer size ~ are essential for suc- 
cess as Kuropean integration gathers momen- 
tum. For this reason, Commerzbank is: com- 
mitted to building up a solid network of trans- 
national financial alliances. designed to. offer 
clients optimal service quality which in turn 
will considerably strengthen the Group's earn- 
ings performance. This approach gives us the 
flexibility to focus both on our’ established 
strengths and the. potential to exploit new 
opportunities over. the full spectrum of bank- 
ing, finance and investment. An example of this 
strategy was the agreement last year to set up 
an extensive financial partnership with Italy’s 
Generali insurance group. 


At the same time, Commerzbank continues to 
concentrate on three main pillars of business: 
investment banking, international finance, and 
domestic branch banking. 


COMMERZBANK 









































investment BANKING. This division encom- 
passes global bonds, global equities, asset man- 
agement, forex and treasury. Our global bonds 
operations are progressing rapidly, highlighted 
by expansion of transactions in various curren- 
cies. In a relatively short time, we have built up 
extensive operations in global equities, with 
highly promising prospects for the future. In 
asset management, the Group now has over 
DM200bn under management, posting an aver- 
age annual growth of 23% since 1993. 


INTERNATIONAL FINANCE. A traditional strength 
of Commerzbank, this division covers the 
Group’s corporate finance and foreign commer- 
cial banking activities. In 1998, its share in 
German foreign trade finance was boosted to 
14%. Moreover, the Group’s presence was 
increased to 60 outlets in 45 countries, includ- 
ing a new subsidiary in Moscow and a sizeable 
stake in Korea Exchange Bank. 


Domestic BRANCH BANKING. Thanks to a con- 
certed drive to streamline operations, this div- 
ision is moving ahead profitably in all sectors. 
The introduction of numerous innovative prod- 
ucts — in areas as diverse as corporate financial 
services, private banking, homebanking, direct 
banking and property funds — continues to pay 
off. In 1998, the number of corporate and retail 
clients grew by 200,000 to some 3.5 million. 


Goop Stant in 1999. After a strong perform- 
ance in 1998, the Commerzbank Group is off 
to a positive start in 1999. This follows another 
good year in 1998 when, in spite of turbulence 
sparked by the Asian crisis and substantial 
investments in IT and staff, pre-tax profit grew 
8.8% (IAS) to DM2.4bn. After-tax ROE im- 
proved from 8.9% to 10.4%, a step closer to the 
Group’s target of 15%. 


Positive OutLook. In view of the Group's 
strategic orientation to enhance flexibility and 
efficiency through cross-border alliances, 
Commerzbank ~ one of Germany’s best capital- 
ized private-sector banks ~ is confident that it 
can come closer to realizing its ambitious goals 
and further increase its market share. Based 
on the results so far, Commerzbank is opti- 
mistic that 1999 will be another year of signifi- 
cant progress for the bank, its clients and its 
shareholders. 


For more information about Commerzbank, 
contact the Corporate Communications 
Department, Frankfurt, Germany 

Fax +49 69 136-2 98 05, www.commerzbank.com 
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Shopping all over the world 


NEW YORK 


Retailers are trying to go global. They will struggle to succeed 


T FIRST glance, Wal-Mart's £6.7 billion 
($10.7 billion) bid for Asda, announced 
dn June 14th, is a huge threat both to British 
supermarkets and to the rest of Europe’s re- 
‘ailing elite. But the American firm’s triumph 
was marred by a tiff close to home. On the 
day it swooped on Asda, Bob Martin, Wal- 
Mart’s long-standing international head, re- 
signed unexpectedly. Although Mr Martin 
was passed over for the top job at Wal-Mart 
n January, the timing of his departure sug- 
fests that, just as the world’s most powerful 
‘etailer is seeking to double its international 
iales, it is divided about how far and how 
ast to push globalisation. 

Wal-Mart's British acquisition comes ata 
ime when retailers have caught globalisa- 
ion fever. They are behind most manufac- 
urers, but the bug is the more virulent for 
hat. In the past several months, Royal 
Ahold, a Dutch supermarket operator, has 
sought supermarkets in Poland, four rival 
‘hains in Spain, one in America and two in 
Argentina. France’s leading hypermarket, 
Zarrefour, which is in 20 markets, has 
ypened stores in Chile, Colombia, Indonesia 
ind the Czech Republic; it recently an- 
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nounced that it would move into Japan next 
year. Tesco, Britain’s biggest food retailer, has 
set up shop in South Korea, its sixth overseas 
market. And Promodés, another French 
hypermarket group, has become the market 
leader in Argentina. Meanwhile, fast-grow- 
ing clothes chains, such as The Gap, Swe- 
den’s Hennes & Mauritz (in 12 markets), and 
Spain’s Zara (in 17), are opening a branch ina 
new country every few weeks. 


Pile ‘em higt 
Global cross-border retail M&As 
value $bn 





Despite this enthusiasm, however, re- 
tailers seem to be finding it hard to make a 
success of the transition from national to 
multinational. Although a few firms, such as 
IKEA, a Swedish furniture retailer, have done 
well, established international retailers still 
make most of their money and their highest 
returns at home (see charton next page). Car- 
refour's operating margins in France are 
more than 6% of sales, whereas, after operat- 
ing internationally for 30 years, it still loses 
money in much of Asia, Latin America and 
even some parts of Europe. Meanwhile Wal- 
Mart, which first went abroad in 1991, makes 
a return on capital of 5.8% on its international 
business, far lower than in America. Can to- 
day’s headlong rush succeed? 

One reason for scepticism is that retailers 
are being driven by slow growth at home as 
much as by the sight of opportunities 
abroad, according to Felix Barber of Boston 
Consulting Group (scc) in Zurich. The small 
size of the Swedish market encouraged sev- 
eral of the country’s retailers to move over- 
seas as early as the 1970s. A few, such as IKEA 
and Hennes, have built strong international 
businesses, although they have taken years 
to do so. French retailers, such as Carrefour 
and Auchan, have gone into emerging mar- 
kets to escape the constraints of planning 
laws. Even Wal-Mart, which is still produc- 
ing sales growth in America, is going abroad 
partly because it already has a dominant 
share of the country’s non-food market. 


Shop flaws 


As everybody piles in abroad, the opportu- 
nities are dwindling. Many local retailers in 
Latin America have either been bought or 
are already in joint ventures. The price of 
those that remain is rising. Multinationals 
are snapping up partners all over Asia—wit- 
ness Carrefour’s recent move into Japan. 

However, retailers assert that globalisa- 
tion is about more than simply adding to 
their turnover. Sir Geoff Mulcahy, boss of 
Kingfisher, which launched an earlier, lower 
bid for Asda, argues that the main reason re- 
tailers want new sales is to exploit econo- 
mies of scale and to spread the rising costs of 
marketing and technology. In Europe, inter- 
national scope may also help retailers to 
cope with the single currency, which will 
make it easier for consumers to compare 
prices across borders. 

In practice, however, international scale 
economies are hard to achieve. In the excite- 
mentof their charge into new markets, many 
retailers forget that the crucial ingredient of 
their success at home is their relative size and 
market share. Without enough sales and 
profits in a particular market, even the most 
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long-term management will find it difficult 
tojustify the expense of setting up a large dis- 
tribution network or installing the latest 
technology—and without these, the interna- 
tional newcomer cannot compete with en- 
trenched locals. In America, Carrefour 
opened a mere three stores in Pennsylvania, 
and abandoned its investment before get- 
ting anywhere near the scale needed. 


eo 


The secret may be to arrive in force. 
Ahold, which has bought itself a concentrat- 
ed market share on America’s east coast, is 
doing well. So is Carrefour in Spain, where 
the French firm is now the second-largest re- 
tailer. Ahold’s frantic recent purchases in 
Spain are an attempt to catch up, though it 
still has less than 1% of the market. 

Cross-border scale economies are partic- 





ularly elusive in food retailing—precisely 
where overseas expansion has been most 
enthusiastic, notes Keith Wills, a retail ana- 
lyst at Goldman Sachs in London. acc’s Mr 
Barber says that almost all retailers overesti- 
mate the scope for savings from aggregating 
lots of local orders for a product into a single 
worldwide contract. Few deals manage to 
produce even 1-2% of sales in savings. 

The reason is partly that the biggest sup- 
pliers have not yet woken up to such “global 
sourcing”. Meredith Prichard, J.P. Morgan’s 
Latin American retailing analyst, argues that 
Procter & Gamble’s priority in, say, Brazil, is 
not going to be Wal-Mart, but csp, the coun- 
try’s biggest retailer. “pac’s managers nego- 
tiate locally, their goods are made locally 
and their internal targets are local,” she adds. 

In time, worldwide contracts will be- 
come more widespread—pac this month 
announced plans to reorganise itself along 
global lines. However, the regional managers 
of suppliers are unlikely to embrace global 
sourcing with enthusiasm. Ira Kalish, a retail 
analystat PricewaterhouseCoopers, predicts 
that as suppliers succumb to pressure from 





It's a dog's life . 


NEW YORK 


Ol JUNE zist everybody who is any- 
body in advertising will gather on the 
French Riviera for the annual Cannes Li- 
ons awards, the most glamorous in the in- 
dustry. The setting, the home of a film fes- 
tival, is no coincidence. The Lions, which 
celebrate creative brilliance, are a way for 
| copywriters and art directors to indulge 
their fantasies of being real film makers. 
For those more pedestrian souls, some- 
times known asclients, who bankroll these 
escapades, a more revealing assessment of 
the industry’s worth was held in a slightly 
drab Marriott hotel in New York on June 
| 10th. The “Effies” reward “effectiveness”, as 
measured by the extra sales an ad cam- 
paign generates. This year there was a clear 
message: small is effective. 


first prizes at all. 

The idea that the best creative work is 
done in small hot shops is something of a 
cliché in the ad world. But effectiveness is 
something that big agencies, with all their 
research teams, are supposed to be good at. 
Indeed the awards pose a big question over 
the rapid consolidation of the advertising 
industry. 

Big communications conglomerates 
such as Omnicom and wer have produced 
enviable returns for their shareholders in 
recent years—and won praise for their 
technocrat bosses. But there are also fears 
that they have lost the personal touch. De- 
liberately diversified to make sure that no 
single client matters too much, they tend to 


move teams between accounts. And their 
creative departments can become lazy. 
One former effectiveness award winner li- 
kens his well-paid job in a big firm to “a re- 
tirement home”, although he is grateful for 
the time it gives him to work on his (unsold) 
screenplay and (unpublished) novel. 

The clients may be to blame, too. The 
multinationals that flock to the big agen- 
cies because of their global reach rarely 
want to take many risks. For the number 
five in a market, by contrast, quirky adver- 
tising may be the only way of distinguish- 
ing their product. Taco Bell is partof Pepsi, a 
large firm; but it had a lot less to lose than, 
say, McDonald’s by handing its reputation 
toa quick-talking canine. 

Blaming clients is not an option for the 
big agencies. But they do seem aware of the 
need to re-create some of that small-agen- 
cy feel. To that end, the technocrats have 

started to hire back a few of the old- 





The main prize went to TBWA/ 
Chiat Day, a medium-sized agency, 
for its work for Taco Bell. These ad- 
mirably witty ads, which feature a 
talking chihuahua, spearheaded 
the fast-food chains best-ever 
product launch and reversed a five- 
year sales decline. The loudest ap- 
plause greeted a Volkswagen Beetle 
spot devised by a small Boston- 
based shop called Arnold Commu- 
nications. In all, two-thirds of the 
gold Effies went to the industry’s 
second-tier (agencies outside the 
top ten in terms of gross income); 
such big names as J. Walter Thomp- 





iYo Quiero 
Taco Bell! 







fashioned shmoozers they once 
pushed into retirement. Young & 
Rubicam has just rehired 73-year- 
old Edward Ney, its former chair- 
man, to handle “strategic client re- 
lationships”. wep has called on 
Charlotte Beers, a 63-year-old Tex- 
an sometimes known as the queen 
of Madison Avenue, to head J.Wal- 
ter Thompson. 

The prospect of colourful ad 
people pushing aside faceless tech- 
nocrats may be to the taste of cli- 
ents. Shareholders, who are just 
getting used to agencies acting 
more like normal businesses, may 











son and Grey Advertising won no 


i Caan 


Small, but perfectly formed 


find it less reassuring. 
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retailers, perhaps a third of a super- 
market's lines could be sourced glob- 
ally or regionally in five years, up 
from less than 10% now. 

Yet global sourcing is no panacea, 
because it conflicts with the need to 
cater to local tastes. Stores in different 
countries stock very different goods, 
which undermines the point of global 
sourcing and complicates relations 
between local and global managers— 
of both the retailer and its supplier. 

Local taste crucially affects the 
way ‘retailers sell their goods too. In 
1996 Wal-Mart set up efficient, clean 
supercentres in Indonesia, only to 
find that Indonesians preferred Mata- 
hari, the shabbier shop next door, 
which reminded shoppers of a street market 
where they can haggle and buy the freshest 
fruit and vegetables. Two years later, Wal- 
Mart pulled out. Boots, a British pharmacy, 
found the number of visitors to its Thai 
shops soared after it started playing pop- 
music videos at full volume. Customers had 
found the shops too quiet. And when Boots 
opens in Japan this July, staff at the checkout 
will be standing up—its research has shown 
that Japanese shoppers find it offensive to 
pay money to seated staff. 


Trouble in store 


Even concepts that have global appeal need 
local tinkering, Jose Castellano, the chief ex- 
ecutive of Zara, insists that “as tastes for mu- 
sic and television have gone global, so has 
fashion”. Yet mtv, the epitome of a global 
media brand, decided to adapt its musical 
mix to local markets. Equally, Zara has lost 
sales in Britain, because its sizing is consid- 
ered too small for the British figure. 

If they are to overcome such obstacles, 
multinational retailers need a fanatical at- 
tention to detail, and a willingness to do 
whatever local whim dictates. Wal-Mart had 
to abandon its attempt to sell Brazilians 
(cheaper) Colombian coffee: they insist on 
drinking their own. ikea tried to sell Ameri- 
cans its own beds, before discovering that 
they were the wrong size for their bedlinen; 
sales of its four-legged desks to Germans also 
flopped—five legs are preferred. 

One way of getting an inside track on lo- 
cal tastes is to join a local partner, something 
that in many developing countries is re- 
quired by law. But even that often leads to 
conflict, since many big western retailers 
think they know better. In Brazil, Wal-Mart 
failed to tap the local knowledge of its joint- 
venture partner, Lojas Americanas. Failing to 
spot that most families have one car and 
shop at the weekends, Wal-Mart built car 
parks and store aisles that were too small to 
accommodate the weekend rush. Because 
many joint ventures fail, local firms are re- 
luctant to give up trade secrets or surrender 
their best sites. After all, they could be com- 
petitors again within a few years. 
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Yet multinational retailers do have some 
advantages. Know-how is probably the 
greatest, according to Cees van der Hoeven, 
the chief executive of Ahold. At its heart, this 
is a sophisticated understanding of supply 
chains, beginning with electronic links to 
suppliers who can tell instantaneously what 
customers are buying at the checkout. The 
next, much trickier, stage is to persuade sup- 
pliers to share information with both retail- 
ers and rivals, so that they can minimise in- 
ventory and put more of what customers 
wanton the shelves. 

If cultures are similar or the retailer is es- 
tablished, it is relatively easy for suppliers to 
accept new buying systems and new tech- 
nology, and this can lead to savings. Follow- 
inga flurry of acquisitions in America, Ahold 
USA expects to save around $85m this year 
and $115m in 2000. Similarly, Wal-Mart 
should be able to improve Asda’s supply- 
chain management and make better use of 
its floorspace. Meanwhile, 7-Eleven, a chain 
of convenience stores that is Japan's most 
successful retailer, is starting to apply its ex- 
pertise to stores in Hawaii. 

However, even best practice is hindered 
by cultural differences, Wal-Mart has 
worked with Grupo Cifra, a Mexican retail- 
er, since 1991 and has had a controlling stake 
for the past two years, but only recently in- 
troduced a modern till-information system 
(years after local rivals had installed one). So 
far, it has had little effect on margins, as em- 
ployees are still learning how to use it. Be- 
cause labour is so cheap, local managers are 
loth to announce the layoffs that the new 
technology allows. Similarly, new owners of- 
ten meet resistance when they try to get their 
new subsidiary to cut links that were estab- 
lished with suppliers over many years. 

Given that globalisation is fraught with 
such difficulties, which sort of retailers will 
make a good fist of it? 

The leaders so far are “category killers” 
with a strong focus, products with universal 
appeal and their own brands. The Gap, with 
its khakis and white shirts, and the mea fur- 
niture chain combine large volumes with 
higher margins and control over their design, 
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distribution and sourcing. Some Inter- 
net retailers may turn out to fall into 
this group too, though maintaining a 
global brand over the long-haul could 
prove cripplingly expensive for what 
are, after all, loss-making start-ups. 
And the international failures of Bri- 
tain’s Laura Ashley and Body Shop, 
and America’s Toys “R” Us show 
what happens if expansion abroad is 
not carefully managed. 

Food and general-merchandise 
retailers have a harder job. Crucially, 
they must dominate their home base, 
as do both Wal-Mart and Ahold—but 
as Promodés does not. Otherwise 
they will find it difficult to pay for 
their expansion. They also need to of- 
fer a variety of formats, from convenience 
stores to supermarkets and hypermarkets, in 
order to ensure market coverage. 


On the shop front 


Most important, a general retailer needs a 
strong brand if consumers are to trust it with 
their personal details or buy its higher-mar- 
gin products and services. Tesco and 7-Elev- 
en Japan have successfully used informa- 
tion from loyalty cards to adapt their stores, 
products and prices to local tastes and to 
move into services such as banking and bill 
payments. A recent survey by cLk,a market- 
research group, shows that trusted retail 
brands have great power: a third of the 1,000 
British adults surveyed said they would buy 
a house frorn an estate agent with a super- 
market brand; 15% would buy a supermar- 
ket-branded car. Boots is trusted by 85% of 
young people in Britain (only 10% have the 
same feeling for the royal family). 

Yet, a well-known brand takes a great 
deal of time to create—partly because, unlike 
manufacturers, whose products are promot- 
ed by shops, retailers must do all the promot- 
ing themselves. As Marc Berman, an analyst 
at Euromonitor in London notes: “Most re- 
tailers entering new markets are unknowns 
to suppliers and customers. Building trust 
takes years.” 

Despite the time and the investment that 
will be needed, a small group of rich firms 
with skilled managers will probably suc- 
ceed. They may even be able to pay over the 
odds for “strategic” acquisitions—as Wal- 
Mart is doing with Asda—if this allows them 
eventually to dominate markets. British and 
continental European retailers are, in this 
sense, right to fear the arrival of Wal-Mart on 
their shores. But for many other retailers, the 
hoped-for economies of scale from globali- 
sation will prove elusive. Local tastes will of- 
ten get in the way; best practice will take frus- 
tratingly long to put into action. No doubt 
managers will persist in trying to go global. 
But too often they will be motivated less by 
the chance of creating value than by the fear 
of being left out and gobbled up themselves. 
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Coca-Cola 


Bad for you 


PARIS AND NEW YORK 


HIS week the world’s most famous con- 

sumer brand became embroiled in its 
worst-ever health scare, when around 100 
people in Belgium, many of them children, 
and 88 people in France suffered nausea, 
headaches and diarrhoea, some of them seri- 
ously enough to be admitted to hospital. On 
June 14th Coca-Cola’s soft drinks were 
banned in Belgium. Luxembourg and France 
followed suit, and the firm itself eventually 
withdrew its products from the Nether- 
lands. Coca-Cola seemingly forgot the cardi- 
nal rule of crisis management—to act fast, 
tell the whole truth and look as if you have 
nothing to hide. 

Cokecannotseem todoanything right at 
the moment. The American giant's ambi- 
tious plans for expansion have already 
strained relations with governments in sev- 
eral European countries. Its attempt to buy 


the international soft- 
drinks brands of Cadbury 
Schweppes was slapped 
down by several regulators 
and scaled back. It is still 
trying to overcome objec- 
tions to its purchase of 
Orangina in France. Nor 
has Coke done much to 
please investors recently, 
with its failure to increase 
either volumes or its share 
price as fast as might have 
been expected in the bull 
market. The last thing the 
company needed was what 
Jennifer Solomon, a drinks 
analyst at Salomon Smith 
Barney, calls “a public-rela- 
tions nightmare.” 

The first sufferers fell 
sick as early as May 2oth. They later reported 
that their drinks smelt funny and tasted un- 
usually sharp.Only now has Coke identified 
what was wrong—two separate failures in its 
huge bottling system, which is controlled in 





Coke’s chemistry lesson 


Belgium by Coca-Cola Enterprises. As tl 
firm eventually explained, those who fell 
were victims of some “bad” carbon dioxit 
used ina batch of bottled Coca-Cola ata fa 
tory in Antwerp, near the Dutch border. Tl 





| Go forth and don’t multiply 





N MUCH of the devel- 

oping world, condom 
makers face a tough sell. 
Notions of masculinity 
and morality make it 
tricky enough to discuss 
sex in public—let alone to 
advertise the merits of 
cherry-flavoured, ultra- 
thin sheaths. Butit is an at- 
tractive market for manu- 
facturers such as London 
International Group, 
which recently announced a £1.5 billion 
($2.4 billion) merger with Seton Scholl, a 
British consumer health-goods firm. 

Although sales of condoms are flat in 
America and Europe, demand in some 
emerging markets, such as India and Indo- 
nesia, is rising by 15% a year, according to 
Patrick Legrand, head of condoms at L1G. 
And population experts reckon that the 
world market could grow fourfold, to 24 
billion condoms a year. The problem for 
companies and public-health authorities 
alike is getting both the point—that con- 
doms prevent the spread of deadly diseas- 
es such as Arps, as well as unwanted preg- 
nancies—and the product across. 

One popular approach is “social mar- 
keting”, firms piggybacking on charities or 
government programmes with which they 
share a common aim (see chart). Condoms 
and oral contraceptives are subsidised by 
charities or donor governments. They are 
not given away free because people tend 





Sociable sheaths 
Condoms sold through 
social marketing, m 


1991 92 93 94 95 96 97 
Source: OKT International 





not to value giveaways, so a 
few pennies are charged. The 
product is sold, people’s be- 
haviour changes, and both 
parties are happy. 
International aid organi- 
sations are often better than 
commercial distributors and 
advertising agencies at get- 
ting the product out. Accord- 
ing to Don Levy, director of 
the Futures Group, a social- 
marketing outfit based in 
Washington, pc, such agencies have the 
cultural nous to deal with the messy busi- 
ness of sex and the distribution channels to 
reach the farthest-flung lovers. They may 
also help companies with political difficul- 
ties. In the Philippines, for example, drug 
companies such as Schering 
AG and Wyeth-Ayerst have 
sponsored (and stuck their 
corporate logos on) the Fu- 
tures Group’s television ads 
promoting oral contracep- 
tives, since the firms them- 
selves are banned by the gov- 
ernment from peddling their 
brands direct to consumers. 
Yet, although such agen- 
cies have good access to con- 
sumers in the developing 
world, they often lack a stea- 
dy supply of product to fill 
the demand they create. Do- 
nors soon tire of footing the 


git} 


bill. The trick, according to Mr Levy, is to 
use social marketing to stimulate a compet- 
itive market at all income levels, not just 
the poorest, so that companies have an in- 
centive to stay in the country as consumers 
grow more affluent and can pay more for 
their wares. 

LIG, for instance, sells roughly 1.2 bil- 
lion condoms a year, half of them un- 
branded, “no-frills” items that earn the 
company £20m, a fifth of what they would 
make from their premium Durex brand. 
But far from jeopardising its top-drawer 
condoms, LIG has found that consumers 
who start with their unbranded products 
trade up toa sexier number as they get rich- 
er. In Taiwan, where LiG began supplying 
the government's planned-parenthood as- 
sociation with unbranded condoms in 
1996, the company has seen the local mar- 
ket for branded condoms grow tenfold. 
The profit multiplies, but the people don’t. 





Product placement 
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On April 1, 1999, something 
HAPPENED 

and 25,644 people became completely 
OBSESSED. 
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{PERPETUAL THINKING PROCESS} 


INFINEON CYCLE 
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Siemens Semiconductors 
becomes Infineon Technologies. 
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An entrepreneurial 
Spirit is born. 
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A new energy Is set free. 


The quest to find solutions 
becomes an obsession. 
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Coffee sales quadruple 
around the world. 


Most people experience cubicle 
creativity: The size of their ideas 
is directly proportional to the 
space in which they have to 
think. If you want people to be 
creative, you have to put them 
in an environment that lets their 
imagination soar. We gave our 
people a new space in which to 
work. One with no walls. No bar- 
riers. It’s called the world. And in 
our world of microelectronics, 
anything is possible. 


Visit us @ www.infineon.com 
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“Were taking wireless 
communications to new heights.’ 


— Lucent wireless network team 


To reach the summit, its vital that you communicate clearly with your teammates. At Lucent 


Technologies, we have teams across Asia designing third-generation wireless networks that 


bring the same clarity of communications to people throughout the region 


With data access speeds 20 times faster than current wireless systems, third-generation 


networks from Lucent let users anywhere check their e-mail, send faxes, even surf the Internet 


Lucent is a world leader in communications technology, active in over 90 countries. Here in 


Asia, our 9,000 people are developing innovative networking solutions from integrated voice and 


data systems to optical networks to Internet call center applications. 


Over the past 128 years, eleven scientists at our R&D engine, Bell Labs, 


have done work that was awarded the Nobel Prize. Bell Labs breakthroughs 
include the transistor, the laser, cellular technology and fibre optics, a legacy 
of innovation that continues with three new patents every working day. 

In Asia, our team is proud to be a part of 130,000 Lucent people 


worldwide who are taking business communications to new heights. 


We make the things that make communications work.” 


Lucent Tec 
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Tel 852 2506 8000 
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company voluntarily withdrew all bottles 
with defective gas. The second problem af- 
fected canned drinks from a plant in Dun- 
kirk, across the border in France. The outside 
of some cans from this plant, which supplies 
two-thirds of Coke’s products drunk in Bel- 
gium, as well as much of the French market, 
appeared to have picked up traces of a fungi- 
cide used to treat the wooden pallets on 
which packages of cans are moved around. 

Coca-Cola’s public-relations error is to 
have seemed keener to protect its own back 
than to allay the understandable fears of 
consumers. Coming soon after Belgians had 
suffered from a food scandal involving con- 
taminated meat, the firm’s legal-sounding 
insistence that there were “no health or safe- 
ty issues,” and that the drinks “might make 
you feel sick, but are not harmful” were 
hardly going to reassure people. One crisis- 
management specialist argues that, al- 
though Coca-Cola is right to worry about be- 
ing sued in the long term, it could suffer just 
as much from any unfavourable judgments 
that consumers form about the drink right 
now. A statement on June 16th from Douglas 
Ivester, the firm’s chairman, expressing his 
“regret”, arrived hopelessly late. 

In the end, Coca-Cola’s brand is unlikely 
to suffer the damage that, say, Perrier sus- 
tained when in 1990 the French group was 
forced to recall every bottle of its sparkling 
water, after some had been contaminated 
by traces of benzene. As Raymond Perrier 
[sic] at Interbrand, Newell & Sorrell, a Lon- 
don-based brand consultant, points out: 
“The image consumers had of peasants fill- 
ing empty bottles from gushing springs was 
destroyed.” By contrast, there is no doubt in 
people’s minds that Coke is entirely artificial. 
And, fortunately, it hasn’t killed anyone, un- 
like a batch of Johnson & Johnson’s Tylenol 
tablets that had been tampered with. How- 
2ver, Coca-Cola has made a big mess of what 
should have been a small public-relations 
oroblem. That looks clumsy from the guardi- 
ans of the world’s best-known brand. 


European aerospace 


Airbusiness 
as usual 


ARIS 


N THE lulls between roaring fighter jets, a 

familiar subject loomed over the Paris air 
how last weekend: the future of Airbus. Eu- 
ope’s aerospace executives are wheeling 
ind dealing over the transatlantic consolida- 
ion in the defence industry (the boss of pA- 
A, part of DaimlerChrysler, even cancelled 
lis press conference at the last minute to fly 
o America). But in the meantime, the civil 
estructuring is going nowhere—and the pol- 
ticians are losing patience. In Paris, the in- 
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Room for improvement 


dustry ministers of the Airbus countries 
(Germany, France, Britain and Spain) threat- 
ened that they might withhold the launch 
aid for Airbus’s planned superjumbo 
(known as a3xx) unless the consortium 
shows that it really means to metamorphose 
into a proper company. 

. Squabbles over the formation of a single 
European aerospace and defence company 
halted discussions on the Airbus conversion 
last autumn. The idea of Germany’s DASA 
merging with British Aerospace (Bae) fright- 
ened the French, because they would be out- 
voted in Airbus Industrie. Now that Bae is 
merging with Marconi, there is no longer 
much prospect of one giant Eurospace com- 
pany. So one obstacle to converting Airbus 
has gone. 

Another—government ownership of 
two Airbus partners—is also disappearing. 
The privatisation of France’s Aerospatiale (as 
Aerospatiale Matra) earlier this month was 
supposed to pave the way for the conver- 
sion, all the more so since the other state- 
owned Airbus partner, Spain’s CASA, is now 
being bought by pasa. Henceforth Airbus 
will have three, private-sector, owners: 
DASA/CASA, With 42.1%; Aerospatiale Matra, 
with 37.9%; and Bae, with 20%. Noël For- 
geard, the chief executive of Airbus, is count- 
ing on this injection of private-sector culture 
toget things moving again. If it does not hap- 
pen soon, the chances are he will leave. 

Nevertheless, there are three remaining 
difficulties in converting Airbus into acom- 
pany. One is agreeing on the values of the as- 
sets to be pooled. A second is agreeing on the 
management structure and governance of 
the company. And third, the firm needs to 
cope with the loss of the tax-free status that 
Airbus Industrie now enjoys as a French 
groupement d'intérêt Economique. 

Such issues will demand detailed techni- 
cal work and bargaining among the partners. 
But the underlying problem until now has 
been the attitude of Aerospatiale’s bosses, 
who have never really been convinced of the 
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need to:convert the consortium into a com- 
pany. They see Airbus as a technology play- 
ground and a source of well-paid jobs: only 
ten days ago the French lobbied for the final 
assembly of some single-aisle 4319 aircraft to 
be switched from Hamburg to Toulouse, to 
compensate for Hamburg’s getting the new, 
smaller a318 production. The French suc- 
ceeded, even though it makes no sense to 
split the A319 between two sites. 

Nor have Aerospatiale’s bosses changed 
their tune much more. Yves Michot, the 
chairman, prefers to see Airbus as an ongo- 
ing “industrial project”, dismissing the mere- 
ly “legal” question of Airbus’s status, with- 
out offering any firm timetable for changes. 
Mr Forgeard’s former colleagues at Matra 
may have to elbow Mr Michot aside if there 
is ever to be an Airbus sa. 

Yet there is a new and pressing need for 
action. The aircraft industry is going from 
feast to famine. Both Boeing and Airbus see 
orders falling by as much as 40% this year 
and staying low until 2001. In roughly three 
years, after they have worked through the 
backlog of orders from the recent boom, Air- 
bus and Boeing will find themselves strug- 
gling to improve productivity just as their 
factories are emptying. 

Airbus has been raising overall produc- 
tivity at a cracking rate of 11% a year since 
1993, but Boeing has got religion too, having 
stumbled in 1997. The company’s new civil- 
jet boss, Alan Mulally, points out that his 
payroll has shrunk by 34,000 since its peak in 
1998, with overtime slashed from 25% to 9%, 
whereas output this year is rising to 620 air- 
craft, up from 564 last year. Boeing’ssprofits 
will still suffer as the civil-jet downturn starts 
to take over from its self-inflicted woes, but 
its underlying health seems to be recovering. 
If Airbus could be run as a company rather 
than a work-sharing consortium, it would be 
able to streamline production, reduce inven- 
tories and make savings of over $1 billion a 
year. Surely that is a prize worth having. 
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Asian industry 


Bagged cement 


HONG KONG 








Cement is an unlikely example of a global knowledge-based industry. It has 


led the way in Asian restructuring 


HE Asian miracle went hand-in-hand 

with a construction boom. Millions of 
tonnes of cement emerged from scores of 
huge new production plants. Between 1992 
and 1997, Thailand alone built nearly three 
times Britain’s total cement capacity. Now 
skylines of South-East Asia's cities are blight- 
ed by frozen cranes and rust-streaked, half- 
built skyscrapers. With construction at a 
standstill, you might think cement must be 
the most unwanted commodity of all. 

You would be wrong. Cement was one of 
the top three industries for mergers and ac- 
quisitions in Asia last year, and the interest 
will probably persist this year, too. In 1998 to- 
tal maa in the region actually fell, but the ce- 
ment deals involving western firms grew 
fivefold: there were at least 14, with a total 
value of more than $1 billion. Somehow, de- 
spite overcapacity in South-East Asia reck- 
oned to exceed 25m tonnes, nearly a tenth of 
the production of the European Union, ce- 
ment plants have turned out to be the most 
desirable assets in Asia. 

Forget the image of a dusty commodity: 
over the past 15 years the cement industry 
has (do not laugh) become a fast-moving, 
high-tech paragon of globalisation. Six mul- 
tinational giants—Switzerland’s Holder- 
bank, France's Lafarge, Britain's Blue Circle, 
Mexico’s Cemex, Germany's Heidelberger 
Zement and France’s Ciments Francais, a 
subsidiary of Italy’s Italcementi—are jockey- 
ing to divide up the world’s markets. 

Whenever an otherwise fast-growing 
market has an economic downturn, these 
multinationals go on a buying spree in an ef- 
fort to extend their reach. In the mid- to late 
1980s, the Europeans invaded North Ameri- 
ca and now own mostof the capac- 
ity there. In the early 1990s they did 
the same in Eastern Europe. In 1995- 
97, after Mexico’s peso crisis, they 
and Cemex snapped up most of 
the independent cement compa- 
nies in Latin America. The Asian 
crisis gave them the opportunity to 
complete their global franchises. 
“Over the next few years, the big six 
will take over most of the Asian ce- 
ment industry—they’ve already 
started,” says Harry Van Dyke, 
head of Asian maa at Morgan Stan- 
ley, an investment bank. 

The nature of the cement in- 
dustry drives this expansion. Ce- 
ment is mainly local. On land, it 
cannot be transported affordably 
farther than about 40okm, so 
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plants must be near construction hotspots. 
The fastest-rising cities and roads are in the 
developing world, rather than the home 
markets of European producers, so these 
companies must look abroad for long-term 
growth. To enter a market, the multination- 
als often have to buy a local producer. With 
hundreds of independents already in place, 
it rarely makes sense to build 
from scratch. 


Fear and coving 


Fear also plays a role. Cement 
travels well by sea, and al- 
though producers cannot 
make money importing it into 
the developing world, they can 
profitably export cement from 
it. If the big six do not buy 
Asia’s cement makers, they 
risk having to compete with 
cheap imported cement in 











ing less power, and the experience to avoid 
environmental problems.: As odd as. it 
sounds, says Simon Goodfellow, an analyst 
with inc Barings in London, “cement isa 
classic knowledge-management industry”: 
the firm with the best engineers, database 
and communications network wins. And 
the global producers already have efficient 
shipping operations, which they can use to 
move cement from areas of glut to scarcity, 
keeping prices stable and factories busy. 
Most of the maa frenzy in Asia’s cement 
industry has been confined to South-East 
Asia. South Korea, a developed country, of- 
fers less growth and its market has been dis- 
torted by transport subsidies that let local 
producers build cement plants far from de- 
mand. Only Halla Cement is 
in maa talks with foreign 
firms—with its main plant 
near a port, itcan export much 
of its production. China is un- 
attractive because of a prob- 
lem known charitably in the 
industry as “product substitu- 
tion”: companies putting al- 
most anything in a bag and 
selling it as cement (collapsing 
bridges are a national hazard). 
Taiwan avoided the worst of 
the crisis, so its firms are rela- 








their home markets. Thai ce- 

ment, for example, costs $12-15 a tonne to 
produce, and $30 to ship to the west coast of 
America, plus a bit more for final processing 
(cement is shipped in an intermediate state 
incase it gets wet). Because America is now in 
the midst of a cement shortage, it sells for $70 
a tonne, offering a tempting $20 margin to 
any Asian producer, says Simon Francis, a 
cement-industry analyst at Credit Suisse 
First Boston in Singapore. 

Yet the multinationals’ motive was not 
just defensive. Big firms have many advan- 
tages in the cement trade. As well as access to 
cheaper finance, important in such acapital- 
intensive business, they have the technology 
to make better cement more cheaply and us- 
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Knowledge workers 


tively expensive. 

Today, most of the biggest deals in the re- 
gion have already been done. Many were 
sealed near the bottom of the market when 
local firms were desperate to pay their huge 
foreign-currency debts (Thailand’s Siam Ce- 
ment alone owed $5 billion). Since then, pric- 
es have risen from as little as $70 per tonne of 
annual capacity to as much as $150 per 
tonne, almost the cost of building a new 
plant. Demand is also rising again, because 
of both the recovery and the infrastructure 
spending that governments are using tc 
stimulate their economies. But there are stil! 
half-a-dozen big independents in play, in- 
cluding Indocement in Indonesia, and ai 
least four of the big six are still buying (Hold. 

erbank has been the most active 
with six completed deals; only Hei: 
delberger has not yet announcec 
any deals). 

Even if only a few more acqui 
sitions are announced this year 
Asia’s cement industry will have 
been transformed, with the multi- 
nationals having a stake in an esti- 
mated 60% of capacity, up from les: 
than 20% only two years ago. At € 
stroke, five of the big six have sewr 
up what will be one of the world’: 
biggest construction markets in the 
decades to come. With all the talk 
of property and telecoms deals 

_ who would have guessed that dul 
old cement would be the livelies 
game in town? 
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RESULTS FOR THE YEAR ENDED 31 MARCH 1999 


Richemont, the Swiss tobacco and luxury goods group, announces its results for the year ended 31 March 1999, 





1999 1998 

Operating profit 

~ at actual exchange rates £ 1077.7 m £1 044.4 m + 3.2% 

~ at constant exchange rates £ 1173.4 m £1 044.4 m + 12.4% 
Profit Attributable 
to Unitholders E 461.8 m £ 386.0 m + 19.6% 
Earnings per Unit £ 80.42 £ 67.22 + 19.6% 
Dividend per Unit £ 13.50 £ 11.50 + 17.4% 





The financial highlights shown above exclude the effects of exceptional items 
and goodwill amortisation from the results for both years. 


Richemont’s attributable profit increased by 19.6 per cent to £ 461.8 million, reflecting satisfactory growth in 
operating profits and a lower overall corporate taxation rate, combined with the benefits of significantly higher 
profits at Vendôme Luxury Group attributable to Richemont. 


Operating profit in constant currency terms increased by 12.4 per cent to £ 1 173.4 million. These results were, 
however, adversely affected by the weakness of certain currencies against sterling during the year. Consequently, 
adverse currency translation effects amounting to £ 95.7 million reduced the growth in operating profit at actual 
exchange rates to 3.2 per cent. 


Despite a 4.2 per cent drop in sales volumes, Richemont’s tobacco interests, held through Rothmans International, 
reported an increase in operating profit of 10.4 per cent at constant exchange rates, reflecting improved profitability 
in most major markets due to price increases and cost savings. 


The merger of Rothmans International with British American Tobacco, announced in January 1999, was successfully 
completed on 7 June 1999, as a result of which Richemont now holds an effective interest of 23.3 per cent in 


British American Tobacco. 


Richemont’s luxury goods businesses, held through Vendôme Luxury Group, produced particularly good results. Sales 
for the year increased by 5.5 per cent to SFr 3 773.2 million, whilst operating profit grew by 12.2 per cent, reflecting 
significant improvements in profitability in the second half of the year. The latter part of the year also saw a return of 
consumer confidence in a number of important markets in the Far East, resulting in increased sales in that region. 


The annual dividend is increased by 17.4 per cent to £ 13.50 per unit. 





Copies of the full results announcement and the annual report may be obtained from: 


Compagnie Financière Richemont AG Rigistrasse 2 6300 Zug Switzerland 
Telephone: +41 (0)41 710 33 22 Telefax: +41 (0)41 711 71 02 








Richemont International Limited 15 Hill Street London W1X 7FB 
Telephone: +44 (0)171 499 2539 Telefax: +44 (0)171 491 0524 


The full text of the Richemont preliminary announcement may be obtained from www.richemont.com 

















party crasher 


In August 1929, luxury liners crossing the Atlantic 
provided brokerage offices so passengers could continue to invest. 
They thought the party would last forever. 
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What does last forever? In a volatile world, many smart investors keep 
a portion of their portfolios in the asset that retains its value over time: gold. 
To consult an independent precious metals specialist, call toll free (877) 243-2001.* 
A portfolio without gold is a luxury you can no longer afford. 


(AO WORLD GOLD COUNCIL 


*North America only www.gold.org 











Qwandary 


You can take the boy out of ATƏT, but can you take AT&T out of the boy? Joe Nacchio’s bid for 
US West runs the risk of making Qwest just like the rest 


T TIMES Joe Nacchio looks and sounds as if 

he has walked straight off the set of a Mar- 

tin Scorsese film. A short, plumpish, Brooklyn- 

born Italian-American, Mr Nacchio has all the 

swagger and verbal braggadocio of Joe Pesci’s 
mobster in the film “Goodfellas”. 

Both traits have been on display this week, 
as the boss of Qwest Communications an- 
nounced simultaneous hostile bids, worth a to- 
tal of $55 billion, for us West, the smallest of the 
Baby Bell local telephone companies, and 
Frontier, a medium-sized long-distance firm. 
What made the move still more audacious is 
that both the target companies had already 
agreed to deals with Global Crossing, an up- 
start known as “wet Qwest” because its main 
asset is a high-capacity undersea cable. 

However-—again rather like Mr Pesci’s mo- 
vie persona-~-some of Mr Nacchio’s admirers 
fear that this time he may have let his natural 
aggression get the better of his business sense. 
For instance, Christopher Mines, an analyst at Forrester Research, 
complains that Mr Nacchio’s attempted heist “trashes” Qwest’s 
distinctive approach to telecoms. Immediately after Mr Nacchio’s 
bid, Qwest’s shares lost nearly 25% of their value, removing the pre- 
mium over Global Crossing’s offer. Unless he can overcome Wall 
Street’s scepticism, Qwest will have to raise its bid or retire hurt. 

Winning investors over will not be easy, in part because it 
means changing what has so far been a persuasive story, made all 
the more so because of who was telling it. Mr Nacchio, 49, is a tele- 
coms veteran who, in 25 years at ara, ran two of Ma Bell’s biggest 
units~consumer and business long-distance. In 1996 he lost the 
struggle to succeed Robert Allen as the firm’s chief executive. But 
Mr Nacchio says he had already become “disincentivised” by 
ATat’s bureaucratic ways and failure “to get it”—the “it” being the 
exploding demand for data services fed by the Internet and the 
ability of new networks based on Internet protocol to demolish the 
industry’s operating economics. 

Later that year, a Wall Street contact arranged a meeting with 
Philip Anschutz, a reclusive tycoon who had sold Southern Pacific 
Railroad to Union Pacific and, in a stroke of genius, kept the right to 
lay fibre-optic cable along the tracks of both railways. Mr Anschutz 
wanted somebody with market credibility to take his Denver- 
based Qwest public and to create a communications powerhouse 
out of his new network. Mr Nacchio jumped at the chance. 

When he arrived at Qwest in January 
1997, it was more of a construction compa- 
ny than a telecoms firm. With only a few 
thousand miles of the planned 18,000 
mile (29,000km) network laid and anoth- 
er two-and-a-half years before the job 
would be complete, Mr Nacchio threw 
himself into building a business and—no 
less important—selling a vision. 

Mr Nacchio’s pitch was compelling: 
even if incumbent telecom firms at last 
understood how the industry was chang- 
ing, they could not easily respond, be- 
cause they had too much capital invested 





JE ECONOMIST JUNE I9TH 1999 








in “legacy” networks that were ill-adapted to 
the demands of transmitting huge data and 
multimedia files. Although they would try to 
graft Internet technology on to their old net- 
works, he argued, they were doomed to fail. In- 
tegration could never be seamless; their cost 
structures belonged toa differentera. 

With its dedicated data network and al- 
most unimaginable bandwidth, Qwest was a 
new sort of telecoms firm. The old breed would 
keep capacity scarce and prices high; the new 
ones would build unlimited capacity, knowing 
that applications and demand would soon fol- 
low. Only by going into the illegal drugs trade, 
Mr Nacchioonce boasted, could he hope toim- 
prove his margins. 

According to Mr Nacchio, Qwest was in a 
“sweet spot”—faster to market than late-arriv- 
ing challengers such as Level 3 Communica- 
tions and technologically far ahead of lumber- 
ing incumbents. He was even scornful of 
WorldCom, the prototype challenger, following its acquisition of 
mci. Mr Nacchio observed that “putting together two old net- 
works just gives you one big old network, not a new one.” For good 
measure, he added that mcr WorldCom was now just another 
vertically integrated dinosaur. 

But of late, Mr Nacchio’s vision has become murkier. Al- 
though Qwest has moved energetically to set up ten “cyber- 
centres” across America, his other attempts to exploit Qwest’s 
huge capacity seem increasingly opportunistic. Even as it leased 
unused fibre to competitors such as Gre and Cable and Wireless, 
Qwest has gone haring after the retail market. As well as buying a 
quirky long-distance outfit called uci last year, Mr Nacchio has 
sold voice calls via the Internet, and a branded cut-price long-dis- 
tance service. He has also tried teaming up with local telephone 
companies, such as Ameritech and us West, to offer bundled 
voice, video and data services—but has hit regulators’ objections. 

Increasingly, Mr Nacchio looks like a man racing against time 
to light up all of Qwest’s fibres before his competitors enter the 
field and create a glut of bandwidth. The attraction of Frontier and 
us West is that they have real, paying customers who can in time 
be moved on to Qwest’s network. 

If Mr Nacchio has indeed lost his faith that you can never 
have too much capacity, that would also explain the urgency of 
his desire to parlay Qwest’s high-flying paper into solid reve- 
nues. And that should in turn be a warn- 
ing to us West shareholders to think 
twice about both Qwest’s and Global 
Crossing’s offers. 

if they did, they might actually be do- 
ing Mr Nacchio a favour, forcing him to 
have the courage of his original convic- 
tions about the future of telecoms. Does 
Mr Nacchio really want to abandon the 
approach that first made Qwest the epi- 
tome of telecoms cool, merely in order to 
create another messy conglomerate? Per- 
haps arar is deeper in his genes than he 
cares to admit. 
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issued by National Westminster Bank Plc, regulated in the UK by SFA and IMRO. 


In the US Greenwich Capital Markets, Inc., a subsidiary of National Westminster Bank Pic, is a registered broker-dealer and a member of SIPC 


All of these securities have been sold 
This announcement appears as a matter of record only. 


OPTION 
ON 


Option One Mortgage Corporation 

a otot anar a C 

US$1,900,000,000 ‘ aikonaan 

Securitisation 
Securities offered guaranteed by 
U.S. Federal Home Loan Mortgage 
Corporation (FHLMC) and 
Financial Security Assurance (FSA) 


January & April 1999 


US$94,300,000 


Securitisation of Net Interest 
Margin (NIM) cashflows 


April 1999 


Lead Manager 
Greenwich Capital Markets, Inc. 





When Option One As international debt market specialists 
Mortgage Corporation with a track record of success in 
decided to enter the developing and distributing innovative 
securitisation market in financing solutions, Greenwich Capital 
has lead managed three ground-breaking 
the aftermath of the deals for Option One totalling US$2 billion, 
market turmoil of 1998, since the beginning of 1999. Most recently, 
they turned to Greenwich the successful completion of a US$94 
NatWest's US arm, million privately placed NIM transaction 
Greenwich Capital, to put Option One in the top tier of US home 
equity originators. Greenwich Capital's 
realize their objectives. deal structures enabled Option One to 
attract interest from a host of first-time 
investors, both public and private; achieve 
some of the tightest pricing levels in the 
market and raise the profile of the H&R 
Block subsidiary. 


For inspired performance in securitisation, 
contact the Asset Securitisation team in 
London on Tel: + 44 (0) 20 7375 5656 or 
Greenwich, CT on Tel: +1 203 618 2352. 


GREENWICH NATWEST www.greenwichnatwest.com 


ASSET SECURITISATION CORPORATE PUBLIC DEBT CREDIT TRADING DEBT DERIVATIVES DEBT STRUCTURING FUTURES HIGH YIELD 
LOAN SYNDICATION MORTGAGE & ASSET BACKED SECURITIES PRINCIPAL FINANCE PRIVATE PLACEMENTS SOVEREIGN DEBT STRUCTURED FINANCE 
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China's private surprise 


BEUING 


The domestic private sector in China is poised to supplant foreign 
investors as the most important determinant of growth 


TIS time to lay an obsession to rest. Foreign 

direct investment (Fp1) is not a necessary 
engine for China’s future growth. To belittle 
Fpl's importance might seem irresponsible 
ata time when China is grappling with weak 
exports, falling prices and consumption, and 
state banks’ unwillingness to lend. But for- 
eign investment is no cure for these prob- 
lems. Nor is the precipitous fall in inflows of 
fresh foreign capital this year the disaster itis 
widely held to be. It is now the private (non- 
state, non-foreign) sector upon which future 
growth--and the next stage of China's eco- 
nomic reforms—depends. 

rpi has done China proud in the past 
decade. During the 1980s, just after it opened 
up, disbursed rp1 averaged scarcely $2 bil- 
lion a year. But after 1990 the figure soared, 
year after year; in all, more than $200 billion 
has been put to work in the 1990s. The contri- 
oution of foreign investment looks equally 
impressive by some other measures. Firms 
with foreign investors are responsible for 
more than two-fifths of China’s exports and 
over 13% of national tax revenues, employ 
ibout 10% of the urban workforce and con- 
tribute 18% of China’s “industrial added val- 
se” (a socialist phrase for productivity). 

But according to Business China, a sister 
qublication of The Economist, rot account- 
id for only about one-seventh of all China’s 
ixed investment between 1994 and 1998, or 
ust 5% of Gor. And much—maybe more 
han half—of what is counted as “foreign in- 
restment” is actually domestic capital, recy- 
Jed through Hong Kong. 

Foreign investors like to think that they 
ire needed in China to provide the competi- 
ion and technological know-how that 
night force domestic companies to become 
nore efficient. Only up to a point-—or, at 
zast, that seems to be the government's 
iew. It hedges foreign ventures round with 
astrictions, keeping them out of some of the 
diciest_ markets (financial services, tele- 
oms) and often requiring them to export fu- 
ously before they can sell to the Chinese. 
hat suggests that one of its main interests in 
sreign investors may be their contribution 
> China’s foreign-currency reserves. No 
mall matter: after all, $150 billion-plus in re- 
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serves underpinned its exchange rate 
even as others around the region 
crashed. And foreign investment pro- 
vides another boon. Much of it goes 
into joint ventures with local part- 
ners, so Chinese land, labour and cap- 
ital equipment are put to good use. 

Business China argues that for- 
eign capital is a kind of bridge loan 
that has allowed China to grow rapid- 
ly while it tries to fix the mess in its fi- 
nancial system. Domestic savings re- 
main stunningly high (around 40% of 
GDP). But the financial system is woe- 
fully bad at using them. Money does 
not flow to the deserving. Rather it 
goes to the inefficient, largely loss- 
making, state sector. 

But even in this light, the fallin roi 
this year—the first in the history of China’s 
reforms—is startling. Last year foreigners put 
$45 billion into China; in the first five 
months of this year the official rate is down 
by 17% compared with a year earlier. Even 
that is probably a wildly optimistic estimate. 
For instance, several disgruntled foreign in- 
vestors have been pulling out of their Chi- 
nese commitments; where these are taken 
over by another foreign company, the offi- 
cial statistics count them as “fresh” foreign 
capital. China may be lucky to get $10 billion 
of genuine new foreign investment this year. 

The fall will be more than just a short- 
term blip. Indeed, the suspicion is that Chi- 
na’s economy is no longer able to absorb 
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Private business’s cyclical chance 








much foreign capital. It is a painful conclu- 
sion for those whose hopes of a vast and 
golden Chinese market have been dashed. A 
recent survey by Li Shaomin and David Tse 
at the City University of Hong Kong con- 
cludes that the average return on equity of 
foreign-funded companies in China is a 
mere 3.1%, though that is six percentage 
points better than that achieved by the state 
sector, It is not certain that new concessions 
for foreign investors would do much to im- 
prove this dismal level of profitability. 

The same survey concludes that private 
Chinese companies have produced a re- 
markably better performance. Their return 
on equity averages 19.5%, and in some 
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Tibetan tinderbox 


| WASHINGTON, DC 





[I by its politically attuned president, 
James Wolfensohn, the World Bank has 
done a remarkable job of improving its 
public image in recent years. Good govern- 
ance, co-operation with stakeholders and 
transparency are all Bank buzzwords. How 
ironic, then, that the institution currently 
faces a public-relations fiasco, and one of 
its worst-ever shareholder rows. 

It has only itself to blame. At issue is a 
project that might have been drawn upasa 
caricature of political insensitivity. Due for 
a vote at the Bank’s executive board on 
June 2and, it involves $160m of Bank loans 
to China (of which $100m comes from ipa, 
the Bank's donor-funded subsidised loan 
programme). Part will be used to resettle 
around 58,000 extremely poor farmers 
from degraded, overpopulated land to an 
area 450km further west in Qinghai prov- 
ince, most of which Tibetans regard as part 
of their historic territory. Schools and clin- 
ics are planned, as is a dam to catch snow- 
melt and provide irrigation for agriculture. 
Viewed as poverty alleviation, most ex- 
perts think the project makes sense. 

But from every other angle it is hugely 
controversial. Tibetan advocates are out- 
raged. They fear further dilution of the ar- 
ea's traditional Tibetan population, and 
worry that such a loan would signal inter- 
national approval of China’s policy of 
population transfer into Tibetan areas. En- 
vironmental groups are appalled at a pro- 
ject that includes a dam and the conver- 














sion of fragile land to agricultural use. 
Human-rights advocates worry that reset- 
tlement may not be voluntary, and fear 
that, since there are prison camps inthe ar- 
ea, the project may use prison labour. 

It is hard to imagine a more explosive 





cocktail of political issues than Tibet,dams 
and prison labour. Worse, the Bank is ac- 
cused of breaking its own rules, by giving 
the project a less thorough environmental 
assessment than is normal for such a sensi- 
tive one, and then being six months late in 
making it public in Washington. 

The result has been a torrent of opposi- 
tion. The World Bank has probably never 
before faced such an enormous fax and e- 
mail campaign. (Executive directors’ fax 


machines have been breaking down from 
overuse.) The Tibetan government-in-exile 
has urged the Bank to reconsider. Rock 
concerts have been staged in protest. And, 
particularly in America, law makers are up 
in arms. There is a real risk that the project 
could jeopardise congressional approval 
for new funds for 1pa. 

Conscious of the politics, the American 
administration wants the project stopped. 
The Chinese, however, are determined to 
push ahead and are furious at what they 
deem an impermissible politicisation of 
the World Bank. As Sino-American rela- 
tions have worsened lately, China’s posi- 
tion has hardened. Behind the scenes the 
Chinese (the World Bank’s largest borrow- 
ers) have even threatened to “re-evaluate’ 


their entire relationship with the Bank. 


Other big shareholders sit uncomfort- 
ably in the middle. They are conscious of 
the Tibetan issue, worried about ipa fund- 
ing and angry about the Bank’s mistakes. 
But they are concerned about relations 
with China and supportive of a project 
that seems to meet the Bank’s anti-poverty 


- goals.-The result is the biggest boardroom 
` tizzy for years. Mr Wolfensohn first yelled 


at his staff for landing him in this mess, and 
is now scrabbling for a face-saving com- 
promise. As The Economist went to press, 
the most likely outcome seemed to be that 
questions about the Bank’s procedures 
could be used as a pretext for a delay. The 
project would be reassessed, and China 
would be allowed to keep its $100m of sub- 
sidised loans. That might take some of the 
political heat off the Bank. It would not, 
however, make it look good. 





industries, such as paper products, it is as 
high as 45-50%. Yet China’s private firms face 
even more structural impediments to their 
businesses than do foreign ones. In particu- 
lar, they suffer from a banking system 
skewed in favour of state-owned enterpris- 
es, which receive more than four-fifths of all 
bank loans. Few private firms have access to 
capital at anything other than usurious rates. 
And many markets are closed to them be- 
cause the state sector is squatting there. 

But things may be changing. This spring, 
the National People’s Congress, China’s ex- 
cuse for a parliament, altered the country’s 
constitution to offer more protection to the 
private sector. Henceforth it is to be an “im- 
portant part” of the “socialist market econ- 
omy”. It has certainly not hitherto been re- 
garded as such. Private firms are kept out of 
many markets monopolised by the state. If 
any are seen to thrive, they attract the atten- 
tions of state godfathers. In 1992, at the height 
of China euphoria, a survey by The Econo- 
mist put the state sector at no more than 25% 
of the economy. The mood has since swung 
violently: most analysts today guess that the 











80 


private sector accounts for around 25% of to- 
tal output. The official data shed little lighton 
the real picture, but fresh work in the latest 
China Economic Quarterly (ceg), an inde- 
pendent publication, concludes that both 
guesses are way out. The private sector, 
though impossible to gauge accurately, ap- 
pears to be much larger than current, down- 
beat assumptions suggest. 

Take the “primary sector”, ie, agriculture. 
Since 1978, when the big collective farms 
were disbanded, the transformation has 
nearly been completed. Agriculture may 


count for a modest (and declining) share of 


Gpr, but since half of China’s 700m workers 
are engaged in farm-related work, the priva- 
tisation of farming is the biggest reason why 
three-quarters of China’s workforce is today 
in private employment. 

The private contribution to the “second- 
ary sector” (construction, industry and 
mining) is harder to measure, in part because 
many “collectives” are private firms in dis- 


guise. But ceQ’s educated guess is that 51% of 


industrial Gop is now in private hands (in- 
cluding foreigners’, who have contributed 


much to the privatisation of the sector). 

On the face of it, it is surprising that the 
“tertiary sector” (services) is not overwhelm- 
ingly private. Think of all the restaurants, 
boutiques and computer shops that have 
sprung up. Yet whole industries are still vir- 
tual state monopolies, including banking 
distribution and telecoms. That leaves pri- 
vate firms with just 37% of services output 
Rolling the three sectors together gives an es- 
timate for the private share of the whole 
economy of more than half—53%. 

This should not be a cause for jubilation 
After all, if agriculture and foreign-invested 
companies are stripped out, the private 
economy shrinks to less than two-fifths of 
cpp. Rather, the lesson should be that if the 
private economy has grown despite impedi: 
ments, think what it could do if freed ol 
them. The government, with its new-founc 
recognition of the private sector, appears tc 
understand this. But as deflation tightens it: 
grip and the fear of unemployment in the 
state sector mounts, it may be hard to turr 
that understanding into policy. 
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If you think the mobile 

phone you own today is already a 
technological marvel, then get set 
to have the rule book rewritten. 


The next generation of wireless 
technology will take us all into a 
new realm of truly personalised 
communications. A world which you 
had once merely dreamt of. 


And it's all starting to happen now. 
Called 3rd Generation technology, 
it’s the next big thing in mobile 
communications. In short, the real 
difference is that data will soon 
travel hundreds of times faster than 
it does at the present rate of today's 
mobile network. 


For companies like Nokia, this 
improvement in speed opens the 
door to a new world of innovative 
products and services for consumers. 


For instance once upon a time, 
the mobile phone was mainly used 
for conversations and sending 
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text messages, that was about 

it. As demand for mobile data 

and personal information services 
increase with 3rd Generation 
technology, pretty soon people will 
be able to see the person they're 
talking to, thanks to Nokia's 
mobile video conferencing. 


Mobile phones will also give users 
high speed mobile access to the 
Internet, to virtually any real-time 
information they need. 


Already Nokia has created the 
world's first integrated 
communication device (the Nokia 
9000) and its suggēssor (the Nokia 
9110), the world’s first cellular data 
card, and the world's first software 
based data solution for GSM phones 
called the Nokia Data Suite. 
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have also undertaken successful 
trials of a 3rd Generation mobile 
system. Most recently the world’s 
first 3rd Generation WCDMA calls 
were made through a public 
network in Finland. 


It’s all happening so rapidly, 
technology like video mobile phones 
will be with us sooner than you 
think. So don’t be surprised, if you 
find yourself straightening your 

tie or brushing your hair, next time 
you answer your mobile phone. 


You're simply experiencing the 
future of mobile technology which 
Nokia is turning into reality. You 
might call this amazing. At Nokia, 
they call this Auman technology.” 
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in aircraft, space, energy, electronics and information technology, new products and services are emerg 
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Schneider Electric 
supplies the 
electrical 
distribution systems 
that ensure the 

safe application of 
electricity in 

the most distinct 
buildings in 

the world. 

From residential homes 





| Modicon 





Telemecanique 


to commercial 
buildings, industrial 
facilities, malls and 
hotels. Schneider Electric 
is a manufacturer 
focused on electrical 
distribution, industrial 
control and automation. 
With four global 
brands: Merlin Gerin, 
Modicon, Square D 


Schneider 
Electric 


We do more with electricity. 


and Telemecanique. 
And over 60,000 people 
in 130 countries, 

with one objective in 
mind: to meet your 
needs. Every day. 
Safely. Economically. 
Efficiently. 

Schneider Electric 
http://www. 
schneider-electric.com 


Exchanges 


HKSE v2.0 


HONG KONG 


“TT CAN still claim to be the region’s finan- 
cial flagship, boasting the most efficient 
markets in the region. But the Asian typhoon 
»of 1997-98 uncovered a few rotten timbers in 
Hong Kong’s hull. Last August, for instance, 
„hedge funds attacking. its currency’s peg to 
the dollar managed to build up huge posi- 
tions in both the stock and futures markets. 
“This went unnoticed by supervisors, be- 
cause the stock and futures exchangesare in- 
dependent, self-regulating companies that 
rarely compare data. 
Market reforms are slow because. the 
_ 400-0dd mostly small, local brokers (many 
with just a few hundred clients) that run the 
_ Hong Kong Stock Exchange were hurt badly 
y last year’s crash and now resist any 
ichange that might further endanger their 
‘business. Internet brokers say they cannot 
make headway because the exchange en- 
(forces a minimum commission, to protect 
amembers with shopfront brokerages, And in 
an age of global electronic markets, all buy 
and sell orders are still entered into the trad- 
ising system by hand. How quaint. 
What better time for a repair job than af- 
Wer a storm? Hong Kong's current market 
ructure, which helped drive a decade-long 
Mull market, arose from reforms that fol- 
wed the 1987 stockmarket crash. Now the 
government is taking advantage of the Asian 
sis to shake up the system again. The re- 
rms, announced in March, are due to be fi- 
wialised in September. Details are now 
merging from the reports of various com- 
ittees and working parties. It may not add 
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up to much of a revolution. But one was 
hardly needed—Hong Kong's markets were 
already the most open in Asia, as well as 
among the best regulated. Still, the govern- 
ment argues, reform is needed to safeguard 
Hong Kong's future as a financial centre. 

The government's main aim is in line 
with a global trend: away from fragmented 
markets run as cosy brokers’ clubs, and to- 
wards merged national markets managed 
by proper shareholder-owned companies. 
The stock and futures exchanges, and yet an- 
other independent entity, the clearing house, 
will all become one. This will be a commer- 
cial business—indeed, a big financial blue- 
chip that will be listed on the stockmarket. It 
will presumably reap economies in every- 
thing from technology to regulation. 

None of this is particularly novel: in re- 
cent years Frankfurt’s stockmarket, deriva- 
tives exchange and clearing house have all 
been brought under one roof, and Singapore 
and Australia are planning the same. Ex- 
changes in Australia, Frankfurt, Stockholm 
and Amsterdam have all shed their mutual- 
ly owned structure, and some have also be- 
come publicly listed companies. 

But Hong Kong sees itself as perhaps 
uniquely under threat. It is hard to put a fin- 
ger on where the toughest competition to 
Hong Kong’s status as a financial hub will 
come from. Singapore, Shanghai and Tokyo 
all present regional threats; New York and 
London global ones. Wherever the threat ap- 
pears, it will ride on the back of better, more 
efficient trading technology. 

Although merging trading systems is of- 
ten the hardest part of merging exchanges, 
once it is done it should be easier to keep up 
with global technological trends. As part of 
the reforms, the stock exchange is setting up 
an Internet-based trading system, called 
Ams3, that, when it arrives next year, 
should do away with the “manual 
moment” that still exists on the ex- 
change floor. 

The stock exchange is also setting 
up a second board, the growth enter- 
prise market (GEM), that is meant to 
do for high-tech companies what 
Nasdaq has done in America~by al- 
lowing, for instance, firms to list with- 
out the three years of profits that the 
main board requires. This is far froma 
surefire winner. In the region, Singa- 
pore and Malaysia have already set 
up similar second boards with, so far, 
little success. Hong Kong itself has few 
true high-tech companies, but it is 
hoping to attract regional ones, espe- 
cially those from mainland China 
and Taiwan, where firms are frustrat- 
ed by local accounting rules that 
make it hard to reflect the true value of 
their often vast Chinese operations. 

Nasdaq itself may be the toughest 
competition; it is enjoying growing 
success in hustling around the region 
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selling listings on its board in America to 
Asian companies. This week it announced 
plans for an Internet-based stockmarket in 
Japan, bringing it closer to 24-hour trading. 
GEm’s boosters, meanwhile, were in Silicon 
Valley trying, absurdly, to persuade hot Cali- 
fornian Internet start-ups to list their shares 
in Hong Kong once Gem opens. A little re- 
form is a good thing, but it may have gone to 
some Hong Kongers’ heads. 

(Sea Bap aa aoc an li eee atc = 


Indonesian banking 
Always right? 


JAKARTA 


HEY fanned out across the country— 

armed with disposable cameras, note- 
books and some pocket money. Their task 
was to record the horrors they were sure to 
find. In Indonesia, where violence and chaos 
have reigned of late, individual investigation 
is often the only way to expose a gruesome 
truth. But the 100 university students who 
carried out this particular mission did not 
work for any media or human-rights groups. 
They worked for consultants. And, instead 
of documenting ethnic violence or army 
brutality, they set out to chronicle a rather 
different sort of disaster: the wastelands 
known as Indonesia’s state banks. 

The stories they have brought back are 
not pretty. Indonesia has one of the worst 
private-sector banking systems in the world, 
largely as a result of its currency collapse in 
1997. But the country’s seven state banks are 
in even uglier condition. The government 
now expects to have to shell out 570 trillion 
rupiah ($76 billion)}—130% of Gop—to recap- 
italise the entire banking system and repay 
depositors; the seven state banks account for 
40% of that amount. Terry Chan, of Standard 
& Poor's in Singapore, reckons that around 
70-80% of the state banks’ loans are non-per- 
forming, compared with 50-60% in the pri- 
vate-sector banks. Yet, for the consultancy 
profession, there is a perverse pleasure in the 
carnage. It is not every day that consultants 
get to build their own bank from scratch. 

At Bank Mandiri (“Independence” 
bank), the new entity that has been created 
out of four of the original state banks, they 
have been doing just that. Deutsche Bank, 
which is in charge of restructuring Bank 
Mandiri and two other state banks, has 
brought in an array of specialists to help. 
McKinsey has invented a new retail-banking 
strategy and overhauled the back office; An- 
dersen Consulting is revamping the infor- 
mation systems; Hay Management has been 
devising redundancy packages to soften the 
blow of mass sackings, even as it scours the 
four banks for their most talented managers; 
and Ogilvy & Mather has designed a fresh 
image for the new creation. Deutsche itself 
has been applying its expertise at almost ev- 
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ery level, especially in the overhaul of Bank 
Mandiri’ treasury operations and credit 
procedures. 

Since the creation of Bank Mandiri, the 
consultants have had a field day, and they 
are boasting of the progress they have made. 
Analysts say, however, that they want to see 
results, and complain about a lack of trans- 
parency and mixed messages coming from 
managers in the four original banks. Will the 
consultants be vindicated? That depends on 
which is more important: a good manage- 
ment strategy or good customers. 

Without a doubt, Bank Mandiri has in- 
herited some of the sorriest retail customers 
ever to grace a bank with their money. The 
four state banks from which it was formed 
relied largely on governmentemployees and 
their families for business. Many of those 
people were told to sign up with one of the 
four banks when they first began working 
for the government; they tend to be older 
and poorer than average Indonesians. More- 
over, the four banks failed to benefit from 
the flight to safety that accompanied the fi- 
nancial crisis. A survey by Ac Nielsen, a con- 
sultancy, last year estimated that, over a six- 
month period, around a quarter of Jakarta’s 
retail bank customers opened new accounts. 
They fled equally to state banks and foreign 
ones. But of those that chose the state banks, 
most went either to Bank Negara Indonesia 
or to Bank Rakyat Indonesia: the four banks 
that now comprise Bank Mandiri received 


few of the new customers. 

So Deutsche and its phalanxes of con- 
sultants have their work cut out if they are to 
turn Bank Mandiri into a money-maker. 
Their mandate is to prepare the bank for 
eventual flotation on the stockmarket. A 
scheme to overhaul the branch network 
should cut costs significantly. But since Indo- 
nesia is a big and inefficient country, it has 
not been possible to centralise back-office 
operations. Instead, McKinsey suggested a 
hub-and-spoke system, with 55 back-office 
centres serving 10-15 branches each. The 740 
branches will be reduced by a third, and the 
headcount has already fallen from 26,000 to 
18,000. They claim the new branch design 
should generate a roughly eight-fold increase 
in productivity, and please customers. 

The bank still needs new customers. 
Since the country’s banking system is so inef- 
ficient, few banks offer a decent array of re- 
tail services. As a result, those Indonesians 
who have bank accounts atall have them,on 
average, with 2.4 banks. They may use Bank 
Central Asia for ease of access (it has the 
mostcash machines), another for its high in- 
terest rate, and a third because they think it 
safer. Bank Mandiri hopes to convince other 
banks’ customers to give it a try, and at the 
same time persuade its own to close ac- 
counts elsewhere. Not that that would help 
much, given the poverty of most of Mandiri’s 
clientele. Even when the consultants are 
right, the customers can be all wrong. 
ss 





Wall Street 


The colour (and sex) of money 


NEW YORK 


A welter of accusations of sexism, racism and homophobia has embarrassed 
some of Wall Street’s most prestigious firms 


HEN Jesse Jackson is not jetting 

around the globe on mercy missions, 
America’s best-known black politician 
spends much of his time lecturing Wall Street 
on economics. Never mind the morality of it, 
discrimination is inefficient, he told a confer- 
ence in New York this week. Inclusion is a 
“positive-sum game”. 

Nowadays, such views are judged ortho- 
dox even by academic free-market econo- 
mists and New York’s high priests of Mam- 
mon. As the “capital of global capital”, Wall 
Street likes to think of itself as a meritocratic, 
cosmopolitan place. But a crop of recent 
headlines paint a nastier picture of the 
Street—as the narrow-minded, parochial 
white man’s club it always was. 

Morgan Stanley has been embarrassed 
over its handling of Christian Curry, a black 
employee fired in April 1998 (for fiddling his 
expenses, says the investment bank). He was 
sacked soon after a gay magazine published 
nude photos of him. He says he is not gay, 
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but he has filed a lawsuit accusing Morgan 
Stanley of racism and homophobia. After it 
emerged that the investment bank had paid 
$10,000 to somebody who had informed on 
Mr Curry to the police, two of Morgan Stan- 





Jackson engages the enemy 


ley’s top lawyers resigned. 

At the same time, class-action lawsuits 
alleging sexual discrimination at two other 
investment banks are making a stir. Last 
week, Merrill Lynch conceded that 900 of the 
2,900 complaints made under the terms of a 
settlement it reached in February had merit, 
or justified further investigation. Citigroup is 
soon to reveal the number of claimants un- 
der the settlement of a discrimination suit 
against its investment-banking arm, Salo- 
mon Smith Barney. There are expected to be 
several thousand. At both firms, the clai- 
mants include many current employees 
complaining about their current bosses, an 
awkward management challenge. 

Despite the grim headlines, some lead- 
ing women and blacks on Wall Street prefer 
to see the glass as half-full rather than half- 
empty. Morgan Stanley’s troubles with Mı 
Curry are too messy to be taken as evidence 
of widespread discrimination. “Black and 
White on Wall Street”, a recent book by Jo- 
seph Jett, a black government-bond trade: 
fired in 1994 for allegedly losing his firm, Kid: 
der, Peabody, $210m, depicted a pervasive 
climate of racism. That at least—like Kidder 
Peabody—seems to be no more. 

On the other hand, there are still remark 
ably few black employees on Wall Street- 
around 5% of the workforce, and an ever 
smaller share of the managerial ranks. Mort 
encouragingly, Korn/Ferry, an executive 
search firm, reckons that more than half o 
America’s financial-services firms now havı 
at least one board member from an ethnix 
minority, though some critics suspect this i: 
largely to add colour to the annual repor 
and fend off Jesse Jackson. Ken Chenault 
whois black, was recently named as the nex 
chief executive of American Express. Chri 
Williams, the boss of Williams Capital, ; 
boutique investment bank, thinks that mi 
nority-run financial firms can still struggle tı 
get into the game, but that this may have les 
to do with racism than with another Wal 
Street vice, cronyism. As these firms are new 
they do not have the relationships that un 
derpin so much business on the Street. 

As for women, the huge numbers joinin 
the two class-action suit 
often reflect complaint 
dating back many year: 
rather than recent abuse: 
That these took so long t 
come into the open is an in 
dictment of Wall Street’ 
traditional _ self-regulator 
approach. According to Ke 
vin Leblang, a lawyer a 
Kramer Levin, that ar 
proach is now under all-ou 
attack. In the bad old day: 
to get a securities licenci 
people had to sign a con 
tract giving up their right t 
take employment dispute 
to the courts. There is an e) 
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tra-judicial dispute-settlement procedure. 
But since it is financed by the big financial 
firms, employees are often suspicious of it. 
Linda Fienberg of the National Association 
of Securities Dealers says the data do not 
support that view, and she is taking steps to 
build trust in the process. But filing a class- 
action suit was one way of avoiding the self- 
regulatory route. Both the nasp and New 
York Stock Exchange have recently changed 
their rules to allow individual employees to 
take discrimination complaints to the courts. 
A recent membership survey by the Fi- 
nancial Women’s Association—a group of 
well-paid female Wall Street workers— 
found that 93% thought that financial firms 
paid women less than men, and 60% felt that 
their sex had held back their career. Muriel 
Siebert, who in 1967 became the first woman 
toown a seat on the nyse and is now boss of 
an Internet stockbroker, says that things 
have got much better. When she started, she 
could not even eat in the same room as her 
male colleagues. Only a decade ago a group 
of female employees wrote to female stu- 
dents at Harvard Business School advising 
them to avoid Wall Street, as they would be 
discriminated against. But she points out 
that there is still not a single female presi- 
dent, chairman or chief executive of a big 
Wall Street firm. At all levels, progress has 
been slower in Wall Street's sales jobs. Some 
blame clients from America’s less-enlight- 
ened hinterland. As a frustrated Merrill bro- 
ker explains, “What a lot of them want most 
in a stockbroker is a man to play golf with.” 
Internet trading may put an end to that. 


E AEE A A NEE NEEE ENEE A ET d 


French banks 
Comédie 
française 


PARIS 


OTHE list of Anglo-Saxon business prac- 

tices infiltrating France, add the Broad- 
way tradition of the show that never closes. 
The three-way struggle to form France’s 
largest bank looks likely to chunter on all 
summer. The action began gently enough in 
early February, when two banks, Société Gé- 
nérale (SocGen) and Paribas, announced 
their intention to merge. A ripple of polite 
applause greeted their talk of high-tech retail 
banking and euro-wise asset management. 
But just as they were trotting towards a hap- 
py ending, a villain bounded on stage in the 
shape of Banque Nationale de Paris (snp). Its 
all-share offer for both SocGen and Paribas 
would create the world’s first bank to have $1 
trillion in assets. 

Much fine speechifying ensued as both 
sides tried to appeal to the American fund 
managers in the audience by whipping out 
competing sets of figures to demonstrate the 
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shareholder value inherent in 
their proposals. Off-stage, occa- 
sional rumblings were heard from 
the French government and regu- 
latory authorities. They were torn 
between enthusiasm at the pros- 
pect of an enormous national 
champion and distaste for so pub- 
lic a spectacle (which should have 
been confined to ministerial sa- 
lons). Now a fresh coup de théâtre 
by SocGen promises to postpone 
the final curtain, in theory due to 
descend when Bnp’s two offers 
close on June 29th. 

On June 14th SocGen in- 
creased its offer for Paribas by adding €75 
($77) to its original offer of five SocGen shares 
for every eight in Paribas. In part this was a 
pre-emptive gesture to draw attention away 
from the correctly predicted rejection on 
June 17th of SocGen’s legal appeal to have 
Bnp’s double bid ruled inadmissible. But it 
also poses a challenge to snp on the issue of 
who could find more synergies from the 
merger, since SocGen’s offer now looks bet- 
ter value. For Paribas shareholders that is 
great news; for SocGen’s maybe less so, 

Since the new offer does not alter the 
merger plans, the extra €1.5 billion that it will 
cost if Paribas shareholders accept it must 
come from existing savings. This means, in 
effect, that the new offer reallocates the 
spoils to be gained from savings and syner- 
gies in the new bank in favour of Paribas 
shareholders. While SocGen's move may put 
Paribas out of Bnpr’s reach, it will also make it- 
self more vulnerable to pnp. SocGen’s man- 
agement is gambling that with almost 35% of 
its shares in the loyal hands of its employees, 
depositors and friendly firms such as ccu, a 
British insurance giant, and Pernod-Ricard, 
BNP will not be able togain aclear majority. If 
so, regulators have the right, in the interest of 
maintaining order, to force it to return the 
shares it did win, 

So far BNP has maintained official si- 
lence. Its boosters scoff at the notion that itis 
in a tight spot—it still has time to raise either 
or both of its offers. They al- 
so argue that the rise in Soc- 
Gen’s and Paribas’ share 
prices after BNe’s offer prove 
the markets’ belief in the 
merits of its grander plan 
(see chart). Its targets reply 
that some of the moves in 
share prices reflect recovery 
in Asia, where they are more 
exposed than snp—indeed, 
it was the greater impact of 
the crisis that enabled snp 
to launch its bid. In any case, 
should snp come up with a 
response, that will start a 
new set of regulatory clocks 
ticking, putting the dénoue- 
ment off into July. 
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en oves 
er for Farba. 


While the main drama plays centre- 
stage, another big French bank is happy to 
remain a sideshow, having spent too longin 
the spotlight in the past. Crédit Lyonnais, 
into which the state has poured over FFri00 
billion ($16 billion) to save it from collapse, is 
at long last to be privatised, with a public of- 
fer that closes on June 28th. A core set of in- 
stitutional shareholders will take 33% of the 
capital, with another bank, Crédit Agricole, 
at the top of the list with 10%. Jean Peyrele- 
vade, chief executive of Crédit Lyonnais, 
who has steered the bank back into profit, 
professes himself wary of mergers for the 
next couple of years. But in the longer term, 
fusing with Crédit Agricole, which has a ru- 
ral base to complement Lyonnais’s more ur- 
ban network, would create a peer to rival 
whatever emerges from the Paribas battle. A 
third large grouping may grow out of the 
public sector, as the post office and the sav- 
ings banks rationalise and come together. 

Atleast one section of the audience is en- 
joying the action. The advertising industry 
and the financial press, whose pages have 
carried the banks’ strident appeals, are roll- 
ing in the aisles. In June alone the Financial 
Times has taken in £1m ($1.6m) and the Inter- 
national Herald Tribune €270,000 as the 
banks have lobbied their shareholders. The 
French business press will not reveal how 
much it has made. But it too would certainly 
like this one to run and run. 
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Better than Basle 


Nobody doubts the need to watch what banks—much the most dangerous 
kind of financial institution—get up to. But who should do the watching? 


T IS an amazing feat of marketing and 

public relations that banks have still not 
quite shed their image of sober respectabil- 
ity. Again and again in recent years, they 
have proved themselves a public menace. 
All over the world, if you see acute eco- 
nomic distress, the chances are that banks 
are implicated not merely as bystanders 
but as perpetrators. When you consider the 
incentives they face, itis little wonder. 

The main source of the problem, para- 
doxically, is the steps governments have 
taken to make their banking systems safer. 
Banks are inherently unstable, be- 
cause of the promise they make to 
redeem deposits at par on de- 
mand: this makes them suscepti- 
ble toruns. To maintain confidence 
and prevent runs, governments al- 
most everywhere underwrite the 
banks’ debts—that is, the money 
they borrow from their depos- 
itors—either explicitly (through de- 
posit insurance) or implicitly (by 
letting it be understood that banks 
will not be allowed to fail). This as- 
surance may be good news for de- 
positors but it is very bad news for 
everybody else. It makes banks 
greedy for risk. 

How so? The reason is simple. 
Once deposits are protected, de- 
positors have no reason to keep an 
eye on what banks are doing. If 
banks lend recklessly, it is tax- 
payers who are at financial risk, 
not depositors. However outlandish their 
lending policies, banks can raise money 
from depositors at a risk-free rate. The dif- 
ference between this risk-free rate and the 
rate that banks would have to pay if depos- 
its were uninsured is a subsidy from gov- 
ernments to banks: the riskier the lending, 
the bigger the subsidy. 

Consider what happens when a bank 
gets into trouble. It has an even greater in- 
centive to make very risky loans at high in- 
terest rates—to gamble on redemption, as 
the sober professionals put it. Shareholders 
cannot lose more than their equity: their 
losses are capped. On the reckless upside, 
however, there may be salvation. Very of- 
ten the gamble fails. Banking crises, usually 
associated with asset-price bubbles (be- 
cause that is where the risky lending goes), 
nearly always follow this pattern. The 
economy is left to suffer the consequences. 
Thank heavens, though, that whatever 
happens, those deposits are safe. 





Itis not too much of an exaggeration to 
say that deposit insurance is what makes 
bank regulation necessary. Plainly, how- 
ever, regulation has proved inadequate to 
the task. The proposed new Basle stan- 
dards acknowledge that the existing rules 
(announced in 1988) are too crude. Banks 
must maintain a minimum amount of 
capital (equity, mainly) in relation to their 
loans: the riskier the loans, the more capital 








they must have. The suggested revision 
adds two ideas to the same basic regime: in 
deciding how much capital is needed, 
make greater use of, first, credit-rating 
agencies’ measures of risk and, second, 
banks’ internal risk-management models. 
Neither of these ideas is without its dif- 
ficulties. A regulatory role for private credit 
ratings may be subject to Goodhart’s law: 
that “any observed statistical regularity 
will tend to collapse once pressure is 
placed on it for control purposes.” The 
agencies might become less reliable: the 
new demand for favourable ratings is like- 
ly to elicit a supply. It might be necessary 
next to regulate the rating agencies (per- 
haps by using information from the agen- 
cies that would spring up to rate the rating 
agencies). Regulating risk-management 
models is not easy either; nor is ensuring 
compliance with the models; and nor isde- 
vising penalties for non-compliance. The 
increasing sophistication that banks bring 





to “regulatory arbitrage” (repackaging their 
risks so as to evade capital requirements) 
puts the entire enterprise in doubt. 

At a conference of academics, bankers 
and officials in New York this week, a con- 
sensus emerged that the Basle approach is 
fundamentally flawed. Is there an alterna- 
tive? Indeed there is. It is to make markets 
rather than regulators carry more of the su- 
pervisory burden. That can be done in two 
ways: by narrowing the scope of deposit in- 
surance and by requiring banks to issue 
specific kinds of credibly uninsured debt. 

On the first, Harald Benink of Maas- 
tricht University and George Benston of 
Emory University told the conference that 
deposit guarantees should be explicitly 
confined to accounts paying a relatively 
low rate of interest, and that these insured 
deposits should be more than fully backed 
by safe liquid assets (such as trea- 
sury bills and commercial paper). 
This is a variant of the “narrow 
bank” model long favoured by 
many reformers. The difference is 
that it calls, in effect, for narrow 
banks within broad banks—so it 
does not demand a radical restruc- 
turing of the industry, with sepa- 
rately constituted narrow-banking 
firms. That makes it more feasible. 

The second element was 
championed by Charles Calomiris 
of Columbia University, who is a 
tireless advocate of a role for subor- 
dinated debt in bank regulation. 
The idea is straightforward. Oblige 
banks to issue a certain amount of 
debt (say 2% of their assets) that is 
junior to deposits. Why does this 
help? Because the incentives of 
subordinated-debt holders are 
closely aligned with those of the 
deposit-insurance fund (and hence of tax- 
payers). If the bank fails, the debt holders 
will lose money. Crucially, however, un- 
like the bank’s shareholders, these cred- 
itors have no interest in the upside poten- 
tial of a gamble for redemption: however 
that punt turns out, the most they can re- 
ceive is the value of their fixed claim. So the 
yield on this subordinated debt should re- 
flect the market’s assessment of the risks 
the bank is taking, Regulators could then 
cap this yield—in effect, obliging the bank 
to cap its risks, as judged not by regulators 
but by the market. 

The idea is not new. What is new is the 
support it seems to be gathering. On this 
occasion, Mr Calomiris met with at least 
guarded approval from nearly every quar- 
ter—most notably, from assorted Ameri- 
can officials. If this keeps up, people will 
start thinking that a radically different ap- 
proach to regulating banks may actually be 
possible, as well as merely desirable. 
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Midland Offshore Guaranteed Capital Investment Bonds Limited — 


“The new issue from Midland Offshore Guaranteed Capital The new Growth and Fixed Income options from Midland — 


Investment Bonds Limited offers you'a choice. 

You can earn up to 80%. growth after four years from returns 
linked to the Japanese stock market or up to 40% when 
linked to the European market - without any risk to your 
capital. Or, if you prefer the certainty of a fixed regular 
return and are prepared to take a degree of risk, you can 
enjoy a fixed income for the next four years of 

7% p.a. in US dollars or 6.75% p.a. in sterling. 
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SALE OF SHARES IN SOLOMON ISLANDS PLANTATION LIMITED 
Solomon Islands: Plantation Ltd.(SIPL) is a premier company; established in.1971on Guadalcanal, Solomon Islands. SIPL is a joint-venture 
of the Commonwealth Development Corporation, the Solomon Islands Government, and landowners, The current shareholding structure is 
as follows: kB 
Owners Shares % 


Commonwealth Development Corporation 68% 


Solomon Islands Government (through : 
Investment Corporation of Solomon Islands) 57> 30% 


Landowners : 2% 


Total l ' 100% 


‘The company operates an oil palm plantation on 6,300 hectares: (leasehold property) with an employment ‘of 1,800 employees. The 
principal products of the company are palm oil and palm kernels, marketed primarily to Europe with the exception of a limited quantity of 
palm kernels sold to Singapore. : 


SIPL is a viable enterprise with total sales of about $1$98 million (1998) approx. US$1 = $194.8]. The company has declared dividends 
annually since 1995 and is expected to continue doing so in the future, ; 


The Government is offering to sell 25% of the total equity in SIPL (retaining 5%). 
All expressions of interest are expected to sign a confidential undertaking to perform their own due diligence. 


Interested buyers may contact either of the following: 


Manager, Privatisation Unit, Ministry of Finance i R General Manager, Investment Corporation of Solomon Islands 
P.O. Box 26, Honiara, SOLOMON ISLANDS O P.O. Box 570, Honiara, SOLOMON ISLANDS, 
“Telephone: (677) 20584/20693 Facsimile: (677) 20591 Telephone: (677) 22511 Facsimile: (677) 21263 


MAJOR PORT AND TERMINAL OPPORTUNITY 
FOR PETROLEUM PRODUCTS IN INDIA 





An international consortium is building an all-weather port with terminal facilities on the 
west coast of India. 


This new port will offer non-congested, efficient handling of up to 4 million tonnes per year 
of petroleum products and/or chemicals. The jetty is designed for up to 75,000 DWT 
tankers. The terminal site is ideally connected to existing national inland infrastructure. 


Our clients are interested in leasing all or parts of this capacity. The port configuration can 
be adapted to meet the needs of suitable parties. 


Interested parties should contact 


Alan Moore at 

Chescor Capital Limited, 

11 Suffolk Street, London, SW1Y 4HG, England ee 

Tel: +44 171 839 4121 Fax: +44 171 839 3404 el CHESCOR CAPITAL 


Email: alanm@chescor.com oio Chestor Capital Limited is regulated by the SEA 















SCIENCE AND TECHNOLOGY 


Twinkle, twinkle, giant planet 


FLAGSTAFF, ARIZONA 


Recent discoveries have blurred the distinction between little stars and big 
planets. How can astronomers tell them apart? 


LAME it on the Greeks. It was they, after 

all, who decided to call the celestial bod- 
ies that move from night to night planetes, or 
wanderers. As astronomical knowledge ad- 
vanced, it became clear that the planets are, 
indeed, different from the stars. Planets are 
smaller and lighter. Nor do they shine of 
their own accord; rather, they reflect light 
from the star around which they orbit. 

Itsounds simple enough. Yet planethood 
isa surprisingly fuzzy category. At the bot- 
tom end of the scale, there is confusion 
over the difference between planets 
and such smaller bodies as aste- 
roids and cometary nuclei-—as 
demonstrated by the recent 
fuss over the planetary sta- 
tus of Pluto. At the top end, 
the. picture is also murky. 
‘The discovery of giant plan- 
ets in orbit around other 
stars and ofan abundance of 
small, cool “dwarf” stars of 
about the same mass, has 
meant an overlap between the 
previously separate fields of plane- 
tary and stellar astronomy. 

Indeed, at a conference called “From Gi- 
ant Planets to Cool Stars”, held earlier this 
month in Flagstaff, Arizona, there were lots 
of examples of interdisciplinary cross-polli- 
ation. Planet hunters have to know about 
the behaviour of stars if they are to be sure 
that wobbles in their light are genuinely 
zaused by unseen planets. Those interested 
[n understanding small, cool stars are basing 
*heir theories on the behaviour of such giant 
planets as Jupiter. In the past few weeks, as- 
sronomers have even uncovered a “missing 
dnk” between stars and planets, with thedis- 
covery of a new type of small, cool star only 
slightly heavier than the largest known plan- 
ots. Which raises a question: does itstill make 
sense todistinguish between the twoat all? 


Really cool, man 

Thediscovery that poses this question arose 
rom the Sloan Digital Sky Survey (spss), a 
Sroject that involves a robot telescope me- 
shodically scanning the skies a small area ata 
time, recording digital images as it goes. A 
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few weeks ago, in the course of analysing 
some spss images, Michael Strauss and Xiao- 
hui Fan of Princeton University came upon 
an unusual object. Subsequent observations 
with an infra-red telescope, which can see 
things that are too cool to shine with visible 
light, showed that it was a very faint star—so 
faint that it is off the bottom of astronomers’ 
scale of stellar classification. 

This is surprising, because that scale has 















just been extended. It used to run from the 
hottest, largest category of stars, the o-class 
(up to a hundred times the mass of the sun), 
down through s, A, r, G (sun-type) and K 
classes and then to the coolest, faintest M- 
class stars. (Astronomers, who are mostly 
men, remember the structure of this class 
systern using the mnemonic “Oh, be a fine 
girl, kiss me”.) But a paper by Davy Kirkpa- 
trick and his colleagues at the California In- 
stitute of Technology, which is about to be 
published in the Astrophysical Journal, de- 
fines a new -class for stars that are just too 
cool for the m-class. 


Such stars are so small and light—less 
than a twelfth of the mass of the sun, or 
about 70 times the mass of Jupiter (m,)}—that 
there is insufficient gravitational pressure at 
their cores to fuse hydrogen into helium, the 
basic thermonuclear process that causes 
stars to shine. The idea that such “brown 
dwarf” stars might exist was originally pro- 
posed in 1963, but the first definite example 
was not found until 1995. Since then, dozens 
more have been discovered, which is why a 
new L-class has been created. 

Besides its temperature, the light coming 
from a star can also tell astronomers a lot 
about its chemical composition. And the 
spectrum of the newly discovered object un- 
earthed by the spss shows signs of some- 
thing that is not found in L-class stars~-me- 
thane. For that substance to exist in it a star 
must be even cooler than L-class, otherwise 
the methane molecules would be shaken 
apart by the heat. 

This means there is a good case for 
yet another new category of star—for 
which Dr Kirkpatrick has pro- 
. posed the letter t. The case has 
been bolstered by the subse- 
quent discovery of a further 
five of these so-called “me- 
r thane dwarfs”, one by the 
spss and the other four by 
the Two Micron All Sky Sur- 
vey, another automated sky- 
F mapping operation. Methane 
dwarfs are even smaller than L- 
class: brown dwarfs; some can be as 
light as 13M, 
This means they are extremely close to 
planetary territory. Several monster planets 
have been discovered by looking for the 
wobbles in a star's spectrum caused by a 
planet's to-and-fro tugging of its parent. The 
planet in orbit around the star 70 Virginis, for 
example, is thought to be at least Mp 

In other words, the gap between the 
heaviest-known planets and the smallest 
stars hasall butclosed. Indeed, from a purely 
spectroscopic point of view, there is, in ef- 
fect, now a continuum. Dr Kirkpatrick 
points out that the spectrum (and thus the 
chemical composition) of a methane dwarf 
is very similar to thatof Jupiter. He has even 
proposed the definition of yet another spec- 
tralclass, beyond and, that would encom- 
pass gassy giant planets. This would mean 
classifying Jupiter as a y-class star, at least 
from a spectroscopic point of view. Some as- 
tronomers think that would be silly. But if 
stars and planets really are different, where 
should the line between the two be drawn? 

The definition favoured by most astron- 
omers depends on the ways in which the two 
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are formed. Stars are the result of the gravita- 
tional collapse of huge clouds of gas and 
dust, whereas planets are thought to evolve 
by the accretion of the material left over 
from such collapses, which forms a rotating 
disc around the newly created star. In theory, 
this should provide a clear distinction bet- 
ween stars and planets. The problem is that 
brown dwarfs have been discovered orbit- 
ing other stars, and it is thought that planets 
can sometimes be ejected from their natal 
solar systems as a result of gravitational in- 
teractions, and may thus be found drifting in 
space. So it is not possible to tell, having de- 
tected an object, whether it was formed by 
gravitational collapse or accretion. 

This could change once future planet- 
hunting instruments have provided the first 
images of planets around other stars. So far, 
no such planets have been observed direct- 
ly, so it has not been possible to measure 
their spectra. But some theorists believe that 
when itis possible, they will be able to deter- 
mine how a particular object formed by 
comparing its spectrum with that of its par- 
ent star todetermine the relative proportions 
of heavy elements in the two bodies. 

Small stars that formed by gravitational 
collapse, the theory goes, will have a similar 
make-up to their parent stars, since they 
both emerged from the same cloud. Planets, 
on the other hand, will be richer in heavy ele- 
ments than the star they orbit, since there 
were fewer light elements left over by the 
time they formed. 

Such distinctions might sound esoteric, 
but they are not. Besides requiring astrono- 
mers to dream up a new mnemonic for their 
stellar classification, the existence of a grey 
area between stars and planets reveals the 
extent to which the processes of planetary 
and stellar formation are still a mystery. 
Non-astronomers may not care much about 
the fine distinctions between stars and gas- 
giants, but understanding their origins will 
help explain how small, rocky planets come 
into existence~and how commonplace 
such earth-like planets are likely to be. 


Chimpanzee behaviour 


Culture club 


66 A PEING” isa pejorative word. Humans, 
it implies, prefer originality to mere 
copying. Yet all of human culture is based on 
such copying—even if the copier goes on to 
add a few improvements thatare, in turn, co- 
pied by others. So the question of whether 
apes really do ape each other, and therefore 
whether they enjoy systems of behaviour 
that can be transmitted non-genetically 
across the generations, is an interesting one. 
If they do, then apes, like people, could be 

said to have true cultures. 
It has been recognised for decades that 
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This is how you do it, kid 


several species of animal other than man 
can pass around individual behaviour pat- 
terns in this way. Songbirds, for example, 
teach their young what to sing—and can 
even develop regional dialects. Several 
groups of primates, too, share behaviour 
patterns that members have taught each oth- 
er. But diehards have refused to recognise 
these examples as the equivalent of human 
culture, and have demanded more evidence 
to support the idea that there are genuine 
non-human cultures, too. 

In this week’s Nature, a group of zoolo- 
gists led by Andrew Whiten of the Universi- 
ty of St Andrews in Scotland and Christophe 
Boesch of the Max Planck Institute for Evolu- 
tionary Anthropology in Leipzig, Germany, 
have provided that evidence. They have syn- 
thesised the results from seven chimpanzee- 
research centres scattered across Africa, and 
shown. that chimps can, indeed, do more 
than just pass on the odd behaviour pattern 
here and there. Individual groups of chimps 
exhibit behavioural “complexes” that are 
recognisably. different from those of other 
groups, yet seem to have noconnection with 
environmental or genetic differences bet- 
ween the groups. If that is not culture, itis dif- 
ficult to think what is. 

The problem that confronted Dr Whiten 
and Dr Boesch was how to disentangle 
which of chimpanzees’ many behaviour 
patterns are genetically instinctive, which 
are learnt by individuals in isolation (and so 
are not cultural, because not copied from 
others) and which are culturally transmitted 
(by animals copying one another). They 
solved it by standardising the reports from 
the research centres, and paying as much at- 
tention to what the animals in each place did 
not do as to what they did. 

First, they drew up a list of behaviours 
that had been seen in at least one of the sites, 
and which looked as though they might be 
cultural (using a chewed-up leaf as a sponge, 
scooping up algae with a twig, or “fishing” 





for termites, for example). Then they got re 
searchers at each site to classify the beha 
viour into one of six categories, according t 
what was appropriate for their site. Broadly 
these categories covered how widespread : 
particular behaviour pattern was if it wa: 
present at a site, and possible reasons fo 
why it was not there if it was absent. 

Behaviour patterns found at all site 
were deemed as likely to be genetic as cultur 
al (leaf-sponging turned out to be in this cate 
gory), as were those whose absence was dur 
to some environmental factor (fishing alga 
out of ponds is impossible where there arı 
no algae to fish). Nor were behaviour pat 
terns that did not appear to be sporadic (dig 
ging for termites, rather than using a stick te 
fish for them) classified as cultural. The: 
could just as well have been the result of in 
dividual invention, as of copying. 

That still left 39 behaviour patterns tha 
werecommon at some sites and absent fron 
others. Termite fishing with twigs and thi 
mid-ribs of leaves were two. So were break 
ing nuts open with a hammer (which couk 
be done in four different ways, each with it 
own pattern of occurrence among the sites} 
and picking marrow out of the bones o 
hunted animals using a tool. Nor does chim 
panzee culture revolve solely around food 
Some chimps have developed fly whisks it 
the form of leaves. Others have learnt how te 
tickle themselves. And there is even a beha 
viour pattern the researchers refer to as “rair 
dance”, though it takes place in response t 
rain, rather than as a way of conjuring it up. 

The idea that these and some 30 other be 
haviour patterns are cultural rather than ge 
netic was supported by the fact that particu 
lar sub-species (which differ from on 
another genetically) are not associated witl 
particular behaviours. Indeed, abrupt cul 
tural transitions often occur in the middle o 
sub-specific homelands. Short of developin: 
language (and there are a few researcher 
who believe that chimps can also manag: 
that), it is hard to see what more man’s clos 
est relatives could possibly be required to dk 
to be admitted to the culture club. 


ionic solvents 


A working 
solution? 


ESIDES being a substance that could turr 

lead into gold and confer eternal life, thi 
philosophers’ stone that the alchemist: 
sought had a third improbable incarna 
tion—a universal solvent. Modern chemistry 
is less ambitious, but only slightly so. Chem 
ical reactions take place far more easily in so 
lution because the molecules that are sup 
posed to react together can mix and comi 
into contact. It therefore galls chemists tha 
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many substances are so hard to dissolve, 
meaning that whole swathes of potentially 
useful.reactions are difficult or impossible to 
carry out. What is needed are better solvents. 

Ken Seddon, a researcher at Queen's 
University, Belfast, thinks he has the answer. 
For almost two decades, he and his col- 
leagues have been working on an obscure 
group of liquids called ionic solvents. Their 
properties, according to Dr Seddon, make 
them even better than the alchemists’ uni- 
versal ideal: not only do they dissolve desir- 
able things, but they can be designed to leave 
the glass and steel of containers strictly 
alone. Until recently, Dr Seddon’s was a 
voice crying in the wilderness. But the past 
few months have seen some serious indus- 
trial interest in developing his ideas, with a 
consortium of companies—including such 
big names as SmithKline Beecham, Merck, 
DuPont, Exxon and British Nuclear Fuels— 
coming together to provide backing for the 
commercialisation of his project. 

Broadly speaking, chemists recognise 
two classes of compound—ionic and cova- 
lent. Most solvents (water, alcohol, benzene, 
acetone and so on) are covalent. This means 
they are made of molecules that have no 
overall electric charge. By contrast, the con- 
stituent molecules of ionic substances 
(known, not surprisingly, as ions) are electri- 
cally charged—-some positively and some 
negatively. Since unlike charges attract, mix- 
tures of positive and negative ions tend to 
stick together. Indeed, the attraction is so 
strong that most familiar ionic substances, 
such as common salt, are solids with quite 
high melting points. 

However, by making something out of 
ions that are bulky and asymmetrical (they 
have names such as 1-butyl-3-methylimida- 
zolium and hexafluorophosphate, which 
are as complicated as the ions they repre- 
sent), the attractive electrical forces can be 
kept so far apart that the resulting substance 
is a liquid at room temperature. These forces 
can then be applied to the business of at- 
tracting other molecules—in other words, to 
dissolving them. Pick the right combination 
of ions to make your solvent and it is possi- 
ble to dissolve coal, a wide range of plastics, 
many metals and even some rocks. 

Working out all the industrial ramifica- 
tions of such novel solutions will take some 
time—which is one reason that rival chem- 
ical companies are willing to bury their dif- 
ferences to back Dr Seddon. But ionic sol- 
vents should find some immediate uses in 
2xisting processes. In the past year, for exam- 
ple, Dr Seddon and Tom Welton, achemist at 
imperial College London, have shown that 
one of the most important and difficult pro- 
cesses in industrial organic chemistry, the 
Diels-Alder reaction (which links carbon 
atoms together and thus allows big mole- 
cules to be assembled) can work better in 
onic than in conventional solvents. More- 
oer, with the right choice of solvent, the 
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Non-dribbling glasses 


VEN so rational a subject as science has 

its myths, And like the more tradition- 
al sort, scientific myths are often used to il- 
lustrate a general truth. One myth which 
weaves its way from textbook to textbook 
is that the reason the glass in old windows 
(especially medieval church windows) is 
thicker at the bottom than at the top is be- 
cause glass—despite its apparent solidi- 
ty—is actually a liquid. Given enough 
time, therefore, it will flow from the top of 
a window pane to the bottom, accumulat- 
ing there as a perceptible bulge. 

In the abstruse world of physics, glass 
is indeed classified as a liquid (albeit a su- 
percooled and therefore not very mobile 
one). The myth of the ancient window 
pane has therefore been thought of as a 








products of the reaction simply float to the 
top, where they can be skimmed off, rather 
than having to be distilled out as conven- 
tional chemistry would require. 

Meanwhile, researchers at the French 
Petroleum Institute have found that they can 
perform another industrially important re- 
action—linking small molecules called ole- 
fins together—more cheaply in ionic sol- 
vents than in conventional ones, This is 
because the ionic reaction uses less of the ex- 
pensive catalyst involved. As a result of this 
discovery they have built a pilot plant to 
manufacture the “plasticiser” molecules 
that are used to turn brittle plastics such as 
pvc into malleable materials. And, pursuing 
this idea to its logical conclusion, Elementis 
Specialties, a British company, has gone one 
step further—designing ionic solvents that 
themselves act as catalysts. 

How widely deployable ionic solvents 
will prove to be in practice remains to be 
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| 
| 
good way to show students that the every- | 
day meaning of the word “liquid” is not | 
completely subverted by thinking of glass | 
as a liquid too. 
Putting the myth to the test, several re- | 
searchers have recently made a stab at cal- | 
culating how fast glass actually flows. Un- 
fortunately for the textbooks, the latest | 
estimate, made by Yvonne Stokes of the l 
University of Adelaide, and which willbe | 
reported in the Proceedings of the Royal | 
Society next month, is that it would take | 
over 10m years for a window pane to flow | 
perceptibly. | 
Dr Stokes’s calculations, which use the | 
equations of fluid dynamics, also show | 
that a thickening at the bottom of a pane | 
of glass would not result in a thinning atits | 
top, as might naively beex- | 
pected. Rather, the flow of | 
glass would cause a reduc- | 
tion in the overall height of | 
the pane. Even a 5% thick- | 
ening at the bottom of a | 
window a metre high | 
would result in a shrinkage | 
of the window’s height by 
about a centimetre. In oth- 
er words, if the original 
myth were correct, old 
windows would have gap- 
ing holes in them, | 
That does, however, | 
leave the question of what 
the real reason is that the | 
glass in old windows tends | 
to be thicker at the bottom | 
thanat the top. Perhapsitis | 
just that medieval glaziers | 
preferred it that way. 





seen. They are, as might be expected from 
such complex molecules, not cheap com- 
pared with ordinary solvents. On the other 
hand they are eminently recyclable, mean- 
ing that they should not have to be replaced 
that often (which might also endear them to 
environmentalists,as discarded convention- 
al solvents can be serious pollutants). That is 
because, as in the case of the Diels-Alder re- 
action, itis usually possible to design an ionic 
solvent that dissolves the reactants easily but 
is reluctant to give house room to the resul- 
tant product. Sometimes it just floats to the 
top; and if that does not work, as Joan Bren- 
necke of the University of Notre Dame in In- 
diana recently discovered, a draught of pres- 
surised carbon dioxide can be used to force it 
out. So, although this version of the philoso- 
phers’ stone may not actually turn base met- 
als into gold, it could yet end up, metaphor- 
ically, making some. 
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Showing what 





buildings can be 


For a foreign-born woman, Zaha Hadid, at 48, has built a big reputation in a 
male-dominated profession. She has also begun to build some big buildings 


AHA HADID is one of those large and 

striking personalities who arrives in a 
room before she is there. As an architect she 
also arrived somewhere near the top of her 
profession before she had really built any- 
thing beyond a celebrated small fire station 
for a modern furniture factory in Germany. 
Yet those long years as an also-ran in interna- 
tional competitions, when she had toendure 
the gibe of “computer architect”, seem to be 
over now that big commissions are catching 
up with her reputation. She is designing art 
museums in Cincinnati and Rome, as well as 
the “Mind” zone for the Millennium Dome 
in London’s Greenwich, To her many enthu- 
siasts, the only strangeness is that it has all 
taken so long: Ms Hadid, they will tell you, is 
a path-breaking architect who handles 
building spaces with a breath- 
taking freedom in totally new ways. 

You get no hint of that originality from 
the outside of her modest London office on 
the boy’s side of an old redbrick primary 
school in Farringdon. Within are her black- 
clad assistants at their screens, dozens of 
books on the early heroes of architectural 
modernism and lots of sculpture-like mod- 
els in white card or perspex. The office noise 
changes as she enters. Questions are asked; 
orders given. The eager young staff jump to. 
They seem used to her imperious ways, But 
they call her “Zaha” and are obviously 
thrilled to be part of such an exciting archi- 
tectural quest. “She was too far ahead,” one 
of them explains, “but now it's her time.” 

If that sounds a touch breathless, recall 
for a moment the Cardiff fiasco. Five years 
ago she won a competition for a new opera 
nouse in the Welsh capital. The Welsh Na- 
donal Opera, whose theatre this was to be, is 
me of the most innovative companies in 
the land, and Ms Hadid provided a daz- 
ding new structure to match. Her 
winning design, which survived 
1 reappraisal panel, called for 
im inviting glass courtyard 
around an auditorium with- 
n. It looked on paper angular 
ind. explosive—to the casual 
lance aggressive even. Critics 
lerided it for disregarding the city 
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and its traditions. Yet they did not look very 
hard. Her building said both that “Opera’s 
special: this isn’t a chip shop” and “See for 
yourself: walk in off the street.” No matter. 
Ms Hadid’s design fell foul of local hostility,a 
withdrawal of National Lottery money and 
the dogged fondness of the Prince of Wales, 
Britain’s heir to the throne, for the mock- 
antique. Instead of a contemporary classic, 
Cardiff Bay got a forgettable mediocrity. 

Ms Hadid is used to this sort of disap- 
pointment. “We were schnitzeled,” she says 
of a later rebuff with the confident air of one 
who believes she is right and who knows 
whom to blame. She is not always easy to fol- 
low—particularly when explaining her ar- 
chitectural ideas—-but in everything she says 
there is a weight of conviction and serious- 


ness. “Too way out”, “too like painting”, “too 


obscure”: many complaints have been made 
of her work, but “light” or “frivolous”, never. 
































She knows what she wants and is reluctant 
to compromise. Obstinacy is not unusual in 
good architects: as weak members of the 
building foursome that includes also client, 
planner and engineer, they need a strong ego 
anda clear vision. How much truer thatis for 
a Baghdad-born woman. 

You can list the noted women architects 
of the past century in America or Europe 
without reaching double figures. Most of 
them have chosen one or other of two sorts 
of professional shelter. Either they have 
worked with a male architect—as did, for ex- 
ample, Julia Morgan, the designer of Hearst 
Castle in California, who toiled in the shad- 
ow of an eclectic San Franciscan, Bernard 
Maybeck; Alison Smithson, who with her 
husband Peter designed The Economist 
Building in London; or Elizabeth Plater- 
Zyberk, part of a more recent husband-wife 
team that did Seaside, a controversial “retro” 
beach community in Florida. Alternatively, 
women architects have concentrated on in- 
teriors, such as Eileen Grey in the 19208, who 
also designed furniture, or Gae Aulenti, an 
Italian, who decorated the Pompidou Centre 
in Paris and fitted out the old Orsay station 
there as an early-modern art museum. 

Ms Hadid, by contrast, runs her own 
firm and takes on the big boys in tough inter- 
national competitions. She does not disdain 
furniture and interiors—she has done both— 
and her transformation of the 
often awkward spaces of Lon- 
don’s Hayward Gallery for an 
art-and-fashion show, “Ad- 
dressing the Century”, won 
raves in 1998 from even her har- 
shest critics. With less ambition 
and a smaller ego, she might 
well have gone into partner- 
ship with some established ar- 
chitect or stuck to the quieter 
path of interior design. But 
safety and submission, you 
feel, are simply not her thing. 

While not making a meal of 
her womanhood, Ms Hadid is 
clear-eyed about the obstacles 
to working in a “male-domin- 
ated profession”: long hours, 
patronisation and the need to 
be “obsessive” in your work. 
“Its much harder for a woman,” she says, 
“especially if she wants a family.” When 

asked if she ever did, her stock answer is 
that the question never came up, as if to 
say that architecture for her really is all- 
engrossing. 
Neither does she make a big thing 
about Baghdad, where she was born in 1950. 
At first she seems reluctant to talk about her 
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background, sensing possibly that the very 
word “Iraqi” evokes peasants or cartoon vil- 
lains even in sophisticated western minds. 
Yet the Baghdad of her girlhood was an excit- 
ing, forward-looking place with a large, inter- 
national-minded middle class. 

She recalls architectural models in the 
family drawing room and she remembers 
her excitement at seeing world-class modern 
buildings for the first time: Walter Gropius 
had designed a university building there and 
Le Corbusier a sports stadium. Her father, a 
businessman who had studied at the Lon- 
don School of Economics in the 19308, was a 
democratic politician and member of that 
first post-war generation of Iraqi reformers 
who were sidelined by the brutal revolution 
of 1958 and not seriously disturbed thereaf- 
ter. As a girl, Ms Hadid explains with a laugh, 
she went to a convent school, though her 
family is Muslim. Hers anyway is a cosmo- 
politan métier, in which the pigeon-holes of 
creed and nation mean little. She feels at ease 
in her adopted country, saying gently: 
“We're not exiles.” 


The limits of theory 

Ms Hadid’s reputation as a theoretical zealot 
dates from her time at the Architectural As- 
sociation, the forcing house of many of Bri- 
tain’s best post-war architects. She got there 
in the politicised early 1970s when, by her ac- 
count, students had almost to threaten strike 
action in order to get classes in basic design. 
On graduating, amid a building bust on both 
sides of the Atlantic, she did write a lot for ar- 
chitectural journals in London and New 


York, earning herself the unhelpful label of 


“deconstructionist”. A better introduction to 
her work are her drawings, the most impor- 
tant of which can be found in a 1998 book, 
“Zaha Hadid: The Complete Buildings and 
Projects” (Thames and Hudson; £16.95). 

As you flip through at first, you may well 
find that these do not look like buildings at 
all. But if you let the imagination play for a 
bit, they begin to make structural sense, 
much as the daring sketches of El Lissitsky, 
Antonio Sant'Elia or Erich Mendelsohn did 
early in the century, despite the claim that 
such baffling visions could never be built. 

Almost all Ms Hadid’s work shows a 
zestful disregard for conventional shapes 
and traditional angles. The blades or wedges 
of concrete that form the walls and ceiling of 
the Vitra fire station at Weil am Rhein in Ger- 
many slant and jut in disconcerting new di- 
rections. In design after design certain motifs 
reappear: angular forms, asymmetric plans, 
transparent verticals and floating, ribbon- 
like horizontals. Always there is a strong 
sense of dynamism in her spaces: it is easy to 
think of them as in movement or of yourself 
moving through them. Restfulness is proba- 
bly the last thing you will imagine. 

Ms Hadid likes to talk of her city projects 
as rising from an “urban carpet”, by which 
she means that she wants her buildings to be 
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Cheaper than the pictures 





MUSEUMS the 
world over are 
charging more 








not only for 
blockbuster shows but for 
general admission. Despite 
these rises, crowds of art 
lovers, by all accounts, 
keep coming. Are more in- 
creases on the way? Mu- 
seums may have under- 
played what the traffic will 
bear. If you glance at the ta- 
ble, you will see that it is 
still cheaper in many cities 
to look at paintings than to 














go to the pictures. l 














an easy extension of the city street. Asked to 
name successful pieces of modern urban- 
ism, she comes up first, rather surprisingly, 
with New York’s Rockefeller Centre: though 
stylistically moresolid than daring, thiscom- 
plex of offices and public spaces unified site 
and street in ways that are still working more 
than 50 years on. 

That difficult trick is what Ms Hadid is 
hoping to pull off with her design for Cincin- 
nati’s Contemporary Art Centre on a corner 
site at a busy downtown intersection. This is 
to be a nine- or ten-level museum (rising five 
storeys above ground) enclosing 74,000 
square feet and costing just short of $30m. Its 
hallmarks are the openings and ramps that 
seem to pull the street into the building, then 
twist into walls and finally blend into interi- 
or staircases. 

The shock of the new takes a different 
form in Rome. Any modern commission 
there is bound to startle if only because, 
within the city’s core, almost every stone is 
listed and new buildings of any sort are so 
rare. Ms Hadid’s commission is for an $80m 
modern art museum—the city’s first if you 
exclude the dreary Paul VI collection of 20th- 
century religious art in the Vatican. It is to be 
built on the site of an army barracks on flat 
land enclosed by a bend in the Tiber across 
from the 1960 Olympics complex (designed 
by Pier Luigi Nervi) and not far from a new 
auditorium (by Renzo Piano). Ms Hadid is 
proud to have won, not only as a foreigner, 
but as the best of 16 finalists from across the 
world, including a friend and fellow path- 
breaker, Rem Koolhaas. 

Her Roman design, necessarily low be- 
cause of height restrictions, flows over and 
around the existing buildings on the site in 
long, sinuous strips. Once completed in five 
years or so—the Roman planning gods are 
more than usually mischievous—it prom- 
ises to brighten one of the city’s forgotten 
quarters and to consolidate Ms Hadid's 


growing reputation. 

If she were not a woman in a man’s pro- 
fession, would Ms Hadid stand out so much 
and win so much praise? Sir Denys Lasdun 
one of the old lions of modern British archi 
tecture, who designed London’s riverside 
National Theatre, has no doubt. “She’s bro 
ken the mould,” he says enthusiastically 
“and made us look at space in new ways.’ 
Other architects, less impressed, point ow 
that intersecting planes have been arounc 
for some time and that radical things can al 
so be done, for example, with the curve, tha 
Ms Hadid tends to neglect. 

Ms Hadid is often likened to Daniel Li 
beskind, the designer of the much-praisec 
Jewish Museum in Berlin, a broken zig-zaj 
structure expressing a tragic history. Superfi 
cially, they are alike. Both seem drawn t 
twisting asymmetries and off-kilter angle: 
with almost mannerist intensity. Yet whih 
Mr Libeskind, you feel, treats the regularitie 
of more conventional architecture as almos 
a form of wickedness—a denial of life’s hor 
rors and complexities--Ms Hadid treat 
them more serenely as uncalled-for limita 
tions on the shapes buildings are now free t 
adopt. And here lies a second difference: M 
Libeskind’s buildings tend to want to sa 
something, often in a literal way, whereas M 
Hadid’s aim for a purer sort of architecture. 

Ms Hadid belongs to the exuberan 
school that treats structure as stricture anc 
that wants to encourage people, through th 
strange geometries of their buildings, t 
imagine new possibilities of every kinc 
Whatever you think of the theory, the result 
in her hands are surely liberating. Will lesse 
architects have the talent and the vision t 
succeed with her intentionally disconcertin 
approach? You can welcome Ms Hadid’s ex 
citing new architecture while worryin 
about future imitators—a compliment, in it 
way, to her originality. 
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Museum architecture 





Bringing Texas up to date 


AUSTIN, FORT WORTH AND HOUSTON 


Fok important new museums are being 
built in Texas, with a fifth under consider- 
ation as newly rich Texans sign up some of 
the world’s best architects in a quest for a 
whole new generation of visionary build- 
ings in which to house their (often signifi- 
cant) art collections. Why Texas, why now? 

Money is available in a way it was not ten 
years ago, when the state’s banks were foun- 
dering and consolidating. The stockmarket 
has greatly enriched many private philan- 
thropic foundations, and the property mar- 
ket has boomed as well. In Dallas, Renzo Pi- 
ano, an Italian architect, is being considered 
for a project to house a significant private 
sculpture collection which is owned, no sur- 
prise, by a property billionaire. 

In Austin, a new generation of high-tech 
billionaires has struck oil in the information 
industries—computers, microchips, and 
software—that grew up around the Univer- 
sity of Texas. Many of these Dell-ionaires 
(named after Michael Dell who founded 
Dell Computers) are helping pay for the Aus- 
tin Museum of Art. Houston is the largest 
port for goods bound for Mexico and anoth- 
er significant pocket of Texan wealth is the 
NAFTA-naires, beneficiaries of the North 
American Free Trade Agreement. Trade and 
information technology, clearly, are Texas’s 
new oil. Those who have been most success- 
ful now want to endow the communities 
that nurtured them, and collecting the archi- 
tectof the moment seems to be just as impor- 
tant as scooping up that sought-after Renoir 
or Picasso. 

The Museum of Modern Art in Fort 
Worth, Texas, is one of America’s most close- 
ly watched current museum projects. New 
designs by Tadao Ando, a Japanese architect 
known for his calm, classically modern 
structures, are always awaited with keen in- 
terest and subjected to intense scrutiny; 
more so the new Fort Worth museum be- 
cause itis his first project in America. 

The new buildings are three gallery pa- 
vilions sited on almost n acres of parkland. 
Simultaneously massive and weightless, the 
structures seem to float above a shallow re- 
flecting pond. The galleries will be situated 
within walls of painted, waxed concrete (one 
of Mr Ando’s favourite materials) and enve- 
loped in glass, through which visitors can 
view the site’s landscaped grounds and re- 
flecting pond. Deep roof overhangs will 
shade the walls. Like everything Mr Ando 
designs, this project invites meditation and 
contemplation. 

The new buildings face the Kimbell Art 
Museum, the finest post-war building in Tex- 
as, and the building against which any new 
architecture in the state will be measured in 
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the current museum-athon. Although the 
museum was established in the 1960s, itnev- 
er established its true identity until its build- 
ing, designed by Louis Kahn, was opened in 
1972. The Kimbell—a spare, elegant, func- 
tional structure—is a triumph of late mod- 
ernism. In 1972, Texas was a region with far 
less experience of modern architecture than 
other parts of America; Kahn’s building 
helped to change that, as did two buildings 
Renzo Piano designed for the Menil Collec- 
tion in 1986 and 1995. 

No ubiquitous Texas style has emerged 
from their efforts. If anything, the state is a 
proving ground, a lab for several respected 
firms; light seems to be the element that ar- 
chitects want most to incorporate. Land- 
scape, reflected in building materials, runs a 





Ando’s vision 





MOREOVER 
fortune made before the first world war. It is 
not, however, unoriginal, The four-level 
building, which is full of natural light, defies 
the stereotypes of loudness and largeness, 
mini-malls and maxi-towers that have 
dogged Texas for a century. 

Two new museums in Austin, designed 
by two of the world’s most sought-after 
firms, will also turn heads. The Blanton Mu- 
seum of Art at the University of Texas has 
hired Herzog & de Meuron of Basle to design 
its new home. These Swiss minimalists made 
their mark in America last year with the 
Dominus winery in Yountville, California. 
The walls of stone enclosed in wire mesh fil- 
ter in natural light—at night, light from inside 
shines out through the basalt rocks. 

In Texas, for their first American mu- 
seum, the “Calvinists,” as their critics call 
them, already have their eyes on local mate- 
rials, ranging from stone to ceramic tiles and 
adobe. Disgusted by the glass and steel hulks 
that glare in the sun most of the day in Dallas 
and Houston, Jacques Herzog envisions a 














close second. Mr Ando calls light “an impor- 
tant controlling factor,” and adds: “I create 
enclosed spaces mainly by means of thick 
concrete walls. The primary reason is to cre- 
ate a space for the individual, a zone for one- 
self within society. When the external factors 
of a city’s environment require the wall to be 
without openings, the interior must be espe- 
cially full and satisfying.” 

Mr Ando’s approach is shared by Rafael 
Moneo, a Spanish architect, who designed 
the Audrey Jones Beck Building for the 
Houston Museum of Fine Arts. Mr Moneo, 
who has already built some notable mu- 
seums in Madrid, Merida and Stockholm, 
was last year awarded the Pritzker award, ar- 
chitecture’s Nobel prize. His new building, 
which willdouble the exhibition space of the 
Houston mra when it opens in March 2000, 
is a conservative creation; more practical 
than revolutionary. But then the museum 
wants to be seen as encyclopedic and it is fi- 
nanced by what Texans call “old money,” a 





museum that visitors approach on foot-- 
heresy in a kingdom ruled by cars and air- 
conditioning—with an open-air walkway 
that bisects the building. The Austin Art Mu- 
seum represents a rare opportunity for Ri- 
chard Gluckman of the New York firm 
Gluckman Mayner—the chance to design 
his first free-standing museum in America. 
For more than 15 years, Mr Gluckman’s spe- 
ciality has been the design of countless gal- 
lery spaces and the renovation and reconfig- 
uration (“transformations,” he calls them) of 
museum interiors—the Andy Warhol Mu- 
seum in Pittsburgh, the Georgia O'Keeffe 
Museum in Santa Fe, the Deutsche Guggen- 
heim in Berlin and the interior expansion of 
the Whitney Museum of American Art. 

Lots of people have seen Gluckman inte- 
riors; seeing a Gluckman exterior is like see- 
ing him naked for the first time. The art 
world will watch this one closely, as it will 
the other projects also. 
aieiai aana tna titania nnn aa aa iia 
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Henry Grunfeld 





NYONE writing about Henry 
Grunfeld very soon has to 
mention Siegmund Warburg. 
They had a relationship as close 
as that of, say,a long-married cou- 
ple. To the ancient craft of money- 
making they brought the excite- 
ment of new ideas, and a bound- 
less industry to see them through. 
London is the success it is as a fi- 
nancial centre partly because of 
their innovations. 

The two men were German 
Jews, washed up in London in the 
1930s. Both were members of fam- 
ilies that for generations had been 
important in commerce and state 
affairs. A Warburg was a negotia- 
tor in the Versailles treaty that 
ended the first world war. Anoth- 
er Warburg was an early adviser 
to President Roosevelt. A War- 
burg was the mistress of Chaim 
Weizmann, who became the first 
president of Israel. The Grunfelds, 
if less colourful, were rich indus- 
trialists, particularly in steel and 
chemicals. 

Both families had been the 
victims of Hitler's persecutions, 
along with other Jews, and many 
of their members had found ref- 
uge in Britain and elsewhere. Sieg- 
mund and Henry were starting 
again from scratch, In Ron Cher- 
now’s book “The Warburgs” he 
quotes Mr Grunfeld reminiscing, 
“We both had the burning ambi- 
tion and determination to get 
back to the position which we 
had in Germany and to show the world and to ourselves that we 
could doit.” 

Their firm, first called the New Trading Company but later S.G. 
Warburg, employed other refugees who had also suddenly become 
poor, and did much of its early business with émigrés. Siegmund 
was outgoing, a salesman, a charmer. Mr Grunfeld, who had had a 
legal training, was good with detail. He detested publicity and rarely 
spoke to journalists. He was reluctant to have his photo taken, and 
no photo exists of the two men together. Admirers would later say 
he was the cleverest banker in the City. But that lay in the future. The 
firm had to get through the second world war. Mr Grunfeld was 
briefly interned by the British, and was later spending his nights on 
the roof of his office building watching for fires started by bombers 
from his former homeland. 


Notime for those long lunches 


During the war anyone in Britain with a German accent aroused 
suspicion. Mr Grunfeld became a naturalised Briton, but never lost 
his accent, or his German syntax. He was easily parodied. He may or 
may not have said, “Then into action we must swing.” But after the 
war being bilingual became commercially useful when few London 
bankers spoke foreign languages. Mr Grunfeld’s German sense of 








Henry Grunfeld, a revolutionary 
in banking, died on June 10th, aged 95 


discipline also distinguished him 
from the easy-going practices 
then usual in the City of London, 
where the day started late, ended 
early and was punctuated by a 
long lunch. Warburg's brought to 
London something of the style of 
German private banking: the or- 
ganisation was considered more 
important than the individual. 
The language of the firm’s letters is 
meticulous: split infinitives are as 
unpopular in Warburg’s commu- 
nications as they are in The Eco- 
nomist. Super-stardom had no 
place in the firm’s ethic (even 
though Siegmund was an extrov- 
ert). Henry Grunfeld and the oth- 
ers worked long hours. Punctual- 
ity was strict. Into his eighties, Mr 
Grunfeld put in a full day at the 
office, apologising to his younger 
colleagues, according toone story, 
if he wished togo home as early as 
fiveish in the afternoon. A col- 
league noted that Mr Grunfeld 
moved into a new office in War- 
burg’s in the week before he died. 

If there was any sneering in 
the City about Warburg's “Prus- 
sian” methods it disappeared in 
1959 when an American firm it 
was advising won a bare-knuckle 
fight for the control of British Alu- 
minium. Until then hostile take- 
overs were rare in Britain: “just 
not done” in the parlance of the 
traditionalists in the cosy City. 
Any disputes were settled in pri- 
vate in your club or country 
house. The Warburg partners were new blood prepared to shed 
blood. They became the princes of takeovers, attracting rich cli- 
ents willing to pay large fees to go into battle for them. From now 
on no publicly-quoted company was safe from a raid. It was the 
City’s great awakening. 

Henry Grunfeld and Siegmund Warburg were happy oppor- 
tunists. They were among the first to spot a magical opportunity 
when in 1963 new taxes in the United States led to a collapse in 
foreign interest in the American international bond market. The 
market was re-created as London’s Eurobond market, which 
now accounts for a large slice of City of London business (and is 
currently being fiercely defended in the City against proposals by 
the European Commission for a withholding tax that would very 
likely divert the business elsewhere). 

Henry Grunfeld took over the chairmanship of the firm in 
1964 and held it for ten years after which he formally retired at the 
age of 70. Siegmund died in 1982. By then the firm, once the terror 
of the City establishment, had itself become a leader of a new fi- 
nancial establishment, and had a world-wide reputation (and in 
1995 was bought by the Swiss Bank group, now known as uss). 
Siegmund once wrote to Henry Grunfeld, “You couldn’t have 
done it without me, and Icouldn’t have done it without you.” 
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The Durham MBA Distance Learning Programme is one of in's most highly 
regarded International MBA courses and is one of three AMBA accredited 





EUROPEAN 
CENTRE FOR 
PUBLIC AFFAIRS 
BRUSSELS 

Ck 





Your fast track to Brussels 
Working with the EU l 
Institutional Relations and Public Affairs 


7-Day Intensive Programme 
3 alternative weeks in 1999 
July 11-17 + Oct 17-23 « Nov 28-Dec 4 
*Ideal for those needing immediate * Involves some 26 sessions: lectures, 
practical insights into how Europe visita, case studies - all conducted by 
works and how beat to work Europe, top Brussels officials and practitioners: 


* Keyed to action - with detailed guidance * Personal, power-assisted coaching 
University through group work projects. 


if you would like to develop into one of the world’s mes 
af Durham 


best managers, apply for your brochure today. 
R investing in excellence in teaching and research 

Durham University Business School, Admail 496, MBI Hil Lane, Durham DHT 327 

y imi i. MBA DL@durham.ac.uk 


study options, including Full-Time and Part-Time. Y 


nan-Graucy 
Aw Adolphe v Gö 1030 Brussels, Belgium 
: 737 77 46. +3242 732 73 25, brpwww eis bevecpab 





SCHOOL 


You wish to be updated on the latest developments in key areas of privare banking by high-profile speakers. You wish to understand 
Pee VORE ; Ani F 8 8) , f t 
positioning and differentiation strategies available to your company. And you would like to exchange ideas with colleagues from leading 

financial institutions. 


The Swiss Banking School offers senior executives from private banking such an opportunity at the lst International Private Banking Retreat, 
held in Interlaken, Switzerland, 20-24 September 1999, 


| For further information, please contact: 





Swiss Banking School 
Simon K. Basler 
Hottingerstrasse 20 
CH -8032 Zurich 
Phone +41-1-254 30 80 
Fax +41-1-254 30 85 
E-Mail: basler@banking-school.ch 


Foundation Members of the Swiss Banking School: Bank J. Baer & Co, Bank J. Vontobel & Co AG, Credit Suisse Group, Lombard Odier & Cie, UBS, 








FRENCH SPANISH 


in FRANCE, in BELGIUM in SPAIN 


JAPANESE 
in JAPAN, in BELGIUM 


CERAN LINGUA 


International information 
Study: R = and reservations: 
up to 45 private and/or group lessons Tel. + 32- 87-79 11 22 
and pedagogical activities indak Fax: + 32- 87-79 11 88 
& Since 1975 E-mail: 


ay it Customer @ceran.be 
ing} arti ; . | | in USA: Languagency 
Putting into practice with our teachers: Tel: 1 (413) 384.0334 Internet 


at breaks, meals and evening socio-cultural activities | | Rax: | (414) 584-3046 hito//www.céran.com 


N NOO G N O E N O N O N A N N N OO Bee Kh oe 
| ENGLISH l 
l in ENGLAND, in JAPAN, in BELGIUM i 





[ sERMAN DUTCH 

in BELGIUM 

i 66 HOURS PER WEEK 

MOTIVATED PEOPLE IN THE TARGET LANGUAGE 
+ ADULTS fron 19 years 
* RETIRED PEOPLE OF 55 AND ABOVE 
(Special conditions available) 
* JUNIORS from 11 to 18 years 

- FRENCH in BELGIUM 

~ ENGLISH in ENGLAND, 

in BELGIUM 
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ICMB INTERNATIONAL CENTER 


FOR MONETARY 


_AND BANKING STUDIES 


Starting in 1999, we are pleased to collaborate with : ; a 
~ FAME in the organization of our executive courses. innovative one year programme, plus Warwick's 


it can seem a little daunting at first. But, as any past i ey 
student of ours will tell you, a yearon the Full-time WARWICK 


1999 GENEVA MBA programme at Warwick is well worth it. REE E 


EXECUTIVE COURSES IN — , 
FINANCE “Yes, I think it’s great to 


have a Warwick MBA. 


For the past 25 years ICMB has built a solid reputation M 1o re ini portai l tl Y, so does 
training executives from over 900 institutions and 84 
aa in the aai asset Pe op manage- ever Y one el Se. á 
ment techniques. A highly renowned international faculty 

assists participants to build skills which enable them to Tec 

meet the challenges of a rapidly changing environment. As one of Europe's truly great Business Schools, 

ae Warwick attracts high calibre students from around 

the world. Offering as it does, an international, highly 


excellence in teaching as well as research. 

Would you like to hear more about the 
Full-time MBA programme? Then ‘call the number 
below, quoting reference EC281. 

Tel. +44 (0)1203 523922. Fax. +44 (0)1203 524643 
E-mail: fmbain@wbs.warwickac.uk 
heep:/www.wbs,warwickac.uk/mba 


Kevin Wilson August 16 - 20 
SHAREHOLDER VALUATION AND SECURITIES ANALYSIS 


Hashem Pesaran August 23 - 27 
FORECASTING TECHNIQUES IN FINANCIAL MARKETS 


Richard Levich Aug. 30 - Sept. 3 j 
EXCHANGE-RATE AND INTEREST-RATE ECONOMICS Warwick Business School, University of Warwick, 
AND FORECASTING Coventry, CV4 7AL, England. 


Stephen Schaefer September 6 - 10 
BOND PORTFOLIO AND INTEREST-RATE RISK 


a MANAGEMENT 


FINANCIAL RISK MANAGEMENT AND DERIVATIVES 


Philippe Jorion. September 13 - 17 
GLOBAL ASSET ALLOCATION 


René Stulz September 20 - 24 


Initiatives in Conflict 
Management: Planning for 
Civil-Military Cooperation 


Paul Embrechts i September 27 - 29 
EXTREME VALUE THEORY AND RISK MANAGEMENT October 24-31, 1999 


Mike Staunton October 18 - 22 abe i eo of A 
This highly participatory program is designed specifically for mid- to 

EQUITY PORTFOLIO MANAGEMENT upper-level civilian and military officials from all countries, international 

David Cox November 1 - 5 organizations, and nongovernmental organizations who are involved 

QUANTITATIVE TECHNIQUES FOR FINANCIAL MARKETS in conflic intervention and reconstruction. 

Didier Cossin November 15 - 17 In any intervention, success or failure often depends on the degree 

CREDIT RISK PRICING, MANAGEMENT AND THE USE to which organizations in the field can cooperate and work together 

OF CREDIT DERIVATIVES effectively. This executive program helps participants achieve consensus 
: and cooperation despite cultural differences among organizations and 

Salih Neftci November 22 - 26 <: nations: In particular, you will learn: 

MECHANICS OF FINANCIAL ENGINEERING WITH 


APPLICATIONS e strategic approaches to improve effectiveness during 


< conflict intervention 
_ © how to negotiate, formulate, and implement u sound ond 
comprehensive plan which incorporates different organizational 
and national cultures. 


„To obtain our detailed brochure, please contact: ~~ Presented jointly by the National Security Program, John F. Kennedy 


Fabienne Scagliola or Béatrice Candolfi School of Government, Harvard University and the Conflict 


COMB, Av. Blanc 49, 1202 Geneva, Switzerland Management Group. 


Phone: +41-22/731.95 55, Fax: +41-22/731 95 75 pe one rs 
EARBA eY A oe [Jennifer Stichweh (617) 495-1331, ext. 89. 


7 ~-http://heiwww.unige.ch/iemb/ 000 l Email: jennifer_stichweh@harvard.edu 


HARVARD UNIVERSITY 
JOHN F KENNEDY: SCHOOL OF GOVERNMENT - 
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COURSES 


WITH 8 YEAR REFUND GUARANTEE 


Á Dip. TEFL, MBA of PhD by distance kiaraingilife experimen! 
honorary award from $400. impossitie? Leam about 1800+ 
portradiional universities woricwide (including. many widely 
advertised). AL least gig aie a erar sextet a ng 

suustaniog your status and. 
Save time % money. Be 
eksontial information. 
Email 2@kimbanet 
Fax +862 634 7565 Quote Dept: 7. Give stroet address 
F733 Surawong Rd (Block 121}, Bangkok, 10600 





UNITED 
BUSINESS 
INSTITUTES 


BBA: four-year undergraduate degree 
(full-time) starting September or March, 
MBA: one or two-year graduate degree 
{evening classes} starting October, 
January or April, 

Concentrations and/or certificates: 

- International Business Mgt, 

< Global IT & Telesommunication Mgt. 





THE NUMBER ONE BUSINESS 
SCHOOL IN BRUSSELS 


Validated by the University of Wales, 
UK, 
AfYiliated with Mercer University, 
Atlanta, US A, 


info: URI ~ United Business Institutes 
o Avenue Marnix, 20 
B- 100 Brussel- BELGIUM 
Tek: +32 (0) 2/548 04 80 
Fas: +32.(0) 2/848 U4 89 
Banal: infod@ubieda 
Website: tip:/www.abiedu 


BACHELORS © MASTERS e 
America’s Be Sa: Be * AR 
J 2 + No classroom. attendance + Distance learnin 
P refe rred ` Distinguished faculty = Accelerated degree programa 
: + Credit for work experience > Students. trom 96 
countries and 30 states in the USA. 
Washington International University 


OX 1138. Bryn Mawr, PA 19010-USA 


PH.D. 


Fax:610- 527: 1008 y 


E-malt: washuniv@op net. 


Amsterdam 
Institute of Finance 


offers in coopéndtion with the faculty of i 
INSEAD 
Upcoming Courses 1999 


Asset Securitization 
Value-at-Risk 


Financial Restructuring - Going Public 


Foundations of Finance 


Measuring and Implementing 


Economic Value Added 
Foundations of Finance 


Advanced Corporate Finance 


~ Financial Innovation 
Acquisition Finance 


Advanced Financial Statement Analysis 


Advanced Valuation 


For information, please visit our Web site, or contactus directly. 


(June 23 - 25) 
{June 30 ~ July 2) 
(July 5 - 9) 

(july 8 - 30) 


(Aug. 30 - Sept. 1) 
(Sept. 2 - 24) 









(Oct. II- 15) 
(Oct. 20 + 21) 
(Get, 25 - 27) 
(Oct. 28 -~ 29) 





cht 205, 1616 BE Amsterdam, The Netherlands 


31-20-5260162/160 - 
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+31-20-5200161 
www. alfnl 


OREGON GRADUATE INSTITUTE 
OF SCIENCE AND TECHNOLOGY 


The Oregon Graduate Institute of Science and 
Technology, and the Department of Management in 
Science and Technology are pleased to make the 
following announcement: 





Now you can earn an MS Degree in Management 
over the Internet! 


Courses in Oregon Graduate Institute’s MS Degree 
program in Management of Science and Technology 
are now available via an on-line format. 


These courses are asynchronous, to provide the 
maximum flexibility for the busy professional, and 
are delivered through an interactive web-site and 
CD ROMs. 


Courses can be taken individually for professional 
development, or applied towards either the 
Certificate of Management or our fully accredited 
Masters of Science in Management degree. 


Please visit our web-site at http://dl.mst. ogi.edu to 
see more about the specific courses being offered in 
the next few terms. 


For more information, please contact Victoria Tyler, 
MST Dept Administrator, at 503/748-1335 or email: 
vtyler@admin.ogi.edu. 


Research degrees RUA ZERAIN 


Join a major research programme with ar international 
reputation". City University Business School has over 100-doctoral 
students and a strong faculty combining theoretical approaches 
with a deep appreciation of practice, 


The School welcomes potential graduate research students 
interested in all areas of management including the fields of 
finance and financial markets where its expertise is particularly 
well respected. 

* Located in the heart of the City of London 


Career opportunities in major consulting firms and top ranking 
universities 


* Courses designed specifically for research students 

* Programme fully accredited by the Economic and Social 
Research Councit 

* Weekly research seminars and workshops 


* MPhil leading to registration for PhD within the first year 
following successful review, 


* FT survey in 1999 ranked City University Business School 23nd for 


research of all European and US Business Schools, The Doctorat 
programme ranked 8th. 
















To find out more about the programme 

and scholarships, piease contact Ms Liz Taylor, 
Postgraduate Admissions Office, 

City University Business School, 

Barbican Centre, London EC2Y 8HB. 

Tel +44 (0) 171 477 8607/8: 

Fax +44 (0) 171 477 8898; 

email cubs-postgrad@city.ac.uk 

www. city ac.uk/cubs/research/index.htm 
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INSEAD 


17-24 Noyemb 


15-22 November 2000 


Focusing on consumer goods, the STOREWARS 
E g ’ 
programme and its exclusive marketing simulation 





bring together senior managers in manufacturing, 
retailing and advertising to explore and exchange 
strategic marketing practices in this highly competi- 
tive field. 


This marketing programme addresses key issues 
of consumer marketing from two perspectives — 
manufacturer and retailer, as outlined below: 
Marketing strategy and tactics 

o differential advantage and target-market selection 

e marketing intelligence and customer profitability 

° efficient consumer response 


The brands as a central concept 
e brand equity and acquisition of brands 


brand loyalty / brand switching 


e eurobranding and globalisation 





STOREWARS 


THE BATTLE FOR MINDSPACE AND SHELFSPACE 











The retailer as a major player 
e retail / retailer strategy 

e manufacturer-retailer negotiation 

e merchandising, shelf space 


The STORWARS marketing simulation, specially 
designed by Programme Director, Marcel Corstjens, 
is used to integrate, apply and test the concepts 
developed during the course. Building on INSEAD’s 
considerable experience in the field of international 
marketing, the STORWARS simulation recreates 
the most crucial challenges facing today’s consumer 
goods industry. 


“The combination of the STORWARS simulation, 
the tailored conceptual inputs and the facilitated 
discussion makes sure that the learning is rooted in our 


experience. As a result, it-has been a challenging and valu-. * 
able programme to our customer managers ~ even for those : 
from different market places and with different marketing z 
responsibilities.” B 
International Marketing & Sales Training Manager : 
Unilever : 





Please fax or mail this coupon to Janet Burdiltat, INSEAD, Boulevard de Constance, 77305 Fontainebleau Cedex. France, 
Tel 33 (0)1 60 72.42 90; fax 33 (0)1 60-74 55 13, Email execed@insead. fr, http: //www.insead fr 


oh {| would.like to reserve a.place on STOREWARS (date of progamme) 
(J Please send me a brochure on STOREWARS 
LI Please send me INSEAD’s: Executive Education general brochure 





Farnily Name Mr/Ms/Dr/Other 
First Name ; eee Job Title 


Company Name & Address 


Country i acs y Postcode i 


a a REES 
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Bachelors nota 

itional international facu 

370 Anchor Drive Ste. 250, Dakota Dunes 
SD 57049 US, Phone: 605-232-6039 

Fax: 605-232-6011 ec@distancemba.com 


www.distancemba.com 


Match your 
position with a 
legal degree 


transcripts 


"As you know 
experience is 
still the best 

feacher,.. 
degrees open 
doors,” 
















[MBA in Brussels | 
[SOLvaY BUSINESS SCHOOL: 








B.S., M.S., Ph D. Many fields, No classes. 
NO COST evaluation! Send resume, 
6400 UPTOWN BLVD NE «SUITE 398W 
Dept. 34> ALBUG, NM S7110-USA 
ry 1-505-889-2711 


uired. Add- 
needed. 


UNIVERSITY DEGREE 
For Life, Academic & Work Experience 


Degrees for people who want to be more effective 
and secure in their jobs or professions. 


Earn your BACHELOR'S, MASTER'S or DOCTORATE degree by 
utilizing your lite and work experience. College equivalent credits are 
given for your: fob, military, company training, industrial 

courses, seminars and business ox; X 

We accept college credits no matter when taken. 

Our graduates are recognized for their achievements in business and 
industry, We will assist you in completing your degree requirements 
at your own pace through home study. 


Send/fax detailed resurne for a NO COST evaluation. 


Pacific Western University 
1210 Auahi Street, Dept 137, Honolulu, HE 96814-4922 
4-(B0B) 597-1909 
CALL: (B00) 423-3244 ext, 137 UK: 0800-960-413 
Fax: (310) 471-6456 E-Mail: admissions@pwu.com 
http://www. pwu-hi edu 






and 









But 










Université Libre de Bruxelles 


@ | year intensive MBA in English 
o International faculty & student body 
© Specialisation in European Management 


E-mail:mba@ulb.ac,be | 

























www.ulb.ac.be/soco/solvay/mba | 























UNIVERSITY 


























PROFESSOR/ASSOCIATE PROFESSOR IN 

ADMINISTRATION AND ORGANIZATION THEORY 

int Professor/ Associate 
anisation Theory 






Professor in Administ ratio 
(Subnational Government. an 















Letter of application sh 
sent with confirmed ¢ 
of The Faculty a 
Fosswincke 












More information, the guidelines and a description of the 
position may be obtained from the above address, 
phone + 47 55 58 90 50 or by fax + 55 58 90 52. 
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MANAGERS 





The Trinity MBA 


Tet: 





SCHOOL OF BUSIN 





Resumes with the names of thre 


| year, full ime, international, General Management. 
Next Programme begins September 1909 


To apply contact: 


email: 
web: 





International Peace Academy 
Director of Africa Program 


IPA is conducting a search for th 
hen African institutional capac 
management. For details please check our w 





Catherine Williams 
353-1 -G08 2707 Fax;  353-1-679 9503 
TrinityMBA @ited. ie 

wwwied i ess, Studies/MBA/ 

S STUDIES, UNIVERSITY OF DUBLIN, 






he Director of its Africa Program, whose primary aint is to 


y peacemaking, peacekeeping and conflict 
asie al www. lpacademy org. 









prominent professional or academic 





recommendations should be sent fe: 


Africa Search Committee, 777 United Nations Plaza, New York, NY 10017 









International 


Our client, 

a major U.S. 
corporation with 
worldwide opera- 
tions, is seeking 
to extend its 
presence in a 
number of 
international 
markets. Skilled 
business managers 
and executives 
with overseas 
experience are 
required to lead 
and guide this 
expansion initia- 
tve, Current loea- 
tions of interest 
include, but are 
not limited to, 
Latin America, 
Asia, and 


Eastern Europe. 





Professiona 


Business Development 





With a focus on marketing and 
business development opportunities, 
you will establish new sites in foreign 
ocations, recruit local personnel, and 
direct business operations, Managers 
must have a pralesa background 
and demonstrated experience in one or 
mòre business and technology fields, 
including business negotiation, sales/ 
marketing, manufacturing, computers, 
telecommunications, and en ineering, 
‘Technical and scientific professionals 
with limited business management 
experience will also be considered if 
they otherwise qualify. 
Our client seeks professionals with 
motivation and drive who have proven, 
successful track records in international 
business. Demonstrated qualifications 
should include strategic planning and 
aggressive business development skills. 
Candidates must be able to empower 
employers and manage their activities 
with minimal direct supervision, while 
delivering accountability for their 
entire enterprise. Foreign language 
skills are a definite plus. 
An attractive compensation and 
benefits package is offered. Due to the 
large number of responses we expect, 
it may not be possible to reply to-every 
candidate. No telephone inquiries wil 
be accepted. FOE. To apply, send your 
resume {must include reference: EC619} 
by fax or e-mail 


to: FAX: 

(800; 890-4295; 
e-mail: 
srd@us.net 
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Expert on global 
food security 


Wageningen Agricultural University combines a 


strong international orientation with high standards 
of education and research in the field of agri-food 
systems, rural development, and the environment. 
We are looking for an expert on global food security 
and international trade, who will interact with 
students at the University and contribute to research 
activities in these areas. We are especially interested 
in dynamic interactions between trade in agricultural 
products and trade policy, and food security. 


Requirements: + expertise and research experience 


in the fields of (i) international agricultural trade and 


_ trade policy, (ii) agricultural and economic develop- 


ment issues, (iii) global food security, and insight into 
the dynamic interactions between developments in 
these areas + a PhD degree and international publi- 
cations related to these fields e a thorough command 
of the relevant economic theories and a working 


knowledge of related nutritional and agro-ecological 


aspects e good didactic skills, with a clear vision on 
research and education on the subject. ; 

We offer: « an honorary chair in Global Food 
Security and International Trade in the Department 
of Economics and Management, for a duration of 
5 years (0.1 FTE), with an allowance for expenses 
including a fixed honorarium. 

Information: Can be obtained from dr AJ. Oskam, 
Department of Economics and Management, 
P.O. Box 8130, 6700 EW Wageningen, the 
Netherlands (phone +31 317 482950, e-mail: 
Arie.Oskam@Alg.AAE.WAU.NL) 

Applications: Applications (with c.v.) and sugge- 
stions for possible candidates should be received 
before the Ist of September 1999 by dr. N.B. Koning, 
Wageningen University Foundation, Department of 
Economics and Management, P.O. Box 8130, 
6700 EW Wageningen (phone +31 317 484667, 
e-mail Niek.Koning@Alg.AAE.WAU.NL) 


Wageningen Agricultural University 
The natural environment for science 
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APPOINTMENTS 


Lectureship and Teaching Fellowship 





Department of Economics 


Applications are invited from suitably qualified candidates for two one-year posts 
specialising in any field of economics. It is anticipated that one of the two 
appointments will be made in the area of macroeconomic theory and/or policy. 
Both appointments will be expected to commence on 1 September 1999. 


Temporary Lecturer: The person appointed will have a strong commitment 
to excellence in research and teaching, The salary will be within the range 
£16,655 - £29,048 per annum, according to background and qualifications. 
(Ref. L/511) 


Teaching Fellow: The person appointed will have a strong. commitment to 
teaching in economics and a willingness to teach at a variety of levels. The salary 
will be within the range £15,735 - £23,651 per annum, (Ref, 0/512) 


The Department of Economics has been rated 5 in the last three Research 
Assessment Exercises and it seeks to further improve its research standing, It has 
large undergraduate and postgraduate programmes in Economics and is 
developing new initiatives, particularly at the postgraduate level, It is part of a 
strong research-oriented group of Social Science Departments and has research 
links with the ESRC-sponaored Institute of Social and Economic Research which 
is also located at Essex. 


Application details and further particulars may be obtained by telephone on 
(01206) 872462, quoting the appropriate reference number, by e-mail to 
staffing@essex.ac.uk or by writing to the Personnel Section, University of Essex, 
Wivenhoe Park, Colchester CO4 380. The closing date for applications for 
both posts is Friday, 2 July 1999, 


Working towards equal opportunities. 


University of Essex 


ActionAid works with over five-millian of the world’s poorest 
people in more than 30 countries. across Asia, Africa, Latin 
America and the Caribbean. 


Nigeria Country 
Representative 


ActionAid is currently establishing a new country programme in 
Nigeria, based in Kaduna. The Nigeria Country Representative 
will establish and manage the programme, recruiting and 
inducting a smal country team and developing a Country 
Strategy Paper. You will represent ActionAid and our interests 
in Nigeria to government, local communities and NGOs and 
develop a programme strategy through analysis and 
partnership development. Implementation of the strategy, once 
approved, will also be your responsibility. 


The Nigeria team will include staff on secondment from other 
ActionAid country programmes including specialists on Education 
and HIV/AIDS, 

innovative, strategically focussed and with at least 5 years’ 
senior development management experience in an NGO 
context you will have a sound knowledge of the socio-political 
and economic developments in Nigeria and excellent team 
leadership ability. Analytical and writing skills are essential, as is 
a commitment to gender analysis, Relevant post graduate 
qualifications and a knowledge of Hausa or another major 
Nigerian language are desirable. 

We particularly welcome applications from Nigerian nationals 
for this post, 

Please send detailed CV (3 pages maximum) and 
covering letter to NSmith@ActionAid.org.uk Fax: +44 171 
263 7613 by 25 July 1999, 

PLEASE NOTE ONLY SHORTLISTED APPLICANTS WILL BE CONTACTED® 


For further information: 
www.oneworld,org/actionaid, 





University of Zimbabwe 
CHAIR AND HEAD OF 
INSTITUTE OF COMMERCIAL LAW 


Outstanding package 


The University of Zimbabwe received its charter in 1955 and is 
one of Africa’s leading universities with an established 
international reputation for teaching and research. Located in 
Mount Pleasant, Harare, it has approaching 10,000 students and 
almost 1000 academic staff organised into ten faculties. 


The Institute for Commercial Law at the University aims to 
become a centre of excellence in teaching, research and external 


programmes and seeks an outstanding individual as Head of 


Institute and Professor of Commercial Law. 


The Institute will receive substantial support from R.W. Rowland 
Foundation, an educational trust funded fror the estate of Tiny 
Rowland. The Foundation was launched at the University of 
Zimbabwe in March 1999 and promotes educational programmes 
of international quality which will equip a new generation of 
business people for commercial activity in Southern Africa. 


Candidates will have a strong personal academic track 
record in commercial law in both teaching and 
research, the ability to handle the management task 

of the establishment of the Institute, the 


FARC 


Harare, Zimbabwe 


entreprencurial spirit and commercial acuity necessary to act as 
an ambassador for the Institute, and personal qualities of vision, 
diplomacy, flexibility and tenacity. 

The appointment will be for an initial period of three years, 
renewable for a further two years by mutual agreement. The Head 
of Institute will enjoy administrative and research support and will 
receive an internationally competitive salary and attractive benefits 
package. 


Interested individuals are invited to obtain full written particulars 
of the position and details on how to apply from the University’s 
appointed consultants, Saxton Bampfylde Hever ple, by 
telephoning +44 181 466 4126 (24 hours) or by e-mailing 
PZWA@saxbam.co.uk not later than 5 July 1999 quoting 
reference PZWA, 
The closing date for receipt of completed applications will be 
9 July 1999 and candidates may expect to be contacted 
by Saxton Bampfylde Hever ple not later than 
30 July 1999, 





ADVERTISED RECRUITMENT AND CONSULTANCY 
A PRACTICE WITHIN SAXTON BAMPFYLDE HEVER BLG 
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JOB HUNTING INTERNATIONALLY? 
Executive $75K-SOOK+. Career searching into, within or out of 
Asia / Europe. / M.East / U.S.? Contact for Free Info & Critique 
















at Vi www.careerpath.co.uk 
Fax: Emailit: 
London Allowance per annum USA/Canada +1 202 4781698 — cpamerica(aicareerpath.co.uk 






+44 20 75048280 
+66 2 2674688 


Europe» 
Asia / M; East/ Aus 


cpeurope(@careerpath.co.uk 


Applications are invited for the position of Lecturer cpasia@bkk.loxinfo.co.th 


or Reader in Actuarial Science or Financial Mathematics in 
the Department of Statistics as soon as possible after 
September 1999. The post is part of the planned growth 
of the Department in the area of the application of stochastic 
methods in risk, insurance and finance. It complements 
the recent appointment of Ragnar Norberg and Howell Tong 
as Professors of Statistics. Depending on the standing of the 
candidate, appointment may be either to a Lectureship 
or to a Readership. In either case the appointee will have 
a record of active research. If you would like to discuss 
the post, please contact Professor Anthony Atkinson 
(a.c.atkinson@ise.ac.uk) or Professor Ragnar Norberg 
(ragnar@math.ku.dk). 

Further particulars and details of how to apply may be 
obtained from the Personnel Services Office, The London 
School of Economics and Political Science, Houghton 
Street, London WC2A 2AE (tel: 0171 955 7079; 
fax: 0171 955 6843; e-mail: j.brown@tse.ac.uk). 


The closing date for the receipt of applications is 
Friday 16 July 1999. 


‘The London School of Economics and Political Science Is committed to equal 
opportunities and excellence in teaching and research 
















Sr JOHN’S COLLEGE 


OXFORD 


The Presidency 


The Fellows intend to elect a head of the College to succeed the present 
President, Dr William Hayes, who will retire in July 2001. 

St John's College is an institution of higher education and research within the 
University of Oxford. It presently has around 350 undergraduates and 170 
graduates, with a Governing Body of 50 Fellows, and a further 16 Junior 
Research Fellows. 


The post of President is full-time. It carries a salary within the professorial 
range for the University of Oxford, and other allowances. 


Suitably qualified individuals who wish to be considered, or any person 
who would like to suggest the names of others the College might 
consider, are invited to write in confidence to The Vice-president, 
St John’s College, Oxford OX1 3JP, from whom further particulars 
are available. Applications are sought by 30 September 1999, 


The College is an equal opportunities employer. 




































We make travel happen around the world: 
How far do you want to go? 


Amadeus is the world’s most international electronic travel distribution system. Airlines, hotels, 
car rental companies, travel agencies and consumers rely on our system which handies more than 
350 million travel bookings annually. 


Working in more than 130 countries on 5 continents, we develop products and propose solutions in 
some of today’s key industries: travel, communication and e-commerce. Our partnership-driven 


environment 
responsibilities with a global horizon. 





Based at our world beadquarters in 
Madrid, we are seeking a: 


Senior Manager - , 
Corporate Communication 
(External and Internal Communication) —Ref: 2421- 





Business Role: Your brief is to develop, implement and oversee 
the communication and dissemination of corporate information to 
the general, business and trade media, analysts, employees and the 
public. Positive communication of the company’s mission, its market 
position and its business activities, are essential. You will exploit to 
the full all channels of communication, often participating 
personally in briefings, or assisting senior managers to be effective 
in the process. Your remit will include the selection and briefing of 
PR agencies and other service providers, dealing directly with the 
press, presenting information at conferences and seminars, briefing 
business analysts and preparing employee communication 
documents, using all available media including the web. 


Requirements; Success will be measured by the “return” on your 
investment in corporate communication activities. You will be a 


Web address: http://www.global_amadeus.net 





managerial approach, as well as our company’s dynamism and creativity represent the ideal 
Dr enterprising professionals who want to develop their careers by assuming challenging 


highly literate, articulate and numerate graduate. Your experience 
spans a minimum of nine or ten years in a multi-national 
environment managing corporate communication for world-class 
organisations and exposed to all aspects of the job, from press 
briefings through to web site, intranet and event management. 
First-class communication skills, both verbal and in writing are 
essential, as is fluency in English. Knowledge of the travel industry 
and on-line technologies will be a valuable asset. 


The remuneration package is attractive and assistance with 
relocation to Madrid is available. Career prospects are excellent. 


To apply, please send your CV, quoting reference 2421 to: 
Stephen Newman, Theaker Monro & Newman, Hill House, 
67-71 Lowlands Road, Harrow, Middlesex, HA1 3EQ 

(fax: 0181 423 4203/e-mail: s.newman@intersearch.org) 
Alternatively apply on line at http://www.monster.co.uk 
All replies will be handled in strict confidence. 

df you send your CV by e-mail, please attach it as a MS Word file, 
and ensure to cite reference number as ‘subject’.) 





f AMADEUS 
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APPOINTMENTS __ 








Department for 
international 
Development 












DFID 


One of the key international development targets is the 
implementation of National Strategies for Sustainable 
Development (NSSD) in all countries by 2005. The objective 
is to ensure that current trends in the loss of environmental 
resources are effectively reversed at both global and national 
levels by 2015. Ai SD support group has been established 
within our Environmental Policy Department to promote the 
€ goal ! k 
artners ‘in, developing... 















anning, policy 
d local capacity 


Ment to Qu eae 






ir for team-work, 
e at all Jevels, You’ 










illing Britain’s:comm 





The Department for International Development (DFID) is the 
British government department responsible for promoting 
development and the reduction of poverty. DFID is committed 
to the internationally agreed target of halving the proportion of 
people living in extreme poverty by 2015, 


DFID works in partnership with governments, international and 
ANNOUNCEMENTS 


UMTS-consultation in Austria 


On behalf of the Telekom-Control Commission, 
Telekom-Control GmbH is holding a 
consultation with regard to the planned awarding 
of licences for UMTS (Universal Mobile 
Telecommunications System). The consultation 
document can be retrieved via the homepage 
www.tke.at (Info-Pages) or obtained from 


Telekom-Control GmbH, 
A-1060 Vienna, 
Mariahilferstrathe 77-79, 






t en k n s Ms. Birgit Gölß, email: umts@tke.at, 
control phone: +43 1 58058-301. 
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NATIONAL STRATEGIES FOR SUSTAINABLE 


reference AH304/3A/CG/TE clearly on your envelope 
jent, Abercrombie House, Room AH304, Eaglesham Road, East Kilbride 
(answerphone) or e-mail: c-graham@dfid.gov.uk _http://www.dfid.gov.uk 


BUSINESS & PERSONAL 





ECONOMIC ADVISER | 


DEVELOPMENT UNIT 
ENVIRONMENTAL POLICY DEPARTMENT 


will have at least six years experience of working as an 
economist with a strong understanding of the economic 
issues facing the poorest countries in the world. 


You will have a good first degree in economics and probably 
a second degree in environmental economics together with a 
strong knowledge of the policies and approaches of bilateral 
and multilateral development agencies. Previous work 
experience (ideally 3 years or longer) in a developing country 
is essential. 


TERMS OF APPOINTMENT 


Starting salary will be in the range of £31,028 - £39,384 
depending on age and experience. More may be available for 
an exceptional candidate. 


A three year contract will be offered, with the possibility of 
conversion to a permanent job for a candidate who 
demonstrates a capacity to work effectively as a generalist 
economist within DFID, 

Candidates should either be nationals of Member States of 
the European Economic Area (EEA), or Commonwealth 
citizens who have an established right of abode and the right 
to work in the United Kingdom. 


Closing date 12 July 1999. 


















» from 






national non-governmental organisations, and institutions such 
as the World Bank, UN agencies and the European Commission. 
Most of our assistance is concentrated on the poorest countries 
in Asia and sub-Saharan Africa, but we also work in middle 
income countries, and in Central and Eastern Europe. 


DFID adheres to the Civil Service’s Equal Opportunities Policy. 





MBEKI’S SOUTH AFRICA 


The different emerging market? 
Or another African basket case? 





Since 1987 Omega’s business-focussed service has guided key decision-makers 
around the world. 





In compact daily briefs our expert team - 






* Provides strategic political insight 

* Analyses [6fg-term political trends and their impact on the investment climate 
* Identifies major domestic and international corporate developments 

* Tracks public policy in health (including ATDS), transport and privatisation 








The daily service is in English, German and Japanese. And Omega’s clients 
are leaders in their sectors all around the wortd, 


“The best thing out of South Africa...” 
Princeton Lyman, former US Ambassador to South Africa 


“We have always found Omega’s reports invaluable in balancing off media 
description of events...” 
Malcolm Barlow, Vice President of SmithKline Beecham, USA 
To know how you and your company can benefit, contact Lindsey Beveridge on 
Tel: 27 (21) 689 788] or Fax: 27 (21) 686 4361 
E-mail: insight@omegainvest.coza Website: www.omepainvest.co.za 










Omega Investment Research (Pry) Led - 
Southern Africa's Premier Political and Economic Risk Consultancy 
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Development 




























The UK Overseas Territory of St Helena is a small, attractive 
island situated in the temperate tropical belt of the South 
Atlantic with a population of some 5000 people — with no 
j its link with th f the orld is through RMS St 
hi } l 


k Feduce world poverty 


air exp tong é potential 
o take forward the demanding 


Jess to lead" the public 
al budget of £10 millio 
i Council and Legislative 


© service of 1,400 pay hs with ana 
Ñ, to lead government business in Executi 
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The Department for International Development (DFID) is 
the British government department responsible for 
promoting development and the reduction of poverty. 
DFID is committed to the internationally agreed target of 
halving the proportion of people living in extreme 
poverty by 2015. 

DFID works in partnership with governments, 
international and national non-governmental 





BUSINESS & PERSONAL 


Council; to act as Governor in his absence and to provide policy ` 


a Closing date 23rd July 1999 


‘CHIEF SECRETARY 
ST HELENA 


facilitator, you'll manage and develop the business plans and 
agenda for both public and private sectors, infrastructure 
development and social welfare —- ensuring programmes.are in 
place to meet strategic objectives. You will be involved in 
developing consensus on policies and programmes and will act 
s.chief government spokesperson. The ability to display tact 
and diplomacy is essential. 

QUALIFICATIONS AND EXPERIENCE 

_ With experience as a strategic manager, your strong leadership 
_and interpersonal skills will allow you to motivate and focus 
Uf\senior management team on the objectives and goals 
d. With performance management skills, you'll need to 
nfident public speaker, especially within the political 
na. Experience of promoting inward investment and private 
ise development would be advantageous. Overseas 
ience is desirable, though not essential. 

S OF APPOINTMENT 

I be on contract to the Government of St Helena with 
a local taxable salary and a negotiable tax-free salary 
plement. Additional benefits will normally include variable 
ee allowances, children’s education allowances, free 
accommodation and passages and annual fare paid leave. 


organisations, and institutions such as the World Bank, 
UN agencies and the European Commission. Most of our 
assistance is concentrated on the poorest countries in 
Asia and sub-Saharan Africa, but we also work in middle 
income countries, and in Central and Eastern Europe. 


DFID adheres to the Civil Service’s Equal Opportunities 
Policy. 





The Original 


kallback 


New Lower Rates! No Minimum 
Call to the U.S. from: e a ne ke 
«Instant Activation 

oe nga * itemized 6-Second 

i ae Billing 

* ideal for Home, 

Office, Hotels and 
Mobile Phones 


Agents call 
1.206.479.2816 


Singapore....33¢ 
Australia 


Tel: 1.206.376.1954 Fax: 1.206.376.1955 
e-mail: info@ms.kallback.com 
www.kallback.com 
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US TAXATION 
BY CPAIN LONDON 
US/UK tax return service and US/UK ta 
advice for US citizens and US “green- 
card” holders living/working abroad, 
Servicing individuals and corporations. 










Solvent / Insolvent any status. 


Manufacturing / transport./ 
construction. Europe/USA. Initial 
contact in strict confidence: 
emailajsdq@messages.co.uk 


Mokhtar Edwards & Co 
65 London Wall, London EC2M STU 
Tek 0171 588 8200 


OFFSHORE COMPANIES sHBU 
TRUSTS FOUNDATIONS T A SERN 


Over 15 yeurs of specialist company formation 
& management services. 

For a no-obligation confidential consultation, 

fogether with free explanatory brochure contact: | 


WORLDWIDE CORPORATE 


Serviced Apartments offering Best Value for Money. 
Unbeatable location in South Kenaingion. 

2 person apartment from £70 per night 

4 person apariment from Ens per night 








Tourist Gard Sommonded 








SOLUTIONS LIMITED 


TEL. +44 1624 827153 
FAX. +44 1624 827154 


E Mail solutions@advsys.co.uk 






ASHBURN GARDEN APARTMENTS 
3 Ashburn Gardens, London SW? 40G. UK. 


Teli ++ 44 174.970 2683 
AR DEN 
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APPOINTMENTS 


in 1991, the European University Viadrina was founded anew. The university continues 
the fine tradition of the first State University of Brandenburg (Alma Mater Viadrina 
~ 1506 to 1811). The university on the border between Germany and Poland resumed 
teaching and research in the winter semester of 1992/93, The Viadrina is dedicated 
to building bridges between East and West bringing students together from various 
countries. 


With the beginning of the academic year 1999/2000 in October, the faculty of business 
administration and economics will offer an English-language "International Business 
Program". In order to develop and implement this international program, there are 
the following openings starting September 15t 1999; 


Program Officer/Lecturer in Business 
Administration o» sar-o) 


As program officer, you will be responsible for the organization of the program, In 
addition, you will lecture (lectures and seminars) in English within the undergraduate 
program on business administration for 8 hours per week. 


You will have a Ph.D., and English is either your mother tongue or you have a very 
good command of the language. Teaching experience is preferable. The appointment 
ts limited until the end of the winter term 2000/2001. The position may be extended. 


Lecturer in Business Administration an Bat-o) 


You will lecture and give seminars in English on Business Administration for 12 hours 
a week. Additionally, you will be responsible for formulating teaching material for 
the program in International Business Administration. You will also work closely with 
the program officer, 


You will have a Ph.D., and English is either your mother tongue or you have a very 
good command of the language. Teaching experience is preferable. The appointment 
is limited until the end of the winter term 2000/2001. The position may be extended. 


Part-time work is possible. Women are encouraged to apply. Applications should be 
submitted with the usual documents relating to your professional and academic career. 
Certificates (copies are acceptable) should be enclosed and sent by three weeks after 
the appearance of this job advertisement to the following Address: 


Dean of the Faculty of Business and Economics 
European University Viadrina Frankfurt (Oder) 
Postfach 1786, D-15207 Frankfurt (Oder), Germany 


For farther information: hitp://www.euv-frankfurt-o.de/~iba (available from June 
218 1999 on) 


BUSINESS & PERSONAL 
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FRANCHISE 





1402 TEANECK ROAD + SUITE 114 - TEANECK, NEW JERSEY - 07666 - USA 









anagement 


Following a donation from Michael Peacock, the LSE is 
committed to a major expansion of research and teaching 
in risk and regulation. The first appointment under 
this initiative will be the Peacock Chair in Risk 
Management. Applications for this post are invited 
particularly from social scientists working in the fields of 
risk regulation, science policy or environmental risk, but 
applications from candidates in other areas of risk 
management will also be considered. The chair-holder will 
be expected to work within the proposed Centre for the 
Analysis of Risk and Regulation at LSE. He or she will be 
expected to provide research leadership within the new 
Centre, to interact with colleagues with diverse interests in 
risk management, and to play a major role in the 
development of an advanced teaching programme. In 
addition to core-training in one of the social sciences and 
an international research reputation in a particular field, 
the chair-holder will be expected to have a strong and 
active institutional understanding of risk management 
practices. The holder of the Chair will be attached to the 
academic department(s) most appropriate to the holder’s 
disciplinary background. The Peacock Chair will also be 
expected to develop points of contact and exchange with 
other research centres inside and outside LSE, develop 
relevant research networks and be capable of 
commanding the respect of the practitioner community. 


The LSE is one of the most dynamic intellectual 
communities in the world. The new risk initiative is planned 
as the foremost Centre of its type in Europe and has 
received strong endorsement from LSE’s Director, 
Professor Anthony Giddens. 


Further particulars and details of how to apply may 
be obtained from the Personnel Services Office, 
The London School of Economics and Political Science, 
Houghton Street, London WC2A 2AE (tel: 0171 955 7079; 


fax: 0171 955 6843; e-mail: | brown@ise.ac.uk), 
The closing date for the receipt of applications is Friday 
30 July 1999. 


The London School of Economica and Political Science is committed to equal 
Opportunities and excellence in teaching and research 






































Franchise Opportunities 
with the first name 
= language services 





The global marketplace has created 
increased demands for English instruc- 
tion as well as other language services 
and travel products worldwide. Berlitz, 
the leader in language services is now 
offering unprecedented opportunities to 
qualified investors to become part 

of its international network of over 400 
centers in 50 countries. 

Call today for a free video and brochure. 


www.berlitz.com 
frank.garton@berlitz.com 


\ Berlitz | 


Helping the World Communicate 





“Offering by prospectus only, and only where the offer can be legally made. 
initial Investment: $150,000 ~ $300,000 S) 





| © 1908 Berlitz Franchising Corp. All rights rexerved 
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Set in the heart of the spectacular Mountain Kingdom of =~ magnitude and complexity demands financial control of 
Lesotho, and close to the legendary mountainous "Barrier: “the highest order. This two-year contractual position, - 
of Spears" - a high-tech. multi-million Dollar water based in Maseru, calls for both unquestioned financial. 


project providing hydro-power for Lesotho and water for expertise, and. a commitment to train and develop 
the Republic of South Africa. A joint venture by the competent local successors. Work experience in a 
Lesotho and SA Governments, controlled through the Eze deve oping country would be an advantage, and fluency 
Lesotho Highlands Development Authority (LHDA), the LHDA. in English is essential. 


This high level position calls for a true professional with a spirit of adventure and a 
genuine desire to exploit proven skills in a challenging environment 


Financial Planning Specialist 
Animpact critical position vital to ensuring adequacy of finance tomeet expected short and long term project costs, working 
in close conjunction with the Treasury Division. 

Ideally from a major corporate, treasury or capital project finance environment, candidates must have a high level financial 
or economics qualification, and an additional engineering qualification or background would be an advantage. Essential 
is several years proven experience in areas of project finance or corporate financial planning on a large scale. Detailed 
knowledge of financing of major capital projects, including export credits and related loan packages, would be an 
advantage. 


































Specific proven skills and abilities must include the following: 

W  ahigh level of expertise in financial modelling. W maintenance and updating of short and long-term financing and cost plans which 
integrate projects, contracts and currencies W development of long term financing strategies and budget funding plans W preparation of 
cash flow and contract cost reports iil ability to liaise effectively with the World Bank, other donors, and consulting engineers. 


Outstanding tax-effective expatriate package negotiable, 


including housing and education allowances, relocation expenses and airfares, 
social amenities, sports facilities and secure living conditions 




















Telephone: 27 11 269 8880 Fax: 27 11 269 8881 


Applications with career and salary details (no 
e-mail: rosb@msl.co.za Quote ref. no. FM022. 


certs or refs) to Mr. Roy's office by 30.06.99, 












WORLDWIDE 
AN Epucor Grour COMPANY ‘ ISO 9002 ACCREDITATION 
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OFFSHORE 


* Ready made companies 

* Lowest first year and annual fees 
* Banking and investment 

* Mail and Fax forwarding services 
+ Offshore credit cards 


FINANCIAL PROFESSIONALS 


HARD TO BORROW? 


Use COLLATERALIZED LOANS 
Training Program Available 


We Locate Funders 
for Business & Real Estate 


Tony Abraham, Esq. - Real Estate, 
Eric A. Klein, Esq.-Atty/Fiduciary 


International Developing 


Immigration & Investment 
in USA, Canada, 
Australia & Spain 


Are you looking for 
permanent residency in the 
independent category or as 

an investor? 
Documentation including 






* Asset protection Trusts Ban 
* Nominee service DELAWARE (U34) 
Del fons. General, ANCE 


Cerio 


0 


investment opportunities Enterpri (IDEA) Tel,: +363-1-679-0600 Fax:+363-1-679-0475 | | SPE k hing ip oim en KIT 
supplied for only $50 USD a pahannentd -0800 eee con paare ornis taaah 
; qoality service for 
Fax +1-212-688-4442 Funds @E) Express recrudle ite. 


Ridge Hause, 1 Conyngham Road, Dublin 8, Ireland See Oe pa DE ed 
Email corp@ddeleay com © faternet: bity//delag.com 


Established since 1980 


E-mail: panglob @aol.com 
Website: panglobal.net 





Offshore Companies: Offshore [rusts 


International, , -Offshorel ax Planning 



















SOVEREIGN TRUST INTERNATIONAL HONG KONG: UNITED KINGDOM: USA: 
QUALITY SERVICE- REASONABLE COST: Tek +85225421177 Tel +44 (0)7000 59 60 61 Tek +1 757 363 9669 

; Fax. #852 2546 0550 Fax: +44 (0}7000 89 99 00 Fax. +1 757 363-9668 
WWW. SOVEFEIGAGTOUD.COM hk@sovereigngroup.com uk@sovereigngroup.com usa@suvereigngroup.com 
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reduce world poverty 


Fulfilling Bri 





BUSINESS & PERSONAL 


ANALYSIS 


Examiner of disputed and anonymous 
documents, Also aptitude/character 


assessment for recruitment purposes. 
Phillippa Lavell FAE 

9 Village Close, Londen NW3 SAH 
Tek: +44(0)171 794 6060 

Fax: +44(0)171 431 4699 








Department for 
ational 
Development 


The Zambia Revenue Authority (ZRA) is a corporate body 
established in 1994 and is charged with responsibility for 
collecting revenue on behalf of the Government of the Republic 
of Zambia. The British Government, under the auspices of the 
Department for International Development (DFID), is funding a 
major organisational strengthening project in the Authority - the 
Zambia Revenue Authority Consolidation Project (ZRACP). 
ZRA, through the ZRACP wishes to acquire a Direct Tax 
Administration System and to replace its VAT Administration 
System. The requirement is for: 

(a) Provision of a software system for Direct Tax and VAT 
administration. It is anticipated that the majority of the 
ftware requirements will met by packaged:software, but 

































Anyq 
Co-ordinator at 





The Department for International Development (DFID) is 
the British government department responsible for 
promoting development and the reduction of poverty. 
DFID is committed to the internationally agreed target of 
halving the proportion of people living in extreme 
poverty by 2015. 


DFID works in partnership with governments, 
international and national non-governmental 


CUT THE COST OF YOUR 
STAY IN LONDON 
Comiorlable self-contained serviced studio flats 
jn Knightsbridge near Harrods, fully equipped 
Kitches-dinette, bathroom, phone, satellite TV. 
central healing, elevator, maid service, resident 
manager. Suit 1-2 persons, Brochure by Alr-Mail: 
Knightsbridge Service Apartments 
45 Ennismore Gardens, 

London SW7 1AQ. 

TEL: Q174 584 4123, Fax: 0171 584 9058. 
infog@iksfists.demon.co.ak 
www.ksflats.demon.co.uk 
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ZAMBIA: REQUIREMENT FOR 
COMPUTER SOFTWARE 
AND RELATED SERVICES 


INVITATION TO SUBMIT EXPRESSIONS OF INTEREST 


QUALIFICATIONS 

Applicants must be able to demonstrate technical capability and 

financial standing, and in particular that they have successfully 

supplied similar. software..and/or..services..Applications. to. 
participate in the bid process should include: 

* A brief description of the software and services offered. 

* Astatement of overall turnover, and turnover in respect of the 
goods or services to which the application relates, for the 
three previous financial years. 

* Alist of the principal deliveries of similar services over the last 
3 years, with the sums, dates and recipients, public or private, 
involved. 

* Astatement on whether or not the applicant adheres to a 
quality system which conforms with requirements of ISO 
9001 or equivalent. 

Copies of any certificates drawn up by official quality control 
institutes or agencies, or a brief description of the applicant's 
quality system. 

1 copy of the applicant’s annual report and accounts for each 
of the last 3 years. 

Sample summary CVs for person(s) who might be responsible 

for providing the services giving educational and professional 

qualifications with a list of the principal services provided in 
past three years and the recipients. 

wards will be made on the basis of the economically most 

‘ageous tenders. ZRA reserves the right not to award any 

ct or not to award a contract for every lot. Not all 
nts will necessarily be invited to participate in the bid 

ess to follow pre-qualification. 

,bound copies and 1 unbound copy of applications are 

equired. 


«reference: ZRACP EOL: DT Computerisation and be addressed 
t. Office, Floor 10, Zambia Revenue Authority, Revenue House, 


1700hrs (local time) on Monday 19th July 1999. 
should be addressed in writing (fax or e-mail) to Mike Woolford, ZRACP Project 
mbers: Fax: ++260 1 222729 E-mail: woolform@zra.org.zm 


organisations, and institutions such as the World Bank, 
UN agencies and the European Commission, Most of our 
assistance is concentrated on the poorest countries in 
Asia and sub-Saharan Africa, but we also work in middle 
income countries, and in Central and Eastern Europe. 


DFID adheres to the Civil Service’s Equal Opportunities 
Policy. 





YOUR BOOK 


TRADE & PROJECT 
PUBLISHED 


FINANCE 


“FINANCE AVAILABLE 
WORLDWIDE FOR REAL 
ESTATE DEVELOPMENT 
AND BUSINESS LOANS. 
FAX 44-0181-776-8183.” 


Believe your work worthy of being published? 
We offer s complete and professional service. 


Both subsidised and non-subsidised contracts. 
All subjects considered. Member of LPG. 


JANUS PUBLISHING COMPANY LTB, i 
T Gat Nichfinkd Street, London, WIP TAR 
Pek ü TE, Par: 8 BITRE 
Beh publishenijanuseibtighbus oai 
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We make Traveler's Briefcases with Flexible Unwreckable™ 








frames to double as laptop bags, 
dividers to 
custom organize your bag. We 


and make Insiders™ 
consult with each customer to 
help analyze your requirements. 
L We sell direct to you. 

9 But what if the bag you carry 

to beat the two-bag limit is 
larger than the bag you need in town? 
™ portfolio in your 










Pack an Insiders 
Glaser Traveler's Briefcase, leave 
the big bag at your hotel, and take 
your portfolio to meetings. 


~ Please call for our free catalog. 





Traveler's Briefcases. Walnut or black leather Various sizes $750. to $1,050. 
Insiders Portfolins Legal or A4 size Walnut or black leather $375, to $475. 


See GLASER DESIGNS 


W $i Traver Goons MAKERS 
32 OTIS ST. SAN FRANCISCO, CA 94103 
PHONE 415-552-3188 PAX 415-431-3999 
TOLL FREE 800-234-1075 ECON@GLASERDESIGNS.COM 


CONFERENCES 
1D) D hed Oe presents a timely conference 
AV AHE and exhibition on two continents: 


NATO's Strategic Concept 
& its Implications for Requirements 


NATO’s new Strategic Concept and the initiatives that 
emerged from April's Summit are an attempt to define mis- 
sions and establish requirements into the next century. 
What does this portend for NATO? New policies? New opera- 
tional concepts? New requirements? And for industry? New 
business opportunities? Industry and government experts will 
interpret the lessons learned from Kosovo and Bosnia into fu- 


ture requirements and acquisitions and provide insights to help 
you craft your own strategic planning into the next five years. 


Washington, DC e 16-17 September 1999 
with Sir Michael Alexander, G.C.M.G,, Chairman, 
Royal United Services Institute 


Brussels, Belgium e 31 January - 1 February 2000 
- in association with Global Perspectives, inc. - 
with ADM Leighton W, Smith, Jr., (USN Ret.) 
Former Commander, NATO Implementation Force (IFOR) 


Tel: 1.202.662.9728 Fax: 1.202.662.9719 
Web site: www.KingPublishing.com 












Trusts and Foundations 
Fiscal Migration / 2nd Citizenship 


Since 1977 the ICSL organisation has. specialised in the establishment anc 
administration of offshore companies and other structures with emphasi: 
on tax mitigation, asset protection and privacy. 
* Incorporation in ALL 
offshore jurisdictions 
* Post incorporation services 
+ Bank accounts opened 
* Trust and Foundation services 
« Banks & insurance 
companies formed 
* Migration consultancy 


; INTERNATIONAL COMPANY 
SERVICES LIMITED 
The Offshore Professionals since 1977 
www.ICSL.com 


Paul Brennock FCIS, Sovereign House, St Johns, Isle of Man, [M4 3AJ 
Tel: +44 1624 801801 Fax: +44 1624 801800 E-mail:siom@ICSL.com 













TYPICAL INCORPORATION FEES 


cons £250 
US$350 







Isle of Man... 
St.Vincent... 
Belize... fae 
Bahamas 0... 







US$450 
. US$500 
USS600 


Credit Cards Accepted 























LONDON, UK CZECH REPUBLIC SWITZERLAND 
Peyman Zia Charles Zidek Astrid Fuenzalida 
Tel: +44 171 493 4244 Tel: +420 2 573 20706 Tel: +41 22 3tt 3080 


Fax: +44 171 491 0605 
Email: uk@iCSL.com 


Fax: +420 2 538 928 
Email: firstcom@ traveller.cz 


USA 
Jerry Bakerjian 
Tel: +1 954 943 1498 
Fax: +1 954 943 1499 
Email: usa@{CSt.com 


Fax; +41 22 310 4878 
Email: (C$L@cortex.ch 





CARIBBEAN 
Mark Shadwick 
Tel: +1 649 946 2828 
Fax: +1 649 946 2825 
Email: tcl@tCSt.com 


UKRAINE 
Mark Rayner 
Tel: +380 44 235 8566 
Fax: +380 44 235 8560 
Email: (CSL @gu.kiev.ua 


INCORPORATE IN USA 
BY FAX OR PHONE 


TYPICAL INCORPORATING FEES E 








e Corporations and LLCs 









e Free name reservation | Delaware $199.90 | 

e Personal assets shielded | Wyoming $285.00 | 

e Confidential and cost effective | Nevada $380.00 | 
Es eee 


© Full. registered agent services 


FAX: 302-421-5753 TEL: 302-421-5750 
Registered Agents, Ltd. E Mail: cormedca nat 
4220 N. Market Street, Sui 





















IMMIGRATION TO CANADA. 
Experienced Canadian immigration 
Lawyer will prepare Visa application 
and conduct job search for prospective 
immigrants. Very reasonable fees. 
Leonard Simcoe, Ref, E, 1255 Laird 
Bivd., #208, Mt, Royal, Quebec, 
Canada H3P 2TI, Fax (614) 739 0795. 
Email: LSimcoe@csi.com 
hitp://users.yes.net:85/simcoe 


SALES IN GERMANY? 


Experienced German Engineering 
Agency is looking. to expand their 
activities. Specialized in component 
and assembly sales to OEM 
companies. 

For further info send particulars 
to email: parts@web.de or 
Fax: +49 (0) 2244 874051 
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OPPORTUNITIES 












OFFSHORE COMPANIE 


* Ready made companies 
* Full corporate administration 
* Trade services 4C, shipping} 
* Banking/Accounting services 
* China business development services 
Contact Stella Ho for immediate service: 
& company brochure 
NACS LTD 
Room 1108, Albion Plaza 
2-6 Granville Road, 1.8.7, Kowloon, Hong Kone 
E-maiknaes@hk supernet 
Tel: (G52) 2724 1223 
Fax: (852) 2722 4373 
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BUSINESS & PERSONAL 


IND PASSPORTS, DRIV JERS 


OFFSHORE 


i BANK — 
E PASSPORTS 


FROM THE 
WORLDS No. 1 
PROVIDER 


Since 1975 our world wide staff 
of over 300 multi-disciptined 


Fax +3120. 1407 
Email 100413.32 compuserve. com 
haps/www. global money.com 


New Authors 
Publish Your Work 


ALL SUBJECTS CONSIDERED 


write or send your manuscript to: 
MINERVA PRESS 
318-317 REGENT STREET. 
LONDON WIR FYB, ENGLAND 
wwwminerva- press. co.uk 


LEGAL 2ND PASSPORTS 
AGENTS NEEDED 


EU PASSPORT 


aam 

using all o 

ALED our ee of 
international offices we 
arrange 


a 
mw Asset protection trusts 


$25K 


100% GUARANTEED & RENEWABLE 
PAYMENT TO SWISS TRUSTEE 


BAIMBA/PHD DEGREE IN 90 DAYS 
ACCREDITED, TRANSCRIPTS, NO RESIDENCY 
CREDIT FOR LIFE EXPERIENCE, EMPLOYMENT 


Tel: (36-1) 319-2684 
Fax: (36-1) 319-2689 
infoq@second-passport.com 

www.second-pass 


a Arrangements 


Ë Management & admin services 


me 
-r i d audit services 


a Accountancy an 





INTERNATIONAL LAWYERS COMPANIES AVAILABLE 

Di S SA FROM us$350 

| PLOMATIC SERVICE S.A. een MADERA 
PUBLICATIONS Eveline oe ag Pse MBA MST UNCI LOA 


Fax: +382 R24 287 


Fax: <3 
ALAND SINGAPORE 


Diana Bean 


International 
Travelers! 


HUNGARY 
Laszlo Kiss BSc U 


HONG KONG 

Saymond Thal 

Country & Culture 
on CD-ROM 


Get the knowledge to: 

Prevent travel hassles- 
Stop losing business- 

Keep expats trained- 


Chris Vassifiades 


Attorney at-Lave Kevin Mirecki 


T14 BAD 34A 


« Filmed role plays- 
“doing business in...” 
3 hrs of narration 
DB of facts and figures 
Movies of the country 
Travel to... tips 
Living in....tips 


OVERSEAS COMPANY 
REGISTRATION AGENTS LTO 
PO Box 55, Ramsey, 

Isle of Man, Great Britain, IM99 4EE 
E-mail: economist@ocra.com 

TEL: +44 1624 815544 
FAX: +44 1624 817080 
LONDON - Richard Cook, BS« 
u . ee Teh +44 171 353 1996 Pax: +44 171493 4973 
Each country just $750. isnoted CERTIFICATED 


Learn when YOU want. 


J] COMPANIES 


of nominee services 





OFFSHORE COMPANIES 


& TAX PLANNING 
BY LAWVERS 


The SCF/Hibernian Group is probably Europe's premier 
LICENSED trust and management practice fully owned 
and operated by qualified lawyers and accountants. 
Unlike many competitors, the Group is fully abie to 
meet your entire individual and corporate tax 

planning needs whiist our in-house management 
capabilities allow for added confidentiality and 
extremely competitive fees. If you or your company 
want to protect your hard-earned assets and not let 
them go up in smoke, please contact us today. 


ə 100’s of Companies immediately available! 
e Full Management & Nominee Services 
+ Secure Bank Introductions 
e Family Settlements & Asset Protection 
+ Trust & Foundation registration 
e Fiscal Migration 
e Full Tax Planning 
Services 


a GUARANTEED 
CONFIDENTIALITY 


+ ULTRA 
COMPETITIVE 
' FEES 


VISIT OUR AWARD WINNING WEBSITE AT 
www.scfgroup.com 


For a Free 36 page colour brochure please telephone or complete the coupon below. 


LONDON: 90-100 Sydney Street, 
Chelsea, London, SW3 6NJ, ENGLAND 
Tel: +44 171 352 2274 Fax: +44 171 795 0016 


e-mail: offshore@scfaroup.com 
DUBLIN: 27-29 Pembroke Street, Dublin 2, IRELAND 
Tel: 00 353 1 662 1388 Fax: 00 353 1 662 1554 


THE SCF GROUP “US a 





econ nist f 2 CITIZENSHIP 


TO ADVERTISE WITHIN THE CLASSIFIED 

















Even the USA! 


AcrossFrontiers Int'l, Inc. 
New Media products for 
global business 


Call 212-370-4915 


www.acrossfrontiers.com 
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Toll Free From USA: 
1 800 283 4444 


Toll Free From UK: 
0800 269900 


www.ocra.com 


OCRA World Wide is a member of the Estate and 
General Group established in 1935 





SECTION, CONTACT. 
Suzanne Hopkins 
New York 


Tek (1-212) 841 5730 
Fax: (1-212) 247 1325 
Email: SuzanneHopkins@economist.com 


Evanna Kearns 


London 
Tek {44-171} 830 7000 
Fax: (44-171) 830 7111 
Email: EvannaKearns@economist com 


Henley & Partner, Inc. 


ECONOMIC CITIZENSHIP PROGRAMMES 


COMPANIES -TRUSTS . FOUNDATIONS 


TEL +44 ~ 1481 ~ 832 880 
Fax +44 ~ 1481 ~ 832 881 


WWW.HENLEY-PARTNER.COM 


OFFSHORE SOLUTIONS 
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ECONOMIC INDICATORS 


OUTPUT, DEMAND AND JOBS Gpr growthin the euro area slowed to 18% in the year to the 
first quarter; it quickened to 3,6% in Sweden. America’s industrial output rose by 0.2% in May; it 
was up 1.7%0n a year earlier. Revised figures show that Japan’s industrial output fell by 2.5%, not | 
1.7%, in the year to April. British unemployment fell in May to its lowest rate since June 1980. | 
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% change at annual rate The Economist poll industrial Retail sales Unemployment 
GDP GDP forecasts (volume) % rate 
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PRICES AND WAGES After April’s blip, American consumer prices were flat in May; the 12- 
month inflation rate fell to 2.1%. British inflation fell to 1.3% in the year to May, its lowest since 
June 1993. In the same period American producer prices rose by 1.4%, Britain’s were up by 0.9%, 
but Germany's fell by 2.5%. British wages rose by 3.8% in the year to April, a 2.2% rise in real terms. 
% change at annual rate 











The Economist poll 
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3 mths? 1 year 3mthst 1year 
































COMMODITY PRICE INDES 
The price of gold looks likely t 
remain depressed. It has fallen by 11% sinc 
early May, hitting a 20-year low of $257 a 
ounce on June ioth. Now finance minister 
from the G7 countries have approved 

plan for the ımr to sell up to 310 tonnes c 
gold to finance debt relief for poor cour 
tries. At current prices, one in four gol 
mines outside Russia and China is losin 
money; South Africa’s mines are the mos 
vulnerable. South Africa’s central bank ha 
suggested that official gold sales be cor 
ducted at regular auctions through th 
Bank for International Settlements to stabi 
ise the market. Switzerland is to sell up t 
1,300 tonnes of gold over the next few year: 
Britain’s planned sell-off starts next montt 


‘Economist! 











1990=100 % change on 
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“Not seasonally adjusted. 
weighted average of countries listed above 











Australia -0.6 -03 +1891 For 
Austria na na Industrials 
Belgium +t 27 +08 My 4 12 415 8 a re 402 +229 All 
+56 +38 apt Nfaf 
+42. 4+ 13 feb | _ Metals 
45 SDR index 
All items 
| Food 
industrials 






$ per barrel 16,20 
* Provisional. | Non-food agriculturals. 




















m AUSTRIA At least one German-speaking 
country has been doing well lately. Last 
year Austria’s economy had faster cpp 
growth, lower inflation and a lower unem- 
ployment rate than the oreco average. That 
good fortune is forecast to continue this 
year and next, according to the ogcp’s lat- 
est country survey. Austria’s GDP is expect- 


Balance of payments 





ed to grow by 2.2% this year and 2.6% in 





2000, compared with 1.7% and 2.3% in the 
oecp as a whole. Its consumer prices are ex- 
pected to rise by only 0.7% this year and by 
| 1.2% next year, compared with 1.2% and 1.5% 
in the orco as a whole. Its jobless rate is 
forecast to fall to 6.3% this year and 6.1% in 
2000, whereas the oecp average is forecast 
to be 7.3% in both years. But the oEcD says 


Consumer pricest 

















Unemployment 








that lower taxes and pension reform are 
needed if Austria’s success is to last 
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FINANCIAL INDICATORS 


MONEY AND INTEREST RATES American Treasury bonds rallied after low inflation figures 
made it less likely that the Federal Reserve would soon raise interest rates. The yield on 30-year | rewarding for commercial-property inves- 
Treasuries, which had hit an 18-month high of 6.16% on June nth, fell to 6.08%on June 16th. tors in most countries. In Dublin, commer- 
Interest rates % p.a. (Jun 16th 1999) cial property is worth more than twice what 
it was in 1994, thanks in part to the arrival of 
many international __financial-services 
firms, lured by juicy tax-breaks. Of the big 
cities, New York has the hottest commer- 
cial-property market, with prices up by 50% 
during 1994-98—-and by more since, as eu- 
phoria in the stockmarket has spilled into 
other assets. London’s property is worth a 
third more than it was in 1994. But Frank- 
furt’s bid to become Europe’s main finan- 
cial centre has done little for its commercial 
property: prices are up by only 5%. That is 
nothing compared with Tokyo, where land 
prices have fallen by nearly two-thirds. 
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STOCKMARKETS Wall Street welcomed the apparently benign state of American inflation. 
The Dow rose by a net 0.9% over the week to June 16th. In Tokyo the Nikkei notched up gains of 
3.5%, following last week’s news that Japan’s economy is growing again. 































Market indices coe te changeon ooo | 
A.L- O one one record Dec 31st 1998 
Jun 16th high low week year high inlocal  in$ 




























































































Australia (All Ordinaries) 2,942.2 3,145.2 2.8048 | l 
Austria (ATX) O n 13263 1,011.30 
Belgium (Pel 20) 31999 36819 30766 = 02 742 Zaa l 
Britain (FTSE 100) 65049 65988 57702 + 08 +15 -y4 106 
Canada (Toronto Composite) 6,925.3 7,101.1 61803 -05 -37 -115 4 68 
Denmark (Copenhagen SE) 639,5 653.9 565.5 ~ 08 ~136 ~-179 + 03 
France (SBF 250) _ 28720 28720 25078 +10 +84 mi +49 
Germany (DAX) 53813 5,4436 4,6787 + 24 -57 -iie +76 - 
italy (BC) 1522.6 1,5988 13966 -23 +42 BO 4 24 
Japan (Nikkei 225) 17,2102 17,3006 13,2327 + 35 +170 -558 +243 
13832 1,385.1 1,0483 + 30 4196 -521 +272 

S707 5837 8073 OS 1 T 60 
Spain (Madrid SE) 901.5 9316 8278 -05 +43 SO 
Sweden (Affarsvariden Gen) 3.8325 3,8568 3,684 -04 +42 -37 +156 
Switzerland (Swiss Market) 7,103.1 7,668.8 67506 = T2 - 6) -i56 -08 
United States (DJIA) 10,785.0 11,1072 9,120.7 au 








(S&P 500) 
Europe (FTSE Eurotop 300)* 1,326.4 1,331.7 1,164.9 














Euro-11 (FTSE Ebloc 100) 1,086.0 "1,089.2 971.5 
World (MSCI)? 1,224.1 1,252.1 1,123.5 
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‘Australia, Britain, France, Canada, Japan and United States imports fob, exports fob, All others citffob. 119902100, Bank af England. tOECD estimate. 
Not seasonally adjusted. **New series, 


___ Trade balance*, $bn Current account Exchange rate ee Currency units o OoOo a Budget 
latest latest 12 fbn The Economist poll trade-weightedt per per per per balance 
month months latest 12 mths % of GDP, forecast Jun 16th year ago $ £ DM euro % of 
EETA E eet Iak . 1999 2000 . ies Jun 16th year ago _ 1998 
Australia = 1.13 Apr =~ 7.0 ~ 18.7 Qt 857 B16 t52 1.65 242 080 1.57 0.5 
Austria + 0.95 Mas ~ 52 ~ 32 fee 48 78 Si wore 103.1 433.126 221 703 13.98 
Belgium + 116 fet O ae 122 De amo 1024 391 363 6217 2062 4034 | 
Britain ~ 3.48 Mar = 389 + 2.5 Qa E 2 1048 1058 SO = 033 065 04 | 
Canada + 172 Mar + 152 -10.1 Q) “16 810 80.9 146 146 232 077 15i 13 
Denmark + 034 Ma + 25 O + 09 Ma 06 02 104.010 O 720 682 1145 380 743 E 
France + 194 Mar + 25.0 + 40.2 Mar | 
Germany + 6.43 Ape + 764 ~ 49 Apr 
italy OO TA en 4 274 + 28.0 Fee 
Japan +10.24 ap +1256 +1181 Apr 
Netherlands + 1.74 Mad + 155 + 214 03 
Spain 80 M87 + 33 Mar | 
Sweden © 132 Ap + 172 AO le ‘3 846 853.786 1386 a 50 aso 8 | 
Switzerland =- 015 ree - 09 + 22.4 Gi 059 1057 s5 ia 24e B2 160 Aa | 
United States -26.46 Mar -2678 -2334 Ga 33 1096 117.8 a ec a 
Eure-11 + 661 Ma + 898 + 75008 2. T, 886 903. 097 031 154 O51 a 21 | 
| 
| 








‘HE ECONOMIST JUNE 19TH 1999 u5 









EMERGING-MARKET INDICATORS 








I i 
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M SHARE TRADING Shares worth a record | ECONOMY Argentina’scor fell by 3%in the year to the first quarter. India’s industrial produc 
$22.9 trillion were traded on world stock- | tion grew by 6.8% in the 12 months to April. In the year to May, consumer-price inflation fell in 
markets in 1998. But less than $2 trillion- | Colombia (to 10.0%), South Africa (to 7.41%) and Hungary (to 8.9%), but edged up to 6.4% in Po 
| worth (9% of the total) was done on emerg- | land. Israel’s trade deficit widened to $6.8 billion in the 2 months to May. 

ing stockmarkets. This was well below the 











Neh % change on year earlier Latest 12 months, $b Foreign reserves*, $bn 
turnover of $2.7 trillion (or 14% of the global GDP Industrial Consumer Trade Latest Year ago 


total) traded on such bourses in 1997. As a production prices balance 
result of the emerging-market crises, the ag- + 83 a + B.9 May T 22 May $31.8 May 














































































gregate capitalisation of emerging stock- | Hong a oer ———— ee z a re Bea Mar. 20d 
pom K 0 19% 8 Ape A Apr ~ FT Apr 
l markets fell from $2.2 trillion in 1997 to $1.9 indonesia -1030 +010: + 307 may +212 aw 4 300m 
trillion in 1998. Malaysia -289 4 26a + 29 May +176 Ap 
| Philippines + 120: © 36m" 4 67 +15 ap 4 1304 
| Singapore + 1.2 01 + 8.1 Apr +17.6 04 
| South Korea + 460 4323 Moy 4345 ap 
| Taiwan +430 + Oh +O +10.7 Mey 
| Thailand ~ 8.0 9984+ +10.9 Apr 
Argentina 3.0 1120 pr = di ~ 3.6 Ape 
Brazi =~ 100) - 24 ay a ~ 4.9 May 
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5.7 19985 
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Despite a 38% decline in turnover dur- 
ing 1998, Taiwan was still the emerging econ- 
omy with the heaviest turnover: 323% of 
market capitalisation. This means thateach | meate 
share, on average, changed hands more i ; 
than three times. Russia 39 MN a w +1166 vay A192 Mo 
























+ 24 a 71 to 110 


“Excluding gold, except Singapore; IMF definition. Visible and invisible trade balance, tYear beginning April 1st. §Year ending June. “Estimate, 1 New 
series, 





FINANCIAL MARKETS Colombia doubled its interest rates to 36.7% to defend its currency, 
sending the stockmarket plunging by 8.2% in the week to June 16th. Mexico city rose by 4.3% 
over the week, after the Mexican government had secured foreign credit lines to protect against 
financial crisis. Sao Paulo had a good week too, rising by 6.6%. 











Currency units Interest rates Stockmarkets  %changeon 
pers per £ short-term Jun 16th Dec 31st 1998 
| emt hie PE hl Botte bala olan 
| Jun 16th yearago Jun 16th % p.a. one in focal in $ 
|] week currency terms 














Ool dhi , 8.28 13.2 ; 1,548.3 26.9 


| : : ‘ i 13,155.1 + 22 
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Singapore 1:67 


South Korea 1,421 








Thailand 























| ¢ ia 1,390 
8.89 


























416,020 
35.9 

















*New series, inflation-adjusted. Tir dollar terms. 


Sources: National statistics offices, central banks and stock exchanges; Datastream/iC V; EIU; Reuters; Warbu rg Dilton Read; J.P Morgan; Hong Kong Mon- 
etary Authority; Centre for Moritoricg indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-israel, Standard Bank Group; Akbank; Bank Ekspres; Deutsche 
1 Bank; Russian Economic Trends, 
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Natural selection at work. 


The challenge of digital imaging is not to show greener CAPTURE connect outTeur 
grass, a bluer sky or a brighter sun than we see on earth. 
Canon's approach is different. We believe a natural- 
looking image is best. Natural textures. Natural lines. 
Natural colours. From capture to connection to output, 





aoe 7 d Digital Cameras Bubble Jet Printers Color Laser Copiers 
Canon's digital imaging technology shows you the world 

as you see it. 

http://www.canon.com á f i * rr on 
© 1999 Canon Ine hS "A A W m y y E. i 





. . . ’ . 
Sometimes the answer to an obvious problem isnt found in 


obvious place. The editors of the Economist Intelligence Units Healthce 
international reports will testify to that. 

Each quarter they uncover new trends and technologies in t 
most unlikely places. The US Army is a fine example. 

With 8 million people to care for, costs are as critical here as th 
are in civilian medicine. However, the army, unrestrained by patie 
litigation, has been able to forge ahead with the development 
technology that spreads expertise and saves time. 

The introduction of video conferencing allows consultants bas 
in one country to examine patients in another. 


. . ” . . . 
Sophisticated “telepresence equipment enables specialists 





rform not only tests by remote control but delicate surgery as well. 

And home diagnostic systems using telephone or cable television 
ies permit at-risk patients to monitor themselves, avoiding the 
stly and time-wasting routine of hospital check-ups. 

Clearly the potential for such technology in civilian medicine is 
ormous, but if it had not been for Healthcare international civilian 
edicine might still not have known about it. 

It is one of many reports published by the Economist Intelligence 
iit. For further details of them all, simply visit our website at 
tp://www.eiu.com or call Amy Ha in Hong Kong on (852) 2802 7288 
Lela Abdullah in Singapore on (65) 536 2240. `The Economist 


They are just what the doctor ordered. has ‘Since 











A SE 
A 


eo choy 
WR 


r 


Inside every risky, 
under-capitalized company 
is a blue-chip multinational 
struggling to get out. 


Just because a company is small today doesn’t mean it will be small 
tomorrow. It’s the size of your idea that counts. That's why we help 
developing businesses secure financing. We provide support and give you 


access to all our resources. So your big idea can become a giant success. Goldman 
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Singapore Airlines h 
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to bring pours the ge 


business class in the sky. 
Top French design house, 
"Greidly has cr 

a cabin of contemporary 


Mae ds And, for 
ate in comfort, 


our new Ultimo seats* 
from Italy are electrically 
controlled, offering 
luxurious legroom as 


as personal privacy 
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NPN APORE AIRLINES 
WEARERS LASS 


BUSINESS IN A CLASS OF ITS OWN 


tainment system, with our World Gourmet complemented by 

ar 60 entertainment Cuisine — created by an inflight service even 

ons. And for the first international panel of a airlines talk about. 

2 in the sky, you can acclaimed halk brings Singapore Airlines 

y blockbuster movies you a dining experience mase Galie ffles Class. ET.. R 
1 Dolby Headphone reminiscent of fine Nowi more than ever, AIRLINES 
ind sound. In addition, earth-bound restaurants, a great way to fly. 


WwWWW. SINGALX weaircom 
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QQ Ni 
An honest opinion. Extremely rare 


when asking about a future spouse, 


a new haircut, or whether 
you should sell your company. 


We've always held the belief that we should tell clients what they need to know, 
not what they want to hear. This includes times when we must tell clients that 
they shouldn't go public or merge. After all, it's from a core of honesty and trust 
that any long-term relationship is born. Oh, by the way, where'd you get that haircut? 
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NATO's success 


Sir—You claim that the central 
failure of NATO's air campaign 


was that it intensified, not stop- . 


ped, the ethnic cleansing which, 
you concede, Slobodan Milosevic 
was determined to pursue (“Mes- 
sy war, messy peace”, June 12th). 
Yet today, Nato forces are impos- 
ing their control over Kosovo and 
refugees are returning to their 
homes. Mr Milosevics ethnic 
cleansing has been stopped and 
reversed. Some failure. 

I regret all loss of life in con- 
flict, yet we know how much 
higher the cost would have been 
had we stood by and done noth- 
ing. We went the extra mile for 
peace but Mr Milosevic would 
not listen. We are now seeing the 
sickening crimes committed in his 
name. 1 look forward to the day 
when he stands trial for the near- 
ly 400 murders for which he per- 
sonally has been indicted by the 
International Criminal Tribunal 
for the Former Yugoslavia—~a 
completely independent body, 
whatever your unwarrantable 
claims to the contrary. 

GEORGE ROBERTSON 


Secretary of State 
London Ministry of Defence 
PNL ONP O EAE int E EEN toi SEES ~M 
LA defence 


Sir—I have lived and worked in 
Los Angeles for nearly 40 years 
and your description (June 5th) of 
the city inherited by Mayor Ri- 
chard Riordan reflects the usual 
distorted stereotypes which are so 
much enjoyed around the world. 
The one most disturbing to me, as 


a professor at the University of 
Southern California, is the glib 
statement that “the universities 
had fallen victim to Marxists and 
post-modernists”, suggesting that 
this is contributing to the city’s 
disintegration. It is certainly not 
true of usc, nor the California In- 
stitute of Technology, ucta, and 
Claremont College, to name only 
the most prominent.of the area’s 
universities, l 

To the contrary; the elected 
charter-reform effort was chaired 
by a member of the usc Law 
School, Erwin. Chemerinsky. In 
my own school of policy, plan- 
ning and development, faculty is 
actively involved in educational 
reform, improving court adminis- 
tration, police. education and 
transportation planning. Many of 
us have served on city and county 
boards and commissions. 

Mr Riordan ‘deserves tremen- 
dous credit for the changes he has 
wrought, but so do the uni- 
versities of southern California 
which have contributed research 
and staff to help improve all our 
lives in what is perhaps the most 
diverse community in the world. 
Los Angeles CATHERINE BURKE 


Kashmir in crisis 


Sir—Your leader on Kashmir 
(June 12th) misses the central fact 
that the Kashmiri people have 
never been reconciled to Indian 
occupation of their land. For 
more than half a century, India 
has blatantly defied pledges given 
at the United Nations. Until those 
commitments are honoured, In- 
dia’s feigned surprise at local vio- 
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lence will not carry any credibil- 
ity. Pointing a finger at a few 
hundred infiltrators into Indian- 
occupied Kashmir distracts atten- 
tion from the main problem. 

In the days of the empire, Bri- 
tain needed 'no more than 80,000 
troops to maintain order in the 
whole of South Asia. India has 
found it necessary to deploy 
700,000 military and paramilitary 
troops in. Kashmir to control a 
population of 13m. These forces 
maintain. control with a reign of 
terror.and intimidation. The prob- 
lemis of the suffering of the Kash- 
miri people and their future; it is 
emphatically not a border prob- 
lem between India and Pakistan. 
Westbury, 


New York Surran HAMEED 


Str--You rightly say that the pre- 
sent problem in Kashmir has 
been. started by Pakistan. That 
country’s. support of infiltration, 
overt and covert, is a naked vio- 
lation. of all international norms. 
At the same time, you do not ap- 
preciate the restrained manner in 
which India has reacted to this 
provocation. All the responses, 
including the use of air power, 
have been restricted to the Indian 
side. The “line of control” has not 
been violated by India, even 
though Pakistan has done so. 

In. contrast, after the bombing 
of American embassies in Nairobi 
and Dar es Salaam, America sent 
its cruise missiles to bomb Osama 
bin Laden, at his bases in Af- 
ghanistan and Sudan. Applying 
the same criteria, it would have 
been perfectly legitimate for India 
to act against the bases of the ter- 
rorists who are creating the prob- 
lem in Kashmir. India has not 
done so and should be applaud- 
ed, not asked to make some un- 
defined compromises. 

Mumbai NAMASTE ASHOK 
EPEE A EI AIA AAE EAEE EEE PESEE? u 


Plus ça change 


Sir--In. your survey of France 
which: hit the news-stands on 
June 4th you note that “In terms 
of income per head, France over- 
took Britain in 1969, and has re- 
tained that lead to this day.” May 
congratulate you on your timing. 
France did indeed retain its lead 
over Britain until exactly that day, 
when, for the first time, the euro 
traded below 64.12p. Note that the 


populations of the two count 
are about the same. At that 
change rate, in the first quarter 
1999 Britain’s Gop of £212.3 bill 
surpassed France’s GDP of €3 
billion. 
New York 


Mark RECKL 


Ethiopia's parties 


Sir—Ethiopia does not “insist” 
parties that are ethnically ba: 
(“Africa’s democratic joys < 
tribulations”, June 5th). Many : 
litical parties seek to repres 
specific ethnic constituencies | 
there is nothing in the const 
tion to say that political. par 
have to be ethnically based. 
the 65 or more registered part 
several are not based on regior 
ethnicity. Furthermore, some g 
ties have chosen not to regis 
and some of these are based 
national issues, others on reg 
or ethnicity. The only restrictio 
on parties based on religion, 
the constitution declares freed 
of worship and prohibits all « 
crimination on religious groun 

f EPHREM MEHRET- 
London Ethiopian Emba 


FILP fillip 


Sir—Your article criticising 
pan’s fiscal investment and k 
programme (Fite) is based 
critical misunderstandings of y 
ious essential points (“Japi 
debt menace”, June 5th). 

First, contrary to what you ! 
a detailed report concerning 
ritp, and financial reports of p 
lic institutions financed by 
Fite, are made public annuz 
They are accessible from all o 
the world through the Inter 
(www.mofgojp). 

Second, the rip system is 
unique to Japan. Similar schen 
such as the Federal Credit I 
gramme in America, are tools 
fiscal policy aimed. at realis 
public-policy goals in an effici 
and effective manner by us 
loans. Under the Fie, loans, cc 
bined if necessary with subsic 
from the government's gene 
account budget, are used 
achieve such goals. 

Third, your suspicion t 
some FILP assets, equivalent 
“10-15% of Gpp”, are in bad cor 
tion is not based on credible d 
On the contrary, the rite has 
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non-performing loans as its loans 
are mainly restricted to public in- 
stitutions with a good credit rat- 
ing. Neither the Trust Fund Bu- 
reau, the core of the system, nor 
any other parts of the rite have 
any loans to borrowers who have 
gone bankrupt, nor do they have 
any overdue loans to public in- 
stitutions. Repayments have nev- 
er been made later than the pre- 
determined schedule, and we ex- 
pect this to continue. In essence, 
the abolition of the rizr, as you 
suggest, is inappropriate and 
harmful. Why should the Japa- 
nese government be deprived of 
such an effective and useful pol- 
icy tool? 

The Ministry of Finance is pre- 
paring a rip reform plan to be 
implemented within a few years. 
The advantages of the ritp will be 
strengthened by this reform, 
which will include the cessation 
of the mandatory deposit from 
the Postal Savings and Pension 
Funds and a change of the fund- 
ing scheme to one based on mar- 
ket principles. 

NOBUYOSHI CHIHARA 

Ministry of Finance 


Malawi's choice 


Sir—You err gravely when you 
contend that policy differences 
between Malawi's ruling United 
Democratic Front (upr) and Hast- 
ings Banda’s old Malawi Congress 
Party (Mcp) are negligible (“Mala- 
wi: free but poor”, May 22nd). You 
must be aware that the mcr has 
never renounced its firm commit- 
ment to one-party rule. 

President Bakili Muluzi and 
the ruling upr, on the other hand, 
have so protected democracy and 
nurtured human rights in Malawi 
that they are now taken for grant- 
ed. Democracy and human rights 
cannot be assumed or assured 
under the mcr. The choice before 
Malawians is not purely econom- 
ic, as you seem to suggest, but also 
whether to return to the dark 
days under the mcr or to con- 
tinue in freedom with the upr. 

BRIGHT MASAKA 


Malawi 
London High Commissioner 
Aan ate aa ar aan an Rd ar mJ 
Rapid reactions 


Sir—As a Canadian, I do not visit 
the San Diego Zoo to see beavers, 
nor do I visit Siberia to see snow. I 
can experience both at home. 
Thus, I must ask, why are Ger- 
mans visiting Montana (“End of 


8 


the last free state”, May 29th) to 
drive at a paltry 95mph? They can 
experience that in the slow lane at 
home. My only conclusion is that 
these “tourists” were test drivers 
who found the open road the per- 
fect place to assess their product 
in America. | am planning a trip 
of my own; to Russia. I hear they 
have a very exciting sport there 
called ice hockey. 

Toronto JONATHAN ROYCE 


Sır--Montana had no “speed 
limit” or a “reasonable and pru- 
dent” rule before the federal gov- 
ernment required 55mph in an ef- 
fort to save gasoline. No one had a 
problem with figuring out what 
reasonable was; as youngsters, 
most of us tested the limit and 
were told that it meant “never 
pass a highway patrolman”, usu- 
ally by the Highway Patrol shortly 
after receiving our licences. 

The 55mph limit at night was 
for our own protection; in the old 
days, anything over that speed 
would be dangerous. Imagine hit- 
ting a deer or cow standing on the 
road mesmerised by the oncom- 
ing headlights. 

I live just off an interstate route 
and the scariest thing we see here 
is an out-of-stater or a Canadian 
in the rear-view mirror when we 
are slowing to make a turn. 
Nashua, 

Montana CHARLIE BROCKSMITH 


Beet caned 


Str—America’s sugar import re- 
gime is a disgrace (“Bittersweet”, 
June sth). Designed to protect the 
inefficient sugar-beet producers 
in the upper Midwest, it provides 
a windfall for the more efficient 
cane-sugar producers in Florida. 
This is echoed in the restraints on 
textiles and apparel (masked as 
“voluntary” export agreements), 
that enhance the profits of effi- 
cient textile producers, while the 
intended beneficiaries are still 
hanging on the ropes. 

The American sugar industry 
has repeatedly asserted that quo- 
tas ensure a reliable supply of 
sugar but 1 would not call reason- 
able a price double that of the 
world market’s. When the Gener- 
al Accounting Office published its 
report, critical of the import re- 
gime, the Department of Agricul- 
ture objected. Of course, the de- 
partment administers the quotas 
and no bureaucrat likes to lose 
turf to another. 

If American relations with Cu- 


ba were to improve, and the Fan- 
juls returned to pollute that island 
rather than the Everglades, | 
would wish them Godspeed. 
Reston, 

ini RICHARD HOWARTH 
PARE EA EA E E Sha acta isnt All 


Colombia's guerrillas 


Sin—You miss the point about 
Colombia (“Messages of war”, 
May 29th). It is not, as you imply, 
just right-wing groups or the mil- 
itary: who support the outgoing 
defence minister and oppose the 
excessive concessions made to 
FARC guerrillas. Rather, these 
views are held by an overwhelm- 
ing majority of Colombians, as 
seen in all recent opinion polls. 

Most Colombians want the 
peace process to move forward, 
but not at any cost. Public opin- 
ion has reacted against the gov- 
ernment’s lack of a negotiating 
strategy with the rebels. It makes 
all kinds of unconditional conces- 
sions, while the rarc continue 
with their nation-wide campaign 
of murder, kidnapping, extortion, 
and drug trafficking. Not to men- 
tion the well-documented abuses 
they have committed against ci- 
vilians, judicial authorities and 
church leaders in the demilitar- 
ised zone. 

There is wide national consen- 
sus that enduring peace can be 
achieved only if other armed re- 
bel groups like the leftist EN and 
the right-wing auc are included 
in the negotiations. However, the 
government inexplicably decided 
to give them unequal treatment 
compared with the rarc. Sadly, 
this resulted in increased terrorist 
and kidnapping activity from 
both groups. 

All this underscores a funda- 
mental flaw in the government's 
peace policy: not giving sufficient 
importance to its military and se- 
curity strategy, as a means to im- 
prove its position at the negotiat- 
ing table with all rebel groups, 
while maintaining public sup- 
port. The defence minister’s resig- 
nation will lead the government 
to reflect on this. 

Bogota HAROLD EDER 
ms SEERE EEN EEE OE EAEE ETRE, 


Pay review 


Sin--For cars you do not do it. For 
hamburgers you do not do it. For 
asset returns you do not do it. Yet 
when discussing the labour mar- 
ket you let emotion get the better 
of logic and routinely turn your 
back on the desirability of the law 





of one price. In recommending 
firms to use more. profit-relatec 
pay (“End of a ritual”, June 12th) 
you repeat a fad that continues tc 
hold the western democracies ir 
its spell through simple repetition 
Economic theory tells us some 
thing different. For optimality 
workers should be paid wha 
they are worth in the open mar 
ket, not what their particular em 
ployer of the moment feels able 
to afford. One price works. Imag 
ine readers are so disgusted by 
your leader that they desert Thi 
Economist in droves. Profit 
plummet. The editor calls a meet 
ing and tells his writers that thei 
pay will also plummet. This, he 
claims, is what efficiency requires 
I have no doubt that your bes 
people would treat this kind o: 
poppycock logic with the respec 
it would deserve—and leave for ¿ 
more sensible employer payiry 
the market price for talent. 
ANDREW OSWALE 
Coventry Warwick University 
Lament AN ENE otal AA E IAOEE es | 


No voters 


Sir—You ascribe the voter apathy 
in the European elections (Juni 
12th) to the perception that “nc 
‘real’ power is at stake” and you 
point out that “voters conceive o! 
their politics in national terms.’ 
Taking these points together, i: 
the number of seats at stake fo: 
each country could be taken uy 
only in proportion to the actua 
voter turnout, then the apathy 
problem might be dramaticall+ 
overcome. While most Briton 
seem not to mind which part 
representatives they have, I sus 
pect they would mind very mucl 
indeed if Britain was woefull 
under-represented simply be 
cause they could not stir ther! 
selves to vote at all. 
Walton-on-Thames, 
Surrey 


PETE: 
NEWMA 


Sig~—Your description of votini 
forms for the European electia 
in Britain (“This time it matters 
5th June) being the longest ever 4 
“two and a half feet” makes m 
wonder why I ever considere 
that being in Europe meant ha” 
ing to understand the metric sy‘ 
tem. Thank you for reaffirmir 
that, whatever apathy we më 
have for Europe, when it comes 
these elections, voting with ot 
feet (and presumably inches) x 
mains top of our priorities. 
London New Cows 
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CAPITA RAS 





@GartnerGroup 





SPECIALIST RESEARCH ANALYSTS/DIRECTORS 





Re-deploy your considerable IT/Business expertise 


BASED: SCANDINAVIA GERMANY FRANCE BENELUX ITALY UK 
PAN-EUROPEAN SCOPE - PART OF A GLOBAL TEAM 
NEGOTIABLE BASE SALARY, BONUS, CAR AND BENEFITS PACKAGE 


Here is the opportunity to re-channel your background and expertise by joining GartnerAdvisory, through research and analysis, delivering 
clear, actionable advice, critical to the IT strategy decision-makers within GartnerGroup clients across Europe. 


You have substantial knowledge and experience in one of the specialist areas below, gained from significant time with a major Vendor or progressive User, 


You understand the technologies and market dynamics and the implications for the survival and competitive edge of enterprises. You have strong analytical 
and exceptional communication skills - written and spoken - one to one, or presenting at seminars and symposia, with ability to deliver in English, 


ELECTRONIC COMMERCE AND EXTRANET APPLICATIONS 
You will go beyond the hype surrounding “Web commerce”, to advise on 
the extensive changes to business strategies, competitive positioning and 

applications management that enterprises encounter when they “do 

business electronically” with customers, suppliers, consumers and 
government agencies, 


END USER COMPUTING 


You will enable companies to develop a holistic view of the business critical, 
cost-intensive and rapidly changing landscape of end user computing, 


INFORMATION SECURITY STRATEGIES 
You will navigate this unstable and evolving market, covering risk 
assessment, technology and management vulnerabilities, threat agents and 
marketplace dynamics, 


INTEGRATED DOCUMENT AND OUTPUT MANAGEMENT 
You will focus.on the technologies, architectures, organisational support and 
user behaviours that allow users to transcend todays limited document 
structures and apply value-added information directly to business processes. 


SOFTWARE ASSET MANAGEMENT 


Employing asset management tool strategies, organisational policies and 


procedures and asset optimisation tactics, you will take the surprise out of 
planning and justifying software investments, where recognised and 
unrecognised costs are exploding. 


INTRANETS AND ELECTRONIC WORKPLACE/ 
KNOWLEDGE MANAGEMENT 
Harvesting and sharing intellectual assets for breakthrough results in 
enterprise productivity and innovation, integrating people with 
technology with collaborative processes to create a smarter and more 
competitive organisation. You will examine E-mail, Groupware, 
Business Intelligence - practices, technologies, service providers and 
implementation models. 


STRATEGIC DATA MANAGEMENT 
You will assist companies in developing and deploying effective 
data management strategies, considering - heterogeneous data 
management, universal data access, data warehousing, parallelism 
and evolving data servers. 


INTEGRATED LOGISTICS STRATEGIES 


Analysing processes, enabling technologies, vendors and 
implementation strategies, as they apply to the enterprise, within 
order-and-deal management, demand, deployment, warehousing 

and transportation. 


_ . MANAGING DISTRIBUTED COMPUTING 
You will address the issues created by the migration from a hierarchical 
monolithic approach, to a flat distributed computing model, masking huge 
labour.costs-and risks, addressing acquisition, management, support and 
total cost of ownership (TCO). 





The world’s leading authority on information technology (IT), GartnerGroup provides over 11000 organisations and 35000 individual clients with cutting- 
edge advice and targeted insights, to support competitive decision-making across the IT spectrum, via more than 1000 GartherGroup Analysts and 
Consultants, supported by over 3000 full time professionals in 80: locations around the world. 


GartnerGroup’s “value-added” resources begin with the uncompromised integrity of its unique intellectual capital and robust proprietary databases, 
constantly refreshed by hundreds of client interactions and controlled by rigorous processes and methodologies. 


GartnerGroup supplies end-to-end support throughout the IT decision lifecycle-measurement, analysis, consulting, planning and implementation. 


©) GartnerGroup 


To take the first step, please contact Grace Ellams: ge@ellams-thomas.com. Direct line: +44 (0)171 546 8610 Fax: +44 (0)171 546.8611. 
Ellams Thomas International, 10 Stratton Street, Mayfair, London W1X 5ED. ; 
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EUROPEAN CENTRAL BANK 


VACANCY IN THE EUROPEAN CENTRAL BANK (ECB) 


The European Central Bank (ECB), established in Frankfurt am Main on 1 June 1998, is urgently seeking to fill the vacancy 
detailed below. The ECB has its own terms and conditions of employment, including a. competitive salary structure, retirement 
plan, health insurance and relocation benefits. Candidates must be nationals of a Member State of the European Union. 


PRINCIPAL ECONOMIST IN THE FISCAL POLICIES DIVISION 






- Fiscal Forecasting and Monitoring - 

A vacancy is available for a position of Principal Economist in the Fiscal Policies Division of the Directorate General Econom- 

ics of the ECB. The Principal Economist will, under the supervision of the Head of Division, be in charge of the daily 

management of the "Fiscal Forecasting and: Monitoring Unit”. Given the different institutional and structural characteristics of 

public finances in the EU, the key function of this unit is the analysis of fiscal developments and structural issues at country 

level as a necessary input to understand their aggregate impact on the euro area, as well as the fiscal convergence of EU 

Member States that are candidates for adopting the single currency. In developing this function, this Unit of the Fiscal Policies 

Division is closely co-operating with National Central Banks. In addition to the Principal Economist, the unit consists of 

several economists and research analysts, The holder of the position of Principal Economist will be responsible for organising 

and leading the unit, as well as for managing its work content. In addition, the holder is expected to contribute to the work of 

the unit. The main tasks of the unit include: 

* Monitoring, analysing and forecasting short-term fiscal developments in EU countries; 

* preparing briefing material on related issues for internal and external meetings; 

* contributing to reports, both for publication and internal; 

* contributing to speeches delivered by Board Members, and papers for the participation of Senior Management in semi- 
nars, conferences, etc.; 

* preparing analytical studies on structural issues and long-term projections on public finances; 

* estimating fiscal policy indicators and contributing to modelling fiscal policy reaction functions in the framework of 
macroeconometric models; 

* fiasing with National Central Banks and fostering the exchange of information with and among NCBs for monitoring 
and forecasting purposes; 

* developing, in co-operation with National Central Banks, common methodologies, identifying relevant cross-country 
issues, and making sure that the assessments are consistent and comparable across countries; and 

* contributing to the ECB Convergence Report. 


¢ Advanced university degree in economics together with a sound academic background in public conomics and macroeco- 
nomic analysis of fiscal developments. A research and publication record would also be an asset. 
* Several years work experience on forecasting, monitoring and analysing fiscal developments. and structural issues in 
public finances. Good knowledge of the institutional framework and statistics of public finances in the euro area. 
* Managerial experience would also be desirable. 
* Very good command of English. The candidate must have proven advanced drafting ability in English and should be able 
to write clearly and concisely. Working knowledge of at least one other European Union language is required: 
* Good knowledge of statistical and econometric techniques for forecasting and analytical purposes, and a working knowl- 
edge of modern office equipment. 
: 04, 
Applications 
Applications should include a Curriculum Vitae and a recent photograph, together with references confirming the required 
experience and skills and, if possible, copies of (published or unpublished) papers or notes prepared by the candidates. They 
should quote the reference number and should be addressed to the European Central Bank, Directorate Personnel, Postfach 
16 0319, D-60066 Frankfurt am Main, and should reach us no later than 9 July 1999. Applications will be treated in the 
strictest of confidence and will not be returned. 
This vacancy is also published on the Internet at http://www.ecb.int, but applications should only be submitted on paper via 
surface mail. 
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The Institute of International Finance, Inc. 


Policy Analyst 


The Institute of International Finance, the global association of 
financial institutions based in Washington DC, is expanding its 
regulatory policy team and seeks an outstanding junior 
professional tọ assist with a broad range of analytical and 
advocacy vities. The responsibilities would include to be 
actively involved in analyzing international regulatory policy 
initiatives, laisoning with senior level HF member 

and the international regulatory community on 
nembers, and producing the Institute’s 

ewsletter and periodic analytical documents. 

s frequent travel, especially to Europe. 































Applicants should have a legal or other appropriate 
background, preferably with international expertise and a 
graduate degree from a leading university. The ideal candidate 


= 
oS 








exceptional analytical and writing skills as demonstrated 
through acédemic publications in refereed journals. Second 
language a plus. No U.S. “registered foreign agents” please. 
Remuneration is competitive. Apply with curriculum vitae 

and relevant professional writing samples to: 





Terrie Brawner 





www.Level3.com 
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HD OPERATIONS OFFICER -YEMEN 


The World Bank (WB) office in Sana'a; Republic of Yemen is seeking an 
experienced project manager with strong technical skills and operational 
_ experience in the Human Development {HD} sector. 














The selected candidate will work as part of a Human Development team 
which comprises field-based staff and Headquarters (HQ) staff. The 
incumbent will report to both the HD Sector Director in Washington, DC 

and the Resident Representative in Yemen. Duties and responsibilities will 
include: coordinating on a day-to-day basis all aspects of implementation of 
several World Bank HD portfolio activities in Yemen, including the monitoring 
of procurement and disbursement, and key recommendations from 
supervision missions; establishing a substantive dialogue with relevant 
ministries, agencies and stakeholders, including the private sector and 
beneficiaries; working with all visiting HO missions and facilitating all 
technical and operational exchanges between the WB and key- interlocutors; 
monitoring HD sector policies and reporting on major developments; ensuring 
the effective transfer of knowledge and skills ta. counterparts; and providing 
periodic status reports to project task team leaders and managers. 


Selection Criteria 
‘Graduate degree in Management or one of the HD disciplines (Health, 
Education, Social Protection); minimum of five years relevant experience 

- including the management of comprehensive HD activities; knowledge of 
-HD policies in the Middle East and North Africa region would be an 
advantage; familiarity with international project management practices 
(procurement and financial management, monitoring and evaluation), 
demonstrated strong organizational and analytical skills; strong teamwork 
and communication skills; and fluency in Arabic and English. 





























ZINN 
Qualified candidates should send a detailed CV by July 12, (Race 
1999 to: Mr. Gianni Brizzi, Resident Representative, 
World Bank Resident Mission, P.O. Box 18152, Hadda The 
Area Street No. 40 off Damascus Road, Sana'a, World 


Republic of Yemen, FAX: (967)-1-413709. 


Director of Economic Analysis 


Provide economic policy evaluation and strategic 
analysis for the company launching the world’s first 
completely IP based communications network for 
voice and data. Join our team in turning this 
continuously upgradeable network into 
unprecedented levels of low cost bandwidth for the 
world. 


The Position 
+ Analyze economic impact of policy initiatives 
+ Serve as corporate economic spokesperson 


* Provide economic analysis & modeling for strategic decisions in the 
areas. of: forecasting, pricing, price elasticity and competitive analysis 


+ Implement econometric components of large-scale models 
* Advise and mentor optimization staff in econometrics 


The Requirements 
¢ Ph.D. in microeconomics from top-tier program 


* Significant experience working in or consulting to 
telecommunications company 


+ Experience w/internet, or other disruptive, emerging technologies 
* 7+ years experience in microeconomic analysis and modeling 
* Background in OR and Al search heuristics preferred 


Send resumes to Jobs@Level3.com Attn:CR1384. 
EOE Drug Testing Required 
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EUROPEAN CENTRAL BANK 


VACANCY IN THE EUROPEAN CENTRAL BANK (ECB) 


The European Central Bank (ECB), established in Frankfurt am Main on 1 June 1998, is urgently seeking to fill the vacancy 


detailed below. The ECB has its own terms and conditions of employment, including a competitive: salary structure, retirement 
plan, health insurance and relocation benefits. Candidates must be nationals of a Member State of the European Union. 


- Fiscal Policy Analysis - 


PRINCIPAL ECONOMIST IN THE FISCAL POLICIES DIVISION 





A vacancy is available for a position of Principal Economist in the Fiscal Policies Division of the Directorate General Econom- 
ics of the ECB. The Principal Economist will, under the supervision of the Head of Division, be in charge of the daily 
management of the ”Fiscal Policy Analysis Unit”. The function of this unit is to analyse fiscal policies.and structural issues in 
public finances from the point of view of the euro area, and assess their impact on the primary objective of the single monetary 
policy, price stability. The key tesponsibility of the Fiscal Policy Analysis Unit is to provide assistance to the ECB’s decision- 
making bodies in evaluating this impact and formulating views on fiscal policies from a conjunctural as well as a structural 
standpoint. The unit consists, in addition to the Principal Economist, of several economists, one research analyst and a secretary. 
The holder of the position of Principal Economist will be responsible for organising and leading the unit, as well as for 
managing its work content. In addition, the holder is expected to contribute to the work of the unit. The main tasks of the unit 
include: 


analysing fiscal policies and developments from the euro area perspective; 

preparing briefing material for internal and external meetings; 

contributing to reports, both for publication and internal; 

preparing studies as part of the analytical agenda of the Fiscal Policies Division; 

providing secretarial support to the Working Group on Public Finance of the 

Monetary Policy Committee; 

contributing to speeches delivered by Board Members, and papers for the participation of Senior 
Management in seminars, conferences, etc: and 

providing assistance to the Executive Board and Governing Council of the ECB in formulating official views. 


Qualificati 


Advanced university degree in economics together with a sound academic background in public economics and macr- 
oeconomic policy. A research and publication record would also be an asset. 

Several years work experience on fiscal policy analysis and structural issues in public finances. Good knowledge of the 
institutional framework and statistics of public finances in the euro area. 

Managerial experience would also be desirable. 

Very good command of English. The candidate must have proven advanced drafting ability in English and should be able 
to write clearly and concisely. Working knowledge of at least one other European Union language is required. 

Good knowledge of statistical and econometric techniques for analytical purposes, and a working knowledge of modern 


office equipment. 


ET 


Applications. should include a Curriculum Vitae and a recent photograph, together with references confirming the required 
experience and skills and, if possible, copies of (published or unpublished) papers or notes prepared by the candidates. They 
should quote the reference number and should be addressed to the European Central Bank, Directorate Personnel, Postfach 
16 0319, D-60066 Frankfurt am Main, and should reach us no later than 9 July 1999. Applications will be treated in the 
strictest confidence and will not be returned. 

This vacancy is also published on the Internet at http://www.ecb.int, but applications should only be submitted on paper via 
surface mail. 
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Management Consultancy 


Nee N Telecommunications Engineering and 















We are an internationally operating independent consulting com- 
pany for modern telecommunications and information technology. 
Our shareholders are three major German, banks and Deutsche 
Telekom AG . 












































Due to expanding business we have the following positions open 
for highly motivated 


Full-time/Freelance Consultants 
Strategy and Organisation (MBR-S2) 


Working in a team of highly skilled consultants with state-of-the- 
art management tools you will define long-term strategies for tel- 
cos and prepare them for organisational change. 


Regulation (MBR-R5) 


Joining our core of regulatory experts providing consulting services 
to governmental authorities you will help develop strategies, tac- 
tics and tools for the liberalisation, privatisation and regulation of 
telecommunication markets. 


Business Development (MBR-B5) 





Those familiar with constructing business cases, company evaluati- 
ons for privatisation or M&A, interconnection tariffing or IP busin- 
ess development in international environments are particularly 
interesting to us. 


Market Research and Marketing (MBR-M4) 























As an expert for market research and marketing, you will be res- 
ponsible for the preparation and conduction of primary and desk 
research including the analysis with statistical methods. Experience 
in operative Marketing for telecommunications would be an asset. 





For all four posts the following are requirements: 
w advanced university degree in economics/business administrati- 
on or equivalent professional qualifications. 


m minimum 2-3 years experience in a consulting and/or telecom- 
munications environment, preferably with international assign- 
ments. 


w fluent German and English, additional languages desirable (esp. 
Spanish, French) 


m willingness to travel extensively on short- and long-term assign- 
ments. 


Remuneration: attractive salary based on qualification and experi- 
ence. The full-time positions are in Bonn, Germany. 






Application: Send a detailed CV and references with the correspon- 
ding key code to 






DETECON GmbH 
Personalabteilung, Attn. Mr. Roman Frotz 
53227 Bonn 

Germany 









Or apply via E-Mail to: 
Zentrales_Personalmarketing@bonn.detecon.de 






Further information and details of additional vacancies can be 
found at http://wwww.detecon.de 
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For over 40 years, Pathfinder International has been 
improving the quality of life in developing countries 
by providing essential family planning services. 


Providing technical assistance to Implementing Partners (IPs) and Country 
Officers, you will set up and/or review financial management systems to ensure 
compliance with Pathfinder guidelines, Successful candidate will train 
accounting staff, conduct pre-award analysis, develop/revise project budgets, 
and review IP financial reports, You will also prepare cost programs for 
REPs/REAs, conduct regular site visits, and review project expenditures. 






This position demands a professional wich a strong interest in and commitment 
to. reproductive health/family planning and population issues. Experience in 
USAID support projects is key, Candidates must have a BS/BA degree in 
Accounting or Business Management, 5+ years of experience in financial 
management, and proficiency in MS Office and Lotus Suite. Fluency in 
written/spoken English and the ability to communicate with people of diverse 
languages and cultures required, Membership in AICPA, ACA, or ACCA 
essential. Fluency in French and Portuguese desired, 


Interested candidates, please contact Elizabeth Lule, Pathfinder 
International, PO. Box 48147, Nairobi, Kenya; fax: 254-2-224154; 
e-mail: elule@pathfind.org 


AA Pathfinder 


WOM INTERNATIONAL 





























vas AFRICAN DEVELOPMENT BANK 
S, WALLON EXPORT AGENCY 





DEVELOPMENT BANK 


Within the framework of its Agreement with the African Development Bank (ADB) based in 

Abidjan. (Ivory Coast), the Walloon Export Agency (AWEX) will soon start the preselection 

process for the recruitment of ons high-calibre candidate to fulfil the following duties as defined 

by ADB: 

Position Tithe: Advisor/Grade: PL/Department/Division: OPVP 

Objectives: 

The incumbent will be the principal resource person to the Vice President, OPVP, on matters relati 

to the Bank’s private sector operations. He/she will advise the Vice President on private sector 

investment strategy, policy and procedures as well as on specific investment proposals: As di 

the Vice President, he’she will also be available to assist OPSD in selected tasks relating to private 

sector operations, 

Specifically the Advisor will: 

~ Review the preliminary evaluation notes (PEN), investment proposals and other documents and 
reports to ensure that they are technically consistent with the Bank's prevailing priorities, policies and 
procedures, 

~ Advise the Vice President on OPSD's planning, preparation and monitoring of annual business plans 
and ther implementation, 

-= Assist the Vice President in reviewing OPSD’s planning and implementation of effective strategies, 
policies and procedures on private sector operations. 

< Draft papers, speeches, comments and correspondence, as requested by the Vice President on private 
sector operations, 

- Participate in task-forces on policy and operational matters relating fo private. sector operations, as 
designated by the Vice President, 

- Advise the Vice President on OPSD's management of the Bank’s private sector investment portfolio, 

- Liaise with other multilateral and bilateral agencies as the work may require. 

+ Participate in private sector committees such as investment/equity participation committees and other 
management review meetings, and 

~ Undertake any other assignments requested by the Vice President, 

Selection Criteria: 

- At feast a master’s degree in Economics, Finance, Business Administration ot. other Closely related 
fields. 

- Atdeast 10 years of private sector financing experience in private sector enterprises and financial 

institutions, of which at least two years preferably in Africa. 

+ Working experience with development finance insttunons, 

- Computer skills in word processing and spreadsheet applications used by the Bank. 

» Excellentcommunication skills, verbal and written, and 

~ Proficiency in French or English with a good working knowledge of the other. 

The remuneration package will be equivalent to that applied to full-ime expatriate ADB 

employees with a similar position within the Bank. 

Applications {recent ev + cover fetter) for this immediate opening must be sent before 15 July 

1999 to: Mr. Philippe Suinen, General Director, AWEX, 2 Place Sainctelette B-1080 Brussels 

(Belgium); fax: 32.2.421.87.73. Only candidates meeting the minimam requirements will be 

contacted: No telephone enquiries will be answered. 
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WORLD BANK INSTITUTE 


World Communications Specialist 


The World Bank Institute (WBl) is seeking applications from senior-level persons to fill 
the position of Communications Specialist. 





WBI supports the achievement of the World Bank's mission by enabling learning for 
staff and clients, Working with the Bank's networks and regions, and in partnership 
with stakeholders worldwide, it develops, integrates and shares knowledge on issues 
orucial to poverty alleviation and sustainable development. As a learning organization, 
it. aims at continuous improvement and uses innovative methods to meet staff and 
client needs. 


Wi produces an impressive range of communications outputs, such as publicity 
pamphlets, press releases, web-pages, PowerPoint presentations, course brochures, 
publication series, research papers, CD-ROMs, an annual report and a regular journal, 


The main responsibility of the Communications Specialist is to facilitate the 
development and implementation of a coherent external and intemal communications 
strategy for WBi. It includes preparing outputs such as brachures, web-pages, the WEI 
annual report, contributions to other regular World Bank. reports and PowerPoint 
presentations. 


The selection criteria include: 


+ Relevant advanced degree, plus seven to ten years of professional experience in 
communications, public relations, public affairs, or journalism, preparing a wide 
range of communications products; 

* A thorough understanding of communications approaches, tools and 
methodologies; 

+ Demonstrated willingness and ability to take direct responsibility for preparation, 
design and delivery of a range of communications products; 

+ Exceffent English language writing skills, and preferably facility in at least one other 
language; 

* Strong computer skills, including familiarity with Microsoft PowerPoint, Word, and 
preferably WebPages Development; 

* Famillarity with the development process; 

* Strong facilitation and interpersonal skills. 


interested candidates who meet the above criteria should mailfax/e-mail a detailed 
resume by July 11, 1999 to: World Bank, HRSN4, Room G5-017, Job Code WBI/CS, 
1818 H Street, NW, Washington, D.C. 20433, Fax: (202) 522-1714, E-mail: 
WBI_Recruitment@Worldbank.org, 

Only those shortlisted for interviews will be contacted, 


LAND 0’ LAKES 
BUSINESS CONSULTANTS 


Land O' Lakes’ International Development Division provides 
consulting, training and venture development services specializing 
in small to medium enterprise support. Land O'Lakes has provided 
over 1,000 experts and specialists from its Minneapolis, Minnesota 
headquarters on international assignments to Central and Eastern 
Europe, the former Soviet Union, Africa, the Middle East, Latin 
America and Asia. Land O'Lakes is expanding its database of 
highly capable individuals in support of increased worldwide 
activities involving short- and long-term assignments. Land 


O'Lakes is seeking individuals with the applied international 
experience in the following areas: 


financing and access to capital 
policy and legal reforms 
creation of sustainable business services 
- advocacy, coalition building and business associations 
regional market development, networking and trade linkages 


Applicants must have proven international experience, especially 
in developing countries, and excellent communication skills. To 
apply, forward CV, including past assignments and specific country 
experience by one of the following methods: 


EMAIL: PDDRECR@landolakes.com 


MAIL: Recruitment / MS 7440 
International Development Division 
Land O'Lakes, Inc. 
PO Box 64406 
St Paul, MN 55164-0406 
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TNO is the Dutch Organization for Applied 
Scientific Research. TNO Prevention and Health 
has a staff of almost four hundred people engaged 
in research and consultancy work into issues affect- 
ing health and the quality of life. Clients come from 
all sectors. Scientific excellence goes hand in hand 
with a market and customer focused approach. 


* Public Health Division. Involved in research and 
consultancy projects (many of them funded by 
the World Bank and the EU). 

e Making a contribution to the reform of the 
healthcare systems in other countries. 

* Focusing on the effectiveness of healthcare and 
the improvement of public health. 


International 
Public Health 
Expert 


You will be working in various countries on different 
continents as a consultant on the reform of 
healthcare systems. You will be part of short and 
long missions all over the world, You will provide 
inspiring leadership- to project teams and you will 
be responsible for results. You will maintain close 
contacts with government bodies and funding 
agencies. You will also be successful in acquiring 
new projects. An exciting and.challenging job for a 
dedicated graduate in (Social) Medicine with an 
MPH or equivalent qualification. You are familiar 
with reforms in healthcare and have experience as 
a consultant (including in countries in Central and 
Eastern Europe). Negotiation is one of your 
strengths. A good command of written and spoken 
English is essential, and knowledge of French, 
German and/or Russian would be an advantage. 
Willingness to travel is a must. 


For more information, call Mr A.H. Rijsemus, M.D., 
M.PH., or Mrs M.W: de Kleijn-De Vrankrijker, PhD., 
telephone 0031 (0)71 518 16 70. You can send your 
written application and CV to TNO Prevention and 
Health, Personnel Department, for the attention of 
W.D. Taapken, PO.B. 2215, 2301 CE Leiden, 
Netherlands. Telephone 0031 (0)71 518 13 45. 
E-mail: Taapken@po.tno.ni 
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For major organisations, global information is the key to operating in global 


markets. So when it comes to research, they come to Warburg Dillon Read, 


Our world-wide research team includes 540 specialist analysts, working out 
of 31 different countries. Covering 3,410 companies, from sector-specialist 
teams, our research reflects the world-wide business of our clients. integrated, 
global, innovative, our network of thinkers is committed to understanding 
every facet of companies and markets, around the world, that could affect 


both our clients and our decision-making. 


So it’s no surprise we win countless awards for our research expertise. After all, 


for us and for our clients, it’s thinking globally that counts. 


Warburg Dillon Read 


An investment bank of global intelligence wwwewdecom 


Issued by UBS AG acting through its Investment Banking Division, Warburg Dillon Read, regulated in the UK by the SFA, to persons who are not private customers in the UK. 
in the US, Warburg Dillon Read LLC, a subsidiary of UBS AG, is a registered broker-dealer and member of SIPC, the New York Stock Exchange and other leading exchanges. 
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When companies connect 





SCT HE full importance of an epoch- 
making idea is often not perceived in 
the generation in which it is made... A new 
discovery is seldom fully effective for practi- 
cal purposes till many minor improvements 
and subsidiary discoveries have gathered 
themselves around it.” Thus Alfred Marshall, 
a British economist, writing in his “Principles 
of Economics” more than 100 years ago. No- 
body today could doubt that the Internet is 
an epoch-making idea. And the minor im- 
provements and subsidiary discoveries that 
will enhance its use are taking place at a 
speed unimaginable in Marshall's day—part- 
ly because the process of invention has been 
refined and accelerated since then: partly because the Internet 
itself encourages improvements to spread instantly around 
the world; and partly because there is a lot of money available 
to back bets. Even so, it is still unclear what the greatest impact 
of the Internet will turn out to be. 

New technologies have always changed the world in un- 
foreseeable ways. Who could have imagined, when the first 
car rolled along a road, how that invention would alter shop- 
ping, urban design or courtship? When Faraday experimented 
with electricity, who foresaw the coming of the skyscraper, its 
lifts driven by electrical power, or the movement of women 
into the workplace, their domestic productivity transformed 
by the washing machine and vacuum cleaner? What connec- 
tion did anyone make between the arrival of television and 
the future of political debate, or of branded goods? It is a cli- 
ché to say that “the Internet changes everything”: the chal- 
lenge now is to guess what, how and how quickly. 





Wiring the familiar 

It may, as Marshall suggested, take a generation to see how the 
Internet reshapes society and human behaviour once it be- 
comes a mature technology. But the reshaping of business is 
already happening, and much faster than is often appreciated 
(see our survey after page 64). Most popular guesses about the 
Internet’s commercial future have concentrated on fashion- 
able new companies run by geek billionaires. It is dizzyingly 
rated firms such as Amazon, Yahoo! and eBay that have 
hogged the limelight. Yet far more significant is the effect the 
Internet will have on established companies. 

One forecast: although a few familiar names and even 
whole businesses may vanish forever, most large companies 
with established brands should survive and prosper from the 
spread of the Internet. Ten years hence, Amazon is unlikely to 
have wiped Barnes & Noble off the face of the earth, and 
E*Trade will probably not have killed off Merrill Lynch. In- 
deed, it is the move of established firms on to the Internet that 
seems likely to drive this technology forward to maturity. “The 
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storm that's arriving,” said Lou Gerstner, chief 
executive of em, a few weeks ago, “is when 
the thousands and thousands of institutions 
that exist today seize the power of this global 
computing and communications infrastruc- 
ture and use it to transform themselves. That’s 
the real revolution.” 

In the immediate future, that revolution 
will not be mainly about how business com- 
municates with and sells to consumers. That 
is indeed changing, but it is likely to happen 
on a smaller scale, and more slowly, than the 
change in the ways that businesses commu- 
nicate and trade with each other; and also 
than the changes within companies. 

Thus, business-to-consumer electronic commerce remains 
modest in scale—perhaps $8 billion last year in America, ac- 
cording to Forrester, an American consultancy, compared 
with $43 billion-odd of business-to-business e-commerce. In 
the near future, retail commerce may hit obstacles. It has 
grown faster inside the United States than outside it, even 
though the biggest impact of the new technology may well be 
felt when consumers learn to use the border-hopping proper- 
ties of the Internet to shop all round the world. In Europe, the 
Internet will help to turn the single currency into the founda- 
tion of a genuine single market for consumers. Yet Europeans 
are less prepared than Americans to buy electronically: they 
are less likely to have credit cards, have less experience of 
mail-order shopping, and are generally more conservative in 
their shopping habits. Even in America, reckons Forrester, 
business-to-consumer commerce in 2003 will be worth no 
more than $108 billion, less than Wal-Mart's 1998 sales. 

Business-to-business e-commerce, in contrast, might well 
top $1.3 trillion in 2003. For all sorts of reasons, businesses are 
more likely than consumers to buy and sell online. They are 
better equipped and connected, more used to trading at a dis- 
tance, more cost-conscious. Besides, electronic corporate trad- 
ing has a rapid multiplier effect. Once large firms move their 
purchasing online—as, say, Ge has done with its Trading Pro- 
cess Network, on which suppliers can bid electronically for 
components contracts—business partners and suppliers will 
have to do the same. It will become progressively harder for 
firms that cannot or do not want to trade online to survive. 





The Hollywood effect 


Nor will it be only trading between companies that is trans- 
formed. Companies themselves are likely to be reshaped. 
Managers will find that the Internet gives them lots of ways to 
do things better, faster and cheaper than now. Improvements 
in efficiency will come from switching paper-shuffling online, 
from reducing transaction costs, from making information 
more widely and quickly available, and from using it more ef- 
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fectively. The long-awaited computer-driven boost to produc- 
tivity, not least in- management, is about to arrive. 

The boundaries of companies will also change. Once, a 
Hollywood studio employed everyone from Humphrey Bo- 
gart to the lighting technicians. Today, it is more like a finance- 
house-cum-marketing-department. Studios have. retreated to 
their core roles: for a film, they now assemble the teams of 
self-employed people and small businesses that are today’s 
stars and technical support. The Internet will push other in- 
dustries in the same direction. Companies will find it easier to 
outsource and to use communications to develop deeper rela- 
tions with suppliers, distributors and many others who might 


Cooling down Kosovo 


The West must encourage Serbs to feel at home in Kosovo, even though some 
people in the Balkans may have to live apart if they cannot live together 


HE bombing over, nato’s first big task is to show the rest 

of the world, especially the sullen and doubting Slavs, that 
the moral imperative behind the alliance’s campaign was 
genuine, It is essential, for a start, that the apparent atrocities 
committed during the war are investigated and put before the 
UN’s war-crimes tribunal. Better still if those same sullen 
Slavs, be they Serb or Russian, hand over those of their breth- 
ren who have the gravest questions to answer. But it is no less 
essential that NATO strives to protect Serbs who have dared to 
remain in Kosovo, If they lived there before the bombing, 
they are as fully entitled to stay put, in safety, as the prov- 
ince’s ethnic-Albanian majority. NATO must set about dis- 
arming the Albanian guerrilla army with all the firmness and 
thoroughness it can muster. 

So far, some NATO units have looked too ready to stand 
by, while Albanian Kosovars took their revenge on those 
whose leaders, with the complicity of many ordinary Serbs, 
oppressed them. The central post-war aim of nato must be to 
protect everyone in Kosovo, whatever their ethnic origin. 

That will not be easy. However firm narto strives to be, 
most Serbs are probably going to leave the province. But there 
are practical as well as moral reasons for encouraging them to 
hang on. The entire Balkan region is bloodily spattered with 
displaced people and communities. Some of the Serbs now 
fleeing Kosovo had previously been driven out of Bosnia, 
then out of Croatia, before being dumped, as pawns in an 
ethnic numbers game, in Kosovo. In the Balkans, one person’s 
uprooting from one place has all too often led to the ripping 
of another person from another place. 

This is why the administration of Kosovo must be part of 
a big Balkan plan. Economic recovery can happen only with a 
measure of inter-ethnic harmony across the regional board— 
which means Serbia, too, must eventually be part of an over- 
all deal. It would be foolish in the meantime to let Mr Milos- 
evic- be an arbiter of aid to Serbia, though the West should of- 
fer whatever humanitarian help can go straight to Serb 
beneficiaries without going via governmental channels. The 
Kosovars are even more deserving of emergency aid. But they 
are not alone. Albania, Macedonia and Bosnia (remember 
Bosnia?) are all poor and fragile. In Bosnia and Albania espe- 
cially, the bare modicum of ethnic harmony that still exists— 
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once have been vertically integrated into the firm. Indeec 
vertical integration is likely to become less attractive; insteac 
the diplomatic art of managing ad hoc partnerships and alli 
ances will become a key executive skill. 

Many companies may end up as loose ‘agglomeration: 
networks of smaller firms or individuals bound together b 
corporate culture and communications. And not only compa 
nies. The public sector could follow suit, as governments fini 
that provision of services becomes easier to monitor ani 
measure-—and so to outsource--in the new world of the In 
ternet. Hollywood-style government: now there’s an epoch 
making idea for our wired future. 





and in Bosnia it is very bare—can be sustained only by ecc 
nomic cushions provided from outside. 

Perhaps, in the end, as Bosnia seems to show, the Balkan: 
various peoples simply will not wish to live together. Unme 
lested or not, Serbs in Kosovo may never be able to stomach . 
predominantly Albanian polity. But it is too soon to assum 
that. For the time being at least, it is worth trying to offer th 
Balkan tribes a chance to get on with each other. They hav 
done so, some of them, in the past. Why not again? 

One answer is that in the Balkans, as in some other socie 
ties where people of different races and religions rub along tc 
gether, a strong hand at the top, be it that of an Ottoman vice 
roy, a Habsburg monarch or a communist despot such a 
Tito, may be a prerequisite for harmony. This is not always sc 
Most nations are in fact ethnic cocktails, today even mor 
than in the past. Of those that work, some may owe their suc 
cess to a powerful, binding ideology (as in the United States 
backed. by laws, history and, sometimes, a single languagi 
But others owe their concord to mutual tolerance and leader 
who do not exploit communal tension. That, alas, has bee: 
rare in the Balkans. When communism collapsed in Yugosle 
via, the strong restraining hand gave way to demagogic de 
mocracy, which merely fired up the differences. 


Better cleansed than killed 


In the end, a fresh start for the Balkans may come only with 
redrawing of the map and a further exchange of population: 
This does not have to be violent. But even if it is in some mez 
sure imposed, and so qualifies for the vile term of ethni 
cleansing, it may be less terrible than ethnic slaughter, c 
genocide. It was, after all, the mass exchange of millions € 
Turks and Greeks after 1923 that helped scotch further whole 
sale war between the two nations—except in Cyprus, the on 
place where their peoples continued to be mixed. 

Should it come to this, though, two cardinal principles- 
some form of consent and the right to compensation—shoul: 
be upheld. In the absence of such radical-but-consensuz 
measures, the strong hand (in Kosovo, anyway) must b 
NATO’, ensuring that at least two lots of Balkan people coes 
ist, however ungraciously, for the foreseeable future. 
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Another Korean crisis? 


One is brewing, unless North Korea can be persuaded to mend its ways 


HE signals from secretive North Korea have always been 

hard for outsiders to interpret. Yet those coming recently 
from this last bunker of Stalinism have been more than usu- 
ally confusing. Optimists—those who think Kim Jong H's re- 
gime is slowly but surely preparing to open up to the outside 
world—point to recent constitutional changes allowing a bit 
of freer enterprise, training abroad for a few officials in bank- 
ing and other real-world activities, and the beginnings of a lu- 
crative tourist trade from South Korea to the North. Mean- 
while, North Korea recently welcomed a special envoy from 
America and sent its own top-notch team to China, where 
“reform and opening up” have long been a Communist Party 
mantra. This week North and South Korea resumed talks that 
had been broken off last year. Hopeful signs? It is just as pos- 
sible that a dangerous new crisis is brewing. 

There is good reason for pessimism. Last year, as the fi- 
nancing for two new nuclear reactors in North Korea was 
about to be agreed on by America, South Korea, Japan and 
others, the North fired a three-stage rocket, unannounced, 
over Japan. This scuppered a deal to freeze and dismantle the 
North's own plutonium-rich reactors, which outsiders feared 
could provide the raw material for nuclear bombs. The North 
is supposed to want the electricity from the reactors for its 
clapped-out economy. Yet, after nearly a year’s delay, and 
with the financing almost back on track, it is making prep- 
arations to blast off another potentially deal-wrecking missile. 
Similarly, the latest North-South talks were heralded by a 
short but deadly exchange of fire in a disputed area of the Yel- 
low Sea. And this week a South Korean tourist was detained 
in the North, bringing tourist traffic to a juddering halt. 

Yet, for all the friction, the North-South talks at least got 
under way. Might the attendant gunfire and missile prep- 
arations be merely the work of military hardliners trying to 
block diplomatic progress? That is wishful thinking. Kim Jong 
Il is not only party leader, he is also military boss. The shoot- 


e question for East Timor — 


A period of autonomy followed by a vote on independence? 


To now seems little hope of quickly ending the savage 
nightmare in East Timor. The referendum on the territo- 
ry’s future that had been set for August sth has been delayed 
by the United Nations—maybe by a fortnight, maybe indefi- 
nitely—because of the prevailing climate of fear and intimi- 
dation. This is despite the arrival of a small, unarmed un forte 
that is supposed to help the Indonesian authorities keep or- 
der. But it is not only a delay in the vote that is needed, but al- 
so a different question for the East Timorese to vote on. 

The dangers of proceeding with the referendum in the 
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while-you-talk strategy is deliberate. And Mr Kim agreed to 
talks with South Korea only after a hefty bribe of 100,000 
tonnes of badly-needed fertiliser. Goodwill between the two 
being what it is, the North’s diplomats still refused to show up 
until they were certain the last bags of the stuff had been 
handed over. South Korea had hoped the talks would help 
ease the reunification of divided families. Not a chance. 


The wages of bad behaviour 


Quite simply, North Korea has learned that the more obstrep- 
erous it is, the bigger the reward. Five years ago, when it un- 
loaded plutonium-laden fuel rods from its reactor without in- 
temational supervision, it won a handsome $4.6 billion 
pay-off in the shape of those western-designed nuclear reac- 
tors. When America wanted to check if one of many huge, 
suspicious-looking holes being dug in North Korea was nucle- 
ar-related (North Korea still refuses routine international in- 
spections), a suspiciously large amount of food aid accompa- 
nied the deal. Now it is probably at it again. The North’s latest 
missile preparations may be aimed at extracting better terms 
from a package America has been mulling over for months, <: 
hoping to trade limits on North Korea’s missile exports for. 
economic ties and diplomatic recognition. South Korea—its 
capital, Seoul, within range of North Korea’s artillery—is simi- 
larly hoping that economic inducements can restrain the 
North’s trigger finger. 

Trying to coax North Korea out of its isolation and into 
better relations with its neighbours makes sense, up to a 
point. The trouble is that North Korea has proved adept at get- 
ting the goodies on offer, while continuing to misbehave 
and may miscalculate that it can do so again. Yet patience has 
almost run out, especially in the American Congress, but also 
in Japan’s Diet. If North Korea spums America’s proposals for 
better relations, or fires off another missile, the Korean penin- 
sula will quickly be at crisis point once more. 








present malevolent atmosphere are rooted in history. In- 
donesia invaded East Timor in 1975, after Portugal, undergoing 
a revolution at home, had hastily abandoned its former colo- 
ny. The next year East Timor was annexed as Indonesia’s 27th 
province—a grab that has never been recognised by the un. 
In over 20 years of massacres, famine and armed resistance, 
as many as 250,000 people have died. 

Since the downfall last year of Indonesia's President Su- 
harto, the prospect of voting to determine their own future 
has meant only one thing for most East Timorese: the chance 
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at last to break away from Indonesia. Their choice in the refer- 
endum is to accept an offer of autonomy or to reject it. If they 
reject it, Indonesia has said it will let the territory become in- 
dependent. But rejection carries its own risks: people worry 
how such an impoverished place with few natural resources 
would cope on its own. Many foresee only more strife. 

The dangers are compounded by uncertainty about In- 
donesia itself. As the slow totting-up of results in the recent 
general election continues, it is far from clear who will form 
the new government in Jakarta; its composition will probably 
be determined by backroom deals among coalition-building 
+ politicians (see page 31). Many of Indonesia’s politicians. are at 
best ambivalent about East Timor. Indeed, the apparent win- 
ner of the election, Megawati Sukarnoputri, has questioned 
whether the outgoing government was entitled to make a deal 
with Portugal and the un about the referendum at all. 

Of more immediate concern are the killings, torture and 
intimidation. Both the un and Amnesty International say vio- 
lence continues with impunity. Much of it is blamed on the 
Indonesian army, which appears to be encouraging and even 
arming militias opposed to independence. Up to 50,000 East 
Timorese are living as refugees, some in camps controlled by 
these militias. There are also allegations of aid money being 
diverted to support pro-Indonesian factions. All the allega- 
tions are denied by the authorities in Jakarta, but reports from 


Coming soon to America’s public schools 


Ss THE House of Representatives has decided it does not 
want any more gun control. Quite right, too. The proposal 
on the table was for mandatory background checks on buyers 
at gun shows. Outrageous. America has only 4,000 of these 
shows each year, and they are fun family affairs to which 
children are admitted free. Imagine the distress of these little 
ones when their father, already happily toting his semi- 
automatic, is asked to give his Social Security number! 

Yet this proposal is only the tip of a much bigger issue: 
who or what is to blame for America’s horrible levels of vio- 
lence, especially among the young. Some say guns cause it. 
Nonsense. There are only 192m firearms in the hands of pri- 
vate citizens, which is not yet enough for each man, woman 
and child to defend their lives and their property according to 
their sacred rights enshrined in the constitution. This is not a 
nation armed to the teeth, but a responsible citizenry. If there 
are bad elements among them, the evil is not in their guns. It is 
in their souls. What they need is not gun-control, but God. 

Consider the words of Tom DeLay, the majority whip. He 
knows the answers lie not in background checks or child- 
locks but in restoring the teaching of creationism in the 
schools. It is in the spirit of Mr DeLay that the House decided, 
rather than controlling guns, to allow the Ten Command- 
ments to be posted on the walls of every public school in 
America. That will teach them. 

It is, of course, possible that the Supreme Court (a Godless 
institution) will decide that this offends against the separation 
of church and state. If this happens, Congress has an alterna- 
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independent observers tend to support them. 
Which is why the delay in the vote should be treated as an 
opportunity for Indonesia and Portugal also to reconsider the 
question that the voters will answer on the ballot. Instead of a 
simple choice between autonomy and instant independence, 
they should be given the option of voting for autonomy with 
the guarantee that another vote would be held in-three. (or 
five) years’ time on the matter of independence. In the inter- 
im, the Indonesian army would withdraw, and the un would 
maintain its mission—perhaps strengthened—in the territory. 


A second chance for everyone 


Such an option might prove attractive to some of Indonesia’s 
potential rulers, such as Miss Megawati. It might also be wel- 
comed by many East Timorese, even such staunch critics of 
Indonesia as José Ramos Horta, an exiled leader, and Xanana 
Gusmao, the jailed commander of the territory's armed re- 
bels. Both have said East Timor would benefit from a period 
of transition. It would also give the new government in Jak- 
arta a period to prove that its intentions were honest and that 
the ill-treatment of the past was at an end. It might even dis- 
suade other restive provinces from trying to break away. In- 
donesia should have nothing to fear from putting such a 
proposition to the people of East Timor-—unless, of course, 
not that much has changed in Jakarta after all. 








tive set of commandments ready. They will do just as well. 


1. Honour the National Rifle Association, and remember that 
it doth contribute $4m to congressional campaigns. 

2. Awell-regulated militia being necessary to the security ofa 
free State, the right of the people to keep and bear Arms 
shall not be infringed. 

3. Honour the Sabbath day and keep it holy. Six days shalt 
thou labour and do all thy work, and on the seventh thou 
shalt do target practice. 

4. Honour thy father and thy mother, or they will blow thy 
head off. 

5. Thou shalt not kill, except when provoked. But if thou dost, 
remember that thy gun had nothing to do with it. 

6. Thou shalt not commit adultery, for the husband probably 
has a cupboard even fuller of ordnance than thine. 

7. Thou shalt not steal, because then thou shalt be unable to 
pass a gun-shop background check. 

8. Thou shalt not bear false witness against thy neighbour, 
saying he hath illegally imported assault weapons from 
China, when in truth they are Russian ex-army issue. 

9. Thou shalt not covet thy neighbour's wife’s little pearl-han- 
dled number which she keepeth in her bedside drawer. 

10. Thou shalt not covet thy neighbour’s Uzi, for behold it may 
well be turned against thee. 


And greater than all these? “Thou shalt love thy gun as thyself, 
for it hath made America whatit is today.” 
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How to make aid work 


WASHINGTON, DC, LUSAKA AND GABORONE 


Aid to poor countries has largely failed to spur growth or relieve poverty. It 
can work—but only if aid is limited to countries that are pursuing sound 
economic policies. More donors should try it 


CETT HE poor always ye have with you,” 

said Jesus, and 2,000 years of history 
have not proven him wrong. People wholive 
permanently hungry, racked by parasites 
and forced to walk miles each day to fetch 
water, are more numerous now than ever 
before. Roughly 1.2 billion people—a fifth of 
the world’s population—subsist on less than 
$1 a day. On June 18th, at a summit in Col- 
ogne, the rich world’s leaders came up witha 
plan to ease their plight. 

Under the “Cologne Initiative” the G8 
group of industrialised countries agreed to 
provide more debt relief, more quickly, to 
more poor countries. This, it is hoped, will re- 
lease resources for health and education and 
generally make life in the third world less mi- 
serable. Tony Blair, Britain’s prime minister, 
spoke of “the biggest step forward in debt re- 
lief and help to the poorest countries that we 
have seen for many years.” Perhaps. But that 
depends on how itis put into practice. 

The initiative is directed at the clumsily- 
named Heavily Indebted Poor Countries 
(HPCs). The first comprehensive H1Pc debt- 
relief plan dates from 1996. It aimed to re- 
duce the debts of countries that maintained 
good economic policies to a “sustainable” 
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level. This is calculated for most countries as 
a stock of debt (discounted to reflect its pre- 
sent value) equal to no more than 200-250% 
of annual exports. Alternatively, for ex- 
tremely open economies, sustainability 
could be defined as a ratio of debt to govern- 
ment revenue of 280%. 

Unfortunately, the original Hiec plan 
proved slow (only Uganda, Bolivia and 
Guyana have benefited so far) and stingy (in 
many cases the amount of debt service ac- 
tually paid was likely barely to budge). Led 
by bishops, rock stars and charities, a loud 
campaign emerged to push for more and fas- 
ter debt relief. The Scriptures call for forgive- 
ness of debts every 50 years, some noted, 
reckoning that the next mass write-off was 
due in the year 2000. 

The Cologne Initiative may fall short of 
millennial salvation but it is an improve- 
ment on its predecessor. The criteria for de- 
fining Hipcs have been broadened: a sus- 
tainable debt burden now implies a 
debt/export ratio of 150% or a debt/revenue 
ratio of 250%, and it will be easier to qualify 
for the second. 

Under the new plan 33 countries (with a 
total of 430m inhabitants) are likely to be eli- 


gible for debt relief, compared with 26 under 
the original plan. And relief should arrive 
more quickly: the G8 have agreed to shorten 
the time a country must follow good policies 
before its debts are cut and to offer “cash- 
flow” relief in the meantime. Creditors also 
promised to include for the first time some 
$20 billion-worth of concessional loans in 
the debt calculation. When added to earlier 
pledges, the G8 claim, their efforts could re- 
duce the stock of nominal nrc debt by upto 
$70 billion: from some $130 billion today toas 
little as $60 billion. Viewed in present-value 
terms, the initiative itself offers debt reduc- 
tion of $27.5 billion, which is more than dou- 
ble the $12.5 billion available before. 

That is a big change—if it attracts genu- 
inely new aid money. The G8 say that the 
imr’s share of financing debt relief should 
come from selling up to 10m ounces of gold 
and reinvesting the proceeds. But America’s 
Congress must approve that arrangement, 
and a number of lawmakers have said that 
they want no part of a gold sale. There is also 
talk of using World Bank profits, though 
these are unlikely to cover the Bank’s pro- 
posed whack of $5 billion. Conspicuously 
absent are financial commitments from the 
rich countries: the G8 merely promised to 
consider new contributions “in good faith”. 
The debt-relief plan will be put to the annual 
imF-World Bank meetings in September for 
agreement on its structure and financing. 

The danger is that the promised relief for 
HIPC debtors will either prove elusive or 
come at the expense of other aid and other 
recipients. Official aid flows have been 
broadly stagnant anyway throughout the 
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1990s (see top chart)—in part because aid has 
produced so few successes and somany mis- 
takes. But there is hope in the fact that this 
initiative comes at a time when many do- 
nors—not least the World Bank—are rethink- 
ing their whole approach to aid. History of- 
fers one outstanding clue: if relief is not 
carefully aimed at countries with a genuine 
commitment to sound economic manage- 
ment, it will be wasted. 


Unhelpful help 


Over the past 50 years rich nations have giv- 
en $1 trillion in aid to poor ones. This stupen- 
dous sum has failed spectacularly to im- 
prove the lot of its intended beneficiaries. 
Aid should have boosted recipient coun- 
tries’ growth rates and thereby helped mil- 
lions.to escape from poverty. Yet countless 
studies have failed to find a link between aid 
and faster economic growth. Poor countries 
that receive lots of aid do no better, on aver- 
age, than those that receive very little. 

Why should this be? In part, because 
economic growth has not always been do- 
nors’ first priority. A sizeable chunk of Saudi 
Arabian aid, for example, aims to tackle spir- 
itual rather than material needs by sending 
free Korans to infidels. During the cold war, 
the Soviet Union propped up odious com- 
munist despots while America bankrolled 
an equally unsavoury bunch of anti-com- 
munists. Keeping thugs like North Korea’s 
Kim Il Sung and Liberia’s Samuel Doe in 
power hardly improved the lives of their 
hapless subjects. Even today, strategic con- 
siderations often outweigh charitable or de- 
velopmental ones. Israel gets the lion’s share 
of American aid largely for historical rea- 
sons, and millions of American voters sup- 
port it. Egypt gets the next biggest slice for 
recognising Israel. Russia and Ukraine re- 
ceive billions to ensure that they do not sell 
their surplus nuclear warheads. 

Even where development has been the 
goal of aid, foul-ups have been frequent. Big 
donors like to finance big, conspicuous pro- 
jects such as dams, and sometimes fail to no- 
tice the multitudes whose homes are flood- 
ed. Gifts from small donors are often 
strangely inappropriate: starving Somalis 
have received heartburn pills; Mozambican 
peasants have been sent high-heeled shoes. 
Poor research can render aid worthless: a 
fish farm was built for Mali in canals that 
were dry for half the year. The Turkana no- 
mads of north-western Kenya, long pestered 
with ill-planned charitable projects, refer to 
foreign aid workers and their own govern- 
mentalike as ngimoi: “the enemy”. 

Aid faces further hurdles in recipient 
countries. War scuppers the best-laid plans. 
A shipment of vaccines was destroyed in 
Congo when rebels cut the power supply to 
the capital, shutting down the refrigerators 
where the medicines were stored. In Afghan- 
istan, Taliban zealots have closed aid-fi- 
nanced hospitals for employing female doc- 
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tors. Less spectacularly but more per- 
vasively, corruption, incompetence and 
foolish economic policies can often be relied 
on to squander any amount of donor cash. 
One example, Zambia, speaks for many. 

At independence in 1964, Zambia 
seemed poised for success. The second-rich- 
estcountry in Africa, it hada popularly elect- 
ed government committed to helping the 
poor, big copper mines and a generous 
stream of aid. Most donors believed that the 
main obstacle to third-world development 
was lack of capital, and that giving poor gov- 
ernments cash to invest would spur rapid 
growth. It was notso simple. 

Zambia’s first president, Kenneth Kaun- 
da, set up a one-party socialist state and na- 
tionalised everything from dry-cleaners to 
car-part retailers. His officials told farmers 
what to grow, bought their crops and sold 
them at heavily subsidised prices. Mr Kaun- 
da assumed that the copper mines would 
provide an inexhaustible source of revenue, 
however badly managed. Zambians came to 
see government loans as a perk of freedom 
from colonial rule. 

In the mid-1970s, the price of copper 
tumbled, and it became harder to pay for all 
this. Foreign donors picked up the slack. As 
Mr Kaunda’s economic policies grew worse, 
aid climbed steadily, reaching 11% of real Gop 
by the early 1990s. imF loans were tied to 
free-market reforms, but these were enacted 
reluctantly and frequently reversed. 

Donors agitated for free elections and in 
1991 Frederick Chiluba, a former union lead- 



































er and avowed economic reformer, became 
president. Aid began to flow again, but Mr 
Chiluba’s zeal to privatise was soon damp- 
ened by the discovery that state-owned 
firms provided ministers with lucrative op- 
portunities for patronage. Corruption is be- 
coming as great a brake on growth as social- 
ism was under Mr Kaunda. William Easterly 
of the World Bank says that, if aid had had 
the predicted accelerating effect on growth 
between 1961 and 1994, Zambia’s income per 
head would now be more than $20,000. In 
fact, it has dawdled at around $400. 


Growth and poverty ` 

Gppisnota foolproof measure of well-being. 
Wealth may be unevenly spread, so that a 
high average disguises widespread wretch- 
edness. Nor does cpp take account of the 
hidden costs of pollution, for example. But 
when cpr grows, social indicators tend to 
improve with it. 

In Thailand, where income per capita tri- 
pled between 1966 and 1990, the proportion 
of the population living in poverty fell from 
more than half to just 2%. Infant mortality 
fell by two-thirds. Slower-growing countries 
did less well: in India, income per head dou- 
bled, infant mortality fell by half and half 
the population stayed stuck in poverty. In 
no-growth countries such as Ethiopia, all the 
advances in modern medicine and the ef- 
forts of foreign donors could not effect more 
than a 27% drop in infant mortality over the 
same period. 

Until recently, the fastest-growing 
emerging economies were clustered in East 
Asia whereas the disaster zones were dispro- 
portionately African. This led many to con- 
clude that culture was the best predictor of 
economic success. Actually, sound policies 
and institutions, backed by liberal helpings 
of aid, are usually a better guide. 

Take Botswana. Zambia’s neighbour 
was, at independence in 1966, one of the 
world’s poorest countries. One British offi- 
cial called it “a useless piece of territory”. To 
begin with, aid financed virtually all govern- 
ment investment and much of its recurrent 
expenditure too. Then prospectors found 
diamonds under the Botswanan desert. Un- 
like many African governments, Botswana’s 
did not squander the windfall. Diamond 
dollars were ploughed into infrastructure, 
education and health. Private business was 
allowed to grow; foreign investment was 
welcomed. Aid projects were approved only 
if they were sustainable and did not dupli- 
cate the work of others. 

From 1966 to 1991, Botswana’s economy 
grew faster than almost any other in the 
world. It helped that its government was un- 
usually honest and competent. Cabinet 
ministers did not award themselves huge 
pensions, mansions and public contracts. In 
Zambia, government bigwigs drive Mer- 
cedes limousines. Those in Botswana choose 
locally-assembled Hyundai sedans. Even 
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Central Asia 2010: 
Prospects for Human 
Development 

This volume presents a 
selection of papers from the 
UNDP-sponsored Central Asia 
2010 Conference, with 
particular emphasis on the role 
to be played by international 
agencies in support of Central 
Asian development. Three 
principal areas are explored: the 
political and economic context; 
measures to increase income and employment; and social 
investment and equity. 
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Poverty in Transition 

The process of economic transition has been painful for 
millions of citizens. The countries of the Former Soviet 
Union and Eastern Europe have suffered an 
unprecedented increase in poverty and mortality. 
Through a comprehensive comparative analysis, Poverty 
in Transition sheds light on this situation as it takes a 
hard look at what types of problems are most acute, 
what the nature of the difficulty is and which reforms 
have worked thus far. The book also outlines the 
measures required to address poverty. 
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The New Yalta: 
Commemorating the 50th 
Anniversary of ‘he 
Declaration of Human 
Rights in RBEC Region 
The New Yalta draws on the 
papers and deliberations of the 
Conference on Human Rights for 
Human Development held in 
1998 in Yalta, Ukraine. The 
Conference which marked the 
fiftieth Anniversary of the 
Universal Declaration of Human Rights examined the 
progress made in the region, explored where further advances 
are needed and how human rights goals can be achieved 
more rapidly and effectively in Europe. 

E.99.111.B.5 9211261082 190pp. $45.00 
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the president, Festus Mogae, has been seen 
doing his own shopping. 

Botswana abolished exchange controls 
this year. Its budget is usually in surplus and 
Gpr per head tops $3,000. The country re- 
mains vulnerable to swings in the price of 
diamonds, but it has made a better job of di- 
versifying than most third-world mineral 
producers. Their task completed, donors are 
packing their bags. 


Cash advances or advice? 


The reason that aid has worked in Botswana 
but not in Zambia is simple. Botswana had 
good economic policies, soundly adminis- 
tered. Zambia did not. A recent study by the 
World Bank* sorted 56 aid-receiving coun- 
tries by the quality of their economic man- 
agement. Those with good policies (low in- 
flation, a budget surplus and 
openness to trade) and good institu- 
tions (little corruption, strong rule of 
law, effective bureaucracy) benefited 
from the aid they got. Those with poor 
policies and institutions did not. Badly 
run countries showed negligible or 
negative growth, and no amount of 
aid altered this. Well run countries 
that received little aid grew steadily, 
with Gop per head increasing by 2.2% 
a year. Well run countries with a lot of 
aid grew faster, at 3.7% per head a year. 

Several things explain these differ- 
ences. In countries with poor manage- 
ment, aid is sometimes stolen. Its effec- 
tiveness is often limited anyway by 
the fact that it tends to displace, rather 
than complement, private invest- 
ment. In countries with good manage- 
ment, aid “crowds in” private invest- 
ment: if an economy is growing fast, 


HELPING THE THIRD WORLD 


policy reform, but the record is mixed, to put 
it kindly. Governments often agree to cut 
subsidies or tackle corruption, but later 
backtrack. Zimbabwe's president, Robert 
Mugabe, frequently promises one thing to 
donors and the opposite to domestic inter- 
est-groups. Kenya’s Daniel arap Moi is 
skilled at selling the same reforms several 
times. Even when recipients blatantly flout 
aid conditions, donors often hand over the 
money anyway, for fear of sparking an eco- 
nomic collapse or even bloodshed. 

Good policies cannot be imposed on un- 
willing pupils. Attaching conditions to aid 
can strengthen the arm of governments that 
are trying to push through wise but unpop- 
ular measures. Broadly, however, reforms 
rarely succeed unless a government consid- 
ers the reform programme essential, and its 





the returns on road-building or setting 
upa new airline are likely to be high. A 
poorly managed, stagnant economy 
offers private investors fewer opportunities. 

It seems clear that aid should be directed 
towards countries with good management 
and lots of poor citizens. Yet many donors 
continue to behave as if it were not. Bilateral 
aid has tended to favour allies and ex-colo- 
nies. A 1998 study by Alberto Alesina and 
David Dollar found that a former colony 
with a closed economy received about twice 
as much assistance as a non-colony with an 
open one. Undemocratic ex-colonies also re- 
ceived twice as much as democratic non-col- 
onies. On some figures, countries with poor 
management got just as much bilateral aid as 
those with good management. (Nordic aid 
was an exception to this dismal trend.) 

Can aid persuade countries with bad 
policies and institutions to adopt good ones? 
It is not easy. For years the mr and World 
Bank have made their loans conditional on 


*Assessing Aid: What Works, What Doesn't, and Why, 
OUP, November 1998 Website: —http://www.world- 
bank.org/research/aid 
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Give them a break 


own. A recent study by David Dollar and Ja- 
kob Svensson found that elected govern- 
ments were much more likely to implement 
reforms than unelected ones, and new re- 
gimes more likely than old ones. 

For countries with foolish leaders, a bet- 
ter approach than offering money is offering 
ideas. The architects of successful reforms in 
Indonesia in the 1970s, and in several Latin 
American countries in the 1980s and 1990s, 
were largely educated abroad, often at aid- 
givers’ expense. The crash course in market 
economics given to top African National 
Congress members before they won South 
Africa’s first all-race elections in 1994 helped 
turn them from Marxists into fiscal conserva- 
tives. Ethiopia's new leaders took degrees in 
business administration in the mid-1990s. 


Rethinking aid 

A condition of the G8’s new debt-relief plan 
is that the cash it frees be spent on worthy 
things like education and health. The World 
Bank is well aware of the difficulties in en- 


suring that this actually happens but many 
donors are not. Aid-givers often finance spe- 
cific projects, such as irrigation and the 
building of schools. Since the schools are 
usually built and the ditches dug, donors are 
satisfied that their money has served its in- 
tended purpose. But has it? Probably not. 

Most evidence suggests that aid money 
is fungible—thatis, that it goes into the pot of 
public funds and is spent on whatever the 
recipient wants to spend it on. If donors ear- 
mark money for education, it may cause the 
recipient government to spend more on edu- 
cation, or it may make available for some- 
thing else the money that it would otherwise 
have spenton education. 

If the government is benign, the alterna- 
tive may be agriculture or tax cuts. If the gov- 
ernment is crooked, donors’ funds may be 
spent on shopping trips to London 
for the president’s wife or fighter 
planes to strafe unpopular minori- 
ties. The important factor is not the 
donor's instructions but the recip- 
ient’s priorities. A 14-country study 
published by the World Bank in 1998 
showed that each extra aid dollar 
aimed at agriculture, for example, ac- 
tually decreased total agricultural 
spending by five cents. 

This does not mean that donors 
should never support specific pro- 
jects. Sometimes the real value of a 
donor-financed dam or telephone 
network lies in the technology that is 
transferred, and the advice given on 
how to operate and maintain the in- 
frastructure. But the fact of fungibility 
suggests that aid-giving could be 
greatly simplified if most took the 
form of unconditional “balance-of- 
payments support”. That is, cash. 

Rich countries should be much 
more ruthless about how they allo- 
cate their largesse, whether earmarked or 
not. Emergency relief is one thing. But main- 
stream aid should be directed only to coun- 
tries with sound economic management. 
The nrec debt-relief plans, to their credit, do 
this. More donors should follow suit. Aid 
should also favour countries with large 
numbers of very poor citizens. India, Viet- 
nam, Mozambique and Uganda, among oth- 
ers, meet both conditions. Many countries 
that receive substantial aid, such as Zim- 
babwe, Kenya and Russia, do not. 

According to the World Bank, an extra 
$10 billion in aid could lift 25m people a year 
out of poverty—so long as it went to poor 
countries that manage their economies well. 
The same sum spread across the current cast 
of aid recipients would lift only 7m out of 
destitution. In other words, aid could work if 
it were properly directed. And if taxpayers in 
rich countries saw their money actually do- 
ing some good, they might be happy to give 
more of it. 
sa 
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The Serbs go 


Serb troops withdrew entirely 
from Kosovo as a NATO-led, 
un-sanctioned, force of peace- 
keepers, known as KFOR, took 
over. Guerrillas of the separa- 
tist Kosovo Liberation Army 
tried to fill the administrative 
vacuum, but agreed that they 
would give up their arms 
within 90 days. Russia agreed 
not to have its own sector of 
control. More than 200,000 Al- 
banian refugees have already 
returned to what is left of 
their homes. Switzerland said 
it had frozen the assets of 
Slobodan Milosevic and four 
other Serbs facing criminal 
charges. 





Germany’s chancellor, Ger- 
hard Schröder, announced 
measures to cut taxes and trim 
the budget deficit. He hopes to 
reduce next year’s budget by 
$16m. 


France’s government pro- 
posed to water down legisla- 
tion that will bring in a 35- 
hour working week, due from 
the beginning of next year. In 
a year-long transition, the first 
four hours of overtime will be 
taxed at 10% above the going 
rate, not 25%. 


The head of a Belgian fat- 
supplying company was 
arrested in connection with a 
scandal, exposed last month, 
about dioxins that contami- 
nated animal feed. 





In Russia, parliament passed 
bills to reform banking and 
taxation, as demanded by the 
IMF. 
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Kashmir on edge 








India’s home minister said his 
country should prepare for 
war with Pakistan, unless Pa- 
kistani-supported guerrillas 
withdrew from Indian-con- 
trolled Kashmir. Pakistan 
said it was tightening security 
in case of an Indian attack. 


A referendum on self-rule for 
East Timor, originally set for 
August 8th, was postponed for 
at least two weeks to allow UN 
monitors to improve security. 


The United States and North 
Korea opened talks in Beijing 
which the North hopes will 
lead to the end of American 
sanctions and other benefits. 
But talks between North and 
South Korea were postponed 
after clashes in disputed wa- 
ters between their navies. 


With most of the votes count- 
ed in Indonesia’s general 
election, the party of Mega- 
wati Sukarnoputri, the opposi- 
tion leader, was well ahead. 
But there were doubts that she 
would gain power. 





Trade Union 


European Union foreign min- 
isters approved a compromise 
formula under which free- 
trade talks with Mercosur 
could be launched at the June 
28th-29th Rio de Janeiro sum- 
mit between the eu and Latin 
American leaders. The talks 
would run in parallel with a 
new round planned by the 
World Trade Organisation. 


In some of the heaviest fight- 
ing in Colombia this year, at 











least 68 people, including 35 
government soldiers, were 
killed after Farc guerrillas 
tried to storm the mountain 
hideout of the leader of right- 
wing paramilitaries. 


President Eduardo Frei of 
Chile changed his defence 
minister in a cabinet shuffle, 
and announced public-spend- 
ing measures aimed at reviv- 
ing a sickly economy and cut- 
ting unemployment. 


The latest American attempt 
to control guns, this time 
with a crack-down on buyers 
at gun shows, failed in the 
House of Representatives after 
Republicans and Democrats 
had combined to torpedo the 
proposed legislation. 


The Supreme Court restricted 
the reach of the Americans 
With Disabilities Act, rul- 
ing that people with condi- 
tions that could be cured or 
corrected could not generally 
claim to be disabled. It also 
made it more difficult for peo- 
ple to sue state governments 
in state federal courts. 


The Senate agreed to pay 
(though with strings attached) 
almost $1 billion of the arrears 
owed by the United States to 
the UN. 


Iraqi sanctions 


At the uN Security Council, 
Britain and Russia introduced 
rival draft resolutions aimed at 
suspending or ending sanc- 
tions on Iraq. Iraq, which 
had rejected the conditions in 
the British draft, mounted a 
diplomatic offensive of its 
own. 


A peace deal seemed possible 
in Sierra Leone as the gov- 
ernment was said to be ready 
to give cabinet posts to rebel 
leaders, including Foday San- 
koh, head of the Revolution- 
ary United Front, which has 
fought a civil war for nine 
years in the country. 
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Another civil war, in Congo, 
was the subject of talks among 
African heads of state prepar- 
ing for a summit in Zambia. 
With all the parties involved 
in the war bickering among 
themselves, peace still seems a 
long way off. 





Violent protests followed the 
announcement that Bakili 
Muluzi had been re-elected 
as president of Malawi. In a 
separate election for parlia- 
ment, opposition parties 
claimed the largest number of 
seats. 





As Ehud Barak continued 
his efforts to build a coalition 
government in Israel, Syria's 
president, Hafez Assad, 
praised him as “a strong and 
honest man”. 


The last remnants of Ethio- 
pia’s Jewish community be- 
gan their flight to Israel. Nearly 
4,000 of them are due to join 
70,000 compatriots there over 
the next year. 


An Iranian court sentenced a 
top aide to Tehran’s reforming 
mayor, himself now in jail, to 
nine years in prison and 50 
lashes of the whip for graft. 


The uN returned to rebel-held 
southern Sudan for the first 
time since the 1980s, to distrib- 
ute food to 100,000 desperate 
civilians. 


The Red Cross said 1998 had 
been the worst year for nat- 
ural disasters in modern times. 
Most of those killed (96%) 
were in poor countries. This 
year could be worse still. 
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Spending abroad 


1990 91 92 93 94 9 % 97 
Source: UNCTAD 


Globalisation’s advance conti- 
nues apace, according to UNC- 
TAD’s latest figures on foreign 
direct investment. In 1998, 
FDI flows increased by 39% 
over the previous year to $644 
billion, mainly as a result of 
more cross-border mergers. 
However, as the world econ- 
omy slowed after the crisis in 
South-East Asia, so did FDI 
flows to developing countries, 
falling by 4%. 


The euro slid close to its low- 
est-ever level against the dollar 
after Romano Prodi, European 
Commission president-in- 
waiting, said that Italy’s poor 
competitiveness might make it 
unable to stay in Europe’s sin- 
gle currency. He later said his 
views were incorrectly report- 
ed. The euro failed to recover. 





At their summit in Cologne 
with Russia, G7 leaders agreed 
to discuss rescheduling Rus- 
sia’s debt but not to aid Ser- 
bia’s reconstruction so long as 
Slobodan Milosevic remains in 
power, A scheme was also 
agreed to cut the poorest 
countries’ debt by more than 
half, to be financed partly by 
sales of ımF gold. 








Protests to coincide with the 
meeting caused disruption 
in financial centres world- 
wide. In the City of London 
rioting broke out, causing 
damage of roughly £2m ($3m). 


Russia’s central bank has 
drawn criticism from the MF 
over the investment of its for- 
eign-currency reserves. An au- 
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dit of Fimaco, an investment 
company based in Jersey that 
at one time seems to have 
looked after a large chunk of 
Russia’s reserves, may dispel 
accusations of irregularities—if 
it is ever published. 


Hong Kong's government is 
to sell blue-chip stocks worth 
HK$225 billion ($29 billion) 
that it acquired last August 
when it was trying to stop a 
bear raid on the market. The 
Hang Seng index rose by 4.4% 
on the news, as these shares 
account for 10% of those mak- 
ing up the index. 


Up for air 





=~ 


The four big firms that dom- 
inate the world’s industrial 
gases industry are busy stalk- 
ing each other. This week, Bri- 
tain’s BoC rejected a joint bid 
from France’s Air Liquide and 
America’s Air Products as in- 
adequate and likely to run 
foul of antitrust authorities. 
Boc had last month broken 
off merger talks with another 
rival, America’s Praxair. 


The saga of Saga is over, with 
Norway’s government emerg- 
ing victorious. Following a bid 
of NKr20.1 billion ($2.6 billion) 
for the country’s third-largest 
oil company, state-controlled 
Norsk Hydro and state- 
owned Statoil have won 90% 
of Saga’s shares, outbidding 
France’s Elf Aquitaine. 


Whitbread, a British leisure 
and brewery company, made 
a £2.4 billion ($3.8 billion) all- 
share bid for Allied Domecq’s 
pub chain. Allied Domecq has 





BUSINESS THIS WEEK 


rejected a rival offer of £2.7 
billion in cash from Punch 
Taverns, another pub group. 
Punch now says it will put its 
offer direct to Allied share- 
holders. 


Abbott Laboratories, an 
American drug company, has 
agreed to buy arza, a biotech 
company, for $7.3 billion. The 
deal is the latest of a series in 
which big established drug 
firms seek to acquire some of 
biotech’s expertise. 


Novartis, a Swiss life sciences 
firm, announced it will res- 
tructure its seeds and pesti- 
cides division. The firm plans 
to cut 1,100 jobs to deal with 
“current market dynamics”, 
including lower commodity 
prices and a backlash against 
genetically modified crops in 
Europe. 


A German online auction con- 
cern, Alando, was bought by 
the company that it had origi- 
nally sought to emulate. Amer- 
ica’s eBay bid an undisclosed 
sum for a platform that will 
let it expand in Europe. 


Advanced Micro Devices, 
a chip maker that is Intel’s 
main rival in the pc market, 
gave warning of big second- 
quarter losses. Chip prices are 
falling and customers are de- 
serting to Intel. 


Consensus politics 


Jean-Claude Trichet, governor 
of the Bank of France, called 
for a “consensual solution” to 
the takeover war between 
Banque National de Paris, 
Société Générale and Pari- 
bas. Shares in all three dived. 


Pearson, a British media 
group, agreed to sell its inter- 
ests in Lazard’s, an investment 
bank, to the bank’s partners 
for £410m ($647m). In a related 
deal, Lazard’s sold 5% of its 
own stake in Pearson to 
Spain’s telecoms giant, Tele- 
fonica, retaining 2%. 
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Britain’s biggest bank by mar- 
ket capitalisation, Lloyds 
TSB, plans to buy Scottish 
Widows, Britain’s sixth-larg- 
est life-insurance company for 
£7 billion ($u billion). The deal 
will improve Lloyds’ already 
broad base of financial-ser- 
vices provision. 


A bone for Rover 


Germany’s BMW announced 
a financial package for its loss- 
making British subsidiary, 
Rover. The British govern- 
ment will contribute £152m 
($240m) to Rover. BMw will 
invest one-third of total an- 
nounced investments of DM30 
billion ($16 billion) for the next 
five years, in Britain. 


Sir Richard Greenbury fell vic- 
tim to the disastrous recent 
performance of Marks and 
Spencer, a British retailer. His 
retirement as non-executive 
chairman came a year ahead 
of schedule, after pre-tax prof- 
its fell by 41% to £656m ($1.1 
billion) for the year ending 
March 3ist. 


How much are brands 
worth? A new method of va- 
luing them from Interbrand, a 
consultancy specialising in 
branding, gives Coca-Cola a 
substantial lead over the rest 
of the pack. The top ten are all 
well-known American compa- 
nies; Finland’s Nokia is elev- 
enth.The ranking leaves out, 
among others, private compa- 
nies and airlines, as their 
brands’ worth is difficult to 
calculate. 
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bursting bubble 


In England in 1720, stock in the South Sea Company rose sevenfold 
as speculators bet on trade in the South Seas and South America. 
They thought the South Sea Bubble would never burst, but expand forever. 
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What does last forever? In a volatile world, many smart investors keep 
a portion of their portfolios in the asset that retains its value over time: gold. 
To consult an independent precious metals specialist, call toll free (877) 243-2001.* 
A portfolio without gold is a luxury you can no longer afford. 


(AO WORLD GOLD COUNCIL 


*North America only www.gold.org 
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Who really runs Pakistan? 


ISLAMABAD 


A question over the country’s leadership emerges as the battle in Kashmir 
continues, neither side retreating either militarily or diplomatically 


AWAZ SHARIF, Pakistan’s prime min- 

ister, presides over a robust parliamen- 
tary majority, a tame army and a nervous 
press. But his image of omnipotence has 
been called into question by the violent dis- 
pute with India over Kashmir. Surely, the 
man who invited his Indian counterpart to 
talk peace in Lahore four months ago would 
not snatch Indian territory from behind the 
shield of nuclear weapons? India’s govern- 
ment, reluctant perhaps to admit it has been 
taken in, suggests it was the Pakistani army’s 
idea to send hundreds of fighters to grab In- 
dian mountain peaks. Maybe Pakistan’s sol- 
diers are reasserting their traditional prima- 
cy, or preparing for a coup. It is not clear who 
is calling the shots. Because of that, India’s 
home minister, L.K. Advani, said on June 
23rd: “It would be prudent on the part of In- 
dia to be prepared for war.” 

Pakistan’s official line is that Kashmiri 
“mujahideen” are acting on their own. Many 
unofficial Pakistanis admit that the 
government has some hand in the in- 
cursion. But few think that the army 
acted against the prime minister’s 
wishes. “The army would do what the 
government authorises it to do,” says 
Nishat Ahmed, a retired general, 
“nothing more, nothing less.” 

Approval, though, is not the same 
as guidance. There is speculation 
about who planned the incursion 
and how involved Mr Sharif was. The 
thread running through most of it is 
that Pakistan seized an opportunity 
but did not plot a strategy, and that 
Mr Sharif may not have realised the 
consequences. The picture that 
emerges is of aman who compounds 
his intellectual limitations by isolat- 
ing himself from the influence of 
everyone but his domineering father 
and a few advisers. He is said to spend 
nore time at the family compound 
rear Lahore than in Islamabad, the 
-apital, and almost never goes to par- 
iament. He makes decisions impul- 
sively and circumvents institutions 
hat might check his whim. 

And so it may have been with the 
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Shari 


decision to cross the line of control, the de 
facto border, in Kashmir. The defence cabi- 
net committee, which ought to discuss such 
things, rarely meets. Lately, Mr Sharif has 
been talking to his advisers, but the impres- 
sion lingers that he is not getting advice from 
people who would encourage him to think 
things through. The foreign minister is re- 
garded as an eloquent messenger but not a 
member of his inner circle. And the deferen- 
tial culture of the Pakistani state does not fos- 
ter dissent or independent thinking. 

Mr Sharif’s plan for converting impulse 
into victory seems to depend on the rest of 
the world suspending its critical faculties as 
readily as his functionaries suspend theirs. 
Pakistan has started a diplomatic offensive 
to persuade outsiders that because India has 
sinned in Kashmir—by oppressing its peo- 
ple and killing civilians on the Pakistani 
side—it should talk rather than fight. But 
most major powers have already indicated 





f says he is in charge 
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that they expect Pakistan to pull back first. 

Pakistan claims as well that India is occu- 
pying territory at two points on its side of the 
line of control. If true, India, which cham- 
pions the “sanctity” of this provisional bor- 
der, would indeed have a case to answer. A 
senior diplomat denies it categorically. 
“There has never been a single instance in 
the last 17 years that [the Pakistanis] at any 
level have ever claimed we violated the line 
of control,” he says. Even if India is lying, Pa- 
kistan would still be under pressure to pull 
its intruders out. India might then talk more 
seriously about Kashmir, allowing Mr Sharif 
toclaim at least a partial victory, 

If Mr Sharif uses his powers clumsily, he 
remains adept in acquiring them. Najam 
Sethi, a critical journalist who was recently 
arrested on trumped-up accusations of spy- 
ing, has been released, but on June 23rd had 
his passport taken away to prevent him leav- 
ing the country. Such intimidation has in- 
duced a sense of caution, verging on self-cen- 
sorship, among other journalists. On the 
subject of Kashmir—where debate is most 
needed, newspapers are especially reluctant 
to take on the government. 

Mr Sharif has also tightened his control 
over Sindh, Pakistan’s second-most-pop- 
ulous province. Last autumn, he had im- 
posed direct rule by the central government, 
primarily to bring order to violence-prone 
Karachi, the country’s commercial centre. 
Last week Mr Sharif suddenly sacked 
the governor responsible for restoring 
order and appointed a loyalist. The 
lunge for power was made even more 
explicit by the transfer of the gover- 
nor’s powers to a specially appointed 
adviser to the prime minister on 
Sindh’s affairs. 

Mr Sharif’s foes detect dark pur- 
poses behind this manoeuvre. His Pa- 
kistan Muslim League is in a minority 
in the provincial assembly. The new 
adviser is expected to try to lure mem- 
bers of the opposition to support the 
Muslim League and seal Mr Sharif’s 
control over a province in which he 
would be unlikely to win an election. 
The move has enraged Sindhis, who, 
like ethnic groups in the two smallest 
provinces, were already chafing 
against the growing dominance of 
Punjab, the prime minister's home 
state, 

Control of the Sindh assembly, if 
he achieves it, might help Mr Sharif in 
a bigger quest, enshrining sharia—Is- 
lamic law—as the supreme law of Pa- 
kistan. The sharia bill is the most hot- 
ly contested issue in a war between 
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liberals, who want to preserve a balance bet- 
ween Islamic and modern values, and tradi- 
tionalists who- would nudge the country to- 
wards theocracy. It scares women and 
minorities, many of whom already feel 
threatened by the legal uses to which the 
country’s Islamic ideology is put. Pakistan’s 
Senate, which is controlled by opposition 
parties, has so far blocked the sharia bill. But 
part of the Senate is up for re-election by the 
provincial assemblies early next year. If Mr 
Sharif can boost his support in Sindh’s as- 
sembly, he will come closer to reaching the 


two-thirds majority he needs. 

Holy law and holy wars area distraction. 
from the woes of the economy, which ought 
to be Mr Sharif’s prime concern: His record is 
not all bad. Under the lash of the ime, he has 
cut the losses of the electricity utility by de- 
ploying the army to collect payments. State- 
owned banks have new managers and are 
attending to bad loans. But Mr Sharif has a 
way of taking the shine off his own achieve- 
ments. The budget, presented on June 12th, 
was a farrago of inflated expectations about 
growth, exports and tax revenue. The gov- 


Mahathir, closet westerner 


KUALA LUMPUR 


As Malaysia’s prime minister prepares for an election, his attacks on the West 
intensify. Yet he himself copies some of the worst practices of western 


politicians 


T HAS been a tough year, but Mahathir 

Mohamad, Malaysia’s prime minister, is 
still sitting pretty. When his party, the United 
Malays National Organisation (UMNO), held 
its annual meeting last June, there were ru- 
mours that he might be on his way out after 
17 years in power. Supporters of Anwar Ibra- 
him, his popular deputy, believed a well- 
managed chorus of complaints would per- 
suade Dr Mahathir to step aside, just as Presi- 
dent Suharto had done a month before in 
neighbouring Indonesia.. But he did not 
budge. Within three months, Mr Anwar had 
been sacked and arrested. In April, he was 
convicted of abusing his office to cover up a 
sex scandal and sent to prison for six years. 

So when umno gathered again last 
weekend, Dr Mahathir remained its unchal- 
lenged leader, He celebrated this by lashing 
out at his perceived enemies, especially “for- 
eign colonialists and their puppets in Malay- 
sia”, who, he said, were out to weaken the 
country. He warned supporters to be partic- 
ularly wary of “ethnic Europeans”, many of 
whom “are of the opinion that Muslim peo- 
ple cannot succeed, more so when their skin 
colour is brown.” 

This was not the first time Dr Ma- 
hathir had railed against dastardly for- 
eigners. He blamed foreign currency- 
traders for Malaysia’s financial collapse 
in 1997, saying many of them were Jewish. 
He has accused western journalists of trying 
to bring down his government. He has con- 

. sistently complained that foreign bond-rat- 
ing agencies.are out to hurt the country eco- 
nomically. And he has revelled in his 
defiance of the tmr —the embodiment of all 
things big, bad and western. 

Few people treat these remarks as 
any sort-of call to arms. Foreign diplo- 
mats and investors are quick to argue 
that.Dr Mahathir is aiming at a domes- 
tic. audience, and find his antics slightly 


30 


amusing. Many Malaysians, too, refuse to 
take his remarks very seriously. Given the 73- 
year-old prime minister’s long stint in office, 
and his shrinking support among urban and 
educated Malays, it is tempting to treat his ti- 
rades.as the rarnblings of an ageing politic- 
ian. That, however, would be a mistake. 

Dr Mahathir’s anti-western bombshells 
may be clumsy, but his political arsenal also 
contains some sophisticated weaponry, 
much of it of western design. His presenta- 
tion of economic policy, his manipulation of 
international institutions for domestic ad- 
vantage and his ability to portray rivals as ex- 
tremists are tactics that might be adopted by 
Bill Clinton or Britain’s Tony Blair. 

And heis good at it. Dr Mahathir has led 
UMNO and its ruling coalition to four victo- 
























ernment shies away from collecting taxes 
from its supporters, especially: in’ the retail 
trade, and loans from some of its friends. If 
revenues fall below expectations, spending 
on the poor is likely to suffer as.it did in the 
current fiscal year, says the Islamabad 
branch of asn Amro, a Dutch bank. 

The clash in Kashmiris bound to cut fur- 
ther into development spending and could 
kill off a faint revival of confidence among 
investors. If it escalates, it could make the 
economy irrelevant. Mr Sharif may be in 
charge of Pakistan, but will Pakistan survive? 
MAEA 


ries since he took over in 1981, and clearly in- 
tends to vindicate himself by winning an- 
other, probably soon. Since Malaysia is in 
effect a one-coalition system, Dr Mahathir 
has found it easier than his western counter- 
parts to win elections. Nevertheless, his pop- 
ulist instincts have helped. 

Consider the economy. Like. all skilled 
politicians, Dr Mahathir is adept at taking 
credit for the good times and blaming the 
bad times on others. Thus the crisis itself was 
bought on by foreign speculators and per- 
petuated by the mismanagement of his fi- 
nance minister—Mr Anwar, who followed 
the 1mr’s advice. A property bubble, an over- 
valued currency and government-sanc- 
tioned investment splurges had nothing to 
do with it. Similarly, the economy’s re- 
bound—cpp shrunk by 1.3% in the first quar- 
ter but is expected to grow by 1-2%—will be 
attributed to Dr Mahathir’s wise and coura- 
geous management, especially his decision 
to defy international consensus by adopting 
currency controls last September. 

Never mind that the controls were im- 
posed after the local currency, the ringgit, 
had bottomed out or that the mr’s star pu- 
pils, Thailand and South Korea, are recover- 
ing without any such controls. Those things 
matter if people are evaluating Malaysia’s 
economic policies rationally. But few people 
in Malaysia are. Dr Mahathir has deftly 
changed the subject. 

The prime minister has also been able to 
portray himself as a centrist statesman, con- 
stantly moderating the competing demands 
of extremist rivals, a tactic Mr Clinton would 
refer to as “triangulation”. The hints are 
sometimes subtle but they are relentless. If 
people vote for the opposition Democratic 
Action Party, which draws its support from 
Malaysia’s Chinese minority (30% of the 
population), it could lead to a revival of the 
race riots that erupted in 1969. Choose the Is- 
lamic Party of Malaysia, and women will 
find themselves out of work and in head- 
scarves. 

Dr Mahathir has thus been effective at 
persuading people to vote for umno’s ruling 
coalition. In a thoroughly western way the 
prime minister has relied on these popular- 
ity contests to justify his decisions. Yet voters 
in Malaysia also face fewer choices than 
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those in developed democracies. 

The Malaysian prime minister faces few 
real limits to his power, which until now has 
allowed him both to dominate the uMNo 
coalition and prevent strong rival coalitions 
from emerging. The local media are tooth- 
less: editors and journalists cheered the 
UMNO speakers on last weekend. The inde- 
pendence of the courts is widely questioned. 
As Mr Anwar discovered, in Malaysia it does 
not pay to question the country’s leader. 
That is why Dr Mahathir’s blend of western 
politics and Asian strong-man is so potent. 

The opposition is determined to change 
all this at the next election, which must be 
called within a year. Mr Anwar’s wife, Wan 
Azizah Ismail, has started a new party, the 
National Justice Party. This week it was plan- 
ning to carve up constituencies with some of 
the opposition—just as UMNO does with its 
coalition partners. But even if they can come 
to such an arrangement, their chances of de- 
feating UMNO are slim. Their best hope may 
be to stop the ruling party winning a huge 
majority, which might just weaken Dr Ma- 
hathir’s popularity and encourage party offi- 
cials to challenge him. But Dr Mahathir can 
see that risk. Expect him to deploy his entire 
arsenal in the coming months—anti-west- 
ern explosives and all. 

— — -B 





Indonesia 


Megamuddle 


JAKARTA 


OR the three years in which she has been 

Indonesia’s leading opposition figure, 
there is one aspect of Megawati Sukarnopu- 
tri that has rarely been discussed. It is the fact 
that she is a woman, aspiring to lead the 
world’s largest Muslim nation. Now, her sex 
has suddenly become an issue. One of her 
main rivals, the staunchly-Muslim United 
Development Party (ppp), has said it will only 
support a presidential candidate who is 
male, and a true Muslim. Although she is a 
Muslim, Miss Megawati’s faith has also been 
questioned because of her strong following 
among non-Muslims. 

The flood of misgivings being expressed 
about Miss Megawati by politicians has little 
to do with Islamic sensitivities, and every- 
thing to do with the battle that lies ahead for 
the Indonesian presidency. Miss Megawati’s 
Democratic Party of Struggle (PDI-P) is cer- 
tain to end up with the largest share of the 
vote from this month’s parliamentary elec- 
tion, once the results are officially made 
known at the beginning of July. The ruling 
Golkar party is trailing 12 or 13 percentage 
points behind her as the votes creep in (see 
table), and remains unpopular in the more 
politicised urban areas of Indonesia. That 
makes Miss Megawati, with her reformist 
credentials, the theoretical front-runner to 
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Addi 
aea Une ficial election results % of 
votes 
Party counted* 
Democratic Party of Struggle (PDI-P) 33.2 
Golkar sare 21.3 
National Awakening Party (PKB) 118 
United Development Party (PPP) 10.3 
National Mandate Party (PAN) 7.2 
Others 16.1 
+78 84% of registered votes counted 


‘Source: Indonesian National Election Commission 
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7) the other parties that it 

will simply bribe the 

Projected members of the mrR to 
is borkament support its candidate. 

138 The exact rules by 

98 which the president will 

39 be chosen have not 

39 been agreed on yet. Al- 

37 most everyone accepts 

3 that it should be on the 

[ne basis of one member, 





one vote in the mpr. But 





form a new coalition government. But the 
complexities of Indonesia’s new electoral 
system could yet block her path to power. 

Both the ppr-p and its most likely coali- 
tion partner, the moderately Islamist Nation- 
al Awakening Party (PKB), are disadvantaged 
by the fact their stronghold is on the heavily 
populated island of Java. Indonesia’s new 
election rules mean that parties require few- 
er votes in order to win seats in the outer is- 
lands, where Golkar and the ppp have done 
well. Golkar and the ppp will therefore end 
up with a higher proportion of seats than 
votes. Throw into the confusion the fact that 
the army, assured of 38 seats, has strong res- 
ervations about Miss Megawati’s ability to 
control her party. 

Yet another uncertainty is the other large 
reformist party, the National Mandate Party 
(PAN), led by Amien Rais, which lies in fifth 
place. pAN’s supporters are divided between 
orthodox Muslims and urban professionals; 
both are uneasy about a coalition with the 
ppi-p. When the seats are finally allocated, 
Miss Megawati may not command a major- 
ity in the 500-member parliament, despite 
winning most of the popular vote. 

The other wild card in the electoral 
mathematics is the selection of 200 regional 
and “functional” representatives, who are 
added to the parliament to make up the 
larger People’s Consultative Assembly 
(mer), the body that actually chooses the 
president at the end of the year. The 135 re- 
gional representatives are selected by the 27 
provincial parliaments, and the 65 func- 
tional-group representatives by the National 
Election Commission. At this stage no one 
can be sure of their calibre, nor of their politi- 
cal loyalties. What is certain is that with the 
presidency atstake, every effort will bemade 
by the competing coalitions to win their 
backing of the regional representatives. The 
attacks that have been made on Miss Mega- 
wati’s suitability as president are an opening 
salvo in what is likely to be a long and nasty 
fight within the Mpr to determine who will 
next lead Indonesia. 

That is where Golkar could find itself at 
an advantage in its campaign for the re-elec- 
tion of President B.J. Habibie, who took over 
after Mr Suharto was forced from office last 
year. Golkar’s large war-chest, combined 
with its decades of practice at money politics 
under Mr Suharto, has raised fears among 


should it be by a secret 
ballot, or a show of hands? Proponents of the 
secret ballot say this would allow the mem- 
bers to vote according to their consciences, 
whether or not they have been bribed. Pro- 
ponents of the show of hands have less con- 
fidence in the consciences of politicians. 
They argue that a show of hands would al- 
low all Indonesians to see how their repre- 
sentatives had voted, and to make their own 
judgment about whether undue influenced 
had been used or not. The hope is that the 
prospect of having their houses burned 
down by an angry mob would make most 
representatives vote honourably. 

Either way, the armed forces and the 
Golkar-rrr alliance are likely to put pressure 
on the representatives to see the need for a 
compromise candidate. Their difficulty will 
be finding one. President Habibie is widely 
viewed as too tainted by his ties to his men- 
tor, Mr Suharto. The same argument applies 
to the armed forces’ commander, General 
Wiranto. The only other plausible contender 
would be the Javanese Sultan of Yogyakarta, 
although his leadership abilities are untest- 
edand he would not please the outer islands, 
which are fed up with domination by Java. 
Whatever her flaws, Miss Megawati still 
seems to be the only presidential candidate 
capable of forming the popular and legiti- 
mate administration Indonesia needs to get 
it through the difficult years ahead. 
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ASIA 
New Caledonia 


The politics of 
procrastination 


NOUMEA 


RANCEatlast seems willing to grant inde- 
pendence to its Pacific territory of New 
Caledonia. But not just yet. New Caledonia 
came to the world’s attention in the 1980s, 
when fighting broke out between French set- 
tlers and the territory’s Melanesian people, 
known as Kanaks. In November the two 
sides signed an agreement under which 
France would allow New Caledonia consid- 
erable autonomy between 2000 and 2014, 
when there will be a referendum on inde- 
pendence. On June 16th, the territory’s first 
government came into being. 
The Nouméa agreement will lead inexo- 
rably to statehood, say those who seek inde- 


pendence. It will be more like “associated au- 
tonomy”, say those who want to stick with 
France. It seems likely that 15 years of politi- 
cal squabbling lie ahead. Jacques Lafleur, the 
multi-millionaire leader of the main anti-in- 
dependence party, claims that New 
Caledonia’s future as part of 
France is now secure. Inde- 
pendence would mean the 
end of France’s subsidy to 
the territory, at present 
$880m a year. But Roch Wa- 
mytan, a Kanak leader, of- 
fers the view that the new ter- 
ritorial parliament will 
mature, intrusions from Paris 
will decrease, and independence is 
likely to follow. 

Both men agree on the need to develop 
the economy quickly. New Caledonia is the 
world’s fourth-largest producer of nickel. 
But in December prices hit a 12-year low, re- 
flecting the falling demand for steel. They 





TOKYO 


N THE eyes of most westerners, whose 

own brats tend to be free-range and at- 
tention-seeking, Japanese school children 
are a quiet and attentive lot. But not if you 
believe the latest stories to terrorise Ja- 
pan’s bourgeoisie. According to these ac- 
counts, Japan is in the grip of gakkyu ho- 
kai (classroom collapse), in which 
increasingly unruly pupils are turning the 
country’s meticulously ordered class- 
rooms into savage jungles. 

As usual, Japan seems to be fretting 
about the sorts of social problems from 
which other countries would dearly love 
to suffer. Apart from the occasional vio- 
lent attack—in separate incidents last 
year, a teacher and a pupil were knifed to 








Little devils, us? 


Japan’s unruly classrooms 


death—the reported examples of indisci- 
pline seem pretty mild. Some children ap- 
parently decline to sit down when asked; 
others of an even more obstreperous bent 
chat with each other, swear at their teach- 
ers or eat sweets in class. The rot has even 
spread to Japan’s primary schools where, 
according to a teacher speaking in confi- 
dence to Japan’s best-selling newspaper, 
the Yomiuri Shimbun, “children don't 
clean up after they've finished playing.” 

Most people blame the strains that re- 
cession, insane working hours and absent 
fathers bring to bear on the family. In a re- 
cent survey of Tokyo families, 10% of par- 
ents said that they did not talk to their 
spouse at all, and another 51% said they 
spent 30 minutes or less in conversation 
with each other each day. Perhaps feeling 
guilty about neglect of their families, per- 
haps remembering their own indulged 
childhoods, today’s parents are too softon 
their children, say some social critics. The 
burden of discipline is left to schools. 

The worries come ata delicate time for 
the education ministry, which, in re- 
sponse to other criticisms, is reforming the 
school curriculum in order to foster indi- 
viduality by replacing traditional rote- 
learning with the ability to solve prob- 
lems. Yet it is this trendy, western empha- 
sis on the individual that is causing all the 
problems in the educational system, say 
conservatives like Ryoichi Kawakami, a 
teacher who has written a book on class- 
room collapse. All it does, says Mr Kawa- 
kami, is encourage “stubborn and selfish 
behaviour”. 
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have recovered somewhat since then, but 
the territory clearly needs to develop its oth- 
er resources, notably tourism and fishing. A 
prosperous economy, it is argued by some. 
will benefit all the islanders and make them 
see the folly of independence. An alter- 
native argument is that a healthy 
economy is a precondition of 
statehood, giving the territory 
confidence that it can go it 
alone if it wants. 

Meanwhile, the territory 
and its Kanaks stand to dc 
well from a further 15 years of 

French spending: more schools 
more housing, more television 
sets. As a result, it may be that the 

young Kanaks voting in the referendum 
in 2014 will be more concerned about pre- 
serving a European way of life than advanc- 
ing a seemingly anachronistic political 
cause. In 15 years Kanak voters will vastly 
outnumber Europeans—but most Kanaks 
probably realise that, ifjobs are hard to come 
by now, they will be a rarity without France 
as their guardian. 

As for France, despite the expense ol 
maintaining this outpost, it is clearly reluc- 
tant to leave the Pacific. New Caledonia is 
one of its largest Pacific possessions. Only 
French Polynesia is more highly prized. Au: 
tonomy will, however, bring a measure ol 
liberation. Some of the gratuitous bureau- 
cracy imposed from distant Europe—the 
size of crustaceans that can be fished is stil 
decided in Paris—may be discarded. 

Ultimately, the Nouméa agreement anc 
the new territorial congress represent a cru: 
cial exercise in procrastination. One ques: 
tion now may be whether Mr Lafleur and his 
followers develop a penchant for self-gov 
ernment. Another is whether the Kanak: 
stay wedded to subsidies. Political loyalties 
may not be readily divined 15 years hence. 
=e | 





Kazakhstan 


Talking back 


ALMATY 


NE of the proudest achievements oi 
post-Soviet Kazakhstan has been the 
preservation of ethnic harmony among the 
100 or more nationalities who live there. Al- 
though some Russians silently harbour re- 
sentment over the domination of the coun- 
try’s political and public life by a new 
Kazakh elite, the potentially explosive rela- 
tions between the two leading ethnic groups 
were defused two years ago with the passing 
of a language law: Kazakh was declared the 
state language and Russian the language o! 
common use. 
But the harmony may not last. An oper 
letter to President Nursultan Nazarbaev was 
recently published in two small Kazakh-lan: 
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Our Summer Options programme lets you personalise your visit with a c hoice of value-added amenities. 


Now you have the freedom to make the most of your vacation time at some of the finest hotel and resort 
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Choose a 


Destination 


Ô EUROPE AS LOW AS 





am, the Netherlands $148 
Astana, Kazakhstan $200 
Athe Greece $150 
Barcelona, Spain $119 
Berlin, Germany $150 


Bratislava, the Slovak Republic $154 
Brussels, Belgium $115 


Bucharest, Romania $180 


Budapest, Hunga 














Cannes, France $270 
Cracow, Poland® $140 
Edinburgh, Scotland $270 
Frankfurt, Germany $15 
Geneva, Switzeriand® $110 
The Hague, the Netherlands $175 
Hamburg, Germany $145 
Hannover, Germany $124 
Helsinki, Finland $140 
Istanbul, Turkey $210 
Kemer, Turkey $150 
Leiprig, Germany $99 


Ljubljana, Slovenia $11 











London, Englund $259 
Luxembourg $14 

Madrid, Spain $135 

Malta* $130 

Montreux, Switzerland $230 
Moscow, Rusia $184 
Munich, Germany* $12 
Nicosia, Cyprus $115 

Paris, France $260 

Prague, the Czech Republic $2% 
Rome, Italy $% 

Stuttgart, Germany $158 
Tashkent, Uzbekistan $725 
Tel Aviv, Israel $260 
Vienna, Austria $175 


Warsaw, Poland $180 
Zagreb, Croatia $130 
Zurich, Switzertand $189 


@ NORTH AMERICA, MEXICO, 
CARIBBEAN AS LOW AS 


Cancun, Mexico $149 
Chicago, Minois USA $179 
Cozumel, Mexico $159 
Dalles, Texas, USA $100 


Guadalajara, Mexico $13 

Ixtapa, Mexico $149** 

Los Angeles, California USA $145 
Los Cabos, Mexico $190** 
Mexico City, Mexico $180 

Miami, Florida USA $159 
Montreal, Canada CDN $159 

New Oricans, Louisiana USA $129 


New York, New York USA $219 
Puerto Vallarta, Mexico $159** 
San Francisco, California USA $189 
Toronto, Canada CDN $219 
Washington, D.C, USA $199 


Û LATIN AMERICA AS LOW AS 
Bogota, Colombia $145 











Buenos Aires, Argentina $199 
Cali, Colombia $155 
Caracas, Venezuela $195 
Ciudad Gu a, Venezuela $130 
Managua, Nicaragua $140 
Maracaibo, Venezuela $150 
Medellin, Colombta $14 
Panama City, Panama $I 

Rio de Janeiro, Brazil $139 
Rionegro, Colombia $90 
San Jose, Costa Rica $14 








San Pedro Sula, Honduras $16 
San Salvador, El Salvador $120 
Santiago, Chile $225 

Santo Domingo, Dominican Repubb 
Sao Paulo, Brazi) $280 


Valencia, Veneruela $14 


Ô MIDDLE EAST AS LOW AS 
Abha, Saudi Arabia SAR 40H 











$125 


Abu Dhabi, UAE AED 39 

Al Ain, UAE AED 299 

Al Jubail, Saudi Arabia SAR 399 
Amman, Jordan* JOD 64 

Bah. Manama) BHD 45 
Beirut, Lebanon USD | 

Cairo, Egypt EGP 408 

Dubai, CAE AED 330 
Hurghada, Egypt EGP 272 
Jeddah, Saudi Arabia SAR 445 
Madinah, Saudi Arabia SAR 275 
Makkah, Saudi Arabia SAR 300 
Muscat, Sultanate of Oman* OMR 25 
Petra, Jordan*® JOD 50 

Riyadh, Saudi Arabia SAR 299 


Taif, Saudi Arabia SAR 546 


© AFRICA AS LOW AS 











Abidjan, Cote d'Ivoire CFA 67,000 
Cape T uth Africa RAND | 

Dur South Africa RAND 700 
ohannetburg, South Africa RAND 865 
Kinshasa, Zaire USD $13 

Kruger National Park, South 

Libreville, Gabon CFA 51,006 

Lusaka, Zambia USD $110 

Nairobi, Kenva USD $155 

Victoria Falls, Zimbabwe Z $9500 


0 ASIA PACIFIC AS LOW AS 








Bali, Indonesia USD $145 
Bangkok, Thailand USD $69 
Broome, Australia AUS 217 
Colombe, Sri Lanka USD $94 
Hong Kong t HKD 1,500 
Manila, Philippines USD $11 
New Delhi, India USD $110 
Phnom Penh, Cambodia USD $159 
Seoul, Korea USD $175 
Singapore SGD 215 

Sydney, Australia AUS 255 
Taipei, Taiwan NTD 4.550 
Tokvo, Japan JPY 25,00 
Yokohama, Japan JPY 26,006 
Me ' 


Africa RAND 618 


A farm would never become a reality 
for this family without the irrigation system; 


the irrigation system would never become a reality 
without electricity; 


electricity might never become a reality 
if not for the engineers of ABB. 











When electric current begins flowing into the coastal region 
of northern Peru, some of the local people may think it’s nothing short of a miracle. 
Perhaps they won't be far wrong. 
The Peruvian Energy Commission had been trying to bring power 
to this remote region for a long time.And they knew all too well the myriad problems 
inherent in a project of this magnitude. 
Fortunately, the local firm heading the project, ‘Aguaytia Energia del Peru SRL, 
found a company that could help provide an ingenious solution 
to this energy challenge: ABB. 
It’s a solution that will utilize natural gas located east of the Andes. 
The gas will be pumped from the fields, processed,then piped to a 155 megawatt power plant. 
Electricity from the plant will then be sent via a 400 kilometre power 

transmission line across the Andes to the coast, thereby supplying the area with the 

much needed energy from Peruvian resources. 
It’s the kind of solution only a team of dedicated individuals 
with multi-cultural perspectives, multi-disciplinary expertise and global 
and local orientation working together could create. 
And, if for one particular group of Peruvian farmers, 
ABB's ingenious engineering qualifies as a miracle, that’s OK with us. 


BULL 
INGENUITY AT WORK PA 





Visit the ABB World Wide Web site at http://www.abb.corn 





guage newspapers. It was signed by 70 eth- 
nic-Kazakh academics, writers and artists 
who deplored what they called the spiritual 
and cultural anarchy on Kazakhstan's televi- 
sion and radio stations. They demanded that 
70-80% of all broadcasts should be in Ka- 
zakh. They also called for the creation of a 
State artistic council to select programmes 
for both state and privately-owned televi- 
sion and radio stations—in effect, reintro- 
ducing the censorship that many Kazakhs 
thought they had seen the back of with the 
passing of Soviet rule. 

It is not clear how much support exists 
for the cultural defenders, or whether they 
have received any encouragement from po- 
litical groups. Their demands have yet to ap- 
pear in a Russian-language publication, 
which would cause a public outcry. Never- 
theless, their protest has coincided with a 
discussion in parliament about the role of 
the media and drawn attention to the fact 
that Kazakh-language programmes on tele- 
vision are few and unsophisticated. 

According to the language law passed in 
1997, half the programmes should be in Ka- 
zakh. At present they are not. Most television 
and radio stations broadcast news both in 
Russian and Kazakh, but they have little 
money todo much else. 

During 70 years of communism, speak- 
ing and studying Kazakh were strongly dis- 
couraged. Kazakhstan was in practice a col- 
ony of Russia. A knowledge of Russian was 
the key to a successful career. As a result, 
about half of the Kazakhs, who make up 
about half of the total population, are unfa- 
miliar with their own language or can man- 
age only conversational Kazakh. Even 
though the Kazakh language has seen some- 
thing of a rebirth since independence, there 
is a shortage of talented Kazakh journalists. 
People from rural areas tend to be the most 
fluent in Kazakh, but they are the least 
worldly of the population and lack the cul- 
tural awareness that the intelligentsia values. 

Privately-run broadcasting stations also 
have difficulty making money from show- 
ing Kazakh programmes. Advertisers prefer 
to buy time on Russian-language pro- 
grammes, where they can reach much bigger 
audiences. Most private television stations 
tend to fill their Kazakh-language quota with 
cheaply-made music videos of Kazakh star- 
lets. Instead of going to the expense of hiring 
professional studios, many of these quickie 
productions are filmed inside hotels in Al- 
maty, the main town, and broadcast long af- 
ter midnight. 

Many journalists have been appalled by 
the academics’ letter and have spoken out 
strongly against censorship as a remedy for 
the difficulties of the Kazakh language. They 
nave asked the discontented authors to be 
oatient, and, better still, to contribute their 
knowledge of Kazakh to help improve the 
quality of programming. 
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The Philippines 
The communists 
attack 


MANILA 


Te reputation for relative stability 
painstakingly constructed by the Philip- 
pines in recent years suffered a jolt last week 
when communist guerrillas ambushed an 
army platoon in the southern city of Davao, 
killing six soldiers and wounding 12. At least 
two guerrillas were killed. The attack fol- 
lowed a raid the previous week on the cen- 
tral island of Bohol, where about 200 guerril- 
las overran a police camp without a shot 
being fired, and made off with an arsenal of 
small arms. 

These were the most daring attacks by 
the communists for a long time. They ap- 
peared to be the start of the intensified guer- 
rillacampaign that was threatened when the 
communists pulled out of peace talks with 
the government last month. Their leaders 
gave as their reason for ending the seven- 
year-old peace process the recent agreement 
that allows American troops to train with 
the Philippine armed forces. But more likely 
the communists realised that any peace 
agreement they could make with the govern- 
ment would be seen as a surrender. 

Despite their threats, it is doubtful that 
the communists could mount a major offen- 
sive. The movement has grown considerably 
weaker since the mid-1980s, when it posed 
the main military challenge to the regime of 
President Ferdinand Marcos. 

But even a limited upsurge in fighting in 
rural areas, where the guerrillas are active, 
would damage the country’s reputation for 
stability that had been so carefully nurtured 
in the mid-1990s by Fidel Ramos, who was 
then president. A former general himself, he 


Estrada on red alert 


ASIA 


brought to heel a coup-happy faction in the 
armed forces. He made peace with the Moro 
National Liberation Front (MNLF), which 
was fighting for autonomy for the Muslim 
minority in the south of this predominantly 
Christian country. He also arranged a cease- 
fire with a second Muslim guerrilla group, 
the Moro Islamic Liberation Front (mir), 
which wanted outright independence. Al- 
though he brought about no formal ceasefire 
with the communists, Mr Ramos ensured 
relative peace by keeping them at the nego- 
tiating table. He liked to describe his ap- 
proach as one of “creative patience”. 

Mr Ramos'’s successor, President Joseph 
Estrada (a former tough-guy film actor) has 
shown far less patience. Shortly before the 
talks collapsed, Mr Estrada told the commu- 
nists that they must reach a peace agreement 
by the end of the year—or else. Now the gov- 
ernment is threatening to arrest some of the 
communist negotiators. 

Mr Estrada has shown similar impa- 
tience with the Muslim separatists. At the 
start of this year, during one of the outbreaks 
of fighting that periodically shatter the truce 
with the MILF, Mr Estrada said: “If they want 
war, we will give them war.” Although peace 
talks subsequently resumed, progress is 
slow. To make matters worse, there are now 
signs that the peace agreement with the 
MNLF may be falling apart. 

For all Mr Estrada’s tough talk, he has en- 
couraged local officials to negotiate with in- 
dividual guerrilla commands. This makes 
sense. One reason why the communist 
movement is so weak is that it is split into 
several, often hostile, factions. Even those 
commands that profess loyalty to the leader- 
ship, which is based in the Netherlands, of- 
ten appear to operate independently. But, 
more important, local negotiations with the 
communists might prevent national out- 
breaks of violence at a time when peace in 
the Muslim south is looking shaky. 
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GOVERNMENT OF PAKISTAN 


T Government of Pakistan is considering 
divestment/privatisation of Oil & Gas Development 
Company Ltd. (“OGDCL”). OGDCL was 
established in 1961 by the Government of Pakistan to 
undertake the exploration and development of oil and 
gas resources in the country. Upto June 1998, OGDCL 
had drilled 140 exploration wells, 217 development 
wells and secured 43 discoveries. During 1997-98, 
it produced 24363 bpd of crude oil, 471 MMcfd of 
natural gas, 235 tpd of LPG and 43 tpd of sulphur. 
in the same period, OGDCL’s sales revenue were 
Rs. 16.018 billion, and operating profit was Rs. 7.432 
billion. 


The Government's objectives for the privatisation of 
oil and gas sector are: 


Divest its assets, and allow activities to be 
undertaken by the private-sector, 
Promote efficient and cost-effective prospecting, 
and development of the oil and gas sectors; and 
Generate the required resources through the 
divestment process. 
Itis proposed to engage a qualified Financial Advisory 
Group (FA) to assist the Government of Pakistan in 
privatising OGDCL and meeting the government 
objectives stated above. The Financial Advisors 
responsibilities, inter alia will include:(a) detailed due 
diligence, and review of the present operations 
(physical, financial, technical, legal, institutional, etc); 
(b) advise on the transaction structure for private- 
sector participation; (c) development of appropriate 
legal and contractual arrangements; 


“ra 


PRIVATISATION OF 


L & GAS DEVELOPMENT COMPANY LIMITE 


INVITATION FOR 
EXPRESSIONS OF INTEREST TO ACT AS 


FINANCIAL ADVISORY GROUP 


PRIVATISATION COMMISSION — 


(d) preparation and implementation of the marketing 
plan; and (e) conduct of the bidding process. 


Expressions of interest to act as the FA to the 
Privatisation Commission is requested from world-class 
consortia, led by a first class investment bank with ample 


experience in oil and gas sectors privatisation 
restructuring, and including, but not restricted to , a 
leading law he and a specialized consulting firm in the 
oil a as sector (preferably dealing exclusively with 
the Exploration and Production activities). Preliminary 
data on OGDCL will be made available to the qualified 
parties by Privatisation Commission upon request. 
Prospective consortia are requested to send their 
expression of interest, duly marked “Financial Advisory 
Services for OGDCL - Expression of Interest’, latest 
by 1500 hours (local time) on 10th July, 
41999. The Expression of Interest is to be supported 
by a bank draft favouring “Privatisation Commission, 
Government of Pakistan” of Pak. Rs. 100,000 (or its 
equivalent US$) on account of non-refundable 
Processing Fee. 


For further information, please contact: 


Mr. Waqar Haider, Senior Consultant 
at the Privatisation Commission on 
(92-51) 9205146-9/ Ext 272 


Mr. Ahmad Waqar, Joint Secretary 
Privatisation Commission, 

5-A Constitution Avenue 

Experts Advisory Cell Building, 
Islamabad, Pakistan 

Tel. No. (92-51)-920 5369 

Fax No. (92-51)-920 3076 











Note: This advertisement does not constitute an invitation for potentially interested investors 
oe to initiate contacts with the Government. 
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Privatisation Commission 
Government of Pakistan 


5-A, Constitution Avenue, EAC Building, Islamabad, Pakistan. Tel # (92-51) 9205146/7/9. Fax # (92-51) 9203076, 9211692. 
E-mail: pcpak@meganet.com.pk 


Visit Our Website at: 


http: 


liwww.privatisation.gov.pk 
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Gambling on the future 


CHICAGO 


The latest government report on the subject concludes that Americans have 
taken gambling to their hearts. The price is high 


MERICANS love to roll the dice, bet on a 
game, load up on lottery tickets (with 
pathetic odds of winning astronomical 
sums), or even stare blankly at a video ma- 
chine that spits out the occasional coin. The 
National Gambling Impact Study Commis- 
sion was created by Congress in 1996 to study 
whether all this is a good thing for the coun- 
try. Now it has come back with its report: the 
proliferation of gambling has entertained 
millions and generated decent jobs in some 
of America’s most distressed communities, 
but it has done so at a steep price, much of 
which is paid by individuals who never set 
foot in a casino. The commission recom- 
mends a “pause” to take stock. 
Legalised gambling is now permitted in 
47 States and the District of Columbia, gener- 
ating more than $50 billion in gross revenues 
(dollars wagered minus payouts). Gambling 
expenditures as a percentage of personal in- 
come more than doubled between 1974 and 
1997, from 0.3% to 0.74%. Americans now 
spend more on various wagers than they do 
on theme parks, video games, spectator 
sports and movie tickets combined (see 
chart on next page). Government is far more 
than an observer in all this. Revenue from 
state lotteries climbed from $2 billion in 1973 
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to $34 billion in 1997. The states spent $400m 
advertising such games, in some cases target- 
ing poor districts. Tribal casinos take in an- 
other $7 billion. 

The report notes that Americans over- 
whelmingly approve of gambling, which 
has become “a pervasive activity in our cul- 
ture”. That eagerness to roll the dice has gen- 
erated an estimated 700,000 direct and indi- 
rect jobs and $21 billion in wages, revitalising 
deprived areas—or at least staving off death. 

But at what price? The report estimates 
that roughly 3m American adults have had a 
pathological gambling problem at some 
point in their lives, meaning that they have 
lied, stolen, gone broke, neglected jobs or 
family, or even committed suicide because 
of an uncontrollable desire to gamble. A 
study by the National Opinion Research 
Centre at the University of Chicago found 
that pathological gamblers generate 15% of 
the industry's gross revenues—and that each 
one costs society around $12,000 over his life- 
time in benefits and policing costs. 

Meanwhile, many of the purported ben- 
efits of legalised gambling are illusory. Lot- 
tery revenues, for example, are often dedi- 
cated to popular causes, such as education 
or environmental protection. But closer 


study suggests that such revenues merely 
displace funds that would have been raised 
in some other way: the crumbling schools or 
endangered loons do not actually get any 
new money. In fact, the lottery is essentially a 
large regressive tax. Lottery players with 
household incomes under $10,000 spend 
three times as much on lottery tickets as 
those with incomes over $50,000. Indeed, 5% 
of ticket buyers account for 51% of total sales. 

Two additional factors make America’s 
gambling habit particularly problematic. 
First, the industry has pumped massive 
amounts of money into political campaigns, 
making it less and less likely that politicians 
will deal with the issue sensibly. And second, 
the Internet now has the capacity to put a 
virtual casino in every home in America. 

What is to be done about all this? The 
commission makes 76 specific recommen- 
dations. They include acomplete ban on wa- 
gering on college and amateur sports, a ban 
on Internet gambling and a ban on credit- 
card cash-advance machines in gambling 
parlours. The report suggests raising the legal 
age for any kind of wagering to 21 and taxing 
gambling revenues to pay for programmes 
to treat problem gamblers. The commission 
also calls for restrictions on political contri- 
butions from entities operating (or seeking to 
operate) gambling facilities, an idea that is 
not likely to get through the courts. Indeed, 
the Supreme Court recently overturned a 
federal ban on commercial gambling adver- 
tising on radio and television. 

The report makes a distinction between 
destination gambling (riverboats and re- 
sorts), which generates local jobs and eco- 
nomic development, and “convenience 
gambling” (the video poker machine tucked 
in the corner of a petrol station) which does 
not. The commission recommends a roll- 
back of convenience gambling operations. It 
also wants a host of new studies on the rela- 
tionship between gambling and various so- 
cial problems, such as bankruptcy, divorce, 
domestic violence, suicide and crime; and it 
recommends sorting out the sovereignty is- 
sues related to Indian gaming. 

Both pro- and anti-gambling forces 
think the report is on their side. Frank Fah- 
renkopf, president of the American Gaming 
Association, says it proposes no blanket fed- 
eral approach to gambling: the commission 
concludes that gambling is by and large a 
state and tribal issue (with the exception of 
the proposed federal ban on Internet gam- 
bling). And the industry has been cleared of 
its alleged ties to organised crime. 

But gambling opponents argue that the 
gambling industry's armour has been 
pierced. “The cards they dealt us we can use,” 
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says the Rev Tom Grey, executive director of 
the National Coalition Against Legalised 
Gambling. He and other gambling oppo- 
nents compare the industry to big tobacco, 
which hid for years behind a series of barri- 
cades that were slowly destroyed by new 
evidence. “You contain them, you constrain 
them, and ultimately they conquer them- 


selves. That’s just basic infantry 101,” Mr 
Grey goes on. In the true American spirit, he 
suggests there might be a lot of money to be 
made by suing the entities that knowingly 
get people addicted to gambling. 

The most impressive accomplishment 
of the Gambling Impact Study Commission 
may be that its members did not throttle one 
another. Political wrangling guaranteed a di- 
versity of strongly held opinions. (The presi- 
dent, the speaker of the House and the Sen- 
ate majority leader were each asked to 
appoint three members.) In the end, the 
group had four members with direct or indi- 
rect ties to the gambling industry and five 
members with no such ties. 

The commission held hearings. around 
the country, listened to testimony from ex- 
perts and the public, surveyed existing re- 
search, commissioned original research, and 
even toured the Atlantic City Boardwalk, in- 
terviewing vendors along the way. Richard 
Leone, a commission member who is also 
president of the Century Foundation, called 
the undertaking a “unique expression of 
American pluralism”. 

Yet for all its work, the commission 





dodged the most fundamental question: do 
the social costs of gambling outweigh the 
benefits? The panel sniffed at existing re- 
search on the subject, calling it “flawed by in- 
sufficient data, poor or underdeveloped 
methodology, or researchers’ biases.” The 
members also balked at attaching dollar fig- 
ures to some of the most egregious social 
problems caused by pathological gambling, 
noting, “How can one calculate the ‘cost’ of 
the two children that died while locked in 
cars as their parents or care-givers gambled 
in nearby casinos?” 

The report’s recommendations carry no 
legal weight; any changes must move 
through a political process in which gam- 
bling interests hold most of the chips. But the 
report has properly positioned the issue not 
as a moral question of whether individuals 
should gamble or not, but as a social issue in 
which an industry and its customers offload 
most of their costson the public. “If you keep 
the focus of the camera tight enough, you 
can show gains [from gambling], particularly 
in the most desperate places,” says Mr Le- 
one. But, he points out, that view changes as 
the camera draws away. 
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The disabled 


Anyone not included? 


MPLOYERS heaved a huge sigh of relief 

this week when the Supreme Court re- 
fused to expand coverage of the Americans 
With Disabilities Act to those who suffer 
from treatable conditions such as poor eye- 
sight or hypertension. But whether these de- 
cisions mark a real retreat from the court’s 
expansion of employment-discrimination 
law is still unclear. In decisions on three oth- 
er recent cases, the court has gone the other 
way. 

The key disability case before the court 
concerned two short-sighted sisters who had 
been turned down for jobs as pilots with 
United Airlines because they did not meet 
its corporate standards for uncorrected vi- 
sion. With glasses, however, they do meet 
federal vision standards and have worked as 
pilots for regional airlines. Two other cases 
involved a lorry driver with functional vi- 
sion in only one eye who received a waiver 
from federal regulators allowing him to 
drive, but was fired anyway; and a car me- 
chanic whose blood pressure debarred him 
from meeting federal standards for driving a 
truck, and so lost his job as a mechanic 
which also included some driving chores. 
The discrimination claims in all of these 
three cases were rejected by the same 7-2 ma- 
jority of justices. 

Although the cases raised slightly differ- 
ent issues, the most important question in 
each was whether the 1990 Disabilities Act 
offered protection against discrimination to 
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those whose physical shortcomings can be 
helped by spectacles or medical treatment. 
Writing the majority’s decision in the leading 
case, that of the pilots, Justice Sandra Day 
O'Connor argued that the law’s definition of 
a disability as something 
that “substantially limits 
one or more of the major life 
activities” means that if the 
impairment is corrected, it 
no longer meets the defini- 
tion. She also pointed out 
that the law refers to “some 
43m Americans” who have 
one or more physical or 
mental disabilities. Con- 
gress could not have meant 
to include all those who 
wear glasses or have some 
other correctable problem, 
she reasoned, or the figure 
would have been closer to 
160m. The decision means, 
for example, that United Airlines can im- 
pose its own rule for uncorrected eyesight, 
more stringent than federal guidelines, if the 
rule is reasonably related to a job require- 
ment. 

The two dissenters in the three cases 
were John Paul Stevens and Stephen Breyer, 
the court’s two most liberal justices. In his 
dissent on the airline case, Justice Stevens not 
only urged a more “generous rather than a 
miserly construction” of the law, but also 


His hopes 





dashed 


raised an interesting point: “It is especially 
ironic to deny protection for persons with 
substantially limiting impairments. that, 
when corrected, render them fully able and 
employable.” Disability advocates echoed 
the point. “These decisions create the absurd 
result of a person being disabled enough to 
be fired from a job, but not disabled enough 
to challenge the firing,” complained Chai 
Feldblum, a law professor at Georgetown 
University who had helped 
draft the law. 

It is the broad language 
of the law, and that of Title 
VII of the 1964 Civil Rights 
Act, which has dragged the 
court into coming up with 
rules of its own to interpret 
what Congress meant. In 
fact, Congress’s priority in 
both cases has been to 
avoid making the political- 
ly tough decision of who 
should and who should not 
be protected by discrimina- 
tion statutes, which ex- 
plains both the loose word- 
ing of the original laws and 
the reluctance of Congress to intervene with 
more specific legislation later. 

For years a divided court has struggled to 
untangle a wave of conflicting lower-court 
rulings and to make some consistent sense of 
how the laws should be applied. The result 
has been a vast expansion of the legal protec- 
tions against both disability and sexual dis- 
crimination. For example, last year the court 
extended disabilities protection to anyone 
with a “reproductive” complaint—ie, those 
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3 “Who’ s now uniquely 
: positioned to deliver superior results 
| in n global finance?” 

















UNITED STATES 
with niv, impotence or infertility—and pro- 
tection against same-sex harassment. Em- 
ployees have responded with a wave of law- 
suits. Employers have bewailed the growing 
regulation of the American workplace. 
Despite the three decisions this week, 
the expansion of protections is not over yet. 
In separate decisions announced the same 
day, the court also ruled that Georgia had 
breached the Disabilities Act by not provid- 
ing. community, rather than hospital, care 
for mentally ill patients who qualified for it, 
and that a plaintiff in a sexual discrimina- 
tion suit did not have to show that an em- 
ployer’s behaviour was “egregious” to collect 
punitive damages. Last month the court de- 
cided by 5-4 that schools could be sued for 
failing to stop sexual harassment of one pu- 
pil by another. The decision provoked a fu- 
rious dissent from conservative justices in 
the minority, who predicted a wave of law- 
suits—and may well be right. 
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Texas politics 


The last 
dinosaur 


AUSTIN 


OURS before Bob Bullock died on the 
morning of June 18th, George W. Bush 
went to visit him at his home in Austin. 
There, the Republican governor and would- 
be president had a final meeting with his old 
lieutenant-governor, the most influential 
Democrat in Texas and aman who had ruled 
state politics over four decades. It was a tear- 
ful goodbye, as Mr Bullock expressed his re- 
gret that he could not witness the coming 
presidential campaign. Yet, with fatherly 
sternness, he directed Mr Bush to “Go out 
and win” the White House, and added a 
piece of sage advice: when your face is on the 
cover of Newsweek, you ought to smile. 
That such a parting could take place bet- 
ween cross-party rivals says a great deal 
about the tight bond between Mr Bush and 
Mr Bullock. It says even more about Texas 
politics. The days of Texas as a one-party 
state in the grip of Democratic control are 
long gone, and clinging too hard to party or 
ideology is a recipe for failure in the state 
capitol. As governor, Mr Bush has flourished 
in this environment, forging bipartisan alli- 
ances to ensure the success of his legislative 
agenda. Mr Bullock even endorsed Mr Bush 
during his last campaign for governor, snub- 
bing the Democratic challenger who had 
made Mr Bullock godfather to one of his 
sons. Such treachery might have violent im- 
plications in the Mafia; yet it is business as 
usual in the new era of Texas politics. 
Mr Bullock ascended through the ranks 
in a political era where deals were forged 
over a gallon of beer and a good cigar. Al- 
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Standing up to steel 


NTIL now, the steel industry has 
been remarkably successful in its 
| campaign for Congress and the adminis- 
| tration to “stand up for steel” against a 
| surge of imports from Japan and else- 
where. But on June 22nd, the Senate voted 
to stand up to the steel lobby instead. It ef- 
fectively killed a bill which had previous- 
ly sailed through the House, imposing 
quotas on all foreign steel producers. 

The White House sighed with relief. It 
had signalled that it would veto the bill, 
had the Senate approved it, because it vio- 
lates world-trade law, invites other coun- 
| tries to hit back against American exports, 
and would have cost steel-using indus- 
tries dear. But a presidential veto would 
| have triggered a showdown with the 
| powerful and media-savvy steelworkers 
that could have damaged Vice-President 
| AlGore’s presidential hopes. 

The steel industry is not too unhappy, 
however. It has already won plenty of 
goodies. Steel imports from Japan have 
| plunged (see chart). The administration 
has imposed prohibitive duties on steel 
imports from Japan and Brazil. Japan and 
Russia have agreed “voluntarily” to limit 
their steel exports to America. The indus- 
try has also launched a further 20 anti- 
dumping and ten anti-subsidy cases 
against 18 countries. Most of these are like- 

















ly toresult in whopping import duties. 

President Clinton has offered the in- 
dustry a subsidy package that.includes 
$300m in tax breaks. The Senate is consid- 
ering a bill providing a further $1 billion of 
loan guarantees—effectively subsidies— 
to wobbly steel and energy companies. 
Worst of all, the administration is open to 
reforming trade-remedy laws to make it 
easier and quicker for firms to get tempo- 
rary protection from import surges. That 
would open the door for other industries 
to follow steel down the protectionist 
path. In short, although the steel industry 
has lost the quota battle, it still looks likely 
to win the war. 








though he championed progressive causes, 
he also once told a female state senator that 
she would have better luck getting legislation 
passed if she “cut her skirt off six inches and 
put on some high heels”. More significantly, 
however, Mr Bullock was the last vestige of a 
venerable Texas political tradition: the su- 
premacy of the Democratic power-broker. 














Bullock and Bush 


For most of the century, the Texas Demo- 
cratic Party had a vice-grip over the state cap- 
itol, the place where national titans such as 
Sam Rayburn and Lyndon Johnson learned 
to ply their trade. The party’s demise began, 
ironically, with one of Johnson’s crowning 
achievements: the sweeping civil-rights leg- 
islation of the 1960s. This alienated conserva- 
tive Democrats throughout the South, who 
believed their party had sold out to urban 
liberals and minorities. 

In the three decades after that, the con- 
servative majority in Texas which had voted 
Democratic for generations slowly began to 
switch party allegiance. According to George 
Christian, a former Johnson aide and a Texas 
political observer for years, the state party 
machine which once energised support at 
the grass-roots level is now virtually non-ex- 
istent. Although the overwhelmingly Latino 
counties along the Mexican border have re- 
mained Democratic strongholds, the 1990s 
have seen the state’s most influential state- 
wide and national offices turn Republican, 
Statewide races won by Democrats during 
the 1990s, notably Ann Richards’s 1990 victo- 
ry for governor, are largely seen as flukes, 

Mr Bullock's tenure from 1991 until 1999 
as lieutenant-governor—a_ position long 
viewed as the most powerful in the state— 
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was the one significant exception to the over- 
whelming Republican trend. Unlike his:au- 
tocratic Democratic predecessors, however, 
Mr Bullock was forced by political circum- 
stances to seek out common ground, and he 
became deft at deals. As Texas has emerged 
from its long history as a one-party state, the 
legislature has generally been an model of 
bipartisanship, capable of emerging with 
what Bruce Buchanan, a political scientist at 
the University of Texas, calls the “conserva- 
tive consensus” in the state. It is in this politi- 
cal climate that Mr Bush has thrived. 
Outside the pragmatic world of state 
politics, however, bipartisanship is a scarce 
commodity. At the national political level, 
Mr Bush is unlikely to have suchan easy time 
with Democrats. Early polls indicate that he 
is making headway among traditionally 
Democratic groups, notably women and mi- 
norities. Yet his ability to deliver these groups 
on election day will depend on whether he 
can steer clear of the partisan rancour that 
seeps into all modern presidential cam- 
paigns. It will be hard, and if the governor 
starts to pine for those easier days in Austin 
he would do well to remember the words of 
Mr Bullock, who had little tolerance for fail- 
ure. “You show me a good loser,” he liked to 
say, “and I'll show you a loser.” 
= 


Election issues 


Got the time? 


LOS ANGELES 


MERICA’S boom is not quite the 

Agodsend that it might seem for the 
two. candidates for the Democratic Par- 
ty’s nomination, Bill Bradley and Al Gore. 
If you: cannot mention the economy 
without inadvertently praising Mr Gore 
(Mr Bradley’s problem), or without seem- 
ing callously indifferent to those who are 
still not prospering (Mr Gore’s), what issue 
do you seize on instead? 

By a strange coincidence, both candi- 
dates have come up with the same solution 
to their problem. “Parents, rich and poor, 
suffer from ‘time poverty’,” says Mr Bradley. 
“What parents often lack is that most pre- 
cious of all commodities: time,” says Mr 
Gore. Most Americans. may be doing well 
materially, the argument goes; but they are 
doing appallingly when itcomes to free time, 
spending more hours at work and fewer 
with their families. 

It is easy to see why this is such an ap- 
pealing ploy. Two-parent families now work 
an average of almost 500 more hours a year 
than they did 30 years ago (an increase ac- 





You saw it here first 


WASHINGTON, DC 


INCE American elections are won 

state-by-state, state polls are usually 
better predictors of election results than 
national ones. The map below uses the 22 
state polls published so far to measure, at 
its start, the shape of the 2000 race. 

Our snapshot is unapologetically un- 
scientific. It groups together polls taken at 
different times, using different samples. 
For states where there have been several 
polls, The Economist has invented a 
weighted average. 

Some measurements are hard to be- 
lieve even at this embryonic stage. That 
Mr Bush is winning in California—where 
the Republican Party has al- 


really be listed as too close to call. 

The intriguing part lies in the pattern 
of George W.’s support. In the West, it 
ranges from narrow (California) to over- 
whelming (the rest). In the South, it is 
moderate-to-landslide (Texas). The north- 
east is mixed (New Hampshire, New Jer- 
sey and, surprisingly, Massachusetts offset 
New York). So too is the mid-west, with 
moderate figures in Michigan and Ohio. 

There are historical parallels: this is the 
pattern that won Ronald Reagan. two 
presidential terms. And, as: before, it 
seems to be in the mid-west that the 2000 
election will be lost and won. 





most collapsed—is either 
testimony to a remarkable 
personal appeal or is frankly 
incredible. Still, with these 
reservations, the results are 
intriguing. If they are to be 
believed, Mr Gore would 
win only three states: his 
own (Tennessee), Hawaii 
and New York. He would 
take them all by narrow 
margins—indeed, narrower 
than the polls’ margins of er- 
ror, so these states should 
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counted for entirely by working women; 
men work slightly fewer hours. than they 
used to). This is a problem that cuts across 
class lines. Some ‘of the most “time-starved” 
people in the country are those who are oth- 
erwise doing the best. (Silicon Valley has pro- 
duced a new species of human beings 
known as “sleep camels”: people who can 
store up enough sleep at weekends to be able 
to work flat-out through the week.) 

It is also a problem that goes to the heart 
of America’s worries about family disinte- 
gration and teenage alienation. Have the 
Democrats finally hit on a problem that af- 
fects everyone (except the politically irrele- 
vant underclass) and lends itself to intelli- 
gent government intervention? 

Probably not. The biggest reason for the 
“time crunch” is the flood of women into the 
workforce, thanks to changing social atti- 
tudes and rising women’s wages. In 1969, 38% 
of married mothers worked for pay; by 1996, 
that figure was 68%, according to.a recent re- 
port by the Council of Economic Advisors. 
The other big reason for the time-crunch is 
the fact that the proportion of single-parent 
families has more than doubled over the 
same period, from fewer than 15% of all fam- 
ilies 30 years ago to more than 30% today. 

This is certainly imposing strains on the 
American family. The cea calculates that,on 
average, parents have 22 hours less. a week to 
spend with their children than they did 30 
years ago. But it is not clear what politicians 
can do to improve the situation. The Demo- 
cratic Party can hardly start campaigning 
against “equal pay for equal work” (espe- 
cially when this ideal has not yet been 
achieved). The rise of single-parenthood is 
notoriously hard for politicians to deal 
with—and anyway takes years to reverse. 
And there is not much appetite in the United 
States for European-style restrictions on the 
number of hours you can work. 

This means that politicians are best em- 
ployed helping parents deal with the conse- 
quences of the time-crunching. But both Mr 
Bradley and Mr Gore are frustratingly vague 
on details. They even fail to mention the 
most obvious way of helping poor parents— 
keeping schools open longer. Many private 
and charter schools now stay open in the late 
afternoon and evening as well as running 
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summer courses. But public schools close at 
two or three in the afternoon and take three 
months off in the summer, and the teachers’ 
unions are determined to keep things that 
way. Given that these unions are some of the 
Democratic Party’s biggest funders, the 
“time crunch” may not be such a winning is- 
sue for the Democrats after all. 


The appointments system 


Good and bad 
behaviour 


WASHINGTON, OC 


ICHARD HOLBROOKE is many things: 

architect of the Dayton peace accord on 
Bosnia, wealthy Wall Street banker, Demo- 
cratic Party activist. But despite various spells 
in America’s foreign service, the man chosen 
by President Clinton to be the nation’s next 
ambassador to the United Nations is not by 
nature a diplomat. His preference, as his 
many enemies in the State Department at- 
test, is for confrontation. 

How satisfying for his critics, then, to 
hear Mr Holbrooke being untypically emol- 
lient this week in his confirmation hearings 
before the Senate Foreign Relations Commit- 
tee. He could be heard promising its chair- 
man, the famously un-phobic Jesse Helms 
of North Carolina, that “Budgetary disci- 
pline will be my watchword,” and admitting 
that in the matter of the International Crimi- 





nal Court, of which Mr Helms does not ap- 
prove, “Ihave a lot to learn.” 

Why should Mr Holbrooke have to do 
this? The first answer lies with Mr Helms 
himself. Committee chairmen have almost 
dictatorial powers to set the agenda, and Mr 
Helms takes a strong, isolationist stance on 
foreign policy (although, to his credit, he and 
the ranking Democrat, Joe Biden, this week 
gained overwhelming Senate support for a 
bill to repay, albeit with many strings at- 
tached, almost $1 billion of America’s UN ar- 
rears).In other words, it pays a nominee to be 
polite. The notoriously arrogant Larry Sum- 
mers did this, treating the Finance Commit- 
tee as his intellectual equals, and was re- 
warded this week with their unanimous 
recommendation as treasury secretary. 

The second answer is that while the pres- 
ident has the power under article Il, section 2 
of the constitution to appoint ambassadors, 
public ministers and judges, this is supposed 
to be “with the Advice and Consent of the 
Senate”; and there are times when president 
and Senate (or even one pivotal senator) are 
hopelessly at odds. In theory, a stalemate 
could go on indefinitely. This year, for exam- 
ple, the Senate has approved only two judg- 
es; another 44 nominations are pending be- 
fore the Judiciary Committee, most of them 
stalled because the chairman, Orrin Hatch, 
is determined that Mr Clinton should nomi- 
nate a political ally in Utah to a district court 
vacancy. The stalemate over the appoint- 
ment of William Weld as ambassador to 
Mexico in 1997 lasted so long that the nomi- 
nee withdrew, deciding he had better things 





Girl power plays 


HE only time the Giants stadium in 

New Jersey has held more people was 
when the pope came in 1995, and he wasn’t 
| showing his left-footed shot. On June 19th, 
78,972 fans. packed in to see the United 
States soccer team takeon Denmark in the 
opening game of the 1999 Women’s World 
Cup. It was the largest crowd ever to see a 
women-only sporting event. 

This is just the third time the Women’s 
World:Cup has been played, but it is the 
first time the event has been able tocapture 
the attention of America, which won the 
first Women’s World Cup in 1991 with little 
fanfare. All the games in this year’s compe- 
| tition, which lasts until July 10th, will be 
televised, and organisers are expecting a 
worldwide audience of 1 billion over the 
course of the 32-match tournament. 

Promoters of the cup cleverly focused 
ticket-sales efforts on the many grassroots 
soccer leagues in America, in which more 
than 7.5m girls were registered to play the 
sport last year. They also targeted so-called 





“soccer moms”, suburban women already 
well-versed in the sport from toting chil- 
dren to weekend games in recreational and 
school-sponsored leagues. By 
contrast, the organisers of the 
1994. World Cup, which was 
played in America, targeted 
ethnic Americans and men 
aged 18 to 49. As a result, most 
Americans ignored the event. 

Pursuing the family has 
certainly paid off. In its first 
weekend, the 1999 Women’s 
World Cup surpassed the en- 
tire attendance for 1995's cup 
in Sweden (112,000) and has al- 
ready sold more than 500,000 
tickets. America’s team is fa- 
vourite to win, and if it makes 
it to the final game in Pasade- 
na, California, a sell-out crowd at the 
90,000-seat Rose Bowl could set another re- 
cord for attendance. 

America’s national women’s team has 








Better than men 


~ UNITED STATES 


todo with his time. 

But in practice the way to break the dead- 
lock is for the president to invoke the final 
sentence of article Il, section 2:““The President 
shall have Power to fill up all Vacancies that 
may happen during the Recess of the Senate, 
by granting Commissions which shall expire 
at the End of their next Session.” 

Mr Clinton has used this “recess ap- 
pointment” ruse some 40-odd times, making 
Mickey Kantor, for example, commerce sec- 
retary. But his most recent circumvention of 
the Senate came on June 4th. Just before 
Congress returned to work, the president 
formally appointed James Hormel as am- 
bassador to Luxembourg, ending a stalemate 
that had lasted almost two years because of 
Republican opposition to Mr Hormel’s de- 
clared homosexuality. 

Such Washington wrangles are hardly 
new. Jimmy Carter, for example, made 68 re- 
cess appointments, George Bush 78 and Ro- 
nald Reagan, in his eight years in office, 
236~a spate that led at last to a presidential 
promise to notify Senate leaders in advance 
of planned recess appointments. 

Do the wrangles matter? Perhaps not 
within the games-playing world of Washing- 
ton, but it surely cannot be good for the 
country’s international relations that Brazil 
has been without an American ambassador 
for a year and Argentina for two years, and 
that the uN post, during various Iraq crises 
and through the Kosovo war, has been held 
by a man whom the administration clearly 
regards as second to Mr Holbrooke. 


evolved from the country’s strong universi- | 
ty and high-school programmes. These | 
have flourished under a 1972 law that re- 
quired equal spending for men’s and 
women’s sports at federally funded 
schools. The Division I college programme 
is so good, in fact, that America is exporting 
its soccer stars to other coun- 
tries rather than importing 
them, as the men’s national | 
team has done in the past. 

The popularity of the game 
has already fuelled talk of 
starting a women’s profession- 
al soccer league. U.S. Soccer, 
which governs the sport in 
America, is investing $250,000 
to explore the idea of fielding 
eight to 12 teams in big cities 
across the country in 2001. Yet 
the prospect looks dim. In con- 
trast to the women’s profes- 
sional basketball league, this 
new enterprise would not have 
a strong male tradition of the sport to lean 
on. Major League (male) Soccer, now in its 
third season, is still struggling in a society 
already saturated with sports. 
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HO is this? A moderate conservative. A cautious conciliator. 

A grey, ineloquent pragmatist who became legislative leader 
after an ideological, divisive predecessor was forced out. A man 
trapped by a narrow majority, and overshadowed by aggressive 
deputies. A weak leader. A decent man. A political disaster. For most 
Britons, that can only be John Major, the former Conservative prime 
minister now watching cricket in retirement. For most Americans, 
after the events of recent weeks, it sounds horribly like Dennis Has- 
tert, the Republican speaker of the House of Representatives. 

Some similarities are accidental. Mr Hastert too represents a sec- 
tion of rich, flat farm belt—in Illinois, just outside Chicago, rather 
than Huntingdon, just outside Cam- 
bridge—and his background is one 
reason he makes so soothing a con- 
trast to other Republican leaders. Af- 
ter the twangy southern vowels and 
ideology of Newt Gingrich (Geor- 
gia), Trent Lott (Mississippi) and 
Dick Armey and Tom DeLay (both 
Texas), the plump Mr Hastert’s flat 
mid-western tones fall like a blanket 
of prairie snow—infertile but pro- 
tecting the soil beneath. 

Other connections say more 
about the circumstances of his ele- 
vation than himself, more about the 
hour than the man. Mr Hastert has 
risen with little trace, having worked 
patiently in the middle reaches of 
the Republican Congress to encour- 
age such causes as health care re- 
form and cleaning up the environ- 
ment—worthy matters requiring 
bipartisan agreement. He too had 
greatness thrust upon him when La- 
dy Thatch--sorry, Newt Gingrich 
was forced out. “Lord knows, if we 
ever needed a consensus builder as speaker of the House, we need it 
now,” said one of Mr Hastert’s supporters at the time. 

More profound similarities might be deemed matters of mutual 
commiseration. Both men have been subjects of much unfair crit- 
icism. The speaker has an impossible job. The Republican Party, a 
coalition of interest groups at the best of times, has a majority in the 
House of Representatives of merely six seats, the narrowest since 
1955. Mr Hastert has hardly any way to control his recalcitrant col- 
leagues (and having been a wrestling coach in his younger days 
does not, unfortunately, help him, even in the fake confrontations 
of Capitol Hill). 1f 82 Republicans decide to vote with the Democrats 
against a gun-control bill that he supports, as they did last weekend, 
then there is little the speaker can do about that, except blame Dem- 
ocrats afterwards. And this is so even though gun control is fairly 
popular and the Democrats think they can use the result to embar- 
rass Republicans at election time. 

Similarly, if just two Republicans can threaten to kill a budget 
bill by talking it to death (as happened last month), then there is 
nothing Mr Hastert can do about that either, except to pull the bill 
from the floor of the House. And that is so, even though he and every 
congressman knows that the party will be hurt at election time if it 
fails to pass a budget expeditiously. 

But the really worrying point of comparison for Mr Hastert is 
that he may be falling short in much the same way Mr Major did— 
by failing to give his party a clear sense of direction. Politics is a dy- 











Dennis Hastert’s trouble 
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namic, not a static, process. If you concentrate on balancing one 
faction against another, the debate moves on, often against you. 
Mr Major found that out. Now consider Mr Hastert’s recent re- 
cord. Last week’s gun-control debate was a case of tactics dom- 
inating strategy. The speaker pounded the corridors, embraced 
his colleagues in a big bear hug, and worked the phones. He split 
the bill into various parts, held lots of votes, and encouraged ex- 
quisite measures to strengthen controls in some places, weaken 
them in others. There was even a clever-sounding amendment to 
embarrass Hollywood-financed Democrats by restricting sales 
of pornographic films to minors. But all this was fancy footwork, 
not a clear sense of movement. 
And it all ended with the Repub- 
lican-controlled Congress failing 
to pass the bill and with Mr Has- 
tert, whohad promised some sort 
of gun-control measure, pleasing 
neither gun controllers nor the 
National Rifle Association. 

The budget process is show- 
ing a similar sense of drift. Budget 
puritans rebelled last month not 
for the devilry of it but because 
they wanted Mr Hastert to ex- 
plain what on earth his budget 
strategy was: how does he plan to 
keep spending down? How does 
he propose to avoid a crisis later 
this year if (or when) spending 
limits are breached? The answers 
remain unclear. In the pep talk to 
the party that followed the first 
debacle, Mr Hastert merely told 
his colleagues “I need you to | 
stand together,” but did not spell 
out what he planned to do. 

It might be objected that 
these comparisons owe more tocoincidence than political condi- 
tions. Mr Major was the head of government in a parliamentary 
system; Mr Hastert is the legislative leader in a presidential one. 
True, but the similarities are still striking. Mr Major was seeking to 
hide his party’s divisions lest he be punished for them ata general 
election. Mr Hastert is doing the same. The Republicans in Con- 
gress are scorned—witness the impeachment drubbing they re- 
ceived last November. But their leading candidate for president is 
wildly popular-—witness the opinion polls reviewed.on (page 42). 
The obvious plan is therefore to keep the congressional Republi- 
cans out of the public gaze, give as few hostages to electoral for- 
tune as possible and, above all, avoid embarrassing George W. 
Bush, the Republican presidential aspirant. As one former con- 
gressman put it bluntly: “This time, everybody under- 
stands...the best thing the Republican Congress can do is clear 
the table on the things that are necessary...but not lock our can- 
didate into any agenda he or she may not want.” 

Mr Hastert understands that better than anyone: he planned 
to be part of George W.’s campaign before he became speaker. | 
The trouble is, as Mr Major showed, that it is impossible to keep | 
out of trouble by doing nothing if you have a tiny majority and a 
group of unco-operative legislators running amok. The Republi- 
cans in Congress are melting down as they learn that lesson. 

Oh, and one other thing: Britain’s Conservatives were slaugh- 
tered at the general election. 
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THE AMERICAS 


Reviving the European 


connection 


Next week’s summit in Rio de Janeiro is testimony to Europe’s desire for Latin 
America to diversify its political links. But it won’t act quickly to open up the 


export markets the region badly needs 


INCE the end of the cold war, Latin Amer- 

ica’s relations with the United States have 
grown noticeably warmer, as democracy, 
free-marketry and more open trade have 
spread to almost everywhere between Tijua- 
na and Cape Horn. Twice in the past five 
years, in Miami in 1994 and in Santiago last 
year, Bill Clinton has sat down with his 
counterparts from Latin America, the Carib- 
bean and Canada in a “Summit of the Amer- 
icas”. Such events encourage outsiders to as- 
sume that Latin America forms a seamless 
zone of American influence—that 


comprising Brazil, Argentina, Paraguay and 
Uruguay (and to which Chile and Bolivia are 
linked by free-trade agreements). 

To poor timing, add too many guests: the 
Rio summit will be an especially unwieldy 
affair, with 33 Latin American and Carib- 
bean leaders as well as 13 from the European 
Union. Well, at least Rio de Janeiro’s dramat- 
ic scenery will help the photo opportunities. 
Yet the fact that the Rio summit is happening 
atall is something of an accomplishment for 
the host region. Until recently, Europe was 





itis still Uncle Sam’s backyard,even 
if less thorn-filled and trampled 
upon than in the past. 

In some ways that is true, but 
not uniformly so. Though all of the 
region looks to the dollar as its re- 
serve currency, and aspires to shop 
or holiday in Miami, in other ways 
the pull of the United States dimin- 
ishes as one travels south. For Pacif- 
ic seaboard countries such as Chile 
and Peru, links with Asia are im- 
portant. And everywhere the re- 
gion’s past as a collection of Euro- 
pean colonies has left ties of 
language, history and some com- 
mon values. To put new life into 
that old relationship—and from a 
shared interest in maintaining di- 
versity in Latin America’s foreign r 
relations—the leaders of the Euro- S 
pean Union will gather in Rio de Ja- 
neiro on June 28th and 29th for 
their first summit with their counterparts 
from the region. 

The timing is not auspicious. The £u is 
preoccupied with other matters—including 
the difficulties of the Northern Ireland peace 
process, which have caused Britain’s Tony 
Blair and Ireland’s Bertie Ahern to stay at 
home. Brazil’s January devaluation has un- 
dermined the political authority of President 
Fernando Henrique Cardoso, the summits 
host, and aggravated a recession afflicting 
much of South America. Trade has fallen and 
tensions have risen within Mercosur, the pu- 
tative South American common market 
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Who’s afraid of competitive beef? 
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content to act as an undemanding but dis- 
tant ally. The eu is the largest source of for- 
eign aid to Latin America. Whereas the Unit- 
ed States unilaterally “certifies” its 
neighbours’ efforts in the fight against the 
trade in illegal drugs, the £u prefers to talk of 
“co-responsibility” between producing and 
consuming countries. Whereas the Ameri- 
cans seek to isolate Cuba, Europe has gener- 
ally sought dialogue with it (so Fidel Castro 
has been invited to Rio, but not to the Sum- 
mits of the Americas). 

But the relationship is changing, The de- 
tention in Britain of General Augusto Pino- 





chet, Chile’s former dictator, has aroused tra- 
ditional Latin American sensibilities about 
sovereignty—and these will be ventilated at 
the summit. Nowadays, however, what mat- 
ters most to Latin American governments is 
trade. After dismantling many of their trade 
barriers, Latin American countries have seen 
big trade deficits with both Europe and the 
United States. Since 1990, Latin America’s im- 
ports from the £u have increased by 164%, 
but its exports to the £u have grown by only 
29%. That constrains growth: even in a reces- 
sion year such as 1999, the current-account 
deficit of Latin America’s eight largest econo- 
mies will be 3.5% of Gpr, according to a fore- 
cast by J.P. Morgan, an American bank. 


Trading hopes 

It is trade, indeed, that has sent ten eu heads 
of state or government on visits to Latin 
America in the past three years (some more 
than once), with businessmen in tow. Latin 
America still accounts for only around 6% of 
the ev’s foreign trade—less than Switzerland. 
But spurts of higher growth and the 
modernisation of much local indus- 
try have made the region a fast- 
growing market for such European 
products as machine-tools, and one 
that has not slowed as much as East 
Asia, says Wolf Grabendorff of IRE- 
LA,a Madrid-based think-tank deal- 
ing with eu-Latin American rela- 
tions. 

The Santiago summit launched 
talks aimed at creating a 34-country 
Free-Trade Area of the Americas 
(rtaa) by 2005. Though President 
Clinton’s failure to win from Con- 
gress the “fast track” authority 
needed for trade deals has robbed 
these talks of urgency, their exist- 
ence has alerted the Europeans to 
the possibility that they could be ex- 
cluded from the Latin American 
market (see box on next page). 

Such fears are reasonable. Since 
Mexico joined the North American 
Free-Trade Agreement, linking its economy 
with the United States and Canada, its trade 
with Europe has become less important: as a 
share of total trade, it fell to 6.3% in 1997, 
down from 8.8% in 1993. The £u has respon- 
ded by signing outline agreements with Mer- 
cosur, Chile and Mexico, which envisage 
freer trade. (It already has agreements with 
Central America and the Andean countries, 
under which some of those countries’ ex- 
ports enter the eu free of duty). Free-trade 
talks with Mexico are expected to be con- 
cluded later this year. 

But it is the eu’s future relations with 
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Mercosur which form the crux 
of the Rio summit—the £u lead- 
ers. will hold a separate meeting 
with their Mercosur counter- 
parts before the summit begins. 
Notonly does Mercosur draw its 
inspiration from the eu; itis also 
the only part of Latin America 
(Cuba excepted) where the Eu- 
ropean economic influence out- 
strips that of the United States. 
The eu is Mercosur’s largest 
trading partner (see chart) and 
largest source of foreign direct 
investment. Yet, for the past 
year, the eu has hung back from 
approving the launch of free- 
trade talks between the two 
blocks, chiefly because of fears 
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studies merely look at existing 
trade patterns. “If there really 
were a deal which opened up 
sectors where Mercosur can’t 
trade, that would shift resources 
into those sectors,” says Victor 
Bulmer-Thomas, an economic 
historian at London University. 
Since a trade agreement would 
include clauses to give greater 
certainty to investment, he 
thinks it would stimulate Euro- 
pean firms to use Mercosur as an 
export platform for products 
such as shoes and textiles. 

That may be a long way off. 
Latin American exporters may 
in future have to look more to the 
wto than to inter-regional 
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agreements. But if the Rio sum- 








petition from Mercosur’s effi- 
cient agribusinesses. Farm products account 
for over half of Mercosur’s exports to the EU, 
and its beef, chicken and sugar producers 
operate with lower costs than their Euro- 
pean counterparts. (By contrast, most of La- 
tin America’s manufactured exports are sold 
within the region or to the United States.) 
On June zist the eu foreign ministers 
made acompromise aimed at allowing trade 
talks with Mercosur and Chile to be- 
launched at the summit. Discussions on cut- 
ting tariffs would start only in July 2001, and 
run in parallel with a new round of global 
trade talks expected to be launched by the 
World Trade Organisation (wro) in Novem- 
ber (which are likely to start with farm trade). 
This is a neat formula. It answers some of 
the fears of free-traders that the eu and Mer- 
cosur (both relatively protectionist) might 


stitch together adeal that diverts more trade 
than it creates. On paper, it also keeps alive 
Mercosur’s hope of being able to play off the 
Europeans and the United States (like those 


with the eu, the rraa talks are supposed to: 


conclude in 2005). But, since the wro round 
is unlikely to be completed speedily (the last 
one took eight years), that could delay a Mer- 
cosur-Eu deal. The eu ministers have agreed 
that talks can startimmediately with Merco- 
sur on non-tariff barriers. But Mercosur is 
likely to resist any interim agreement thatex- 
cludes agriculture. 

How muchisat stake? Though two-fifths 
of Mercosur’s exports to the Eu face customs 
barriers, such studies as exist (including one 
by the European Commission) suggest the 
gains in trade and to consumers from an EU- 
Mercosur deal would be limited. But these 





French lessons 


OT much more than a generation 
ago, French was the second tongue of 
educated Latin Americans. Any Latin 
American politician aspiring to sophisti- 
cation would boast a European degree, 
preferably obtained in Paris. No longer. 
Of the 21 Latin American presidents 
whose hands President Jacques Chirac of 
France will clasp in Rio, no fewer than sev- 
en sport a degree from a university in the 
United States. So do the finance ministers 
of Argentina, Brazil and Chile, and the for- 
eign ministers of Argentina and Mexico. 
Francisco Flores, El Salvador’s president, 
has even spent time in India studying east- 
ern philosophy. But exclude the leaders of 
the ex-British Caribbean and Haiti’s Presi- 
dent René Préval (educated in Belgium), 
and European, let alone French, alumni 
will be sparse in Rio. It will be left to Bra- 
zil’s Fernando Henrique Cardoso, the 
summit’s host, to carry the banner for 





France’s universities: he taught sociology 
at Nanterre in 1967-68 and, later, at other 
French universities (as well as holding 
posts at Stanford and Cambridge). 

Such loss of French influence is 
known to worry Mr Chirac. It was one of 
his main reasons for proposing the Rio 
summit, in 1997. “The future of Latin 
America is not with [the United States, it is 
with Europe,” he argued then~—making 
French foot-dragging on a trade deal with 
Mercosur hard for Latin Americans to un- 
derstand. At the summit, Mr Chirac will 
push for more educational co-operation 
between the eu and Latin America, in- 
cluding more student-exchange schemes 
and some bilingual-education. pro- 
grammes in Latin American universities. 
This might be welcomed by his hosts. 
Among other matters, it would. enable 
their students to learn about agricultural 
protectionism at first hand. 
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mit marks a sustained renewal 
of European interest in the region, it will 
have served its purpose. For if open econo- 
mies are to thrive in Latin America, the re- 
gion needs closer links with Europe as well 
as with the United States. 
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Colombia 


Offensive 


BOGOTA 


HERE is supposed to be a peace process. 

But this week neither peace nor process 
was in sight. “This is a total and absolute war. 
Things are very complicated. We're fighting 
[the guerrillas] with planes and armoured 
helicopters,” said General Victor Julio Alva- 
rez of the Colombian army on June 23rd. 
Over three days, at least 68 people were 
killed, as the guerrillas of the Revolutionary 
Armed Forces of Colombia (Farc) attacked a 
stronghold of right-wing paramilitaries, and 
in doing so handed a defeat to the army. To 
add to the frustrations of President Andres 
Pastrana, who has bet his mandate on peace, 
a second guerrilla group backed away from 
earlier promises to free all the hostages it has 
seized in recent mass kidnappings. 

Only last month Mr Pastrana met the 
FARC’S leader in a jungle rendezvous, and se- 
cured agreement to starting real peace talks 
on July 7th. To get even that far, the govern- 
ment last year withdrew its troops from a 
large slice of southern Colombia now run by 
the rarc, and pledged to crack down on the 
paramilitary death-squads, who have killed 
hundreds of left-wing sympathisers. 

But the rarc is in no hurry for peace. It 
says the talks will take years; it has ruled out 
a ceasefire meanwhile. The rarc appears to 
be wary of Carlos Castafio, who leads the 
main paramilitary network, known as the 
United Self-Defence Forces (auc), His men 
are poised around the rarc’s southern en- 
clave, and he waits for a seat at the peace 
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talks, This: week-a.700-strong FARC column 
struck against Mr Castanio’s base at Nudo de 
Paramillo, in the mountains of northern Col- 
ombia, That drew army troops into an am- 
bush. In fighting involving all three forces, 
the army said that 35 of its troops were killed, 
and another six were missing; while it 
claimed to have killed 23 guerrillas (and the 
paramilitaries another ten). For the second 
time in seven months, the army appeared to 
have saved Mr Castaño from defeat, per- 
haps death, at the hands of the FARC. 

A pre-emptive strike by the rarc before 
the serious talking begins? Well, perhaps. But 
the guerrillas’ political credibility is hardly 
strong at the moment, The Extn, the FARC’s 
smaller cousin, was widely reckoned to be 
keen for peace, having been hit badly by at- 
tacks from the auc. Its recent mass kidnap- 
pings, first of the passengers and crew on a 
domestic flight, then of worshippers at a 
church, appeared to be a bid to win an offer 
of talks from the government. 

Mr Pastrana agreed temporarily to pull 
troops back, to allow hostages to be re- 
leased—and did not reject out of hand the 
ELN’s demand for its own indefinitely demi- 
litarised area in which to hold a conference. 


Chile 


But now the xLN’sintentionsare shrouded in 


confusion. Having freed about 40 hostages, 
it has drawn back from a promise to release 
the remaining 54 (or so). No more releases 
without ransom, came the: message from 
Antonio Garcia, the ELN’s second-in-com- 
mand. The kidnappings are now about “ex- 
tortion” rather than politics, he said bluntly. 

The main hope for the hostages’ release 
now lies with Bernd Schmidbauer, a Ger- 
man congressman and former security min- 
ister, whom the ELN has invited to mediate. 
Along with Werner Mauss, a shadowy figure 
who was once a German spy, he has nego- 
tiated the payment of ransoms by past ELN 
hostages. Summoned by Mr Pastrana on 
June 18th, he vowed that this time no ran- 
soms would be involved. 

Whatever the outcome, the ELN seems to 
be doing its best to hinder its own efforts to 
gain from Mr Pastrana the same terms as he 
has granted the rarc. This week the govern- 
ment issued arrest warrants against the ELN’s 
top three commanders, on charges of kid- 
napping. In contrast, it has suspended all 
outstanding warrants against the negotia- 
tors of the rarc, so that they can take part in 
next month’s peace talks. 


Judges of the past 


SANTIAGO 


IGHT months after the arrest in London 

of General Augusto Pinochet, at the re- 
quest of a Spanish magistrate, the cataclysm 
in Chilean politics which supporters of the 
former dictator predicted that this would 
cause has not happened. But his detention, 
by making the army seem less untouchable, 
has caused a few tremors. With his govern- 
ment also rattled by a worsening economy— 
output has been shrinking since October, in 
Chile’s first recession since the early 1980s— 
President Eduardo Frei shuffled his cabi- 
net on June zist. The main change was to 
bring back as defence minister a man 
trusted by the armed forces. 

Eduardo Perez Yoma, the new 
minister, had held the job before, re- 
signing in 1998 over the messy handling of 
General Pinochet's retirement as army com- 
mander. He was perhaps the most effective 
defence minister since democracy was re- 
stored in Chile in 1990, deft at building 
bridges between civilians and generals. 
Those bridges have been sagging of late. In 
April, General Ricardo Izurieta, the army 
commander, went to Britain to see General 
Pinochet, without consulting Mr 
Frei, And earlier this month Juan 
Guzman, a Chilean appeal-court 
judge, ordered the arrest of five re- 
tired army officers for the alleged 
killing of 72 political prisoners— 
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many of whose bodies were never found— 
in the weeks immediately after the Septem- 
ber 1973 military coup which brought Gener- 
al Pinochet to power. 

Those arrested include a retired general, 
Sergio Arellano, who admits that soon after 



























the coup General Pinochet sent him to in- 
spect military tribunals set up across the 
country to try the new regime’s supposed 
opponents. He concedes that “excesses” did 
happen, but were the work of over-zealous 
subordinates who acted behind his back. 

The case has broken legal ground. Judge 
Guzman, who is also handling charges filed 
against General Pinochet himself, is prose- 
cuting General Arellano and his team for 
kidnapping, rather than murder. Since no 
bodies have been found, and thus no proof 
of death, the offences are held to be continu- 
ing, That means they are outside the scope of 
the dictatorship’s amnesty law, which cov- 
ers offences committed up to 1978. In turn, 
that gives the accused a powerful incentive 
to reveal the whereabouts of the bodies, and 
thus qualify for amnesty. 

The Supreme Court appears to be un- 
easy about the judge’s methods and has rep- 
rimanded him several times. His view. that 
judges should interpret the law is achallenge 
to the principle of strict obedience to its letter 
that prevailed during the dictatorship. Then, 
most judges averted their eyes, dismissing 
appeals for intervention as the regime's op- 
ponents were dragged off to secret prisons, 
sometimes never to return. 

That record, and other judicial mis- 
deeds, are the subject of an unflattering new 
book (“The Black Book of Chilean Justice” ), 
published in April. The book has been 
banned on the order of an appeal-court 
judge, and this month two managers from its 
publishers, the local subsidiary of Planeta, a 
Spanish imprint, spent a couple of nights in 
jail charged with libel, before being released 
on bail. 

Several other books have been banned 
in recent years in Chile. Human Rights 
Watch, a New York-based group, has argued 
that freedom of expression is more restricted 
in Chile than in any other western democra- 
cy. The arbitrary judicial action of proscrib- 
ing a book that dares to criticise judges hard- 
ly helps the government’s case, in its 
pleadings in Britain, that Chile’s courts are 
capable of judging General Pinochet. Will 
Judge Guzman prove the contrary? Perhaps. 

Even among the Pinochet faithful, many 
now concede that the fate of some 1,000 peo- 
ple who “disappeared” during the dictator- 
ship needs to be known and that, if possible, 
their bodies must be found and given to 
their families for proper burial. The navy 
and the air force, with less blood on their 
hands than the army, now appear ready to 
co-operate in an attempt to lay Chile’s ghosts 
to rest. Admiral Jorge Arancibia, the navy’s 
commander, recently said the families of the 
“disappeared” need to know the truth. The 
air force is rumoured to be willing to go fur- 
ther, and even to reveal the whereabouts of 
its hundred-odd “disappeared” victims. The 
army takes a harder line. Mr Perez Yoma may 
have some persuading todo. 
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Congo's fractured war 


KISANGANT 


The government, the rebels and their respective allies are all busy squabbling 


FTER dark, four tanks rolled out of the 
Ugandan base a few miles from Kisan- 
gani—which is held by the Ugandans and 
their Congolese rebel allies—-and drove into 
town. Each of the four fired twice across the 
Congo river. There were no particular tar- 
gets, no riposte and no casualties. The blasts 
lit up the night sky and shook buildings. The 
tanks then drove back to base. 

The incident illustrates the confused, 
fractured state of the Congo war, which be- 
gan almost a year ago and has sucked in 
troops from seven neighbours. It has become 
chaotic, often a localised scramble for loot, 
mainly gold and diamonds. This weekend, a 
peace treaty is supposed to be signed in Lusa- 
ka, Zambia’s capital, by all parties to the con- 
flict. But they are far apart, and the effort 
seems doomed to fail. Even if they sign 
something, their ability to impose their will 
on this vast country will be negligible. 

When most of the countries involved in 
the war met last weekend for Thabo Mbekt’s 
inauguration as South Africa’s president, 
Emile Hunga, the new political leader of the 
main rebel movement, the Rally for Democ- 


THE ECONOMIST PUNE 26TH 1999 


racy (rcD), made his demands. He called on 
Congo's President Laurent Kabila to stop 
bombing civilian targets and killing ethnic 
Tutsis, to release political prisoners, and to 
agree to talk directly to the rebels. Rwanda, 
which, with Uganda, backs the rebels, also 
insisted that Mr Kabila should disarm the 
Rwandan Hutu militias and their allies who 
fight for him. For their part, Mr Kabila’s offi- 





cials continue to exhort the Congolese to take 
up sticks and stones to fight the “Rwandan 
invaders”. Peace does indeed seem remote. 

The rcp, in public, and Rwandan offi- 
cials, in private, say that were it just up to Mr 
Kabila, he would probably agree to talks, The 
stumbling-blocks, they say, are his Zimbab- 
wean and Namibian allies. Zimbabwe and 
Rwanda, the most committed backers of the 
government and the rebels respectively, 
have been holding bilateral talks; diplomats 
describe these as a waste of time. This week 
Zimbabwe sent in extra troops. 

Confusion on the ground has intensi- 
fied. The various factions of the rebel move- 
ment and their foreign backers all bicker 
among themselves. Officially, Rwanda and 
Uganda say that they differ on the ways of 
arriving at their common goal. In fact, it has 
become pretty obvious that they no longer 
share even a goal. 

For a start, Rwanda shows no sign of 
wanting to end the war. Uganda, which is 
finding it ever harder tocover the costs of in- 
tervention, has committed itself to with- 
drawal and has already pulled out some of 
its men. The Ugandan commander says he 
does not have the money to complete this 
pull-out. Rwanda, although it is spending at 
least as much on the war as Uganda is, seems 
better at disguising this from foreign donors. 
Moreover, it is under a far greater threat than 
Uganda from incursions of Hutu rebels 
across the Congolese frontier. “We must de- 
fend our frontiers, or we perish,” says a 
Rwandan military commander. 

The two countries no longer support the 
same rebel factions. Rwanda backs the rcp 
with Mr Ilunga as its political head and Jean- 
Pierre Ondekane as its military leader. Ugan- 
da backs a rebel splinter-group led by Ernest 
Wamba dia Wamba, who was ousted as 
leader of the rcp earlier this year. For the 
past few months, Uganda has also support- 
ed Jean-Pierre Bemba, who is heading a sep- 
arate rebel group in Equateur province. So 
long as Rwanda and Uganda still have troops 
in Congo, there is no chance that the nift 
within the Congolese rebel ranks will heal. 
Distrust between the Rwandan-backed rcp 
faction and the Ugandan-backed Wamba 
faction is deep-seated. 

The big military challenge for the rebels 
is to take Mbuji-Mayi, Congo’s diamond- 
mining centre. If they did, they could then 
move on the capital, Kinshasa. But Mbuji- 
Mayi is defended by Zimbabwean troops 
whose political and military masters are do- 
ing well from mining—and from contracts 
for supplying the troops. $o the Zimbab- 
weans are unlikely to withdraw. The Ango- 
lans, who defended Kinshasa from rebel at- 
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tack last summer, have now pulled back 
many of their troops. The rest are in the far 
west, away from what fighting there is. 

Rwandan sources now concede that tak- 
ing Kinshasa may no longer be their aim. 
There are even rumours that the Rwandans 
have offered the Zimbabweans a free hand 
to dig diamonds around Mbuji-Mayi if they 
hand over Hutus fighting alongside pro-gov- 
ernment forces. But Mr Ondekane, the rcp’s 
military boss, insists that, even without 
Rwandan help, he is determined to continue 
his advance on Kinshasa. Western observers 
are unanimous in saying that he does not 
have the means to do this. 


Zimbabwe 


Your rights, or 
Ours? 


HARARE 


Toe do not come singly to Zim- 
babwe. Inflation, interest rates and un- 
employment are all above 50%. Civil ser- 
vants are on strike for higher pay. Paraffin, 
the main cooking fuel, is in short supply. The 
capital, Harare, was recently without water 
for four days. The city council has been sus- 
pended by the government for mismanage- 
ment and corruption. The country faces a 
shortage of its staple food, maize meal, be- 
cause Robert Mugabe’s government has or- 
dered uneconomically low retail prices. The 
swamp of misrule runs deep. 

A hardy band of lawyers, church people 
and human-rights activists claim to have 
identified the root cause of Zimbabwe's 
problems as its faulty constitution. Calling 
themselves the National Constitutional As- 
sembly (nca), they have succeeded in put- 
ting constitutional reform on the agenda and 
forcing Mr Mugabe to take steps towards cre- 
ating a framework for better government. 

The current constitution, negotiated in 
London in 1979, helped toend the Rhodesian 
war and bring Zimbabwe to majority rule 
and independence. As a result, it was a com- 
pendium of compromises. As soon as he 
could, Mr Mugabe set about changing it: to 
date, it has been amended 14 times. Some of 
the changes removed unfair advantages for 
whites. But most were designed to reshape 
the document into a Soviet-style constitu- 
tion, centralising power. The end result is an 
unwieldy amalgam of compromises and Po- 
litburo dictates. There is no doubt that Zim- 
babwe needs a new, improved version. 

Under pressure from the Nea, Mr Mu- 
gabe has agreed that the constitution should 
be rewritten. This month he appointed 400 
people to a Constitutional Review Commis- 
sion and told them to draft a new document 
by November so that it could be in place for 
the parliamentary election in March. The 
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NCA refused to be part of the president's 
commission, which is, it points out, domin- 
ated by Mr Mugabe’s zANU-PF party. 

Instead, the nca held a “people’s consti- 
tutional convention” last weekend, attended 
by 4,000 Zimbabweans from all walks of life, 
at which it was decided to write an alterna- 
tive constitution. The convention was divid- 
ed on whether its constitution should be 
ready in November, so that the country 
could compare the two, or whether more 
time should be taken and as many .Zimbab- 
weans involved as possible. So it was decid- 
ed that a committee should prepare a draft 
constitution by November, which would 
then be taken to the people for discussion. 

Both the official and the unofficial 
groups have set about examining such 
weighty matters as the rights of the indiv- 
idual, property rights and freedom of ex- 
pression and assembly. The rights of women 
are in a terrible tangle. Zimbabwe observes 
both civil law and traditional law, and the 
vast majority of women (except for white 
women and the few African women who 
marry under civil law) come under tradi- 
tional law. According to a new ruling by the 
Supreme Court, they enjoy very few rights of 
their own. But traditional law is popular 
among men in the rural areas where Mr Mu- 
gabe’s government hopes to win votes in the 
coming election. 

The rivalry between the two constitu- 
tional bodies is bitter. The independents re- 
ject the commission, insisting that the draft- 
ing of a constitution should not be 
dominated by a single party. The govern- 





ment has. denounced the independents, ac 
cusing them of stage-managing a breal 
down of civil government. The country 
however, can only benefit from this compe 
tition to create a better constitution. 





Central Africa 


Forest fears 


KIKA, CAMEROON 


N THE West, the World Wildlife Func 

(wwe) has a cuddly reputation symbol 
ised by its panda logo. In Central Africe 
where it has set itself the task of saving th 
rainforests, it is seen. as a panda with teeth 
These forests, which cover much of the twe 
Congos, Gabon, Cameroon, Equatorial Gui 
nea and a small corner of the Central Africar 
Republic, make up the single largest area o 
rainforest in the world after the Amazon 
They account for one-fifth of the world’s re 
maining tropical forests—and are being 














| YAOUNDE, CAMEROON 


| HE greens have another reason, be- 
| yond global warming, for being wor- 
ried about uncontrolled logging in Cen- 
tral Africa. They believe that the opening 
up of roads by timber companies means 
that hunters now have access to the deep 
| forest, and that they are about to devas- 
| tate its wildlife. All the countries of the ar- 
ea have laws to protect their wildlife but 
they are rarely enforced. 

Bushmeat is the name given to all ed- 
ible species hunted in the forests. It in- 
cludes deer, gorillas, chimpanzees, pan- 
golins, elephants and even snakes. Until a 
few years ago, bushmeat hunting was not 
regarded as a problem. Forest dwellers 
had always hunted the local wildlife but 
their needs had been small. Now, urban- 
isation, coupled with the opening up of 
previously inaccessible forests, has made 
bushmeat hunting a commercial proposi- 
tion. Timber companies hire hunters to 
shoot meat for their men, but give them 
only two or three cartridges. This forces 





| Eating bushmeat is not advised 


them togo for big animals, such as gorillas. 

Hunters also sell their meat to the log- 
ging truckers, who sell it again once they | 
get to town. Chris Mitchell, the director of 
the Cameroon Wildlife Aid Fund, which 
looks after orphaned apes, believes thatat 
the present rate of hunting chimpanzees 
and several other large mammals willbe 
extinct in Central Africa in ten years or 
less. But, as with logging, the vast majority 
of people in Central Africa cannot see 
why they should not eat the animals of 
the forest. They regard people like Mr 
Mitchell as busy-bodying foreigners. 

Still, one reason to steer clear of certain 
types of bushmeat is that eating it could 
well be deadly. The genetic make-up of 
chimpanzees is close to that of humans. 
The arps epidemic may have begun when 
the ape equivalent of Hiv jumped from 
apes to humans through bushmeat prep- 
aration and eating. Moreover, recent out- 
breaks of ebola fever have also been 
traced to eating primates. 
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chopped down at the rate of 4m hectares 
(10m acres) a year. Unless this logging is 
brought under control, the forests, which 
have existed for 15,000 years, and the ani- 
mals that live in them (see box on previous 
page), will be gone by the year 2020. 

The wwr, having decided against a big 
publicity campaign, is going in for discreet 
arm-twisting. It hopes to persuade the presi- 
dents of the various countries, who have ul- 
timate say on who gets the logging conces- 
sions, that they too can gather green 
credentials. The mainstay of the policy is a 
formal alliance the wwr has made with the 
World Bank. Under this, when the Bank is 
considering the financial requirements of 
one of the countries, it will take into account 
whether logging is being carried out in a sus- 
tainable manner, and whether concessions 
have been handed out to responsible com- 
panies, rather than to the president's rapa- 
cious cronies. The wwe will be there to pro- 
vide the monitoring and the data. 

The fund pumped up the pressure this 
spring when it sponsored a “forest summit” 
in Yaounde, Cameroon's capital. At this 
meeting, the presidents of five Central Afri- 
can countries solemnly undertook to protect 
large areas of forest and to move towards 
sustainable forest management. Fine, if they 
meant what they promised. But the battle to 
get the conservationist message across to a 
wider public has barely begun: Africans do 
not see why they should not cut down their 
trees and sell them. 

Francois Bikoro, the deputy editor of a 
Cameroonian magazine, Africa Express, be- 
lieves, like most of his compatriots, that there 
is more than enough timber in the forest and 
that bodies like the wwr are meddling neo- 
colonialist hypocrites. “You destroyed your 
environment and got developed. Now you 
want us to stop doing the same! What do we 
get out of it? You have your televisions and 
your cars but no trees. People want to know 
what they gain by conserving the forest.” 

To people like Claude Martin, the wwr's 
director-general, the answer is obvious. If 
logging is not controlled, the locals will find 
that they lose in the long run. In West Africa, 
90% of the indigenous rainforest has gone. 
He points out that the former forest land 
there “is not converted into agricultural use 
butis abandoned. Today you see former tim- 
ber areas where there is more poverty than 
there was before.” 

Deep in the forest, however, such argu- 
ments cut no ice. In Lobeke, an area of east- 
ern Cameroon designated as a future re- 
serve, locals are enraged because, thanks to 
the pressure of environmentalists, the gov- 
ernment has actually begun to apply previ- 
ously unenforced but existing rules and reg- 
ulations. As a result, there are no more 
loggers—and no more jobs. Penned in by the 
border on one side and a reserve on the oth- 
er, a French company is winding down oper- 
ations in nearby Kika. This has meant not 
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only the loss of jobs but a rapid emptying of 
the town. Kika has lost almost half its pop- 
ulation of 4,500 in the past nine months. The 
struggle to save the rainforests leads to a 
clash of conflicting interests. 

-- ah 





Israel 


Choice of evils 


JERUSALEM 


HUD BARAK'S absurdly long coalition 

negotiations, approaching the home 
straight at last, have lurched suddenly to the 
right. This week, with the July 8th finishing- 
line in sight, the prime-minister-elect held 
unannounced meetings with Ariel Sharon, 
the interim leader of the Likud. According to 
Mr Sharon, they reached a number of “un- 
derstandings”. The Likud, he said, could be a 
“true partner in policymaking”, and he him- 
self would probably be finance minister. 

Mr Barak’s move, which took members 
of his own One Israel (formerly Labour) par- 
ty by surprise, followed more than a month 
of niggling negotiations between One Israel 
and half-a-dozen assorted leftist, centrist 
and religious parties. Despite the gaping dif- 
ferences, not to say incongruities, between 
some of these, the assumption was that they 
would provide reasonably cohesive support 
for the peace policy that Mr Barak has 
pledged to pursue. 

The Likud had been rejected early on,on 
the grounds that its hardline positions on 
Palestine could not be reconciled with Mr 
Barak’s peace policy. Mr Sharon now insists 
that they can, and Mr Barak, to the intense 
discomfort of many in his own party and in 
its left-liberal ally, Meretz, seems to agree. 

An argument has been raging inside 
these two parties over whether Mr Barak 
should co-opt the Likud, with 19 seats in the 
120-seat Knesset, or prefer the Sephardic-Or- 
thodox party, Shas, with its 17 seats. It was a 
choice “between distemper and cholera”, in 
the words of one Labour figure. The election 
had been fought, and won, in order to get the 
Likud and its policies out. Shas, because of its 


Barak caught between Sharon’s hard nose and Deri’s knavery 
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aggressive emphasis on ethnicity, its fright- 
eningly popular religious revivalism, and its 
rampant corruption, evoked profound dis- 
taste among many. But One Israel’s own 
meagre tally of 26 seats meant that Mr Barak 
needed one or other—or both—of the larger 
parties to build a solid majority. 

Until this week, the pro-Shas advocates 
seemed in the ascendancy. On June 20th, Mr 
Barak and the Shas negotiators were arguing 
about such bread-and-butter things as who 
is to run the powerful but sensitive Ministry 
of the Interior. Shas has held it for years. The 
Russian-immigrant party, Yisrael B’Aliyah, 
wants it. Mr Barak suggested splitting it bet- 
ween an Yisrael B’Aliyah minister and a Shas 
deputy minister. Such Solomonic creativity 
seemed to signify a deal was near. 

But Shas may have overplayed its hand. 
The premier-elect had demanded that its 
chairman, Aryeh Deri, should leave active 
politics. Mr Deri was convicted in March of 
taking bribes and sentenced to four years in 
prison (deferred, pending his appeal). At the 
reluctant insistence of Shas’s spiritual leader, 
Rabbi Ovadia Yosef, Mr Deri announced his 
resignation earlier this month. 

But he seems unreconciled to his forced 
retirement, and loth to see Shas in govern- 
ment without him. His opponents inside the 
party accuse him of manoeuvring behind 
the scenes to jack up Shas’s demands and foil 
the talks. It was after a fruitless round with 
Shas on June 21st that Mr Barak initiated a 
late-night meeting with Mr Sharon. 

Personal amity between these two ex- 
generals seems to transcend political differ- 
ences. They pointedly avoided attacking one 
another in the election campaign. If Mr Ba- 
rak were more of a pol, and less of a straight- 
shooting type, his overture to Mr Sharon 
could be interpreted as a tactical feint, de- 
signed to concentrate minds over at Shas. In- 
deed, he may yet turn out to be more of a pol- 
itician than the veterans give him credit for. 
But the peaceniks in One Israel and Meretz 
are worried. They see themselves in a coali- 
tion with the Likud—and perhaps, at the end 
of the day, with Shas too—in which those 
who voted against Mr Barak in the election 
outnumber those who voted for him. 
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Leveraging Service for Competitive Advantage 


THE STRATEGIC MANAGEMENT OF SERVICES 





Companies confirm that service is a key to gaining 
competitive advantage, whatever the business. 
Competition is widening, Customers increasingly 
expect the same level of service delivery from 

a manufacturing company as from an airline, 

bank, telecommunication or energy provider. 


The Strategic Management of Services programme, 
two intense weeks with Professor Jean-Claude 
Larréché and his team, addresses the growing chal- 
lenges for senior managers of service and manufac- 
turing firms alike. 

Combining lectures, case studies 
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and the MARKSTRAT SERVICES business simula- 
tion, participants focus on the following 

issues essential to gain a competitive edge 

through services: 


e People and organisation 

e Strategic market segmentation and positioning 

e The relationship between operations and marketing 
e Information Technology and Reengineering 

e Service distribution 


e Alliances and networks 


“The SMS course emphasizes the marketing power that 
can be achieved from the positive reinforcement of satisfied 
customers and satisfied staff.” 

Director Service Delivery, Cathay Pacific Airways 
Ltd, Hong Kong 
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EUROPE 


Who controls Kosovo? 


PRISTINA 


As a rickety sort of western protectorate extends over Kosovo, ethnic-Albanian 
fighters are striving, with mixed success, to fill the administrative vacuum 


TTHE former headquartersof the Yugos- 

lav army in Kosovo, which now houses 

a handful of international bureaucrats no- 

tionally in charge of the province, a couple of 

pale-blue uN flags have been draped out of 

the window. Elsewhere in Pristina, the prov- 

ince’s capital, the commonest piece of bunt- 

ing is a double-headed eagle on a red back- 

ground—the symbol both of Albania and of 
the Kosovo Liberation Army (KLA). 

Each of the five western armies--Amer- 
ican, British, French, German and Italian— 
that have taken responsibility for different 
bits of Kosovo is flying its own flag. So too is 
the 200-strong Russian contingent at Pristina 
airport which will be soon reinforced by up 
to another 3,000 compatriots, prudently di- 
vided among narto’s fiefs. Only the flag of 
Yugoslavia—still theoretically the sovereign 
power, despite the withdrawal of its 45,000 
troops and remarkably intact-looking ar- 
mour—is nowhere to be seen. 

A Martian arriving in post-war Kosovo 
would have a hard time puzzling out whose 
writ really runs in the province, where 
200,000 ethnic Albanians have already re- 
turned (many of them to find ruined homes 
and the charred bodies of their relations) 
and whence 70,000 Serb civilians (after suf- 
fering or anticipating revenge attacks) have 
fled since the war ended. No wonder Gen- 
eral Wesley Clark, Nato's commander, has 
called for much faster deployment of allied 
peacekeepers—from the current 20,000 toan 
eventual total of 55,000. 

British troops, the largest contingent, 
seem to have been the most effective in im- 
posing a degree of order in their zone, and in 
enforcing the agreement signed on June zist 
between Nato and the xta, which calls for 
the guerrillas to hand in their weapons. 
There is little sign of uniformed Kua fighters 
on Pristina’s streets, though they have set up 
a large base on the outskirts, Some local Serbs 
who served in the security forces have 
doffed uniforms but kept weapons. A few 
have reappeared, wearing red jump-suits, 
under the aegis ofa Belgrade-based non-gov- 
emmental organisation, offering advice to 
their friends on self-protection. 

In the German-supervised south, and in 
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the western zone where the Italians were 
slow to move in, it has proved impossible to 
stop Serb civilians fleeing in large numbers. 
Patriarch Pavle, head of the Serbian Ortho- 
dox church, has joined hisembattled flock in 
western Kosovo—initially in Pec, now at the 
ancient Decane monastery—in the hope of 
persuading Nato to offer some protection 
against the desecration that at least one nun- 
nery has already suffered. 

Nor did the Americans patrolling the 
south-east manage to keep many Serbs there 
either. The one place, apart from Pristina, 
where Serbs have remained in significant 
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numbers is the mining town of Mitrovica, 
part of the French sector in the north, where 
the Ibar river has become the dividing line in 
an ugly stand-off. In the modern buildings 
on the north bank, armed Serbs refuse to let 
displaced Albanians back home. In the old 
houses on the south bank, Albanians are 
chasing Serbs away. 

Among the Kosovar Albanians (includ- 
ing the 500,000 or so still sheltering in neigh- 
bouring countries), the thirst for retribution 
is strong. Even those whose homes remain 
structurally intact (as in most of Pristina and 
the southern city of Prizren) are coming back 
to find their property looted or destroyed. A 
cycle of tit-for-tat killings and house-burn- 
ing was still going on in parts of the battered 
province this week. 

Perhaps in recognition that it will need 
partners in managing the province, NATO 
has struck a fairly generous deal with the 
KLA, Whereas Serbia was given 11 days to pull 
its large garrison and hundreds of pieces of 
heavy equipment out of Kosovo, the KLA has 
been granted at least 90 days to hand over its 
weapons. KLA fighters are to be given “spe- 
cial consideration” by the un when drawing 
up Kosovo's new police force. More impor- 
tant, NATO has promised to consider the for- 
mation of an army “on the lines of the us Na- 
tional Guard”—in other words, a citizens’ 
militia which can use heavy weapons. 

The latter concession--offered by the 
Americans against the advice of some Euro- 
peans—~was apparently the sweetener that 
persuaded kLa commanders to accept. They 
are counting on NATO to “train and equip” a 
reformed Kosovar army, to emerge from its 
chrysalis in due course, they hope, as the de- 
fender of an independent state. 

Inevitably, there is an element of im- 
provisation about the policing of the inter- 
national protectorate that Kosovo is becom- 
ing. As for its civilian administration, that 
has barely started. The interim man in 
charge is Sergio Vieira de Mello, a Brazilian 
with un experience in Bosnia and Cambo- 
dia. During nato’s u1-week air war against 
Serbia, he showed courage and fair-minded- 
ness by leading a un fact-finding trip around 
both Kosovo and Serbia proper. 

But his work in Kosovo has hardly got off 
the ground. Nearly two weeks after western 
troops rolled in, the five civilian administra- 
tors who will be appointed in each of the five 
military zones had yet to be named. Nor had 
the civilian supervisors of Kosovo’s 29 mu- 
nicipalities. There is a gaping political vacu- 
um in the province, made worse by the 
breakdown of infrastructure and utilities. 

The government in Belgrade stopped 
paying Kosovo's public-sector workers back 
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HE largest criminal investigation since 

the end of the second world war is 
about to begin. Dozens of forensic experts 
from different countries are arriving in 
Kosovo to collect evidence of war crimes. 
With gruesome accounts of the massacres 
and destruction committed by Serbs now 
filling western newspapers and television 
bulletins, it might seem that little investiga- 
tion is necessary. Almost every town and 
village in Kosovo bears witness—in the 
shape of mass graves, for one thing—to 
atrocities. Crude though the corpse-count- 
ing still must be, NaTo’s latest guess of 
10,000 Kosovars killed since the bombing 
began may well prove low. 

But news reports, even the testimony 
of survivors, will not by themselves meet 
the exacting legal standards required by 
the uN’s International Criminal Tribunal 
in The Hague. In danger of being sub- 
merged by too much evidence, war-crimes 
investigators are concentrating first on se- 
curing and thoroughly documenting a 
handful of massacre sites to build air-tight 
cases against Yugoslavia’s president, Slob- 
odan Milosevic, and his Serb underlings. 

They face formidable obstacles. Re- 
turning refugees, soldiers and reporters 
may have already contaminated or dis- 
turbed many sites. As more refugees re- 
turn, they will naturally want to bury or re- 
bury their dead and begin to rebuild, 
making it hard, if not impossible, to pre- 
serve or record evidence. Mines, unexplod- 
ed bombs and booby traps will not help. 

The investigators are concentrating ini- 
tially on the seven sites listed in the tribu- 
nal’s indictment of May 27th against Mr 
Milosevic and four other Serb leaders. Pros- 
ecutors have also identified another nine 
sites for urgent attention. Investigators will 
supervise and co-ordinate forensic teams 
from Britain, the United States, Canada, 





Nailing the war-criminals 


France, the Netherlands and. elsewhere. 
Some 40 investigators have already ar- 
rived; up to another 150 are expected with- 
in weeks. They will be split into a dozen or 
so teams. Russia has been asked whether it, 
too, wants to send a team; a tribunal 
spokesman says ithas yet to reply. 

The first task will be to secure sites from 
intrusion or tampering, even by the rela- 
tives of the dead. Troops from Kror, the 
peacekeeping force, will have to remove 
any mines and bombs; then the site will 
have to be photographed and mapped. 
The most urgent priority will be to record 
any evidence on the surface, such as bullet 
casings and bones, or anything else that 
could identify perpetrators or victims. This 
must be done before the onset of winter. 
Where possible, exhumation will follow, 
though this can wait until next spring if 
need be: evidence in undisturbed graves 
stays valid for years. 

The physical evidence gathered by fo- 
rensic teams will be collated with testimo- 
ny from refugees, aerial surveillance, com- 
munications intercepts and other intel- 
ligence from NATO countries. The aim will 
be not just to document atrocities, but to 
build a legal case that they were committed 
as part of aconcerted plan or policy, and to 
identify the responsibility of specific indi- 
viduals. In Bosnia, many of those indicted 
have been low-level torturers and murder- 
ers. In Kosovo, the tribunal’s prosecutors 
are determined to nail those at the top of 
the chain of command, then work down to 
the smaller fry. Prosecutors may also use 
any new evidence to bring further charges 
against Mr Milosevic and his four col- 
leagues already indicted. 

Still, the tribunal’s biggest obstacles are 
likely to be political. Louise Arbour, its 
chief prosecutor, has dismayed many by 
announcing that she will be leaving her job 























in September, a year ahead of schedule, to 
become a judge on Canada’s Supreme 
Court. That is likely to set off an acrimo- 
nious wrangle over her successor, who 
must be accepted by both Russia and Chi- 
na, as permanent members of the un Secu- 
rity Council. Both opposed NATo’s bomb- 
ing; neither has had much time for the 
tribunal. Russia tried to keep any reference 
to it out of the council’s resolution endors- 
ing the Kosovo peace deal. On thatit failed, 
but it did succeed in excising a reference to 
Mr Milosevic’s indictment. China ab- 
stained from voting on the resolution. Will 
either country accept a new prosecutor 
willing or able to carry out such a vast in- 
vestigation with due diligence? 








in April, and many of them have left any- 
way. That is one of the reasons why Pristina 
recently endured a week with virtually no 
water. The UN is drawing up a plan to pay 
government workers, but sois the KLA, and it 
seems to have more money. 

The rebels, for example, sought to take 
over Pristina’s main hospital, through force 
and financial inducement, and replace the 
mainly Serb staff with ethnic Albanians. The 
World Health Organisation, helped by kror 
troops, managed to step in: both communi- 
ties now work there—for the time being. 

In any event, Kosovo's Albanians have 
plenty of experience of running their own af- 
fairs in adverse conditions. During a decade 
of direct rule from Belgrade, they established 
a sort of “parallel society” which boycotted 
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Serb institutions and ran its own schools, 
taxation and medical system. Now, Koso- 
vars who served as policemen or local ad- 
ministrators before 1989—-when the prov- 
ince’s autonomy was quashed—are slipping 
back into their old roles, watched by KLA 
commissars, whose model of civil-military 
relations draws heavily on Marxist practice. 

Whatever the theory, the KLA is showing 
plenty of practical skill at creating new facts 
on the ground. Within hours of the Serb 
forces leaving (or minutes, in the Trepca lead 
and zinc mines), the fighters had moved into 
police stations, schools, factories and other 
strategic spots. It will not be easy for Brazilian 
bureaucrats, or even American soldiers, to 
move them out. 


The physical control of large parts of 


Kosovo already exercised by the kra will 
doubtless be a factor in deliberations over 
the province’s long-term future. A blueprint 
of sorts exists: the agreement drawn up at 
Rambouillet in France last February, whose 
rejection by the Serbs prompted Nato’s air 
war. It provides a timetable for elections toa 
provincial parliament which would virtual- 
ly control Kosovo while retaining loose insti- 
tutional links to Belgrade. The Kosovars were 
also promised a vote on their status in three 
years’ time. Nobody is quite sure how much 
relevance the Rambouillet deal still has. Talk 
of Belgrade retaining some vestige of influ- 
ence over Kosovo has faded since the war, 
but so too has talk of independence—except 
among Kosovars themselves. 
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Magyars in Serbia 


Worried 


BUDAPEST 


EOPLE in Hungary like to recall that, 
when Slobodan Milosevic stripped Kos- 
ovo of its autonomy in 1989, another much 


north—suffered the same fate. The 350,000- 
odd ethnic Hungarians (or Magyars), a fifth 
of Vojvodina’s people, are a cause dear to the 
heart of Hungary’s ruling centre-right, which 
came to power in last year’s general election 
partly because it promised to do more to 
stand up for Magyars outside Hungary. 
Events in Kosovo have brought the issue 
back into Hungary’s headlines. 

Many refugees fleeing Vojvodina said 
that Serbs had been trying to bully them into 
joining the army. But the province’s Magyars 
are on the whole much better integrated into 
Serbia than Kosovo's ethnic Albanians have 
been. Many have married Serbs. Nothing 
like the Kosovars’ fate has befallen them. 

Still, things may get worse. Ethnic-Serb 
refugees from Croatia were encouraged to 
move to Vojvodina when they were brutally 
driven out of Krajina, the region on Croatia’s 
southern fringe, in 1995. The Hungarian gov- 
ernment fears that the Serbs now fleeing 


Germany’s economic measures 





Kosovo- may be given similar encourage- 
ment. The prime minister, Viktor Orban, of- 
ten points out that Mr Milosevic tends to 
pick on ethnic minorities one by one 

That was why Mr Orban at first refused 
to let Nato use Hungarian air bases from 
which to launch its raids on Serbia, though 
he was. persuaded to change his mind at 
Nato's 50th anniversary summit in Wash- 
ington in April. His foreign minister, Janos 
Martonyi, was more bluntly sceptical, partic- 
ularly scolding the alliance for bombing Sub- 
otica, a Serbian town near the Hungarian 
border whose population is half-Magyar. 

Magyar leaders in Vojvodina have been 
careful not to provoke the Serbs. For one 
thing, they have firmly distanced them- 
selves from Istvan Csurka, leader of the far- 
right and extreme nationalist Hungarian Jus- 
tice and Life Party, who wants to redraw the 
map to putat least a third of Vojvodina back 
in Hungary (where most of it once was). But 
some people in the right-wing Smallholders’ 
Party, a junior partner in the ruling coalition, 
have also come close to echoing Mr Csurka. 

Mr Orban has tried not to rile Mr Milos- 
evic more than he can help, but he has also 
been reluctant to slap down Mr Csurka. In- 
stead, Hungary’s prime minister declares, re- 
peatedly, that Vojvodina should at least get 
back its autonomy— under a final, pan-Bal- 
kan, peace settlement. 
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Towards the new middle, at last 


BONN 


Proposals unveiled by the chancellor, Gerhard Schröder, have irritated the 
left, dumbfounded the right and pleased much of middle Germany 


RADE unionists are seething. Bosses are 

cheering, at least a bit. You might think 
the tax and budget measures approved in 
Bonn on June 23rd had been drawn up by 
the Christian Democrat-led government 
that ran Germany for 16 years. But no. The 
steps to slash state spending, squeeze pen- 
sioners and the unemployed, and give tax 
breaks to business have been taken by the 
Social Democratic-Green coalition that won 
power in last September’s general election. 

“It is the biggest reform package in feder- 
al German history,” beamed the chancellor, 
Gerhard Schroder, understandably jubilant 
at getting something done at last after eight 
months of economic muddle and growing 
public disenchantment. Well, hardly the big- 
gest. But despite the wailing and gnashing of 
teeth, not least among Social Democratic 
left-wingers, it does look like a notable first 
step in the right direction. 

For one thing, the new finance minister, 
Hans Eichel, could not have made a better 
start atclearing up the mess left by his spend- 
thrift, leftist predecessor, Oskar Lafontaine, 
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who stomped off the job in March. In a feat 
almost no one thought he could pull off, Mr 
Eichel, prodded by Mr Schröder, has forced 
his cabinet colleagues to yield spending cuts 
worth DM3o0 billion ($16 billion) in next 
year’s budget alone. 

Pensions will rise less fast over the next 
couple of years, unemployment benefit is 
being chopped, the civil-service bureaucra- 
cy will be axed (at any rate, shaved), some 
subsidies will be cut—even those to farmers, 
sturdy defenders of their well-tilled patch. 
No joy for motorists either, hitherto thought 
to bask in the protection of Mr Schréder, a 
pal of car-industry bosses. Petrol tax will rise 
by six pfennigs a litre (12 cents a gallon) a year 
for four years, with the revenue from this 
“ecological reform” going, it is claimed, to 
lighten contributions to pensions insurance. 

At least some people are smiling. Family 
allowances will rise and the benchmark cor- 
porate-tax rate will be chopped from 40% to 
25%. This cut is not as generous as it looks be- 
cause other trade taxes, regarded by business 
as iniquitous, remain; moreover, the change 


EUROPE 
willtake effect only from 2001. Still, firms will 
save roughly DM8 billion annually in tax. 
The fact that they now know where they 
stand may be almost as welcome 

Atfirst glance, most of the measures look 
calculated to outrage traditional voters of the 
left. And it may well be thatat first voters will 
punish the government parties as a result — 
for instance, in the string of regional elec- 
tions coming up this autumn. So why have 
the coalition partners, albeit reluctantly, 
gone along with Mr Eichel? One reason is 
that they have precious little choice, though 
this has only really come home to them since 
Mr Lafontaine’s exit. With debt servicing 
now the biggest item in the budget after la- 
bour and social affairs, with few valuable 
state assets left to sell, and with the need to 
respect the toughish debt criteria for coun- 
tries that have adopted Europe’s single cur- 
rency, the government faces overwhelming 
pressure to show thrift. 

Mr Eichel, for one, realises this cannot be 
a one-off effort. Thanks to his cuts, the gov- 
ernment’s net borrowing next year should 
fall below DMso billion for the first time 
since German unity in 1990. His aim is to 
keep up the pressure so that, by the 2006 
election, net borrowing will have been cut to 
zero and a start can be made on reducing the 
mountain of accumulated debt, now about 
DM1,500 billion. 

Moreover, many of the changes are 
along lines Mr Schröder at least hinted at 
with his talk ofa “new middle” in the general 
election last year. So why did he not move 
before? Partly because he was landed with a 
red-Green coalition, not the “grand” one 
with the Christian Democrats he had ex- 
pected; partly because at first he had Mr La- 
fontaine as finance minister and party chair- 
man snapping at his heels; partly because 
the Kosovo war and other international obli- 
gations kept him over-occupied. 

Now he is getting down to domestic eco- 
nomic business and is determined to disci- 
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pline the party whose leadership he inherit- 
ed from Mr Lafontaine. His recent joint 
paper: with Tony. Blair on making the left 
modern was. one sign he means business. 
The package bundled through cabinet now, 
a week earlier than expected, is another. 
Much still needs doing. The proposed in- 
come tax cuts (down toa top rate of 48.5%) are 
unambitious. A shift towards more private- 
pensions finance is urgent, but the govern- 
ment dithers over the detail. Still, Messrs 
Schröder and Eichel reckon the new mea- 
sures set them on a better path to Germany’s 
biggest problem: finding jobs for the 4m who 
do not have any. If Mr Schröder is right, he 
should stand a better-than-even chance of 
winning the next general election in 2002. No 
wonder the opposition, which demanded 
much of what the government is now doing, 
looks thunderstruck. 
* 





France 


What's a drug? 


PARIS 


HEY are the world’s biggest producers of 

wine; they guzzle, on average, more 
psychotropic medicines such as sleeping 
pills, anti-depressants and tranquillisers 
than any other nation; and half their 18-year- 
olds are said to be steady smokers. But, in the 
words of Le Monde, the country’s most ear- 
nest newspaper, a “mini cultural revolution” 
may be at hand. For the government, in its 
latest drive to make the French healthier, 
seems set to put illegal substances such as 
heroin, cocaine and cannabis in the same 
basket—medically if not yet legally—as alco- 
hol and tobacco. 

The government certainly seems to be 
paying more attention to the lobbies against 
cigarettes and booze. Tobacco, it says, kills 
45,000 Frenchmen prematurely each year. 
Heavy drinking is said to carry off another 
35,000. The French, it is gloomily pointed out, 
knock back on average the equivalent of 1 
litres of pure alcohol a year—half as much 
again as Americans or Britons. Some 2m 
French people are said to be alcoholic. 

And now the government has given its 
blessing to a report on drugs, drawn up last 
year at the request of the health minister, 
Bernard Kouchner, which urges a drastic re- 
classification of legal and illegal substances, 
basedon the harm they are thought todo. Al- 
cohol, along with heroin and cocaine, has 
been put into the top—most dangerous— 
bracket. Tobacco is in the second group, 
along with “psycho-stimulants” such as am- 
phetamines and hallucinatory drugs like 
tsp. Cannabis has been put into the third, 
least dangerous, group. 

Mr Kouchner, himself a doctor, clearly 
approves. “Why does society persecute 
those with some kinds of addiction, while 
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calmly putting up with others that are far 
more widespread, dangerous and expen- 
sive?” he asks. “My jobas health minister is to 
reduce risks, not to lay down morals. All I 
know is that repression does no good.” 

Such attitudes have prompted a barrage 
of protest, not least from France’s powerful 
drink and tobacco lobbies. The political right 
has generally sounded affronted too. Surely 
the whiff of a Gauloise and a coup de 
rouge—a shot of red wine—are part of the 
nation’s cultural heritage? Does it matter 
that the odd layabout finds himself locked 
up (for up to a year, in theory) for a puff of 
cannabis? Quite right that 58,000 Frenchmen 
were had up for smoking it in 1997. One pro- 
cannabis campaigner, who had the bright 
idea of sending a joint to every member of 
the National Assembly, was recently given a 
prison sentence (admittedly suspended). 

But the reformers are in the ascendant. 
They made much of a report last November 
in The Lancet, a leading British medical jour- 
nal, which called for a “new approach” to 
cannabis, and said it was “less of a threat to 
health than alcohol or tobacco”. A month 
later, an opinion poll in France suggested 
that four people out of five reckoned that al- 
cohol was at least as dangerous as cannabis. 
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And now, after months of hesitation, 
France’s prime minister, Lionel Jospin, in 
some respects a bit of a puritan, has decided 
to follow the advice of the latest ministerial 
commission looking into drugs: it says that 
alcohol, tobacco and psychotropic medi- 
cines should come under its remit too. 

Over the next three years, 600 treatment 
centres are to be set up to tackle dependency 
onany kind of harmful substance—tobacco, 
alcohol and psychottopic medicine includ- 
ed. Programmes are to be set up for prisoners, 
many of whom are drug addicts or alcohol- 
ics. Mr Jospin says heis still firmly against de- 
criminalising drugs, soft or not. But now that 
his government accepts that tobacco and al- 
cohol should be put in the same category for 
treatment and research, France’s reformers 
reckon they are ona roll. 

A m 





Italy 
Berlusconi's 
back 


ROME 


F the Italian right in general, and for Sil- 
vio Berlusconi in particular, it has been a 
rare time for celebration. His Forza Italia won 
more votes than any other party in Italy’s 
election this month to the European Parlia- 
ment. Mostof his rivals on the right, in partic- 
ular Gianfranco Fini and his (post-fascist) 
National Alliance, now lag well behind Mr 
Berlusconi’s lot. And the parties of the ruling 
centre-left, especially the (ex-communist) 
Democrats of the Left, who provide the 
prime minister, Massimo D’Alema, and the 
Democrats, led by Romano Prodi, the new 
head of the European Commission in Brus- 
sels, are again bickering badly. It is possible 
that Mr Berlusconi could have another go at 
running Italy after the next general election, 
due within two years. 

It has been five long years since the 
Italian right had much to smile about. Mr 
Berlusconi, the media-to-retail tycoon who 
started his populist movement from scratch 
in the wake of the scandals that brought 
down the old Christian Democratic estab- 
lishment in the early 1990s, lasted only seven 
months in government, in 1994. He lost the 
general election of 1996. Since then he has of- 
ten been written off—prematurely perhaps. 
Mr Berlusconi’s latest pitch is that he was too 
briefly in power to have been able to make a 
difference. Now he is winning reluctant 
plaudits, even from his opponents, at least 
for his resilience. 

The old complaint that he should divest 
himself of his vast television interests seems, 
these days, to be falling on deaf voters’ ears. 
Even Mr Berlusconi’s manifold problems 
with the law (he has been convicted of brib- 
ery and false accounting, acquitted of similar 
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charges, and has a couple of other trials com- 
ing up) do not appear to be doing him much 
political harm. Voters inclined to support 
him simply say that the courts are biased. 

Quite a lotof Italians whodo not support 
him would agree. Voters, it is notable, were 
quite happy to elect to the new European 
Parliament his closest confidant, Marcello 
Dell'Utri, whom magistrates in Sicily have 
accused of colluding with the Mafia. Mr Ber- 
lusconi’s recent streak of luck has extended 
to his own football club, ac Milan, which— 
against the odds—won this year’s Italian 
league title. In a country of football zealots, 
such achievements impress people. 

In any event, the left has begun to take 
Mr Berlusconi more seriously again. Some of 
his harshest critics, such as Luigi Pintor, a re- 
doubtably long-in-the-tooth communist 
pundit, now grudgingly refer to him as a 
“man of steel”, implying that he is likely to 
get back into power. Others on the centre- 
left, for instance Mr D’Alema’s Blairite col- 
league, Walter Veltroni, are again bemoaning 
the effectiveness, and unfairness, of Mr Ber- 
lusconi’s ready access to the air-waves: the 
tycoon-cum-politician happily floods his 
own television channels with advertise- 
ments in praise of himself. 

As for his rivals on the right, Mr Berlus- 
coni, whose party won a quarter of all votes, 
has seen off, for the time being, both Mr Fini 
and Umberto Bossi, leader of the separatist 
Northern League, whose vote fell from 10% in 
the last general election to 5% this month. Mr 
Fini, who had challenged Mr Berlusconi for 
the leadership of the combined right, felt 
obliged, after his party’s vote dipped from 
16% to 10%, to resign—but later decided to 
fight on at the head of his party after all. 

The only other notable figure to have 
gained ground is Emma Bonino, an uncon- 
ventional and outgoing (in every sense) Eu- 
ropean commissioner. Standing at the head 
of her own new list for the European Parlia- 
ment, she polled nearly 9%—and could find 
herself with a power-broking role if she 
keeps up her momentum. But she could also 
find herself dispatched as the West’s admin- 
istrator in Kosovo, a job both Mr D'Alema 
and Mr Berlusconi might like to see her 
take—well away from Italian politics. 
aeee Eee enaa a ee mannan 





Moldova 


Nowhereland 


CHISINAU 


ESS than four months after a weak-look- 
ing coalition government took office in 
Moldova, its president, Petru Lucinschi, has 
started to angle for a different sort of political 
system. His aim is to switch from Moldova’s 
parliamentary model—“collective irrespon- 
sibility,” he calls it, resulting in “a mess for 
ever”—to a firm-handed, more efficient, 
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presidential one, presumably with himself 
in charge. So he held a referendum. Most 
Moldovans gave the idea their approval, but 
the turnout was so low that it may be hard 
for Mr Lucinschi, who was once a member of 
Mikhail Gorbachev's Soviet Politburo, to 
have his way constitutionally. And whether 
his proposed change would do much good is 
doubtful. 

Moldova looks stuck in a wretched eco- 
nomic and geographical plight, a country 
not so much forgotten asnever remembered. 
It has no oil or gas, few (4.3m) people, and an 
economy worth only $1.6 billion a year—no 
bigger than that of a smallish American 
town—and shrinking. In Europe, only Alba- 
nia is poorer. Nor, stuck between Ukraine 
and Romania, does it have much strategic 
value. Even Moldova's territorial dispute, in- 
volving its Slav minority in Transdniestria 
(see box below), scarcely sparks the imagina- 
tion of foreign mediators. With a language 
and culture similar to those of their big 
brothers in Romania, Moldovans seem half- 
hearted patriots—though few yearn for their 
country to be knitted back into Romania it- 
self. Even the dapper Mr Lucinschi is hard 
put to say what it means to be Moldovan. 

To add to its list of sadnesses, Moldova, 
whose state employees get an average wage 
(when it is paid) of about $35 a month, has a 
big external debt, even though Russia took 
over all its outstanding obligations when the 
Soviet Union collapsed. The debt this year is 
expected to exceed $11 billion, and the ser- 
vice charges currently cost around $230m 
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annually—two-thirds of budget revenues. 

The World Bank and the mmr promise 
more help if the government continues to 
privatise land and sell off such state assets as 
the telecoms and energy companies. But re- 
forms like these depend on a political stabil- 
ity that Moldova’s fractious parliament and 
new government are failing to provide. Old- 
guard Communists, who have a large minor- 
ity in parliament, say they will not co-oper- 
ate. lon Sturza, the new prime minister, con- 
trols a centrist coalition with a bizarrely 
scraped-up majority of one seat. This it owes 
to. a smuggled note of support sent by Iie Hi- 
escu, a Moldovan deputy technically under 
sentence of death in a Transdniestrian pris- 
on for advocating a Greater Romania to em- 
brace all of Moldova. 

Mr Lucinschi says that Moldova’s biggest 
asset is its soil. For his part, Mr Sturza says 
that the country’s land-privatisation plan is 
the most radical in the former Soviet Union. 
Some 500,000 former workers on collective 
or state farms are each due to get abouta hec- 
tare (2.5 acres), “At the moment {the land re- 
form] is a disaster,” says Mr Sturza candidly, 
“but itcould work in the long term.” 

But even if Mr Sturza can push through 
his radical plans, Moldova will still depend 
largely on the prosperity of its bigger neigh- 
bours—Ukraine, Romania, and Russia. Last 
year’s financial crash in Russia, for instance, 
virtually destroyed Moldova's wine and 
brandy export market overnight. Moldova, 
as acountry, still looks fearfully feeble. 
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Stalemate across the Dniester 


TIRASPOL 


HERE has been little fighting in the 

self-proclaimed republic of Trans- 
dniestria, wedged between the Dniester 
river and Moldova’s northern border with 
Ukraine, since at least 1,000 people died in 
acivil war seven years ago after the Soviet 
Union’s fall. An agreement struck last year 
allowed a cut from 42 to 14 in the number 
of posts along the “border security zone” 
(dividing the mini-state from Moldova 
proper) which Russia helps to police. A 
strategic bridge across the Dniester is open 
again. Some trade between Chisinau and 
Tiraspol has restarted. Transdniestria has 
even let its footballers play for Moldova. 

But, though no country recognises 
Transdniestria, the question of soverei- 
| gnty remains unresolved. The long stand- 
off has allowed people in Tiraspol to build 
up the trappings of a state. Russia is still 
sympathetic to the ethnic-Russian and 
other Slav secessionists who make up 
more than two-thirds of the population of 
670,000; and, with NATO expanding, it 
likes the idea of a forward military base 
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next to Ukraine and close to Romania. 
Some 2,600 Russian troops, once under 
the command of Alexander Lebed, a Rus- 
sian presidential contender, still guard a 
huge arms stockpile. But even Russia 
shrinks from offering outright recogni- 
tion, for fear of encouraging separatists in 
Russia itself. 
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Wolfgang Schiissel, 


66 QYTUPIDLY enough, my father is foreign minister,” notes Daniel 

Schüssel, aged 11, in the preface to a children’s book for which 
his dad drew the cartoons. “If he had another job, I think he would 
beat home more often.” Perhaps. But then Wolfgang Schiissel is not 
one of those (many) Austrians who traditionally seem to have time 
on their hands, airily regarding life’s problems as “disastrous but 
not serious”. Nor does he go in for that ultra-polite ambiguity 
brought to perfection—irritatingly, some say~over centuries in 
Vienna, his home city. As leader of the People’s Party, the conserva- 
tive partner of the Social Democrats in Austria’s “grand coalition” 
government, he likens himself, not unfairly, to a sheepdog always 
circling his flock and baring his fangs at potential strays. 

Well, not quite always. Somehow the 54-year-old party. boss, 
vice-chancellor, foreign minister, ex-economics minister (1989-95) 
and cartoonist has also found time to knock off books on tricky 
topics from privatisation to education. 
On the lighter side, he climbs moun- 
tains, goes skiing, plays the accordion, 
piano and guitar (jazz as well as classi- 
cal), and has recently taken up the cel- 
lo. When does he manage to practise? 
Around midnight, to wind down after 
a busy day. 

Not everyone is impressed by this 
restless polymath. “He is phenomen- 
ally gifted,” says a Schiissel-watcher, 
“but he flits from one brilliant idea to 
another and rarely follows through.” A 
butterfly then, rather than a sheepdog? 
Arguably, he could have pushed har- 
der for a more drastic sale of state assets 
during his time at the economics min- 
istry. But he stuck to his guns in favour 
of Austria joining the European Union 
and then Europe’s single currency, 
when many Austrians had strong 
doubts about both. And he even, albeit 
briefly, brought down the grand coali- 
tion four years ago with demands for 
bigger budget cuts than the Social 
Democrats would tolerate. 

No negligible record, then. But his 
“chirpy lawyer” appearance does 
seem to meet the claim that he is, well,a 
bit of a lightweight: ever-present bow tie, trendy spectacles, spick, 
span and apparently cool, even on the muggiest Vienna day. How 
easy to imagine he was born to affluence and never really had to 
struggle. Easy but wrong. Young Wolfgang came from a broken 
home and financed his law studies at Vienna University with odd 
jobs, partly in journalism. That is one personal reason, perhaps, 
why he firmly exempts family benefit from his demand that the 
state’s activities should be cut further and welfare trimmed. 

His one ambition—one, at any rate, that he is only too happy to 
talk about—is to see Austria back “at the heart of Europe”, as it was 
during the centuries-long Hapsburg era that ended in collapse in 
1918. Time was, he notes, when Vienna was the focal point for the 
countries of Central Europe. So it should be again, not of course as 
the seat of empire, but as a democratic, economic and social ex- 
ample. Grandiose ideas, perhaps too easily uttered amid the impe- 
rial splendour of Vienna: the Hofburg Palace, Heldenplatz (Heroes’ 
Square) and a parliament building seemingly vast enough to em- 
brace all 8m Austrians, not just their elected representatives. And 

















an Austrian abroad 


surely the countries of the east hardly let their westward gaze lin- 
ger on Austria, focusing rapidly instead on Berlin as Germany’s re- 
born capital and seat of government, and perhaps even more in- 
tently on Brussels, headquarters of both naro and the eu. 

So they do, but that does not mean that Mr Schüssel is suffer- 
ing wholly from delusions of grandeur. Austria has special attrac- 
tions for its eastern and southern neighbours precisely because it 
isnotelephantine Germany; because its economic system (flawed 
and cosseted though it may be) still combines steady growth and 
scarcely perceptible inflation with social justice and unemploy- 
ment of under 5%; and because historic links, whatever the scep- 
tics say, still count. That goes not least for ties between Vienna and 
the Balkans. People in Ljubljana and Zagreb, capitals of Slovenia 
and Croatia , listen carefully to Mr Schüssel. And perhaps no Euro- 
pean’ minister has closer contacts with opposition (and future 
government?) leaders in Serbia. 

Mr Schiissel’s other big ambition 
is, almost certainly, to become chan- 
cellor as soon as possible—though 
naturally he is not saying much about 
that. On the face of it, his prospects 
look slim. At the last general election, 
in 1995, the Social Democrats won 38% 
of the vote to his People’s Party’s 28%. 
Both camps did fairly well in this 
month’s poll for the European Parlia- 
ment, while Jörg Haiders far-right 
Freedom Party, a potential coalition 
partner for Mr Schüssel, lost ground. 
At the outset, then, the chances ofa 
new government after the general 
election due on October 3rd look slim. 

Do not bet on it, though. There are 
growing personal and policy differ- 
ences in the grand coalition, not least 
over whether Austria should seek to 
join NATO: Mr Schüssel wants to, the 
Social Democratic chancellor, Viktor 
Klima, does not; indeed, he argues 
that neutrality still makes Austria 
(and Finland) better-placed to medi- 
ate when Balkan sparks fly. The chan- 
cellor’s anti-naro views helped Mr 
Klima during the recent election cam- 
paign, because most Austrians abhorred the bombing of Serbia 
even more, it seems, than they deplored Slobodan Milosevic. But 
with the war over and refugees streaming back into Kosovo, Mr 
Schüssel reckons the Austrian mood on narto will gradually shift 
to his advantage. 

Then there is a subtle change of perception, or at least of ver- 
biage, about Mr Haider in Vienna these days. Instead of being 
called a “far-right populist” or even a “fascist”, he tends to be de- 
scribed simply as “unreliable”. Bad enough, of course, but no long- 
er quite as damning. Besides, after 13 years of grand-coalition gov- 
ernment, there is a “time-for-a-change” mood in the air, just as 
there was in Germany last autumn after 16 years of conservative- 
led rule. So could a government alliance be in the making this au- 
tumn between the Freedom Party (probably without Mr Haider in 
the cabinet) and the People’s Party, with Mr Schüssel as chancel- 
lor? For an answer take a look at a recent cartoon by Mr Schiissel 
showing a wizard conjuring a genie out of a bottle. Beneath itis the 
inscription “Impossible? Nothing is impossible.” 
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On Wall Street, momentum is everything. That's why we helped design and run a benchmark 
study to prove our Microsoft Windows NT based servers can keep Nasdaq on its feet, even in a 
tidal wave of transactions. One billion trades later, it was still standing. In fact, we showed it could 
handle two billion transactions and scale up to four billion per day. Which may explain why Nasdaq 
is rapidly converting to tough, reliable Unisys Aquanta servers. Because when the fastest growing 
stock market in the United States starts rolling, nothing better get in the way. www.unisys.com 
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BUSINESS AND THE INTERNET 





The net imperative 


N FIVE years’ time, says Andy Grove, the chair- 

man of Intel, all companies will be Internet com- 
panies, or they won’t be companies at all. Just an- 
other example of the arrogance and exaggeration 
the information-technology industry is notorious 
for? Yes, in the sense that Mr Grove is as keen as the 
next chip maker to scare customers into buying his 
products, No, in the sense that, allowing for a little 
artistic licence, he is probably right. 

The Internet is said to be both over-hyped and 
undervalued. Ask any signed-up member of the “di- 
girati”, and you will be told that the Internet is the 
most transforming invention in human history. It 
has the capacity to change everything—the way we 
work, the way we learn and play, even, maybe, the 
way we sleep or have sex. What is more, it is doing so 
at far greater speed than the other great disruptive 
technologies of the 2oth century, such as electricity, 
the telephone and the car. 

Yet, nearly five years since the Internet devel- 
oped mass-market potential with the invention of a 
simple-to-use browser for surfing the World Wide 
Web, it is easy to overstate its effect on the daily lives 
of ordinary people. Even in the United States, the 
most wired country in the world, most people still 
lack, or choose not to have, Internet access. And 
even for most of those who have access both at 
home and in the office, the Internet has proved 
more of an addition to their lives—sometimes use- 
ful, sometimes entertaining, often frustrating--than 
a genuine transformation. 

Everybody loves e-mail; if you are a teenage girl, 
chat is cool; and the ability to retrieve information 
about so many things is truly miraculous, even if 
search engines ate a bit clunky. Despite early mis- 
givings about credit-card security, buying certain 
kinds of things on the web—for example, books, cps 
and personal computers—is convenient and eco- 
nomical, and has become popular. All these things 
are certainly nice to have, but they could hardly be 
called revolutionary. 

But while the media have concentrated on just a 
few aspects of the web—the glamorous consumer 
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side of content and shopping on the one hand, and 
the seamy end of pornography and extremist rant- 
ings on the other—something much more impor- 
tant is happening behind the scenes: e-business. The 
Internet is turning business upside down and inside 
out, It is fundamentally changing the way compa- 
nies operate, whether in high-tech or metal-bashing. 
This goes far beyond buying and selling over the In- 
ternet, or e-commerce, and deep into the processes 
and culture of an enterprise. 


From e-commerce to e-business 


Some companies are using the Internet to make di- 
rect connections with their customers for the first 
time. Others are using secure Internet connections to 
intensify relations with some of their trading part- 
ners, and using the Internet’s reach and ubiquity to 
request quotes or sell off perishable stocks of goods 
or services by auction. Entirely new companies and 
business models are emerging in industries ranging 
from chemicals to road haulage to bring together 
buyers and sellers in super-efficient new electronic 
marketplaces. 

The Internet is helping companies to lower costs 
dramatically across their supply and demand 
chains, take their customer service into a different 
league, enter new markets, create additional reve- 
nue streams and redefine their business relation- 
ships. What Mr Grove was really saying was that if 
in five years’ time a company is not using the In- 
ternet to do some or all of these things, it will be de- 
stroyed by competitors who are. 

Most senior managers no longer need convinc- 
ing, A recent worldwide survey of 500 large compa- 
nies carried out jointly by the Economist Intelli- 
gence Unit (a sister company of The Economist) and 
Booz Allen and Hamilton, a consultancy, found that 
more than 90% of top managers believe the Internet 
will transform or have a big impact on the global 
marketplace by 2001. 

That message is endorsed by Forrester Research, 
a fashionable high-tech consultancy. It argues that 
e-business in America is about to reach a threshold 
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from which it will accelerate into “hyper-growth”. 
Inter-company trade of goods over the Internet, it 
forecasts, will double every year over the next five 
years, surging from $43 billion last year to $1.3 trillion 
in 2003. If the value of services exchanged or booked 
online were included as well, the figures would be 
more staggering still. 

That makes Forrester’s forecasts of business-to- 
consumer e-commerce over the same period—a rise 
from $8 billion to $108 billion—look positively mod- 
est. There are two explanations: business-to-busi- 
ness spending in the economy is far larger than con- 
sumer spending, and businesses are more willing 
and able than individuals to use the Internet. 

Forrester expects Britain and Germany to go into 
the same hyper-growth stage of e-business about 
two years after America, with Japan, France and Ita- 
ly a further two years behind. And just as countries 
will move into e-business hyper-growth at different 
times, so too will whole industries. For example, 
computing and electronics embraced the Internet 
early and will therefore reach critical mass earlier 
than the rest. Aerospace, telecoms and cars are not 
far behind. Other conditions for early take-off in- 
clude the ready availability of the right kind of soft- 
ware, computing platforms and systems-integration 
expertise. 

Just as crucial is the impact of so-called “net- 
work effects” as online business moves from a 
handful of evangelising companies with strong 
market clout, such as Cisco Systems, General Elec- 
tric, Dell, Ford and Visa, to myriad suppliers and 
customers. As both buyers and sellers reduce their 
costs and increase their efficiency by investing in the 
capacity to do business on the Internet, it is in their 
interest to persuade more and more of their busi- 
ness partners to do the same, thus creating a self- 
reinforcing circle. 

However, even within particular industries 
companies are moving at different speeds. Much de- 
pends on the competition they are exposed to, both 
from fast-moving traditional rivals and from In- 
ternet-based newcomers. But nobody can afford to 
be complacent. Successful new e-businesses can 
emerge from nowhere. Recent experience suggests it 
takes little more than two years for such a start-up to 
formulate an innovative business idea, establish a 
web presence and begin to dominate its chosen sec- 
tor. By then it may be too late for slow-moving tradi- 
tional businesses to respond. 


For evidence of how far most companies still 
have to go in developing their Internet strategies, 
look no further than their corporate websites. A few 
pioneers—such as Charles Schwab in stockbroking 
and Dell in the pc business—have successfully 
transferred many of their core activities to the web, 
and some others may be trying their hand at a few 
web transactions, with an eye on developing their 
site as an extra distribution channel later. But more 
often than not, those websites are stodgily designed 
billboards, known in the business as “brochure- 
ware”, which do little more than provide customers 
and suppliers with some fairly basic information 
about the company and its products. 

Most managers know perfectly well that they 
have to do better. The Yankee Group, another tech- 
nology consultancy, earlier this year questioned 250 
large and medium-sized American companies 
across a broad range of industries about their views 
on e-business, and found that 58% of corporate deci- 
sion makers considered the web to be important or 
very important to their business strategy. Only 13% 
thought it not important at all. A large majority (83%) 
named “building brand awareness” and “providing 
marketing information” as key tasks for their web- 
sites, and almost as many (77%) thought the web was 
important for generating revenue. A smaller major- 
ity (57%) also saw its potential for cutting costs in 
sales and customer support. Yet despite all this posi- 
tive talk, three-quarters did not yet have websites 
that would support online transactions or tie in 
with their customer databases and those of their 
suppliers, although many were working on it. 

In other words, most bosses know what they 
should be doing, but have not yet got around to it. It 
is easy to understand why. Knowing that you need a 
coherent e-business strategy is one thing, getting one 
is altogether more difficult. And until you decide 
precisely what your strategy should be, it will not be 
clear what kind of ır infrastructure investments you 
will need to make. 


Here we go again 

All this gives many managers a terrible sense of déjà 
vu. They have been through outsourcing, downsiz- 
ing and re-engineering. They may well have under- 
gone the frequently nightmarish experience of put- 
ting in the packaged information-technology (rT) 
applications that automate internal processes and 
manage supply chains, known collectively as “en- 
terprise resource planning” (erp), and are still won- 
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the Net, we’re bringing newborn 
companies into the world every day. As you may 
have noticed, their stock prices are kicking and screaming. 
While a baby might have a mother’s eyes or a father’s nose, 
over half of the world’s leading Internet businesses come into 
this world with a Sun Microsystems brain. From online bookstores 
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runs on our Net-based technologies, not to mention 15 of the top 20 ISPs. 
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it's our high-performance systems, universal Java” software platform, 
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keep your systems up and running. In the end, the most 
compelling reason can easily be found any day on We’re the dot in pe 
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dering whether it was worth spending all those mil- 
lions of dollars. Nearly all of them embraced the low 
cost and flexibility of pc-based so-called client/ 
server computing at the start of the 1990s, only to 
discover the perils of decentralising data and dis- 
tributing complexity. And over 
the past couple of years, they 
have invested lots of time and 
money into nothing more excit- 
ing than the hope of avoiding a 
systems meltdown on the first 
day of the new millennium. 

So they have reason to be 
wary of consultants and vision- 
aries who promise new para- 
digms and tidal-wave technology. A recent survey 
of chief executives’ attitudes to rr conducted by the 
London School of Economics for Compass America 
found that only 25% believed that it had made a sig- 
nificant contribution to the bottom fine, and more 
than 80% had been disappointed by its contribution 
to their company’s competitiveness. 

No wonder many of them are asking themselves 
whether e-business is the most exciting opportunity 
or the most terrifying challenge they have ever 
faced. Yet most of them know that the Internet is in 
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an entirely different category from the technology- 
driven changes they have either embraced or had 
thrust on them in the past. The same survey suggest- 
ed that the Internet has significantly changed expec- 
tations about what ir could deliver, with more than 
half of the top managers saying 
they had high expectations for the 
future. 

Part of the explanation is that 
IT investments, particularly ERP, 
have been inward-looking, con- 
centrating on making each enter- 
prise more efficient in isolation. By 
contrast, the Internet is all about 
communicating, connecting and 
transacting with the outside world. With e-business, 
the benefits come not just from speeding up and au- 
tomating a company’s own internal processes but 
from its ability to spread the efficiency gains to the 
business systems of its suppliers and customers. The 
ability to collaborate with others may be just as 
much of a competitive advantage as the ability to 
deploy the technology. Certainly the technology 
matters, but getting the business strategy right mat- 
ters even more. And that may mean not just re- 
engineering your company, but reinventing it. 
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You'll never walk alone 


ELL COMPUTER'S factory on the outskirts of 

Limerick, on the west coast of Ireland, supplies 
custom-built pcs all over Europe. As orders come 
into the factory via Dell’s website and call centres, 
the company relays to its suppliers details of which 
components it needs, how many and when. All the 
bits and pieces—hard drives, motherboards, mo- 
dems and so on—roll up in lorries to big bays at the 
back of the building, and move off again as com- 
plete computers just a few hours later. 

Dell gets a lot of attention as a pioneering e- 
business because it sells $15m worth of computers 
from its website each day. Because Dell’s suppliers 
have real-time access to information about its orders 
via its corporate extranet, they can organise their 
production and delivery to ensure that their power- 
ful customer always has just enough of the right 
parts to keep the production line moving smoothly. 
By plugging its suppliers directly into its customer 
database, Dell ensures that they will instantly know 
about any changes in demand. And by plugging its 
customers into its supply chain via its website, Dell 
enables them to track the progress of their order 
from the factory to their doorstep, thus saving on 
telephone or fax inquiries. 

Dell was pretty efficient before it started using 
the Internet, but now it is able to do even better by 
creating, as the jargon has it, a “fully integrated value 
chain”. The Internet's universal connectivity has en- 
abled it to create a three-way “information part- 
nership” with its suppliers and customers by treat- 
ing them as collaborators who together find ways of 
improving efficiency across the entire chain of sup- 
ply and demand, and share the benefits. The com- 
pany’s founder and boss, Michael Dell, agrees that 
the Internet gives customers unprecedented power 
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to seek out the lowest prices, but argues that it can 
also be used to deepen relationships and ultimately 
build far greater customer loyalty than before. If you 
don’t create an integrated value chain, he says, don’t 
expect to survive. 

But what exactly does “value-chain integration” 
mean? John Dobbs of Cambridge Technology Part- 
ners, a leading systems integrator, helpfully defines 
it as: “A process of collaboration that optimises all 
internal and external activities involved in deliver- 
ing greater perceived value to the ultimate custom- 
er.” Before the Internet, companies struggled to 
speed up and improve their supply-chain interac- 
tions. The most effective collaborative tool has been 
electronic data exchange (£pi), prevalent in industri- 
es such as food manufacturing and car making, 
where suppliers replenish in high volumes. 

But epr, although effective enough, has several 
drawbacks. The first is that it is both limited and in- 
herently inflexible. It provides basic information 
about transactions, but it is unable to adapt to rap- 
idly changing market conditions. Second, it is very 
expensive to implement, so many companies find it 
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CETT'S no longer about the big beating 

the small, it’s about the fast beating 
the slow.” So says Larry Carter, chief fi- 
nancial officer of Cisco Systems, a com- 
pany that sells about 80% of the routers 
and other forms of networking gear that 
power the Internet. He could have add- 
ed that fast big ‘uns are also likely to 
beat or absorb fast little ‘uns, and that 
Cisco is now a very big company, with 
profits last year of nearly $1.4 billion 
and a market value of $172 billion. 

What has done more than anything 
to help Cisco stay fast and grow big has 
been the messianic enthusiasm with 
which it has embraced e-business. The 
company is famous for selling lots of its 
complex kit over the web. Customers 
place their orders through its website, 
and suppliers know exactly what mate- 
rials and components they need to ship 
to the factory by accessing Cisco's “dy- 
namic replenishment” software through 
a web interface. But Internet applica- 
tions reach into every part of the com- 
pany’s operation. Susan 
Bostrom, who heads Cisco's 
Internet Solutions Group, 
says: “We live our lives on 
the browser.” 

In the early 1990s, Cisco 
was a young, fast-growing 
technology company that 
had the same sorts of prob- 
lems as similar companies. 
Faced with apparently un- 
limited opportunities, it 
simply could not grow fast 





tomers would be able to resolve most 
workaday problems on their own, leav- 
ing the engineers free to do the heavy 
lifting. It was an almost instant success, 
becoming, in Ms Bostrom’s words, “a 
self-inflating balloon of knowledge”. 
Cisco’s customers did not just go to the 
website to get information, they started 
using it to share their own experiences 
with both Cisco itself and other custom- 
ers. Today more than 80% of customer 
and partner queries are answered on- 
line. Cisco’s sales are over six times their 
1994 level, but technical support staff 
has only doubled. 

Another problem the web was en- 
listed to deal with was inaccurate cus- 
tomer orders. Sometimes the customer 
was asking for the impossible, some- 
times the firm’s catalogues were to 
blame, but whatever the reason, more 
than one in three orders were coming in 
wrong, creating chaos for everybody. 
These days about 80% of Cisco’s sales 
come from the web. Customers select 
from an electronic cata- 
logue, are helped to get 
their order exactly right 
and can track its progress 
online. The whole process 
of ordering, contract man- 
ufacturing, fulfilment and 
payment is automated. 


If in doubt, automate 

Mr Carter claims that 55% 
of orders pass through Cis- 
co’s system without being 








enough. The first bottleneck 
was in after-sales support. 
The equipment that Cisco sells, how- 
ever good, does not just run first time 
out of the box. Networks have to be 
carefully configured, and each mix of kit 
ordered is highly customised. Custom- 
ers expected continuous support, yet 
highly trained engineers who could deal 
with the full range of technical prob- 
lems were hard to find. Besides, they 
were being submerged by the daily 
flood of relatively trivial queries. 

The answer turned out to be the 
web. Cisco decided to put as much of its 





support as possible online so that cus- 





touched by anyone. “We 
just collect the money,” he 
says. He reckons that Cisco is. saving 
well over $500m a year by using the 
web; indeed, it could not have main- 
tained its growth rate without it. 

The company’s use of its own in- 
tranet has played an important part in 
its success, Travel and expenses are 
deait with entirely on the web, with re- 
imbursement within two days. Employ- 
ees can instantly find each other wher- 
ever they are in the world. Procurement, 
employee benefits and recruiting are all 
web-based. Selling shares in the compa- 
ny~—which all employees have—takes 


just a couple of clicks. 

As well as freeing up time for more 
important things (which at Cisco usu- 
ally means meeting customers) and sav- 
ing money, the virtualisation of the 
business also offers a constant supply of 
real-time information. From his desktop 
ec, Mr Carter can instantly find out, ina 
14,500-Strong organisation, who wants 
to buy what or recruit whom, and get 
an instant read-out on the net revenue 
effect of every order. 

When Mr Carter joined Cisco from 
Motorola four years ago, closing the 
quarterly accounts would take up to ten 
days. He got it down to two days and 
halved the cost of finance, to 1% of sales. 
Now he is aiming to be able to do a “vir- 
tual close”—-closing within a day on any 
day in the quarter. This is not just show- 
ing off. Knowing exactly where you are 
all the time, says Mr Carter, allows you 
to respond faster than your compet- 
itors. But it also means that the 600 peo- 


ple who used to spend ten days a quar- | 


ter tracking transactions can now be 
more usefully employed on things such 
as mining data for business intelligence. 

How many of these things Cisco 
would have been able to do had it been 
50 years old rather than 15 is anyone’s 
guess. Mr Carter admits that the ab- 
sence of baggage was critical, though 
both the nature of the company’s busi- 
ness and its culture helped. But Cisco’s 
new competitors in the rapidly converg- 
ing market for data networking and tele- 
coms equipment are companies with 
stacks of baggage, such as Lucent Tech- 
nologies, Nortel Networks and Alcatel. 
They would all like to become more like 





Cisco, but may find it hard to get there. | 
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difficult to justify the investment. Third, because it is 
based on proprietary technologies rather than open 
standards, it locks suppliers and customers together. 
Last, as a purely business-to-business tool, it ex- 
cludes the end-user from the value chain. 

Internet technology, argues Cambridge Tech- 
nology Partners, is everything ept is not. It is ubiqui- 
tous and open to everybody. The intuitive point- 


and-click interface of the browser makes it easy to 
use. It is flexible enough to work either inside an or- 
ganisation (intranet) or outside in open (public In- 
ternet) or secure (extranet) form. It is cheap to set up 
and run. And it is global. 

But above all, it is the open standards of the web 
that give it its extraordinary power to create new 
business models. Irving Wladawsky Berger, who 
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runs 1BM’s Internet division, says it is this feature 
which permits the connection of processes that 
could not be connected previously. Applications 
that used to sit in watertight data “silos” within 
companies, such as logistics, manufacturing, finan- 
cial information, procurement and human re- 
sources, are now able to talk to each other and to 
equivalent systems in other companies, pushing out 
information and retrieving it as needed. “A quan- 
tum leap in collaboration with partners and cus- 
tomers is now possible,” says Mr Wladawsky Berger. 

In Britain, Safeway, a supermarket chain and 
one of 1BM’s customers, has constructed a web- 
based integrated value chain that has revolution- 
ised the way it does business. On the buying side of 
its operation, it allows hundreds of its suppliers ac- 
cess to its data warehouse, giving them real-time in- 
formation about how each of their products is sell- 
ing in every one of Safeway’s stores. That enables 
them to tailor production to demand and shifting 
tastes, as well as ensuring that Safeway never runs 
out of stock. 
| Since the cost of connecting to Safeway’s in- 
tranet is only a few thousand dollars against several 
million for ep and the value-added network (van) 
needed to carry it, the supermarket can easily in- 
crease the number of its suppliers, giving it more 
choice and better prices. On the selling side, it uses 
its website for remote shopping and electronic cata- 
loguing, as well as collecting and mining data on 
customers’ preferences both from the site and from 
loyalty cards, so it can personalise promotions. 

Adopting new and emerging web-based tech- 
nologies and linking them with “legacy” rr systems 
(the infrastructure they have accumulated over 
time) is not easy, but most organisations find it even 
more difficult to make the intellectual and cultural 
shifts necessary to succeed in a much more inter- 
active business environment. On the most basic lev- 
el, as Mr Wladawsky Berger says, if your own em- 
ployees are not communicating with each other, 
there is not much chance of them communicating 
with the outside world. 

The first and most crucial shift in thinking is to 
get away from the idea that any business is more or 
less a free-standing entity. The objective for large 
companies must be to become e-business hubs and 
for smaller ones to ensure that they are vital spokes. 
The companies involved must be willing to bring 
suppliers and customers deep into their processes 
and to develop a similar understanding of their 
business partners’ processes. That implies a degree 
of openness and transparency which is new to most 
commercial organisations. As one technology-com- 
pany executive puts it: “You have to be ready to 
open the kimono.” The establishment of trust is also 
vital: partners who are constantly trying to second- 
guess each other lose vital speed. 

Few companies have embraced these ideas 
more single-mindedly than Cisco Systems, a maker 
of data-networking equipment based in San Jose, 
California (see box on page 10). Carl Redfield, who 
| runs Cisco's manufacturing and logistics side, says 
| that because Cisco outsources all its manufacturing, 
| it is trusted by its partners in a way that some of its 
| competitors are not. “Their top managers may want 
| toimitate the Cisco model, but because they have to 
| give priority to their own manufacturing operations, 
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they find it hard,” he says. “We have a great ecosys- 
tem, but without the Internet none of it would be 
possible. The network is the foundation of every- 
thing we do.” 

Cisco's suppliers post their quotes and forecasts 
on Cisco’s website each quarter, which amounts toa 
form of real-time bidding. But Mr Redfield stresses 
that not every decision is based on price. Indeed, 
Cisco works closely with its suppliers and contract 
manufacturers to allow them to be profitable. It 
helps them keep their stocks low and always pays 
within days. It also includes them in the process of 
designing new products at an early stage to avoid 
potential manufacturing wrinkles. 


What will | be tomorrow? 


Ultimately the Internet will change our ideas not 
just about how businesses behave, but about what 
they actually are. The search for a new name is al- 
ready on. Varda Lief of Forrester Research calls it 
“dynamic trade”, which she defines as “the ability to 
satisfy current demand with customised response”. 
Tom Siebel, the founder of Siebel Systems, a business 
software firm, talks about the “para-enterprise”; Ga- 
jen Kandiah of Cambridge Technology Partners de- 
scribes it as “the new business ecosystem”. 

The Internet strategy of most fairly go-ahead big 
companies has been quite straightforward: to estab- 
lish a new and potentially very efficient distribution 
channel. But the companies will soon discover, if 
they have not done so already, that something more 
profound than taking orders online is possible. Ac- 
cording to Ms Lief, the new way of doing business 
will differ from the old in a number of vital respects. 

For example, services will increasingly become 
more important than mere products. Web pages 
will deliver customised services, such as help for 
consumers in making their choice, or stock manage- 
ment for business partners; organisations will col- 
laborate as and when needed to provide instant 
one-stop shopping. Demand will drive production 
via the extended value chain. Increasingly, fixed 
prices will give way to prices that reflect market con- 
ditions and treat different kinds of customers differ- 
ently. An airline ticket, for example, will soon be as 
much an entrée for selling related services such as 
hotel bookings, car rentals and travel insurance as 
the right to a seat on a plane. The airline has no need 
to own any of the other service-providers: it simply 
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brings them together under its brand umbrella to 
provide a convenient package for the customer. 

As it collects more information about that cus- 
tomer’s preferences, it can offer other things that 
might be of interest. It could suggest a theatre per- 
formance to somebody travelling to New York, 
make all the bookings and throw in a limo at a bar- 
gain rate. It could get flowers delivered before arriv- 
al, and reserve a table at a favourite restaurant 15 
minutes after curtain-down. If the customer’s 
schedule changes, the airline will change not just its 
ticket, but all the other arrangements as well. 

In this way, dynamic traders can use the Internet 
to link with both customers and partners to allow 
bundles of services to be created and recreated in 
real time. Taking this idea a stage further, one com- 
puter firm, Hewlett-Packard, recently announced a 
new kind of software called “e-speak”. Web-services 
companies can use it to let other e-services know 
what they have to offer, search for e-services and 
even get together with others to create something 
entirely new. E-speak technology can bring in an 
electronic mediator to bid, broker or meet a request 
made from any point of access to the Internet, such 
as a smart phone. Hewlett-Packard calls it “dynamic 
brokering”. 


Stop guessing 
Home Depot, an American chain of stores that 
serves both building contractors and the pry mar- 
ket, is also using the web to turn itself from being just 
a store into a provider of services. Small contractors, 
who are Home Depot’s most valuable customers, 
are given a log-in and password for a site full of help- 
ful applications. The builder provides details of his 
job and the website tells him what materials he 
needs, how to schedule the work and what snags he 
may encounter. 

As well as being able to provide instant confir- 
mation of availability from its suppliers, Home De- 
pot will ask whether the customer would like the 


materials delivered on site, and whether they 
should arrive all at once or “just-in-time”. If the 
builder needs, say, a plumber or an electrician, and 
the people he normally uses are not available, Home 
Depot will post the details of the job on its site and 
operate as a labour exchange. 

The advantages for the builder of using the sys- 
tem are that he saves a lot of time, has immediate ac- 
cess to expert advice, no longer has to over-order 
materials, does not have to carry unnecessary stock 
and can find help quickly if he needs it. That means 
that he should be able to bid more competitively for 
work and stand a better chance of completing on 
budget and on time. 

The advantages for Home Depot are that it, too, 
has to carry far less stock; in effect, it operates a vir- 
tual link between its suppliers and its customers. It 
also gains a wealth of information about its custom- 
ers and, by deepening relations with them, it im- 
proves its chances of holding on to them. If it wants 
to pass on that information to its suppliers, it can al- 
so help them to become more efficient by taking 
much of the guesswork out of their production runs. 
Somewhere along the line, Home Depot has ceased 
to be just a shop selling things and has become a vir- 
tual services provider. 

This kind of open value chain does not just shift 
stock management down to the next link. Instant 
customer data from online catalogues and purchas- 
ing systems can be applied to every part of the 
chain. Thus an order from a Hertz car-rental loca- 
tion for ten red and ten blue convertibles does not 
stop with Ford. Thanks to the Internet, it can simul- 
taneously go to the tyre makers, the glass manu- 
facturers, the steel mill and the paint suppliers, en- 
suring that all of them supply just the right quantity 
of components to fulfil the order. 


What would you like to pay? 


Another way in which dynamic trade can affect 
stocks is by making prices for certain products 
much more flexible. Bid-ask auction markets will 
proliferate, enabling commodity goods in over- 
supply to be sold efficiently at market-clearing pric- 
es instead of either clogging channels or being 
dumped. Perishable or time-sensitive goods, such as 
unused space in lorries or unsold media advertising, 
can be sold economically, allowing intelligent yield 
management across industries, even in highly frag- 
mented markets. Indeed, Forrester predicts that 
yield-management pricing will become the norm in 
automated purchasing. Vending machines, turn- 
stiles and meters will come with embedded systems 
that will communicate with big computers over the 
web to set prices according to demand. Coca-Cola is 
already testing vending machines that adjust drinks 
prices according to the weather. Whether customers 
will like it is another matter. The vast amount of in- 
formation produced by commerce on the Internet 
also enables firms to discover who are their most 
valuable customers (typically, the bulk of profits 
comes from a fairly small proportion of customers) 
and offer them better prices or enhanced services to 
ensure their continued loyalty. 

If dynamic trade seems to turn a lot of establish- 
ed business principles upside down, the idea of the 
digital business ecosystem is potentially even more 
unsettling. The Internet, with the help of much of 
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the new e-business technology now becoming 
available, allows firms to integrate their operations 
with outside organisations in ways previously un- 
imaginable, The upshot is that companies no longer 
need to own every piece of the value chain to be suc- 
cessful—indeed, vertical integration may be posi- 
tively dangerous because a single company is un- 
likely to be equally good at each part of the chain. 


E is for ecosystem 


That makes it more important than ever for compa- 
nies to understand what their “core competences” 
are, what makes them special, and how they can 
maintain that competitive advantage. They must 
then find new ways of working with partners to pro- 
vide customers with a range of services that knit to- 
gether so seamlessly that they amount to more than 
the sum of their parts. 

Mr Kandiah of Cambridge Technology Partners 
argues that for businesses to be part of an ecosys- 
tem, they need to agree on how they want to go 
about tackling their target audience so they can col- 
laborate in depth. A good example is the new ven- 
ture between sap, the market leader in enterprise- 
resource-planning software, Hewlett-Packard and 
Qwest Communications, a telecoms company that 
has built a super-high-bandwidth network across 
the United States. All of them agree that more and 
more businesses will want to use the Internet to out- 
source some of their operations rather than having 
to run increasingly complex networks themselves. 
Instead of trying to do everything on their own, all 
the partners are contributing what they do best. 
Qwest is providing its high-speed network, Hewlett- 
Packard will supply the powerful Unix servers to 
host customers’ applications and databases and 
keep them running reliably, and sar will bring its 
software and unrivalled understanding of process 
automation to the party. 

If the partners have agreed to work together and 
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play to each other's strengths, the same is likely to be 
true of their customers. By going for a service provid- 
ing “apps (applications) on tap”, companies are, in 
effect, saying that they want to be relieved of having 
to maintain every piece of their own it infrastruc- 
ture. They are also concentrating on those areas in 
which they have a genuine competitive advantage. 
Qwest, Hewlett-Packard and sap will be able to pro- 
vide additional services and win their customers’ 
trust. And there is nothing to stop them extending or 
adapting their alliance by bringing in other part- 
ners~—-for example, consulting firms, other software 
vendors or systems integrators. It is the e-business 
ecosystem at work, 


The rise oi the infomediary 


TIS a fact of life in the road-haulage industry that 

whereas for outbound journeys loads are likely to 
be full, on the way back there is usually not much. to 
carry. According to one industry estimate, about 
half the lorries on America’s roads at any one time 
are running empty. 

The problem is that there has been no mecha- 
nism to link up potential buyers of lorry space with 
all those empty containers, says Gregory Roque, a 
former logistics manager for McDonald's. His an- 
swer was to set up a new organisation, National 
Transportation Exchange (NTE), which uses the In- 
ternet to connect shippers who have loads they 
want to move cheaply with fleet managers who 
have space to fill. 

NTE helps create a spot market by setting daily 
prices based on information from several hundred 
fleet managers about the destinations of their vehi- 
cles and the amount of space available. It then 
works out the best deals. When a deal is agreed, it is- 
sues the contract and handles payment. The whole 
process takes only a few minutes. nte collects a 
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commission based on the value of each deal, the 
fleet manager gets extra revenue that he would oth- 
erwise have missed out on, and the shipper gets a 
bargain price, at the cost of some loss of flexibility. 

When nre was first set up four years ago, it used 
a proprietary network, which was expensive and 
limited the number of buyers and 
sellers who could connect through it. 
By moving to the web, nre has been 
able to extend its reach down to the 
level of individual lorry drivers and 
provide a much wider range of ser- 
vices. Before long, drivers will be able 
to connect to the nte website on the 
move, using wireless Internet access 
devices. 

There are plenty of other perish- 
able commodities that the Internet 
can help to make better use of. A 
good example is advertising space. 
No matter what the medium is— 
print, poster, web or broadcast— 


revenues, fbn 








The Internet is 
producing a string 


of racy new 
business models 


Real money | 
Business-to-business 
infomediary market -` 








e explosion is seventeen minutes away 


“en 


è 


ie PRELETA a TEIBA X5 


ERSS 








A gasket is about to blow. Now imagine. A chip in the 
engine alerts an electronic service that the driver signed 
up for when he bought the car. This service locates 
the nearest garage, books an appointment, provides 
directions to the driver, pushes his next business meeting 
back an hour and arranges for a rental car to meet him 
at the garage. But that’s only the beginning. Meanwhile, 
the car manufacturer is notified of the gasket problem 
(it isn’t the first time!) and while the auto giant considers 
retooling the line, the service drafts a recall notice and 
engages the help of a PR firm. Wow. A lot is happening 
here. Car, gas station, rental-car company, auto giant are 
all seamlessly linked to the Internet. Not as a collection 
of websites or in a battle for eyeballs. But as a catalyst 
for the service-based economy. The next chapter of the 
Internet is about to be written. And it will have nothing 
to do with you working the Web. Instead, the Internet 
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sales teams spend a wildly disproportionate 
amount of time trying to sell off “remnant” ad space, 
sometimes for as little as 20% of the full price. Even 
worse, to get rid of these remnants they usually have 
to go back to customers to whom they had already 
sold space at a higher price, so they risk spoiling the 
market and losing goodwill, says Neil Cohen of 
Adauction.com. 


Bidding in thin air 
His company, based in San Francisco, started life 
about 18 months ago, selling. remnant space on big 
websites such as Netcenter, Yahoo, Noir Network 
and Xoom through competitive bidding. What at- 
tracts publishers to Adauction.com, according to Mr 
Cohen, is that it offers a simple solution that does 
not undermine their rate cards or conflict with con- 
ventional sales channels. In the past few weeks the 
company has branched out into print media, and 
within a few months it is likely to hold its first auc- 
tion for broadcast slots. Its commission on tradition- 
al media sales is likely to be significantly smaller 
than the 30% it charges on web advertising, 
Describing itself as an “online media market- 
place”, Adauction.com conducts web-based auc- 
tions at which bargain-hunting media buyers can 
bid for what they want without having to spend 
time negotiating with sales reps. Adauction.com op- 
erates three main types of auction: “Tune-in”, fea- 
turing specific product categories, “MarketPlace”, a 
big monthly auction covering all categories, and 


Watch your language 





“LastCall”, a blind bulk buy that gobbles up a lot of | 
space at the lowest rates. It also operates “Opportu- 
nity Exchange”, a market that is always open and | 
sells media on a first-come, first-served basis at | 
deeply discounted prices. Adauction.com has over | 
3,000 registered buyers, all of whom have under- 
gone a credit check. The auctions, conducted 
through the company’s website, can go on for sever- 
al hours at a time. Buyers can save time by automat- 
ing their bidding through an agent called “Proxy- 
Man”. This allows them to enter the maximum price 
they are prepared to pay for a specific space without | 
letting other bidders know. | 

It is too early to say whether notoriously conser- 
vative mainstream media sellers and buyers will | 
flock to Adauction.com. In the traditional advertis- 
ing world, strong publications and big networks | 
usually manage to pre-sell more than 90% of their 
space; but on the web, even successful portals such 
as Yahoo can be left with 80% unsold space. That 
may be why the auction model seems to work there, 
despite competition from full-service web advertis- | 
ing networks such as DoubleClick. Last month, 
Adauction.com relaunched its site as a vertical por- 
tal—a “vortal”, in the latest Internet jargon—for 
media buyers, with online research tools and fea- 
tures such as news, industry gossip and discussion 
groups. Mr Cohen says that his firm is providing an | 
increasingly “pro-active” customer service, giving 
“candid advice” about how sites perform, and of- 
fering personalised buying plans. His e-business 








sible to achieve this within particular 
professions or industries, perhaps using 
an information intermediary as both 








NE of the biggest impediments to 
e-business is that computers are 
not very bright when it comes to recog- 
nising context. Most people who use the 
web have been through exasperating 
searches that deliver either thousands 
of useless results or, even more baffling- 
ly, next to nothing. As Microsofts Bill 
Gates says in his new book, “Business @ 
The Speed of Thought”, a query about 
the fastest computer chip on the market 
could easily produce information about 
the rapid delivery of fried potatoes. 
The problem gets even worse when 
businesses are trying to communicate 
complicated catalogue or stock infor- 
mation to each other. This is because the 
web’s main language, HTML (hypertext 
markup language), is essentially super- 
ficial. It tells a web browser how to lay 
out the contents of a web page, but it re- 
mains blissfully ignorant of the content. 
The solution seems blindingly sim- 
ple: use tags to label the content, rather 
than describe what it looks like. For ex- 
ample, HTML would label the elements 
of an order for a pair of trousers as bold- 
face, paragraph, row and colamn. If 
they are tagged as price, size, quantity 
and colour instead, a program can iden- 
tify the document as a customer order 


and do whatever is needed to get the 
trousers to the recipient as quickly as 
possible. 

In the nick of time to allow e- 
business to take off, the World Wide 
Web Consortium (w3c), a not-for-profit 
group that controls web standards, has 
come up with an exten- 
sion to HTML called xML 
(eXtensible Markup Lan- 
guage). xmi not only de- 
scribes the nature of web 
content, it also provides a 
way of indexing data. Its 
system of tagging data 
with relevant information 
allows applications run- 
ning on other computers 
to respond in an appro- 
priate way. For example, 
XML makes it clear that 
“The Economist” is a 
newspaper and not a par- 
ticular economist. By us- 
ing metatagging, data that 
describes other data, xmi can also 
speed searches in the way a librarian’s 
card index can. 

The only drawback is that for xmL 
to work properly, there has to be some 
agreement on definitions. It may be pos- 





initiator and ring-master. But to ensure 
that there is a shared language of busi- 
ness on the Internet, cross-industry ini- 
tiatives are also needed. 

To its credit, Microsoft is actively en- 
gaged in just such an initiative, which it 
calls “BizTalk”. It is using its market 
clout to bring together dis- 
parate customers, comput- 
ing-industry vendors and 
consortia to define xml 
schemas (electronic dictio- 
naries) to describe com- 
mon business processes. 
For example, Microsoft 
and sap have begun defin- 
ing schemas for exchang- 
ing product-catalogue in- 
formation and business 
documents. 

Microsoft intends to 
incorporate BizTalk into 
future versions of its Of- 
fice, BackOffice and Win- 
dows programs but, per- 
haps unusually for the company, it is 
going for open standards that will allow 
integration across all platforms, regard- 
less of the underlying technology. As the 
Yankee Group’s Harry Tse says: “Micro- 
soft can win by not controlling xmi.” 
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strategy, he says, is based on the “three cs” of con- 
tent, community and commerce. 

Whether sober Chemdex Corporation ever gets 
around to becoming a virtual coffee machine for 
biologists and lab technicians to gather around and 
swap the latest jokes about cloning, it is certainly 
serving a community and offering a commercial op- 
portunity. Founded within weeks of Adauction, 
Chemdex provides a one-stop shop for academic re- 
searchers and companies in the pharmaceuticals 
and biotechnology business to purchase all their 
supplies. Already it claims to be 
the world’s largest source of bi- 
ological chemicals and reagents, 
with more than 170 suppliers 
and a vast electronic catalogue 
listing more than 460,000 lab 
products. 

Chemdex’s founders, Dave 
Perry and Jeffrey Leane, had the 
right background to bring to- 
gether life sciences and e-busi- 
ness. Mr Perry had previously set 
up a biotechnology company 
and Mr Leane had been respon- 
sible for developing Bargain 
Finder--one of the web's first 
shopping robots. They found the 
market inefficient and fragment- 
ed. Scientists were taking up val- 
uable research time struggling to 
purchase their supplies, using 
dozens of (frequently out-of- 
date) catalogues and making 
many fruitless telephone calls. 
Life-science companies, under 
increasing competitive pressure, were desperate to 
find ways of speeding up raD processes and reduc- 
ing their cost. Suppliers were hamstrung by the lo- 
gistical inefficiencies inherent in paper-catalogue 
distribution. 

Chemdex’s founders created a single, efficient 
marketplace on the Internet for all three of the com- 
munities it serves. For researchers, it has created 
chemdex.com, a web-based catalogue with power- 
ful search engines and all the information needed to 
base a purchasing decision on. For business custom- 
ers, Chemdex has developed its own procurement 
and integration software to complement its website. 
This means firms can purchase through their own 
intranets and get the cost benefits of automated ap- 
proval and consolidated invoicing and billing. For 
its suppliers, Chemdex has developed another 
range of software that offers supply-chain automa- 
tion as well as support for their reporting and deci- 
sion making. And it is cleverly using its technology 
and close integration with its partners’ buying and 
selling systems to make it more difficult for them to 
switch to a potential competitor. 

At present, Chemdex is handling about 2,500 
transactions a day, but it expects that number to 
grow to 30,000 a day over the next two or three years. 
With more than 2,500 life-science companies and re- 
search institutes, and over 250,000 lab scientists in 
America alone, that does not seem over-ambitious. 

Each of these three companies—nre, Adauction 
and Chemdex—exemplifies an entirely new sort of 
business that uses the Internet to change the way 





markets operate. Ms Lief of Forrester Research iden- 
tifies three new business-to-business market mod- 
els. First, there are aggregators, such as Chemdex, 
which help buyers in fragmented markets select 
products by providing up-to-the minute price and 
product information and a single contact point for 
service, Next, there are online auctioneers, such as 
Adauction, which offer a reliable channel for sellers 
to dispose of perishable or surplus goods or services 
at the best possible prices, and for buyers to get bar- 
gain prices without taking a leap into the unknown. 
And lastly, there are exchanges, 
such as NTE, that create liquidity 
in otherwise fragmented mar- 
kets, lower average stock levels 
by matching bid/ask offers and 
act as neutral third parties, en- 
forcing market rules and settle- 
ment terms. 

Ms Lief argues that over time 
these distinct business models 
will tend to merge. For example, 
MetalSite, which creates a mar- 
ket for buyers and sellers of sur- 
plus and secondary steel, is al- 
ready both an aggregator and an 
auctioneer. What all these new 
businesses have in common is 
that, in one form or another, they 
consolidate buyers and sellers in 
markets that are fragmented ei- 
ther geographically or because of 
the absence of any dominant 
firms. Together, they sail under 
the name of “infomediaries”, a 
word coined by John Hagel of 


about a market and create a platform on which 
buyers and sellers can do business. 

Initially, infomediaries were mainly a consumer 
phenomenon, typified by early Internet successes 
such as Yahoo, Amazon.com and e-Bay, an auction 
site. But many people now believe that perhaps the 
most profitable pure Internet companies, as well as 
the most influential, will be business-to-business in- 
fomediaries, which will have the ability to reorga- 
nise entire industries. 

Charles Finnie, an analyst with Volpe Brown 
Whelan, a San Francisco-based investment bank, 
calculates that the business-to-business infomedi- 
ary market will grow from $290m last year to 
around $20 billion by 2002. If those figures prove 
correct, infomediaries, on the conservative assump- 
tion of an average 5% transaction fee, will earn reve- 
nues of $10 billion within the next three years, and 
their gross margins on those transaction fees will be 
a mouthwatering 85%. 


Making the most of it 


Mr Finnie’s excitement about the future of in- 
fomediaries is based on their unique ability to ex- 
ploit the Internet's most salient characteristics. There 
are three acknowledged facts about the Internet’s ef- 
fect on commercial activity. First, it shifts power 
from sellers to buyers by reducing the cost of switch- 
ing suppliers (the next vendor is only a mouse-click 
away) and freely distributing a huge amount of 
price and product information. But buyers can feel 
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overwhelmed by this new power in their hands. 
They want one-stop-shopping: information they 
know to be accurate, and advice they can trust. Sell- 
ers are in no position to offer disinterested advice. 
That opens up opportunities for a third party: an in- 
fomediary. 

The second fact is that the Internet reduces 
transactions costs and thus stimulates economic ac- 
tivity. A banking transaction via the Internet costs 
one cent, compared with 27 cents at an ATM or 52 
cents over the telephone. Processing an airline ticket 
on the Internet costs $1, compared with $8 through a 
travel agent. But such savings may be available only 
to large businesses, such as banks and airlines, that 
reach customers directly. Infomediaries, by linking 
buyers and sellers via the Internet, can achieve simi- 
lar savings for both in markets where they might 
otherwise miss out. 

The third fact is that the speed, range and acces- 
sibility of information on the Internet and the low 
cost of distributing and capturing it create new com- 
mercial possibilities. Infomediaries, sitting in the 
middle between buyers and sellers, are uniquely 
placed to collect information, add value to it and 
distribute it to those who will find it most useful. 
They can create a virtuous circle by using in- 
formation to attract more buyers and sellers, and 
learning more about them in the course of their 
business transactions. For example, infomediaries 
such as Chemdex are trying hard to gain adominant 
share of supplier listings because that is likely to at- 
tract a dominant number of buyers. 

Mr Finnie puts it this way: “Infomediaries 
should focus on solving a particular problem for a 
particular vertical market. By declaring a distinct fo- 
cus area, the infomediary attracts buyers and sellers 
whose primary interest lies in that area. If the in- 
fomediary’s category is too broad or murky, almost 
no one will feel a sense of urgency to go there. By 
sharpening their focus, infomediaries can provide a 
depth of information... that drives transactions by 
generating continued customer loyalty and partici- 
pation. Increased customer participation adds yet 
more depth to an infomediary’s knowledge base, 
which in turn drives more transactions.” 


The puilde 


EETT'S not easy, it’s not cheap, and it’s not option- 

al.” The “it” is the implementation of an In- 
ternet strategy, and the words are those of John 
Dickie of Insight Technology Group, a consultancy. 
They sum up why e-business is a consultant’s heav- 
en. Danny Rimer, an analyst at Hambrecht & Quist, 
an investment bank, predicts that in five years’ time 
the market for what he calls “strategic Internet ser- 
vices” will have grown to nearly $50 billion. And 
there are hundreds of companies of all sizes vying 
for the business. 

Some bosses in traditionally technology-resist- 
ant industries may still think the Internet is nothing 
to do with them, but their numbers are dwindling 
fast. The fear of being “Amazoned” by some new 
digital competitor, and the dizzying market capital- 
isations of firms associated with the Internet in any 








It is ironic that the Internet’s most distinctive 
business model should. be a new kind of intermedi- 
ary. Only a couple of years ago, enthusiasts were 
predicting widespread “disintermediation” when 
Internet commerce took hold. On the friction-free 
web, suppliers would be able to reach their custom- 
ers direct without having to bother with greedy 
middlemen. Now intermediaries are suddenly fash- 
ionable again—and not just the new-fangled in- 
fomediary sort, but also some traditional businesses 
that have managed to reinvent themselves with the 
aid of the Internet. 

Take Marshall Industries, an American compa- 
ny that has become one of the most successful e- 
businesses around. Once a classic middleman dis- 
tributing electrical components, it has put all its 
business on to the web over the past couple of years 
and redefined its old supply chain as an informa- 
tion-based value chain. Marshall's web pages pro- 
vide its 40,000 customers with a range of Internet- 
based services from technical data sheets to inter- 
active training sessions and product seminars. The 
company also offers “just-in-time” stock manage- 
ment, and tells its suppliers how to run sophisti- 
cated marketing campaigns. 

The lesson from both the infomediaries and 
from companies such as Marshall is that intermedi- 
aries will prosper if they add value, and that the 
web offers many new ways of doing so. Instead of 
“disintermediation”, the new buzzword is “te- 
intermediation”. Not everybody can be a direct sell- 
er like Dell Computer. 
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way, have got most chief executives’ attention. Sam 
Palmisano, who runs mm’s $30 billion-a-year Global 
Services division, explains that: “We've passed the 
Til observe it’ phase; now cros are saying ‘What do I 
do?’.” Most are also wondering where they should 
go for help, and that includes not just those who 
have started relatively late, but also many of the 
early Internet birds. 

What even confident early movers have only re- 
cently begun to realise is that doing e-business puts 
new strains on the whole organisation which can be 
highly public and potentially damaging. If a web 
server goes down and takes your site with it, or ifan 
order is lost because your apparently smooth web 
shopfront has only the most tenuous connection 
with your back office, there is no hiding place. Simi- 
larly, if an intranet or an extranet fails, employees 
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may not be able to get their work done, or outside 
partners may not be able to do business with your 
supply chain. When Enterprise Resource Planning 
(Err) was all the rage, implementing it may have 
been difficult and expensive, but nobody outside 
had to know about the pain inside. As Mr Palmisano 
puts it, “ere does not put at risk a 
company’s reputation, or its brand, 
or its customers.” What is more, do- 
ing e-business is by no means the 
same as becoming an e-business. 
That happens only when all the 
core processes of the business have 
been realigned around the Internet. 

So what does the emergent and 
ambitious e-business need to do to 
get started, and where should it go 
for advice and help? In the first f 
place it must decide how much 
help it is looking for: whether, at 
one end of the scale, it wants its en- XN 
tire e-business strategy defined and 
implemented, or whether, at the aS a 
other end, it just wants something 
specific done, such as getting a state- 
of-the-art website built or making sure that it can in- 
tegrate its back-office processes and systems with 
those of its customers and suppliers. 

It will also have to reflect on how much out- 
sourcing it wants to do. A few, mainly bigger, com- 
panies will want to build and manage everything 
in-house, some wish to get their Internet service pro- 
vider to host their website, others may want to have 
everything hosted, from key applications to data 
storage. Here are four examples: one an established 
giant, the others all young, eager e-boutiques. 

The attraction of going to 18m is that it indis- 
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putably has what Mr Palmisano calls “a deep 
bench”. As well as an army of consultants with 
knowledge of every industry under the sun and 
huge systems-integration experience, 13m probably 
knows more than anyone else about the “legacy” 
systems on which most big companies still depend 
for their heavy lifting—-because it 
was 1BM that built them in the first 
place. The company has also made 
a point of developing the crucial 
“middleware” that is used to link 
legacy hardware and applications 
to other companies’ systems via the 
open standards of the Internet. 

1BM also has a deep under- 
standing of the kind of ır infrastruc- 
ture needed for conducting e-busi- 
ness securely. Mr Palmisano says it 
learnt about “scale beyond the 
imagination” when running the Na- 
gano Winter Olympics website in 
1998. “I tell you, when the Japanese 
ski jumper won, we had literally 
millions of hits.” 

As well as being able to handle 
thousands of concurrent users as a matter of rou- 
tine, the best online systems must also be able to 
deal with exceptional loads, or “spikes”, of the kind 
a big retailer might get just before Christmas, or a 
broker when stockmarkets are falling out of bed. 
1M can either build an infrastructure rugged 
enough to withstand the worst that e-business can 
throw at it, or lease it through one of its outsourcing 
centres—huge server “farms” running both the lat- 
est 390 mainframes and powerful Unix computers. 

But a complete package from 18m, or from large 
rivals such as Eps or Andersen Consulting, may not 
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OST companies that want to do 
business on the web buy off-the- 


shelf solutions or use hosting servi- 


ces.Technology is necessary because it 
helps them put a business strategy into 
effect, but it is just a means to an end. 
E*Trade, an online broking service, is 
different. Debra Chrapaty, an intense 
New Yorker who lives on the adrenalin 
charge she gets from her job, says that 
she came to E*Trade because: “Tech- 
nology is the product~we’re a tech- 
nology company.” 

For Ms Chrapaty, who has been 
E*Trade’s chief information officer since 
1997, the idea of depending on anyone 
else to design or run E*Trade’s massively 
powerful Internet computing infras- 
tructure would be anathema. “I have to 
be like a utility,” she says. “That means 
24x7 reliability.” She has a budget of 
$100m, nearly 40% of E*Trade’s revenue 
of $254m last year, and about half the 
company’s 650 employees report to her. 

Her job, she says, is to make E*Trade 


the “global leader in branded financial 
services on the web”, and it is superior 
technology that will get her there. She 
claims to have designed a unique four- 
tier high-powered architecture for In- 
ternet computing: “I've built best-in- 
class for each layer. It’s not just a web 
front-end—it's the whole web-centric 
deal scaled to handle 100,000 concur- 
rent users.” 

Yet despite Ms Chrapaty’s pride in 
the system she has put together, it has 
not always been as reliable as she may 
have wished. In February, the coinci- 
dence of heavy trading and an over- 
night change in some of the software 
used to process trades led to serious 
downtimes over a three-day period. Fu- 
rious investors unable to trade found a 
message on their screens that read: “Ac- 
cess to some areas of your account may 
be temporarily unavailable.” Many 
turned to web chat-rooms to express 
their feelings, describing the brokerage 
as EtrytoTrade or E-Trash. 
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and other online broking companies on 
behalf of clients who claim to have lost 
money, but E*Trade says it cannot be 
held financially responsible for tech- 
nical failures. The real damage is to its 
brand and reputation. 

So far, however, that damage seems 
to have been contained. Clients of on- 
line brokers appear to understand that a 
few glitches in leading-edge technology 
may be worth putting up with. E*Trade 
claims that the publicity in February 
has in fact been good for it and that the 
number of daily trades is going up all 
the time. Certainly the hitch does not 


seem to have harmed its own market | 


value, well above that of some very 
much more profitable conventional 
firms such as Paine Webber, Bear Stearns 
and Lehman Brothers. 

As for Ms Chrapaty, she is so anx- 
ious to avoid problems that she keeps a 


bed in the basement of E*Trade’s Palo | 


Alto offices, and is always in by 5.30 am 
to check everything before the opening 
bell in New York. 
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suit everybody. For one thing, although they all 
claim to be able to deliver competitive advantage to 
their clients, their sheer size may militate against it— 
they cannot help selling very similar business and rT 
strategies to rivals. For another, they may not be 
quite as good at everything as they say they are—for 
example, 13m’s website design is said by some to 
need strengthening. 

Mr Palmisano rejects the charges. On the ques- 
tion of size, he points out that in telecoms, for exam- 
ple, 18m is indeed a technology partner to many of 
the big firms—including arat, Ameritech, caw, Te- 
lefonica and nrr—-but that they do not compete 
with each other because their markets are regional. 
He also insists that there are strict Chinese walls bet- 
ween client accounts and that, unlike some others, 
IBM is sworn never to compete with its customers. 
| On the contrary, it claims that it is prepared to team 
i 
| 
i 





up with anybody its customers choose, and fre- 
quently does. Reinvent (formerly called usWeb/ 
CKs) is one such potential rival with which ism of- 
ten works closely. 


| E-boutiques 

| However, for those looking for something different, 
| there are plenty of alternatives. One is Scient, a San 
| Francisco-based firm founded little more than 18 
| months ago and run by Bob Howe, who had previ- 
ously been responsible for 13m’s multi-billion-dol- 
| lar business unit for the financial-services industry. 
| While at 18m, he helped to form Integrion, an e- 
banking consortium offering online financial ser- 
vices. Mr Howe claims that Scient can work more 
quickly than ism because it does not have to pull to- 
gether so many disparate pieces—a crucial ad- 
| vantage in a business where speed-to-market is per- 
haps the single most important feature, 

Scient calls itself an e-business systems innova- 
tor, rather than a consultancy (because it does more 
than just giving strategic advice) or a systems in- 
tegrator (because it does not just build off-the-shelf 
| solutions that can also be bought 
by competitors). It claims to 

have over 40 clients, includ- 

ing established firms 

such as First Union 

Bank, Chase Man- 

hattan, sc Johnson 

Wax and Gateway, 

as well as members 

of the new Internet ar- 

istocracy such as eBay, Realtor.com 
and the Internet Travel Network. 

One of its specialities is building 
“com” businesses from scratch. Its foun- 
der, Eric Greenberg, says that being plugged 
into Silicon Valley venture capital means that some 
of their clients come to them with little more than an 
idea which they want to turn into a fully fledged 
business. Sometimes Scient starts work before even 
the first-round funding is in place, or “before the 
ceo even knows what he wants”. Mr Greenberg 
adds: “To us, a legacy business is one that wasn't 

founded this year. We can build a large-scale e- 
business from scratch in six to eight months.” An 
example is Homebid.com, which runs web-based 

property auctions. Its founder, Larry Latham, a 

successful offline property auctioneer, had lined 





POPPA, 


















up a couple of senior software executives to run the 
business when Scient was called in, but otherwise 
everything had to be built from the ground up. 

Even its “legacy” customers, says Mr Greenberg, 
can turn themselves into “attack businesses” if they 
understand the e-business environment. They can 
quickly create sustainable competitive advantage 
over slower-moving rivals, while also using their 
brand and customer relations to make life hard for 
aggressive newcomers. 

Scient has recruited an impressive multidisci- 
plinary team of nearly 250, including some of the 
brightest and best from 18m. But some potential cus- 
tomers may find the firm’s arrogance, even boastful- 
ness, offputting. Its breathless publicity material 
conveys the flavour: “All you really need to win is 
this: Extremely fast implementation of astonishing- 
ly innovative systems built on breakthrough strate- 
gies supported by an infrastructure designed for ex- 
tensibility and iteration. That is precisely what we 
do. We are Scient. We work with people who plan to 
win.” Blue-chip clients might want something more 
tangible to convince them. 

Agency.com, based on Broadway in New York’s 
Silicon Alley, goes for an altogether softer sell for 
what seems an altogether softer product~-some- 
thing it calls “interactive relationship management”. 
With its slogan, “It’s not the medium, it’s the rela- 
tionship,” Agency.com has the air of a touchy-feely 
creative ad agency. Its co-founder, Chan Suh, talks 
so elliptically that he could be mistaken for an un- 
usually gentle therapist. Because the Internet en- 
compasses everything, he says, a holistic approach 
is needed when working with clients. Yet behind the 
waffle is a company that has helped to build web- 
sites and intranets or extranets for some of the most 
demanding corporate customers in the world, in- 
cluding Unilever, Nike, British Airways and Com- 
pag Computer. 

What Agency.com is very good at is under- 
standing how branding and user experience have to 
work together online. It is no good just plastering a 
site with corporate logos; what it does and how it 
works has to be consistent with what the company 
is or wants to become. The most successful compa- 
nies on the Internet, Mr Suh argues, are those that 
use the web to close the gap between what a compa- 
ny provides and what their customers and partners 
expect from it. These are, he says, the companies 
that are “managing their interactive relationships”. 

Yet Agency.com’s claim to have the strategic 
consulting skills and broad range of technical ex- 
pertise to offer clients a complete solution remains 
questionable. Strategists represent only about 5% of 
its staff, and it has recently made acquisitions to bol- 
ster its tr competence that may not, in the view of 
some observers, have melded properly yet with the 
rest of the organisation. That said, some of its clients, 
including British Airways, have bought its whole e- 
business package, including strategy, systems in- 
tegration and e-commerce applications. 

Sitting somewhere between the heavyweights 
such as 1pm and the big five accountancy-cum- 
consultancy firms on the one hand, and the new e- 
business boutiques such as Scient and Agency.com 
on the other, is Cambridge Technology Partners. It 
came top when Forrester Research a few months 
ago set out to discover which firms had the best 
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blend of consulting, web development and systems- 
integration skills to help clients become e-busi- 
nesses. Forrester concluded that most of the web de- 
velopers lacked the sophisticated technical skills 
needed for systems architecture, code development 
and business process re-engineering, whereas the 
big five had been more concerned to make their cli- 
ents year-2000 compliant first before moving on to 
e-business (although that is now changing). 

The exception was Cambridge Technology Part- 
ners, a company founded eight years ago that has 
grown fast throughout its short life, first on the back 
of the client/server computing revolution and more 
recently by specialising in a speedy, fixed-cost ERP 
deployment service. Conscious of the ambivalence 
a good many customers have felt towards erp and 
the difficulty of extracting any competitive ad- 
vantage from it, Cambridge has developed the con- 
cept of extended resource planning (xrp). 


Live and let live 


Cambridge's founder, Jim Sims, argues that compa- 
nies should see their existing erp systems as a back- 
bone for web-based applications that extend into 
the systems of customers and suppliers, thus cre- 
ating an integrated value chain—the foundation for 
e-business. The key to achieving this, says Mr Sims, is 
to be religious about the open standards and archi- 
tecture of Internet computing but agnostic about 
technologies. The message is clear: compatibility 
among different systems is vital to e-business, Dom- 
inant software vendors who try to control the cus- 
tomer should be given the brush-off. 

There is nothing flashy or extravagant about 
Cambridge Technology. What it offers is a clear idea 
of what e-business means, combined with a highly 
practical approach to building on legacy systems. 
According to Forrester, “The firm is well-suited for 
large, integration-intensive dynamic trade initia- 


ERP RIP? 


GC ICNTERPRISE resource planning is kind of a 

wasteland. The back-office market is just hor- 
rible. It’s saturated. Everybody has it and the store is 
closed.” So says Tom Siebel, the chairman and foun- 
der of Siebel Systems, the hottest firm in the hot busi- 
ness of selling sales-force automation and customer- 
relationship management (crm) software. And yet 
for much of the 19908, erp was just about the biggest 
thing in business software. It changed the way com- 
panies worked by bringing together all their oper- 
ational parts into one smoothly functioning whole 
(or so it was claimed). A complete systern could take 
several years and several hundred million dollars to 
deploy. The market leader, a German software firm 
called sap, was seen as a second Microsoft, appar- 
ently able to increase its revenues by more than 60% 
a year indefinitely. Oracle, the number two player in 
ERP, but the dominant supplier of relational data- 
bases to the Windows nt and Unix markets, be- 
came the second-largest independent software com- 
pany in the world. Other ere high-fliers, such as 
Baan and PeopleSoft, also became huge software 
successes. 
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tives and commerce-centric consumer sites.” Gulp. 
One of the biggest projects Cambridge is cur- 
rently working on is a web-based procurement sys- 
tem for the partners and customers of Lucent Tech- 
nologies, a giant telecoms-equipment firm that was 
spun off from arar about three years ago. What 
makes this project particularly interesting is that, 
as traditional voice traffic has converged with data, 
Lucent has found itself increasingly locked in com- 
petition with Cisco Systems, the dominant data 
networking company and one of the most com- 
plete e-businesses on the planet. Being able to 
match Cisco's speed and customer service is critical l 
for Lucent. | 
Despite the daunting complexity of Lucent's | 





product range and its remarkably diverse customer | 
base, its website went live within six months of the | 
start of the project. Nina Aversano, who is leading | 
Lucent’s e-business strategy, says she picked Cam- | 
bridge because it was neither too big nor too small. | 
It had experience of legacy systems and how to | 
build on them seamlessly, it knew a lot about the | 
needs of business-to-business customers, and it 
could work fast. 

You pay your money (almost certainly quite a 
lot of it) and you take your choice. What is striking 
is that four such different firms are all, in their own 
way, saying pretty much the same things: you need 
an e-business strategy; you have to change your 
culture to become more transparent; you should | 
put the right technical infrastructure in place; and 
you must start now. Some will find this measure of 
agreement comforting, others scary. When e-busi- 
ness is still so new, can anyone really be sure about 
what it is, and what you need to do to succeed at it? 
One thing is clear: once you start putting an e- 
business strategy into effect, you will be moving at 
breakneck speed. Just hope that you are going in | 
the right direction. | 





| 
$ 
$ 
| 
But in the past nine months, err has lost its Enterprise resource l 
glamour and its swagger. Baan seemed close to col- planning is not | 
lapse after an accounting scandal, and PeopleSoft ays | 
A SEN ; . dead, but it will 
has been in disarray. Even mighty sar has seen its i : | 
share price plunge since its much-heralded debut on have to live with | 
the New York Stock Exchange last summer. One rea- the Internet | 
son ts that year-2000 fears first artificially boosted 
the market and then undermined it when time ran | 
out to tie in a millennium overhaul with an erp de- | 
ployment. But another reason is that the ERP | 
vendors seem largely to have missed | 
the first e-business wave, lacking | 
front-office applications (in es- l 
sence, everything that involves 
dealing with customers) such as om 
Siebel’s and, except for Oracle, 
being generally slow to adapt 
their client/server architecture 
to the rigours of Internet com- 
puting. 
To make things still trickier for 
the erp players, their underlying business 
model is being challenged by a radically dif- 
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ferent alternative offered by the web. At present, ERP 
works on the assumption that a fairly small propor- 
tion of the workforce (typically less than 10% in large 
global companies) will need access to an application 
for a particular department, so the licence fees for 
each user will be set at a high level. That makes sense 
when deployment on client/server systems is costly, 
and staff require extensive training to cope with 
clunky and obscure systems. 

But the Internet has made possible a different 
model in which applications sit on web servers to 
which anyone on the intranet has access, using a 
point-and-click browser running on anything from 
a pc to a hand-held computer or a smart phone. 
Since any number of people can get into the system 
without incurring extra costs, and anyone can use it 
with ease, high licence fees for each user are no long- 
er appropriate; what is needed is a volume pricing 
model. Moreover, once the information is put in a 
central place where it can be reached by anyone 
who needs it, it becomes more valuable in itself. 
And if it can be shared much more widely within a 
firm, it should also become far less difficult to pro- 
vide selective access to suppliers and customers 
through extranets and the public Internet. 


Wrong address 


Companies that have looked to their traditional ere 
vendors for the means of turning themselves into e- 
businesses have had little luck. To get what they 
want, they have had to buy separate components 
from a mass of competing software houses. Their 
round might include Ariba and CommerceOne for 
procurement; AoL/Netscape, Broadvision, 18M, Cal- 
ico and Sterling Commerce for e-commerce plat- 
forms; Siebel, Vantive and Onyx for front-office ap- 
plications that help find, service and sell to 
customers; and Business Objects, Oracle and i2 for 
analytical tools that search databases and supply- 
chain systems for critical business intelligence. They 
would also have to search out “middleware” com- 
panies such as Jona, CrossWorlds, rst and Active 
that specialise in application integration to tie 
everything together and form bridgeheads into lega- 
cy ERP systems. 

According to Harry Tse, a senior analyst at the 
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Yankee Group, a consultancy, companies need to 
understand that e-business requires something 
quite close to building a second “backbone” system 
on top of erp. They should also realise that it will be 
neither quick nor easy. 1BM estimates that “70% of all 
code written today consists of interfaces, protocols 
and other procedures to establish linkages among 
various systems.” Marshall Senk, a software analyst 
at BancBoston Robertson Stephens, explains: “En- 
terprise application integration is where I spend 50% 
of my time. EAI is trying to create virtual homogen- 
eity across systems, creating a common layer so that 
we can think about systems in the way we think 
about our business. The key thing is that we don’t 
want to rewrite our systems. We want to leave every- 
thing that’s working where it is and build bridges 
without writing custom code.” 

But is all this fragmentation in the software mar- 
ket in the customer’s interest? The Butler Group, a 
British rr consultancy, says it has seen “a backlash 
against the inadequacies of monolithic application 
packages”, and argues that techniques to integrate 
applications can lead to better solutions “without 
the stranglehold of inflexible functionality”. The im- 
plication is that if you do it right, you should get a 
decent return on your investment, which was not al- 
ways true for ERP. 

The absence of a standard set of e-business solu- 
tions means you should be able to gain competitive 
advantage from selecting the right applications, in- 
tegrating them seamlessly and building a robust in- 
frastructure that is able to grow with your business. 
Small, fast-growing software houses are in a better 
position than giants such as sar to provide the kind 
of environment, and stock options, that attract the 
best and most creative talent. And there are now 
plenty of tools available to make different systems 
work together: the Java programming language to 
link applications across platforms, increasingly so- 
phisticated “integrationware”, and the growing In- 
ternet and e-business skills of the systems integra- 
tors. There is no reason why a pick-and-choose 
approach, if properly thought through, should not 
deliver results. 

Equally, however, it would be a grave mistake to 
count out the erp powerhouses too soon, particular- 
ly Oracle and sap with their huge installed bases 
(over 20,000 SAP R/3 deployments worldwide, and 
Oracle databases in nearly every one of the world’s 
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The Best Address for 
Doing Business in the 
Beveloping World is 


www.devbusiness.com 


In print and online, UN Development Business 
is the source you need to: 


¥ Target new markets in Africa, Asia, Latin 
America and Eastern and Central Europe. 


v Win significant contracts, including those 
financed by the World Bank and the other 
leading development banks. And, payment 
in hard currency is guaranteed. 


Y Monitor your competition and follow-up 
on subcontracting opportunities. 


For more information, visit: 


www.devbusiness.com 


The single best source of consulting, contracting 
and export opportunities worldwide 
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top 500 companies). Both intend to be leaders in 
turning businesses into e-businesses, and know 
what they have to do to regain their momentum. 
Oracle has moved fast to take advantage of the 
advantages of the Internet computing platform over 
client/server systems. Release 11, its latest suite of ap- 
plications, is designed to run only within an In- 
ternet-style architecture. Larry Ellison, Oracle’s 
founder and chairman, is frank about the defi- 
ciencies of client/server platforms. Talking not just 
about Oracle but computing in general, he says: 


We blew it in the 1990s. By running applications on the cli- 
ent, client/server was meant to put information at your fin- 
gertips. But all we did was to create distributed complexity 
and fragmented data. ceos have come to hate rr because 
they can’t get what they want from it. Burger King put an 
soL Server database in every hamburger store, but they still 
couldn’t answer the question, ‘how many Whoppers are 
we selling each day?’ ere as an industry missed the boat. It 
focused on automating processes, not on getting informa- 
tion to key decision makers, Every ceo wants to under- 
stand profitability per customer and to be able to detect dis- 
satisfaction before the customer leaves. 

So how do we do it now? We've learned from the In- 
ternet that you don’t put shared applications on the client 
and that you centralise complexity. You consolidate your 
data. The unchanging appliance accesses the dynamic ap- 
plications of the network. 


Along with “web-centricity”, Oracle has identified 
business intelligence and customer-relationship 
management as the applications everyone needs to 
extract value from their erp systems, and has 
launched a crm package that will integrate smooth- 
ly with its Release 11 applications. Oracle freely con- 
cedes that its principal target is Siebel, a few miles 
south on the other side of Highway 101. Mr Ellison 
claims that Siebel has insufficiently embraced the 
Internet and that, with “the wrong technology foun- 
dation”, it will be knocked off its market-leader 
perch by the middle of next year. The new in- 
cumbent, he predicts, will be Oracle. He wants a 
substantial slice of a front-office market that is ex- 
pected to be worth nearly $12 billion in 2002. 


Beauty competition 

Not surprisingly, Tom Siebel begs to differ. He insists 
that the latest release of his own software, Siebel 99, 
is a great deal nearer to the web ideal than anything 
produced by Oracle, and that he will believe Oracle 
has a competitive package for managing customer 
relations when he sees it in the market. In his view, 
the err firms have a problem: they may have identi- 
fied the front office as a faster-growing, less crowded 
market than their own, but they lack the “domain 
expertise” to succeed. “This isn’t simply something 
you can throw a thousand software programmers 
at,” he says. “It’s something that somebody in the or- 
ganisation has to know something about.” 

He agrees, however, that integration with ERP is 
important. To allow companies to exploit every 
available distribution channel simultaneously, Mr 
Siebel says it is essential to have a web-based archi- 
tecture “hooked into the same common informa- 
tion system. Using an extranet, we can reach out and 
just bring customers into the information system 
and let them engage in product configuration, selec- 
tion and Internet self-service.” 

Like Oracle, but running a few months behind, 
sar too is about to enter the front-office market with 
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a number of new web-based appli- 
cations covering business-to-busi- 
ness procurement, business-to-con- 
sumer selling and business-to- 
business selling—all designed to 
integrate with its market-leading 
R/3 suite. sap believes this will be 
the key to extending its franchise 
into e-business. 

Chuck Phillips, an analyst with 
Morgan Stanley, cites at least two 
reasons for agreeing: 

One: process cohesiveness-~the logical 
view of the chain of commerce isn’t dis- 
jointed because of technical incompat- 
ibilities. The user thinks of the process as 
one function with a series of related steps and would prefer 
not to traverse through dissimilar systems with inherent 
data leakage between them. Two: technical simplicity—-the 
integrated view for better decision-making is achieved 
without the brittle, custom links built between front-office 
and back-office systems not designed to work together. 
Staying with the same system to capture or initiate an order 
or track and prosecute a settlement has an appeal to any- 
one who's gone through an integration exercise. 
Not content with relying on their existing big com- 
pany-installed bases to ensure their e-commerce 
success, both Oracle and sap are using the Internet 
to offer smaller firms (which might in the past have 
opted for a low-price Microsoft solution) web-based 
applications to rent on a per-user, per-month ba- 
sis--“apps on tap”, in the jargon. Part of the cost- 
efficiency, according to Gary Bloom, who is respon- 
sible for Oracle’s Business Online, is that small and 
medium-sized companies no longer need to com- 
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pete for expensive rr professionals. A small team of 
experts can serve many customers from a single data 
centre. It is also ideal for the needs of young, fast- 
growing e-businesses because it can meet their 
needs as they expand, and will not absorb precious 
venture capital. 

Both sap and Oracle also intend to become fully 
fledged business-to-business portals. MySap.com, 
which will be launched later this year, is intended to 
be a meeting place and business centre for all the 
companies using sap software. A new web-based in- 
terface will give sap users access to applications and 
content that run on the portal, such as travel- 
reservation systems and online procurement en- 
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Just wait till big 
business turns 
e-business 


gines. sar says the site will help to identify trading 
partners, and will be a central point for negotiating 
the sale of goods and services. According to Mr Elli- 
son, Business Online will also quickly evolve into a 
web-based business community. PeopleSoft, anoth- 
er ERP company, has announced similar plans to 
become a horizontal business portal, and Siebel has 
recently launched Sales.com, a portal for mobile us- 
ers of its software providing sales leads, company 
profiles and other services. 

The broad model which all four are following 
was established earlier this year by Ariba, a compa- 
ny that makes procurement software. In partner- 
ship with Hewlett-Packard, Ariba has established 
the Ariba.com network for its customers, a business- 
to-business portal that acts as a middleman, manag- 
ing the procurement of office supplies for 33 big 
technology companies, including Cisco and Hew- 
lett-Packard. 

Without the automated processes that ERP pro- 
vides, large-scale e-business would be next to im- 
possible, so it is hard to believe that the big erp ven- 
dors have had their day. Indeed, ironically, it may be 
that only when a company cominits itself to becom- 


The real revolution 


HE Internet seems to spawn new businesses and 

business models every day. Some of these new 
businesses will, in time, become established giants, 
and some of them may dominate their particular 
sectors. The qualities they share are a deep under- 
standing of how technology can serve their business 
strategies, a proven flair for implementing those 
strategies, and unlimited ambition. A few, such as 
Amazon.com and E*Trade, are already on the way 
to achieving that kind of success. Most, despite to- 
day’s towering market capitalisations, will simply 
fade from view, unable to hold on to their much- 
vaunted “eyeballs”, or turn them into solid profits 
that build long-term businesses. 

Of the entirely new business models made pos- 
sible by the Internet, it is the infomediaries that have 
the potential to be both highly profitable and diffi- 
cult for rivals to dislodge. They can also vastly im- 
prove the efficiency of even low-tech vertical mar- 
kets, such as road haulage or steel. But impressive 
though these fiercely entrepreneurial firms may be 
(and downright terrifying for some of the old- 
fashioned bricks-and-mortar companies whose 
necks they are breathing down), they are just a harb- 
inger of what is coming. 

In a presentation to Wall Street analysts a few 
weeks ago, Lou Gerstner, the boss of 18m, described 
the new “dot-com” companies as “fireflies before 
the storm—all stirred up, throwing off sparks”. But 
he continued: “The storm that's arriving—the real 
disturbance in the force--is when the thousands 
and thousands of institutions that exist today seize 
the power of this global computing and communi- 
cations infrastructure and use it to transform them- 
selves. That's the real revolution.” 

Mr Gerstner went on to say that although Ama- 
zon.com might be an interesting retail concept, it 
would pale into insignificance against what Wal- 


ing an “extraprise” that it will start to see a return on 
its earlier ERP investment. 

Nor is the err market as saturated as Mr Siebel 
claims. It may be true that a third of the world’s top 
1,000 companies are knee-deep in erp, but industri- 
es such as financial services and telecoms are only 
just getting tailor-made applications. Renting will al- 
so extend erp into small and medium-sized busi- 
nesses; and the Internet will hugely increase the 
number of ere users in each company. 

However, not every customer will be, happy 
about the erp companies’ insistence on owning ev- 
ery software link in the integrated value chain. 
Some companies will want to “pick-and-mix” ap- 
plications to gain competitive advantage in their in- 
dustry and avoid becoming the prisoner of a single 
vendor. Because the value of e-business rests so 
squarely on the ability to extend processes and in- 
tegrate with other companies, customers will de- 
mand open interfaces and a commitment to sup- 
port both formal and informal standards and 
protocols. If there is one industry where the values 
of the new business ecosystem might be expected 
to apply, it is surely 1T. 








Mart was gearing up to do; that Netbank’s signing up 
of 8000 accounts in three months was also in- 
teresting, but not nearly as interesting as BancOne’s 
John McCoy declaring that his growth strategy for 
what is one of America’s most go-getting banks was 
shifting from acquisitions to providing Internet- 
based financial services. 

Just as interesting to Mr Gerstner was the recent 
declaration by Jack Welch, the boss of ce, that the 
Internet was the biggest force he had seen in a long 
career, and a visit by the entire top management of 
Philips, an electronics firm, to 1gm’s headquarters in 
Armonk to find out what they needed to do to turn 
their company into an e-business. 


Who’s the biggest of them all? 


Mr Gerstner could not resist adding that although, 
perish the thought, em should not be considered an 
Internet business, about a quarter of its revenues of 
$80 billion was coming from e-business-related 
sales. Put another way, 18m’s Internet revenues and, 
even more to the point, its profits, dwarfed those of 
all the top Internet companies combined. Taking the 
financial results of the top 25 Internet “standard 
bearers” together—the Aoxs, eBays, Yahoos and so 
on—they collectively generated about $5 billion in 
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Keep it confidential 





UST about any computer-based sys- 
tem is vulnerable to external attack. 
But as companies move more of their 
core processes and transactions to the 
Internet and become e-businesses, they 
become potentially far more vulnerable 
because the Internet increases the num- 
ber of entry points exponentially. 
Exposure may take a variety of 
forms. Apart from simple theft, fi- 
nancial documents may be altered and 
illicit transactions carried out in the 
company’s name. The interception and 
abuse of credit-card or banking in- 
formation may compromise a customer. 
Confidential documents may be made 
public or passed to competitors. Copy- 
rights and patents may be infringed. 
Above all, incalculable damage may be 
done to a firm’s brand or reputation. 
Without adequate security tech- 
nology, therefore, e-business rapidly be- 
comes untenable. The trouble is that the 
Internet was originally designed with 
interoperability rather than security in 
mind. Grafting the requirements of 
business—that transactions should be 
private, secure, guaranteed and timely— 
on to the Internet has not been easy. 
The first point of defence for most 
companies is the “firewall”. In essence, 
it is a gateway allowing safe external 
connections to internal applications. 
These gateways should stop outsiders 
without the right credentials from get- 
| ting access to things they shouldn't. 
There are at least three other main 
ingredients of Internet security. The first 





is encryption. If data is sent in “clear 
text”, anyone can intercept and read it. 
Encryption, depending on whether it is 
“soft” or “hard”, can make life difficult 
or next-to-impossible for would-be 
snoopers. America is still debating the 
ban on exporting applications with 56- 
bit keys (the most secure), and some 
governments are demanding a right of 
access to such keys so they can catch 
out criminals and terrorists. 

The second is authentication of 
identity. This, too, can take soft and 
hard forms. It can amount to a simple 
password, or it may call for a digital sig- 
nature. Messages are sent with a “hash 
code” that represents a unique signa- 
ture. When the message is received, the 
code is checked to see if it matches code 
held by the recipient. Data may also be 
digitally signed as well as encrypted to 
ensure that it has not been tampered 
with. Digital signatures may be held and 
checked by trusted third parties, such as 
banks or credit-card companies. 

But even that may not be secure 
enough for some companies. One in- 
creasingly popular alternative is the 
“virtual private network”. vrns offer a 
controlled pathway through the In- 
ternet to which only authorised users 
have access and along which only au- 
thorised data can travel. vens “tunnel” 
through the Internet, wrapping user da- 
ta in Internet-protocol (Ip) packets that 
hide the underlying routing and switch- 
ing structure of the Internet from send- 
ers and receivers. 





A further recent innovation is the 
public-key infrastructure (PKI), a com- 
plete set of products to provide total se- 
curity. According to the Butler Group, 
an rr consultancy, such a set should in- 
clude, among other things, public-key 
digital certificates (or electronic means 
of identification), somewhere to store 
them, means of revoking them, auto- 
matic updating of key pairs and certif- 
icates before expiry, key storage, back- 
up and recovery, and secure client-side 
software. Some companies, such as Veri- 
Sign, are offering centrally managed, 
outsourced pki services, though the 
prospect of putting a company’s entire 
security in somebody else’s hands may 
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revenue and lost around $1 billion last year. 

Mr Gerstner’s point is well made, When a really 
large company moves some or all of its operations to 
the web, important things start to happen. The first 
is a ripple effect. All the big company’s trading part- 
ners come under intense pressure to turn into e- 
businesses too. The big firm, having invested a lot of 
money in e-business infrastructure, is determined to 
get a return on it. Customers and suppliers who 
want to trade the old-fashioned way will get frozen 
out, while those who “get it” will simply win more 
business. 


The tsunami effect 


A case in point is Ge. It has developed the Trading 
Process Network, a web-based link to its suppliers 
that enables them easily and quickly to make bids 
for GE components contracts. It features an electron- 
ic catalogue, the ability to make electronic purchases 
and the option of paying online with an electronic 
credit card. The system has cut procurement cycles 
in half, processing costs by a third and the cost of 
goods purchased by 5-50%. Ge now does well over $1 
billion-worth of web-based business annually. The 
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number of its suppliers has come down, but the re- 
maining ones have become more efficient. 

Once companies start trading in this way, they 
soon begin to collaborate more closely too. For ex- 
ample, Chrysler has pooled more than 25,000 ideas 
for cost-cutting measures from its suppliers. It reck- 
ons it saved $1.5 billion in 1998 and could reach $3.7 
billion when all the schemes are fully implemented. 

Or take Visteon, Ford’s $18 billion parts division. 
Visteon has two main classes of customer: other car 
manufacturers, who put in large, relatively predict- 
able orders, and for whom electronic data inter- 
change over value-added networks was a satis- 
factory, albeit expensive, solution; and thousands of 
dealers and after-market parts distributors, for 
whom it was not. 

Visteon has deployed Netscape’s Commerce- 
Xpert Internet applications to bring the same sort of 
speed and certainty to small dealers ordering parts 
as used to be expected by manufacturers. This not 
only gives them a better service, but also allows Vis- 
teon to gather information far more effectively and 
expand into new markets. Visteon’s chief informa- 
tion officer, Chris Mann, says that to reach these cus- 
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tomers efficiently, “the conventional supply chain is 
no longer appropriate. It's not sequential, it’s more 
like a web.” Visteon can also use the Internet’s flex- 
ibility to do more for its customers than before. 

Ford is also spending more than $300m on its In- 
ternet computing infrastructure to support a series 
of web-based applications that it hopes will make 
car-buying more personalised. At the same time it is 
trying to redefine itself as a consumer business rath- 
er than a manufacturer. 

Another thing that big companies bring to the e- 
business party is critical mass. rem, enthusiastically 
gobbling its own dog food, may be the biggest e- 
business of all. This year it expects its sales over the 
Internet to total nearly $15 billion—more than Cis- 
co’s total revenues, boasts Lou Gerstner~compared 
with $3.3 billion last year. Customers will visit 13m’s 
home page 28m times this year for e-service and 
support. These self-service transactions will save 
$600m. And by electronically procuring more than 
$12 billion-worth of goods over the Internet this 
year, 1BM will eliminate about 5m paper invoices. 

As for Wal-Mart, that is still a question of wait 
and see. Nobody understands the concept of the in- 
tegrated value chain better than the world’s biggest 
retailer. It has always seen itself as buying for, rather 
than selling to, its customers. It works very closely 
with big suppliers such as Warner-Lambert and 
Procter & Gamble. It also shares a mass of in- 
formation on stocks, updated daily, with over 4,000 
suppliers who are connected to its private network. 





But thus far, the $138 billion shopping giant has 
remained wary of the Internet. Its website looks am- 
ateurish. The selection of merchandise is patchy, 
and order fulfilment is inconsistent and does not 
seem to be integrated with Wal-Mart’s super-effi- 
cient back office. Even more surprisingly, Wal-Mart 
has yet to exploit the data being gathered by its on- 
line operation by building up records of customer 
preferences. Wal-Mart’s website is due to be re- 
launched in the autumn-—according to Mr Gerstner, 
in spectacular form. 


New rules of engagement 


So, back to the original question: is e-business the 
biggest thing since the industrial revolution, or is the 
Internet just another useful tool for speeding up 
business communications, a bit like the telephone? 
The answer may lie somewhere between the two. 
The Internet goes far deeper into industrial and 
business processes than the telephone, but it is not 
creating entirely new industries. At least not yet. 

It is also still early days to judge the Internet's full 
significance for the way business is conducted, even 
allowing for the faster adoption of new technology 
that it both furthers and is a part of. That said, most 
of the pure technology issues now seem to be largely 
resolved, or at least well on the way towards resolu- 
tion, as in the case of privacy, security and lack of 
bandwidth. 

The big unknowable is how a completely net- 
worked world will change the way people work 
with each other. In the past, the rules of business 
were simple: beat the competition into submission, 
squeeze your suppliers and keep your customers in 
ignorance the better to gouge them. At least every- 
body knew where they stood. The new technology 
makes an unprecedented degree of collaboration 
possible, but nobody can predict how far that will 
reach outside the boundaries of individual firms, 
and how people will adapt to rapidly shifting busi- 
ness alliances and federations. Nor is it clear how 
companies will respond to ever more demanding 
customers with perfect market information. 

Allin all, then, e-business is far more about strat- 
egy than about technology. Early e-commerce com- 
panies have used their understanding of the tech- 
nology’s potential and the absence of any baggage 
to steal a march and enter markets that would previ- 
ously have been closed to them, but in future simply 
having a good business idea and being technologi- 
cally smart is unlikely to be enough. 

The big battalions of global business have taken 
a little longer to see the opportunity and work out 
how to adapt their multi-layered supply chains and 
diverse distribution channels, to say nothing of their 
melange of legacy rt systems or their inherently con- 
servative customers. But they are getting there now, 
and it is they and their customers, not the Internet 
start-ups, that will increasingly define what e-busi- 
ness means. Because the main actors will be estab- 
lished rather than new businesses, the process will 
feel more like a highly telescoped evolution than a 
revolution. But revolutions come and go; evolution 
sticks. The ways in which the Internet is changing 
the world may be less spectacular than some of its 
enthusiasts might wish, but a good deal more pro- 
found. 
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Of suburbs and cities 


England’s northern cities are losing population, while the south-east struggles 
to meet the demand for new homes. Our first report looks at the government’s 
search for an urban strategy, our second at dereliction in a northern city and 
our third at a booming south-eastern town 


RITAIN is a small and crowded island— 
or soit feels to anyone driving around its 
south-eastern corner. Motorways in and out 
of London are clogged with traffic. No soon- 
er do you drive through one small town than 
you seem to hit the next one. And there is 
more to come. At Canary Wharf in London, 
an inquiry is being held into how to cope 
with the projected demand for 114m new 
homes in the south-east by 2016. London also 
continues to expand. Its population has in- 
creased from 6.9m to 74m since 1991. 
Contrast that with the fate of the great 
northern cities. Manchester, for instance, has 
lost.a third of its population since 1961. Liver- 
pool is still shrinking fast. Although demand 
for new suburban private housing is still 
quite strong in the north, in many northern 
inner cities local governments are finding 
that even recently renovated public housing 
is unlettable. The economic boom. in the 
south-east—which is growing twice as fast as 
the rest of the country—is. meanwhile suck- 
ing people in. A report published by the Jo- 
seph Rowntree Foundation on June 24th 
found that, in 1994-97, an average of 23,000 
people a year moved outof the north of Eng- 
land, while the south-east gained an average 
of 70,000 people from the rest of the country. 
To ministers in Whitehall, the solution 
seems tantalisingly clear. Engineer a revival 
in the cities, particularly up north, and so re- 
lieve the pressure to build over the diminish- 
ing supply of countryside in the south-east. 
With the government's blessing, plans 
for urban renewal will be unveiled next 
week, when the Urban Task Force delivers its 
long-awaited report. The task force is chaired 
by one of Britain’s most famous architects, 
Lord Rogers, the creator of the Pompidou 
Centre in Paris and London’s. Millennium 
Dome. Inan interim report issued earlier this 
year, Lord Rogers issued a ringing declara- 
tion of intent “urban policy must be todias- 
tically limit suburban sprawl and ‘out-of- 
town development.” John Prescott, the dep- 
uty prime minister, says he wants to ensure 
that 60% of new housing development goes 
on “brownfield sites”—in other words, sites, 
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usually in cities, that have been built on be- 
fore. Next week Lord Rogers will seek to 
show how this can be done. 

He has already given a warning that ur- 
ban revival will not come easily or cheaply. 
The task force will propose far-reaching re- 
forms to planning, taxation and housing leg- 
islation. These will include tax incentives for 
urban development, reforms of compulsory 
purchase orders to make it easier for councils 
to develop key sites, and grants to encourage 
developers to build on contaminated land. 
Central to the proposals is the desire to redi- 
rect development to the cities by changing 
the fiscal incentives for developers. 

Lord Rogers is likely to shy away from 
proposing a tax on greenfield development, 
although he would like to make it harder to 
get planning permission for out-of-town de- 
velopments, Instead the report concentrates 
on the removal of numerous obstacles faced 
by city developers. At present builders of 
new homes are exempt from var (sales tax) 
while developers who wish to convert exist- 
ing buildings have to pay at the full rate of 
17.5%. The task force is likely to suggest that 


Prescott and Rogers recce the wreckage 


this anomaly should be ended, to create—as 
it were~-a level building site. 

But Lord Rogers does not simply want to 
alter the tax system; he also wants to change 
deeply ingrained cultural habits. For many 
Britons, middle-class life equals a house and 
garden; high-rise flats equal a slum, But if 
people are to live in higher densities in cities, 
more of them will have to live in flats. There 
are some signs of this happening: loft apart- 
ments have become trendy for yuppies in 
Manchester and Liverpool. And as Lord Rog- 
ers points out, some of the most fashionable 
areas of London, such as Chelsea, are among 
the most densely populated. 

The task force will propose that three ur- 
ban development centres should be set up 
around Britain, and would like to see an ar- 
chitecture centre in every large city. The idea 
is to change the perceptions created by the 
failure of the public-housing projects of the 
1950s and 1960s, and to show that high-rise 
flats needs not be a byword for decay. 

But the problem of urban decay goes 
well beyond architecture. So the report is al- 
so expected to support the establishment of 
“urban action zones” to speed up and co-or- 
dinate urban regeneration, Improving the 
quality of schools, hospitals and other pub- 
lic facilities and cracking down on anti-so- 
cial behaviour are seen as vital. And indeed 
all of these themes are already the subject of 
other government schemes. Ominously, 
they were also themes of urban regeneration 
schemes launched by the Tories in the 1980s, 
after a spate of inner-city riots. 

AtCanary Wharf, meanwhile, the inqui- 
ry into the future of the south-east is grap- 
pling with the opposite end of the problem: 
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BRITAIN 


how or whether to discourage the demand 
for more and more housing in the suburbs, 
towns and new estates of the south-east. The 
inquiry is considering a plan for future de- 
velopment in the south-east drawn up by 
Serplan, a conference of local authorities 
ranging from Oxfordshire and Berkshire to 
East Sussex and Kent. 

The south-eastern councils have already 
rejected the traditional government plan- 
ning philosophy, known as “predict and 
provide”. This involved making projections 
of likely demand for housing, and then pres- 
suring councils to build the new houses. 
Looking at demographic trends—family 
break-up, an ageing population and an in- 
creasing trend for both the elderly and young 
to want their own place—the government 
has made the controversial prediction that 
Britain will need 4.4m new homes by 2016. 
This is the equivalent of a new city almost 
two-thirds the size of London. 

But Serplanners point out that restricting 
supply may also restrict demand: people 
may stay at home longer, or move out of the 
south-east altogether. Their draft proposals 
envisage about 900,000 homes being built in 
the south-east between 1991 and 2016, 20% 
fewer than the government's household pro- 
jections for the area. 

This stance has been welcomed by the 
Council for the Protection of Rural England 
(crre) and other environmental groups. But 
itis a message that has antagonised econom- 
ically powerful interests. Michael Roberts of 
the Confederation of British Industry is con- 
cerned by the plan’s restrictive tone. He calls 
its proposals “vague, unrealistic and contra- 
dictory”. The House Builders’ Federation ar- 
gues that restrictive policies will increase 
house-price inflation, road congestion and 
labour shortages, in a part of the country 
crucial to Britain’s economy. 

It would certainly be risky to restrict the 
growth of businesses in the south-east delib- 
erately. The government would love to direct 
jobs and investment to the northern cities, 
but regional planning is ever harder in an age 
of footloose capital, when a business is as 
likely to relocate to Lille as to Liverpool. 
Housing is another matter. If planning per- 
mission is refused in the south-east, people 
may just economise on housing space—per- 
haps even living in more of those flats that 
Lord Rogers is so keen to see. 
= 





Newcastle 


The worst end 


i D rees from the arching Tyne 
bridge, the west end of Newcastle 
ought to bea great place to live. The airis clear 
and the views across the river to the hills of 
county Durham are fabulous. It is a short 
hopin a bus to the nightlife of the city centre. 


66 





And yet, in parts of the 
west end, one in seven houses 
lies vacant, with metal shutters 
across the doors and windows, 
In Scotswood, ploughed earth 
is all that is left of a block of 
housing association properties 
built only a few years ago— 
and knocked down when it 
transpired that hardly anyone 
wanted to live in them. In the 
back-to-back terraces of pri- 
vately owned houses in parts 
of Benwell and Elswick, people 
cling on in unsellable homes 
surrounded by boarded-up 
properties. In the shunned ar- 
eas such as Benwell, council 
homes valued at £24,000 more 
than a decade ago are now 
worth as little as £2,000 ($3,150). 
Just a couple of miles away, in 
the desirable suburb of Gos- 
forth, family homes are going 
for as much as £350,000. 

What is the problem? Ob- 
vious answers such as unemployment or 
lack of investment do not fully explain the 
plight of areas like Benwell. The west end 
had been the subject of an urban regenera- 
tion project which poured in £125m of pri- 
vate- and public-sector investment between 
1992 and 1997 in an effort to improve hous- 
ing, provide jobs and combat crime. The 
scheme had some success—crime levels are 
substantially down and some areas of shops 
and homes are smart and tidy. But overall, 
the project has only slowed the slide. Even 
though the council has demolished about 
2,000 houses since 1981, there are still about 
7,000 empty privately owned and publicly 
rented houses in Newcastle. 

There are jobs in the area. The west-end 
housing estates, for example, overlook a 
business park where companies such as Brit- 
ish Airways have set up call centres employ- 
ing thousands of people. But where 30 years 
ago west-end residents walked down the hill 
to work in their thousands, few now do so. 

A large part of the problem is that it is 
hard to rescue an area’s reputation, particu- 
larly when there are plenty of other housing 
options available. Newcastle has lost more 
than 10% of its population since 1971. So there 
is space in other parts of the city, and in the 
surrounding countryside. People who can 
move do move. Council officials talk of one 
street in the Benwell area which virtually 
emptied inside a week, once a known drug- 
dealer moved in. 

The city council has decided that further 
patchwork action is useless, and is now look- 
ing at more radical action to reverse decline. 
On June 23rd, a committee authorised offi- 
cials to work on plans to increase the popula- 
tion of Newcastle. It is thought to be the first 
time any British city has explicitly set pop- 
ulation growth as a goal. 








All is not well in Benwell 


Rather than patching up areas like Ben- 
well, the council is planning large-scale dem- 
olition of crumbling rented housing. Private 
firms will then be brought in to build a mix of 
new private- and public-sector housing. Ar- 
eas may be renamed and remarketed. Private 
developers will be given an incentive to build 
in run-down inner-city areas, by being given 
a reciprocal permission to build 2,500 new 
private houses in the green belt—so easing the 
price pressure in the plusher suburbs. 

As well as housing, the plan will embrace 
education, health, transport, leisure and 
crime prevention. The council says that it has 
persuaded private housing-developers to 
help pay for new schools and roads. Brian 
Ham, a council official, admits that pulling 
off redevelopment on this scale is a tall order. 
But Newcastle cannot afford the alternative, 
he says, which is that people continue to 
leave the inner city, that council-tax bills con- 
tinue to soar for those left behind, and that 
public services and areas such as the westend 
steadily grow worse. 

a 





The south-east 
SpReading 


READING 


SCAR WILDE once wrote a mournful 
poem in Reading jail. These days the 
town may be a happier place for convicts. 
Reading is in the grip of such a powerful eco- 
nomic boom that the council is thinking of 
looking for workers for local shops among 
the ranks of ex-prisoners. 
Reading endures a reputation as a dor- 
mitory for commuters. In fact, this town of 
143,000 people, 40 miles (65km) west of Lon- 
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don, finds itself at the centre of the region’s 
booming service economy. A stream of in- 
formation-technology and financial-ser- 
vices businesses has headed for Reading: 
software companies Microsoft and Oracle, 
for instance, have set up shop in the Thames 
Valley Business Park, east of the town. More 
incomers are expected: to the south, near the 
new 25,000-seat football stadium, Pruden- 
tial, a large insurer, is building 2.25m square 
feet (209,000 square metres) of office space, 
increasing Reading’s current total by about 
one-third. With the confidence born of pros- 
perity, Reading Borough Council aspires to 
see the town promoted toa city. 

Economic success, however, is bringing 
the inevitable strains. Traffic is heavy and 
house prices in the town have risen sharply 
in the past year. One local estate agent esti- 
mates that for every seller there are five 
would-be buyers. The biggest sign of strain, 
however, is in the labour market. “We have 
stopped saying there’s a skills shortage,” says 
Mark Sharman of the Thames Valley Cham- 
ber of Commerce. “There’s actually a labour 
shortage.” Of 91 Reading firms which have 
responded to the chamber’s latest quarterly 
economic survey, 57 have tried to recruit 
staff in the past three months. Of those, 45 
have had trouble finding employees. 

Anecdotal evidence is easy to find. The 
local weekly paper has 20 broadsheet pages 
of job adverts. When a huge s&o do-it-your- 
self store opened last month, it was 40-45 
employees short of the 250 it was seeking. In 
the town centre, shop after shop has a sign in 
the window advertising vacancies. Indeed, it 
is in retailing that the problems of recruit- 
ment are most acute, and about to become 
worse. This September, a new shopping and 
leisure centre, the Oracle (no relation of the 
software firm), is due to open in the middle of 
the town. At 700,000 square feet, it will in- 
crease the amount of town-centre retail 
space by one-third. The Oracle needs 3,500 
people to staff its new shops, its 15 restau- 
rants and bars, and a ten-screen cinema. 

The snag is that fewer than 2,000 people 
in Reading are claiming unemployment 
benefit. So to fill vacancies, the Oracle and 
the town’s existing retailers have joined 
forces with local government and the cham- 
ber of commerce to rustle up recruits. They 
are looking well beyond the registered un- 
employed: mothers returning to work; stu- 
dents; retired people; even, says the council’s 
Simon Quin, some ex-prisoners. A “retail 
skills register” has been set up for anyone 
with any interest in shop work, if only for a 
few hours a week. A recruitment fair was 
held a fortnight ago. 

Not surprisingly, the first day of the fair, 
a Friday, attracted mainly unemployed peo- 
ple. But the last, a Sunday, attracted many 
people with jobs already—suggesting that, 
as jobs are filled, vacancies and headaches 
for other employers will be created. It is tell- 
ing that the retailers thought it necessary to 
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spread the jobs fair over three fulldays. After 
all, many places would envy Reading's prob- 
lem. In some British towns, there would 
have been a flood of eager job-seekers with- 
in three minutes. 


Northern Ireland 


Last chance? 


HE agreement which was supposed to 

bring a peaceful settlement in Northern 
Ireland has scraped through repeated trials, 
but even the stoutest optimists are now 
quailing. The “marching season” with its tra- 
ditional street conflict will reach its annual 
climax over the next fortnight. And June 
30th, the final deadline for devolving power 
to a Belfast assembly, is approaching fast, 
with little apparent prospect of resolving 
disagreements. As ever, the dispute is over 
whether Sinn Fein, the political wing of the 
ira, can be allowed to takea place in the gov- 
ernment without the “decommissioning” of 
IRA’s Weapons. 

The approach of the deadline only seems 
to be encouraging a hardening of positions. 
Gerry Adams, the leader of Sinn Fein, says he 
is prepared to compromise but repeats his 
usual denial of any link with the rra. Thereis 
not the slightest sign of ira preparedness to 
hand over the weaponry unionists demand. 
David Trimble, the leader of the Ulster 
Unionists, who a few weeks ago appeared to 
flirt with the idea of allowing Sinn Fein into 
the government before decommissioning, 
has hardened his position. He has reap- 
pointed Jeffrey Donaldson, an mp who has 
always opposed the agreement, to his nego- 
tiation team. And he has implied that Tony 
Blair should sack Mo Mowlam, his much- 
lauded Northern Ireland secretary. 

Those determined to hope still cling to 
the series of Trimble about-turns in recent 
years, or the possibility of matching “demili- 
tarisation” moves by the British army and 
the ra. Rising tension surrounding march- 





And for Trimble, no way out either 


BRITAIN 


es, however, may clinch the argument of the 
security forces that they must retain the abil- 
ity to respond to suddenly increased vio- 
lence. Certainly Mr Blair did not sound opti- 
mistic in the House of Commons on June 
23rd, when he spoke of the next week as 
Northern Ireland’s “last chance” to salvage 
the peace agreement. 

With the collapse of the agreement 
looming, the political parties are now posi- 
tioning themselves. The key question is 
whether the Blair government would then 
dissolve the Stormont assembly, and go back 
to running Northern Ireland directly from 
London, The Protestant unionist parties 
want Stormont retained come what may. As 
the seat of the old unionist parliament, it has 
merit for unionists, if an assembly there can 
be detached from the agreement's frame- 
work of power-sharing with Sinn Fein. But 
both peaceful Catholic nationalists and Sinn 
Fein insist that Stormont makes no sense 
without cross-community power-sharing. 

Mr Blair refuses to spell out his alterna- 
tive if the deadline is not met, though there 
have been hints that Stormont will be sus- 
pended, if not wound up. Mr Trimble wrote 
in The Times on June 2and that “closing the 
Assembly even temporarily will destroy the 
Agreement. Abandoning the Agreement at 
the beginning of the summer would be sim- 
ply irresponsible. Worse, it will be the gov- 
ernment resolving the decommissioning is- 
sue in favour of the terrorists.” 

Previous crises in the switchback history 
of the peace process were resolved, or at least 
postponed, after all-night sessions chaired 
by powerful outsiders: the former American 
Senator George Mitchell, or Mr Blair himself 
with the assistance of the Irish prime minis- 
ter, Bertie Ahern. But the tactic’s potency has 
faded. Perhaps even in his own mind, Mr. 
Blair’s “can-do” lustre has been dimmed by 
over-exposure. 

The prime minister’s gloom has nodoubt 
been fed by Conservative anger at the release 
from prison on June 2and of Patrick Magee, 
the ma man who master-minded the bomb 
attack on the Tory party conference in 1984 
which took five lives, permanently injured 
several others, and came close to killing Mar- 
garet Thatcher. The sentencing judge said Mr 
Magee should spend 35 years in jail; he has 
served 14. He is the 277th prisoner released 
prematurely under the terms of the agree- 
ment, with 230 awaiting release dates. Re- 
publicans hurried him away from the Maze 
prison without comment but Conservatives 
and unionists were quick to argue that terror- 
ists had gained huge advantages from the 
agreement while holding on to their armou- 
ries. Some in Downing Street may even sym- 
pathise with this complaint. In the first com- 
ment No 10 has made on a specific release, a 
spokesman noted grimly that Mr Magee’s re- 
lease had come despite the lack of progress 
on decommissioning. 






































A long way from Paris 


OUdidnotread it here first. But you almost did. For your colum- 

nist heard it for the first time over dinner several months ago 
with one of those sleek young men in William Hague’s inner circle. 
Bagehot had been asking with his usual delicacy whether the Tory 
leader’s prospects of ever winning an election were not ever so 
slightly—how might one put it?—fantastical, mad and utterly out of 
the question given the overwhelming popularity of Tony Blair. Ah 
yes, returned the sleek young man. “But never forget that Tony Blair 
is a long way from Paris.” 

Aclever answer. It was a matter of trifling importance, the sleek 
young man seemed to be suggesting, that New Labour’s Grande Ar- 
mée was advancing on every front, trampling over the Tory heart- 
land and forcing the Conservatives 
to fall back in disarray, torching all 
behind them. Unlike Mr Blair, a tres- 
passer in the land of the centre- 
right, Mr Hague would stick to his 
old faith and refuse to surrender. Let 
Mr Blair occupy Moscow. Neither 
he, nor especially his party, would 
ever be at home there. At some 
point, cold and vulnerable and a 
long way from home, he would be 
compelled like Napoleon after the 
battle of Borodino to turn his troops 
around and lead them back through 
a merciless winter. Of course, Napo- 
leon was never quite defeated dur- 
ing his long retreat. But by the time 
he crossed back over the Berezina 
river, an army which had sallied 
forth with more than 400,000 sol- 
diers was left with only 10,000 men 
fit for battle. And in Paris there were 
rumours of a coup d'état. 

At the time of that dinner, the 
“long-way-from-Paris” theory had 
no more than a superficial plausi- 
bility. In his pursuit of the “third 
way” and the middle-class voter, Mr 
Blair had indeed marched the La- 
bour Party a long way from its famil- 
iar territory. Maybe the old soldiers 
would grow weary, disaffected or homesick, and melt away. But 
however hard he tried, Bagehot could not quite see Mr Hague in the 
role of Marshal Kutuzov, patiently luring Mr Blair way beyond his 
supply caravan. The analogy was a clever one, but on closer inspec- 
tion looked mainly like a clever way to put a preposterously brave 
face on the Tories’ troubles. Your columnist drained his claret, filed 
the idea away and forgot all about it. 

Perhaps this was a mistake. Over the past fortnight the long- 
way-from Paris theory has spread beyond hopeful Conservatives 
and become something like conventional wisdom among Labour 
supporters as well. New Labour’s collapse in elections for the Euro- 
pean Parliament is construed by some as Mr Blair’s Borodino. He 
would have won, it is said, except for the fact that formerly loyal 
troops, not caring for a prime minister who had travelled so far right, 
chose to withhold their votes, As yet there is nocoupd’état, but there 
are mutinous rumblings. Peter Hain, a junior minister tipped forele- 
vation, confesses to the New Statesman that Labour's natural sup- 
porters find the government's relentless pursuit-of the Daily Mail 
Middle-England voter “gra 





_ with losers. Under his government, there would be no going back 


general secretary of the GMB union, says the same. Even John | 
Monks, general secretary of the Trade Union Congressand proud | 
to be a “moderniser”, accuses the party of treating core support- | 
ers like “embarrassing elderly relatives”. To cap it all, soot-faced | 
miners from the Rhondda pop up on television to denounce Mr | 
Blair as more Tory than the Tories. | 
Does this add up to a crisis for Blairism? Hardly, Not all the | 
psephologists in Christendom will persuade thiscolumnthatLa- | 
bour’s reverses in the European elections, or in the Welsh as- | 
sembly elections which Mr Hain masterminded, are a guide to | 
the outcome of the next general election. In Wales, Rhondda’s | 
miners did not feel moved to vote for the uninspiring candidate 
whom Mr Blair decreed should be 

first minister of a glorified talking- | 
shop in Cardiff. The European elec- 
tion was a chance for Eurosceptics 
to register a protest, and for most 
people to register their insouciance | 
by not voting. In neither case was a | 
| 





proper government being elected. It 
takes the wishful thinking of a des- 
perate Tory, or unusual paranoia on 
the part of the Labour Party, to be- 
lieve seriously that either outcome | 
portends mass working-class ab- | 
stention in a general election. | 
No crisis then. But perhaps the | 
fuss does at least amount to a mo- | 
mentof truth. This is because exam- | 
ination shows that in Labour minds 
the long-way-from-Paris theory | 
comes in two versions. The first ver- | 
sion is that Mr Blair has taken his 
party too far to the right and must | 
retrace his steps in order to win back | 
both its heart and the next election. 
The second version is that Mr Blair 
has not really travelled far at all, but | 
only given the artful impression of | 
doing so. In fact, says version two, | 
his government has implemented | 
any number of traditional Labour | 
policies (a windfall tax on priva- | 
tised utilities, a minimum wage, successive budgets that have re- | 
distributed wealth), but has been too subdued in bragging about | 
them lest they disturb the deep sleep of Middle England. Version 
one calls for a change of policy. Version two suggests that Mr Blair 
should change his very good spin doctor, and start emphasising 
his Old Labour achievements. | 
Both versions are surely wrong. Indeed, Bagehot finds him- 
self in rare agreement with Mr Blair’s very good spin doctor, who 
has persuaded the prime minister to brazen it out. A long way 
from Paris? Thank goodness, said Mr Blair this week, declaring 
himself “100%-proof New Labour”. The old place was stuffed 





to the false choice between (Labour) compassion and justice, and 
(Conservative) business and ambition. Having grabbed the cen- 
tre ground in British politics, he intends to stick up a flag, pitch a 


plain, But they complained a lot louder about the four successive 
election defeats their party suffered before Mr Blair set out on his 
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tent and make himself comfortable. Party activists may com- | 
| 
| 
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‘Fluency in a foreign language could help. 


F: 15 years, thousands of 
intermediate and advanced 
language learners worldwide have 
relied on audiomagazines from 
Champs-Elysées to help them 
develop the linguistic skills they 
need to succeed internationally. 
Available in French, German, 
Spanish, and Italian, each edition of 
these unique periodicals features a 
CD or audiocassette packed with an 
hour's worth of news, interviews, 
and conversation about current 
events, politics, travel, the arts, and 
other topics. Along with the audio, 
subscribers also receive a magazine 
containing a word-for-word 
transcript, an extensive glossary, and 
informative background notes that 
provide a context for listening. An 
optional study supplement with 
listening exercises and grammar 
drills is also available for every 
issue, 
Ex of the audiomagazines 

is produced in Europe by a 
team of professional 
broadcasters, journalists, and 


educators. A few hours each month 
is all it takes to build vocabulary, 
improve language comprehension, 
and become more culturally literate. 


Wren you're looking to do 
battle in international 


markets or just have more fun on 
trips abroad, we have the secret 
weapons! For additional information 
go to www.champs-elysees.com. 


Champs-Elysées in French: 
Interviews with legendary couturier 
Hubert de Givenchy and hot-air 
balloonist Bertrand Picard as well as 
features on the 100th anniversary of 
the Opéra Comique and the recent 
alliance of Renault and Nissan are 
just of few of the segments in the 
most recent edition. 


Schau ins Land in German: 

Over the past few months, Schau ins 
Land has visited Stralsund on the 
Baltic coast, looked at the German 
healthcare system, profiled writer 
Erich Kastner, and presented 
features on antinuclear protests in 
Germany and the disappearing art 
of making Gamsbiirte. 


Puerta del Sol in Spanish: 

In the last couple of editions are 
features on church-tower clock 
repairmen and xanas, the wood 
sprites of Asturian folklore, as well 
as a conversation with Isabel 
Allende, daughter of former 
Chilean president Salvador 
Allende, about the arrest of General 
Augusto Pinochet. 


Acquerello italiano in Italian: 
Recent issues have included an 
interview with director Giuseppe 
Tornatore, an examination of the 
controversy surrounding assisted 
reproduction in Italy, and a visit 
to Colletta di Castelbianco in 
Liguria, Italy’s first “wired” village. 


Ooo eeccccccronccrcccoreuecvcoreveseseseseese 


YES! Please rush me my first audiomagazine! 


Champs-Elysées: 0 5 monthly editions on cassette($79) 
O Study supplements, add $20 


Schau ins Land: (15 monthly editions on cassette ($79) 
0 Study supplements, add $20 


O On CD, add $17.50 


C1 On CD, add $17.50 


CO On CD, add $21 


Puerta del Sol: 0 6 
(Available soon on CD. 


Acquerello italiano: © 6 bimonthly editions on cassette ($89) 


[J Study supplements, add $30 


bimonthly editions on cassette ($89) 
© Study supplements, add $30 





*Tennessee residents add 8.25% sales tax. Canadian residents add $4 for shipping. Outside North America-—call-or consult our Web site for prices. 
pping. pi 


Name 





Address 


City/Stare/ZIP 





C Check enclosed. 


Card no. 


Exp. date. 





Email or Phone 


Please charge my [I] VISA [I MasterCard 
(3 Discover [] American Express 





Signature , 








Send check or money order to Champs-Elysées, Inc, Dept. 040, P.O. Box 158067, Nashville, TN 37215-8067, USA + Fax: 615.297.3138 


Ty Order By Credit Card in the U.S. 


Order Online at www.champs-elysees.com 


& Canada: 


1.800.824.0829 
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Summary of the financial year 1998 








PROFIT GROWTH 


Million Euro 





1998 
“The consolidated result has benefited 


from the major gain realised with the sale 
of shares, 


"1996" 1997 













GENERALI GROUP HIGHLIGHTS 






insurance companies operating 
in 50 Countries 


48 holdings 
7 real estate companies 


326 other non consolidated 
subsidiary companies 


32,410 million Euro of premiums 
(+ 54% on 1997) 


120,651 million Euro of provisions 
for insurance liabilities 


133,032 million Euro investments 
894 million Euro consolidated profit 


65,000 insurance experts working 
for the benefit of customers. 












CONSOLIDATED PREMIUMS 





NON-LIFE 






n Others 1,721 


Group Head Office in Trieste (Haly) 
The Generali Group operates in the United Kingdom through 
Generali Global Headquarters, in London 
UK Branch and Generali Global London Regional Office, in London 
Europ Assistance Holdings and Europ Assistance Insurance, 








Generali 

strengthens position 
as ironies 
third-largest insurer. 


The Group 


@ The 1998 consolidated statements sho- 
wed, for the Parent Company’s share, a 
profit of Euro 894 million (68%, on equi- 
valent terms +24.4%), 


@ Consolidated premium income - 
amounting to Euro 32,410 million (+54%, 
without taking into account the new acqui- 
sitions +24.4%) - came from Germany 
32.3%, Italy 25.8%, France 15.7%, Aus- 
tria 5.6%, Spain 5.39%, Rest of the World 
15,39. 59% of the premium income came 
from life business and 41% from non-life. 


© Investments rose 76.8% to Euro 
133,032 million (+12% not considering the 
1998 acquisitions). 


@ The Parent Company’s interest in sha- 
reholders’ funds amounted to Euro 6,777 
million. 

@ ROE reached 15.2% (+11,3% net of ex- 
traordinary profits). ' 


@ At year’s end, work force at the Gene- 
rali Group comprised of 64,851 people, 


In 1998, the following companies ente» 
red the Generali Group: Aachener und 
Münchener Beteiligungs. (AMB), which is 
the parent company of an insurance and 
financial integrated group which ranks 
third in the German market in terms of 

remium income, GPA-Vie, GPA-lard and 
Proxima of France, Banca Svizzera Italia- 
na (BSI) which manages assets worth over 


Euro 20,650 million. 


@ Restructuring of Group operations ai- 
med at enhancing efficiency. and at cutting 
costs has continued in various markets. 


@ The range of the Group’s operational 
tools in the managed assets sector - where 
synergies have been generated between in- 
surance, financial and private pension 
products - has widened with Banca Gene- 
rah, which is now fully operational, and 
with the authorisation obtained in Italy to 
manage the pension funds. 


@ In the early part of 1999, the Group has 
further pursued its policy of expansion: in 
Argentina, Generali has emerged as the 








www.generali.com 


country’s largest insurer following the ac- 
quisition of a controlling stake in Caja de 
Ahorro y Seguro; in Switzerland, Genera- 
li acquired two insurance companies - a life 
and non-life specialists - from Migros, 
the country’s largest consumer retailer, 
with which interesting business prospects 
have been initiated; in the Far East, Gene- 
rali signed an agreement with the Kuok 
Group, a conglomerate with interests in 
the financial, real estate and industrial 
sectors, which has led to the initial esta- 
blishment of two insurance companies in 
The Philippines. 


The Parent Company 


@ Net profit for the year was Euro 312 
million (+7.8%). Per-share dividend was 
Lire 425 (Euro 0.22) for a total payable 
sum of Euro 225 million. 


@ Premium income rose 7.2% to Euro 
6,500 million. Out of this sum, 3,423 mil- 
lion came from life business and 3,077 mil- 
lion from non-life. 


@ The expenses-to-premiums ratio went 
down from 22.5% to 22%. 


@ Investments amounted to Euro 25,818 
million (+9.7%), while investment income 
to Euro 1,745 million. 


@ Shareholder’s funds, including profit 
for the year, was 5,868 million Euro 
(437.3%). 
@ The Company's capital was Euro 
1,059.6 million and shareholders were 
130,000. 


@ The stock exchange quotation of the 
Generali share recorded in 1998 an in- 
crease in value of 70% compared to the ge- 
neral index which rose 41%. 


@ The Board of Directors, which met on 
April 30, 1999, elected Alfonso Desiata as 
Chairman and confirmed Gianfranco Gut- 
ty as Vice-Chairman and Managing Direc- 
tor, Francesco Cingano as Vice-Chairman 
and Fabio Cerchiai as Managing Director. 
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Japan's growth companies 


TOKYO 


The disasters of corporate Japan are well known; less so its recent successes 


FTER shrinking continuously for the past 
18 months, the Japanese economy has at 
last begun to stir. If growth can be sustained 
at anywhere near the 1.9% jump recorded in 
the first quarter—and that is doubtful, not 
least because the government's latest huge 
package of public-works spending will have 
petered out—Japan’s economy could be tru- 
ly back on its feet by early next year. For 
some companies, hope may come too late to 
prevent terminal decline or takeover. Many 
others will emerge permanently weakened. 
Yet it is premature to write off corporate Ja- 
pan. Although much of big business is still 
struggling, leaner little brothers areeven now 
emerging from the rubble—and they will be 
ready and able to take on the world. 

The firms that have thrived during the 
recession include not only household 
names, such as Sony and Toyota, which al- 
ready dominate the world’s shopping malls 
and showrooms, but also new contenders 
that even the Japanese public has seldom 
heard of. Although many of these corpora- 
tions operate chiefly in their domestic mar- 
kets, practically all intend to move overseas. 
Their consistent strength is their attachment 
to that most unJapanese of management 
ideals: corporate focus. 
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The received picture of Japan still con- 
tains much thatis true. It takes a great deal of 
will-power to reject the herd instinct to di- 
versify into every fashionable new field, es- 
pecially when a firm’s main business is suf- 
fering. Japans old growth-at-any-cost 
school of management assumed that it was 
always better to diversify than to face stagna- 
tion or (heaven forbid) redundancies—even 
if that meant entering fields where the com- 
pany had no production facilities, no tech- 
nology, no suppliers, no customers and no 
competence whatsoever. Because of their 
past addiction to investment, many Japa- 
nese firms are also still burdened with too 
much capacity, too much labour and too 
much debt. 

Yet such old “corporate warriors”, bent 
on catching up with America and aided by 
bureaucrats who like to pick winners, belong 
to the past. There is a “hidden” Japan; and its 
future is much brighter. 

Japanese industry has reinvented itself 
once before, after the oil shock of 1973, when 
energy costs more than doubled. One way to 
spot tomorrow's successes is to look at how 
the shipbuilding, steel and heavy-engineer- 
ing firms transformed themselves then. 
Hidetoshi Shioda, an analyst at Nomura Se- 


curities, notes that those firms that could af- 
ford to invest in energy-saving machinery 
managed to forge a lasting lead. 

This time, firms need to spend on re- 
structuring. Redundancies cost a Japanese 
firm some ¥24m ($200,000) per worker, 
about five times the going rate in Europe. But 
because borrowing is now more expensive 
than it was, Japanese firms thatare relatively 
free of debt and can finance their restructur- 
ingout of cashflow ought to havea head start 
over their rivals. 


Spotting the winners 

In chemicals, an obvious winner is Asahi 
Chemical Industry, which sold its low-mar- 
gin resin and synthetic-fibre businesses to 
other chemical firms, and its food interests to 
Japan Tobacco. With its low debt and high 
cashflow, the company is probably in better 
shape today than it was before the bubble 
burst in 1990. The chemicals businessesown- 
ed by the Mitsubishi, Mitsui and Sumitomo 
conglomerates, although nowhere near as 
successful, have likewise shut plants, 
streamlined product lines and disposed of 
non-core businesses. They, too, will one day 
again be strong. 

In industrial electronics, Fujitsu is the 
most promising restructurer. It has long since 
streamlined its overseas operations, got out 
of low-margin microchips, expanded its 
software and computer-services businesses 
and (most recently) merged its European 
computer operations with Siemens. Hitachi 
still has remnants of its former excellence, 
but it has been slow to deal with the short- 
comings of its semiconductor and power- 
generation businesses. 

As well as these restructurers, Japan also 
boasts firms that have thrived all along. Most 
still have their founders around—if only in 
the background—to ensure that the vision- 
ary flame burns on. As businesses, they tend 
to be frugal, self-sufficient and mostly pro- 
vincial. Few have allowed their headcounts 
to get out of line. 

One way to spot them is by their return 
on assets. Whereas the average return for Ja- 
panese companies is little more than 2%, the 
best firms achieve American-like returns of 
8% or more. On this count they have been 
even more frugal, resourceful and energetic 
than the firms that prospered through the oil 
shocks in the 1970s. In those days, the average 
return on assets of such companies was 
around 6%. 

The best are such familiar names as So- 
ny, Canon, Bridgestone, Toyota and Honda. 
Indeed, these stars qualify as “20-20” compa- 
nies—the term that was coined to describe 
the couple of dozen American corporations 
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with market capitalisations in excess of $20 
billion and a record of expanding profits by 
20% a year. 

Those are demanding criteria, given the 
severity of Japan’s recession. So Garry Evans, 
a strategist with HsBc Securities in Tokyo, 
has relaxed them, looking instead for “10-10” 
firms with capitalisations of more than ¥1.2 
trillion that have boosted their net profits by 
at least 10% a year, averaged over the past five 
years. He has found 12, mostly in high- 
growth fields such as electronics, telecoms 
and pharmaceuticals (see table above). 

By definition, all of Japan’s 10-10 compa- 
nies (including the handful of 20-20 super- 
stars) have good growth records. To see how 
consistent they have been, Mr Evans reran 
his calculations using net profit and market- 
capitalisation figures for previous years. Al- 
though the list then became shorter, most of 
the same names cropped up. A few dropped 
off, such as Kyocera, a Kyoto-based maker of 
ceramic packages for microchips. Sankyo, 
Japan’s second-largest drug firm, had the 
longest record among all the 10-10 perform- 
ers. As investments, all of the 10-10 compa- 
nies have outperformed the Tokyo stock- 
market in recent years by anywhere from 
20% to nearly 50%. 

A dozen or so industrial stars are hardly 
enough to rebuild Japan. However, beneath 
them reside dozens of firms which, for vari- 
ous reasons, have outperformed the rest. The 
820 non-financial firms listed on the Tokyo 
Stock Exchange’s first section, for instance, 
saw their revenues fall during the financial 
year that ended on March 3ist by an average 
of 8.9% and their net profits decline by 63.6%. 
But the average is misleading. No fewer than 
87 of these firms actually reported record 
profits. 

What have they been doing right? Some 
are pioneers. Yamato Transport, which 
found a way round government regulations 
that prevented trucking companies from op- 
erating nationwide, has close to half of the 
parcel-delivery businessin Japan and is now 
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spreading abroad. Secom was the first to ap- 
preciate that automatic security systems 
were needed even in law-abiding Japan. 
Profitable for 35 consecutive years, Secom 
has a commanding 60% share of the domes- 
tic market and is also expanding abroad. 

Others have built international reputa- 
tions through their technical excellence. Al- 
though it is not in the same league as Merck 
or Glaxo Wellcome, Takeda, Japan's largest 
drug firm, has a string of original drugs in the 
pipeline—including a fast-acting alternative 
to Viagra. The Osaka-based drug firm cur- 
rently ranks only 14th worldwide, but it 
could soon be among the top ten. Another 
firm, Noritsu Koki, supplies half the mini- 
photo processing labs used in camera shops 
and kiosks around the world. Mabuchi Mo- 
tor has half the world market for tiny electric 
motors used in electronic gadgets and com- 
puter drives. Hoya has huge world demand 
for its patented process for melting and an- 
nealing optical glass, which shrinks produc- 
tion times from 26 days to three days. 

A third group to watch are those that re- 
spond to customers’ changing tastes with a 
stream of improvements. Kao has been prof- 
itable for 18 straight years by sticking to its de- 
tergents, household products and cosmetics. 
The firm employs proportionately three 
times as many people on rap as does Proc- 
ter & Gamble, and it has won awards in 
America and Europe with Bioré pore packs, 
sticky strips that are used to clean skin. Most 
semiconductor makers have been savaged 
by falling prices, but Rohm, the world’s larg- 
est maker of specialist microchips, has 
maintained margins by adding extra func- 
tions to its devices. Yaoko, a supermarket 
chain, has had rising profits for the past ten 
years by freeing store managers to select 
goods to match local tastes. With its small 
cars and motorbikes, tiny Suzuki Motors 
comes out of the same mould as Honda, but 
isan even lower-cost producer. Suzuki is cur- 
rently working with Opel on a new car for 
Europe. General Motors, which owns Opel, 
has a 10% stake in Suzuki. 


Wired worry 


Yet there remains something worrying about 
Japan’s achievers. Although they are superb 
in their chosen fields, too many come from 
the traditional economy. Japan has been 
slower than most industrial countries toem- 
brace the wired economy, and thatis notjust 
because of its recession. A reluctance to dis- 
mantle regulations has kept domestic tele- 
phone and data-transmission costs high. Re- 
strictions on the use of share options and 
equity swaps, only now being gradually re- 
laxed, have cramped entrepreneurs. Whate- 
commerce there is in Japanis being supplied 
mostly by foreign firms, such as Yahoo!, Ja- 
pan’s biggest portal. 

Iwao Nakatani, an economist at Hitot- 
subashi University, notes that the “e-econ- 
omy” accounted for only 6.5% of America’s 





Gop last year. And yet, because it expanded 
by a formidable 65%, the e-economy contrib- 
uted four percentage points to America’s 
overall growth in 1998. Meanwhile, the tradi- 
tional economy stagnated. The problem in 
Japan is that the e-economy still represents a 
mere 1% of Gpp. : 

The government sees the need to change 
that. Earlier this month, its industrial com- 
petitiveness council came out with its blue- 
print for doing so. Unfortunately, though, 
the plan simply designates information, 
telecoms, chemicals and materials as “strate- 
gic growth areas”—which sounds all too 
much like the past strategy of picking win- 
ners, the kiss of death for most entrepre- 
neurs. Little was said about the real obstacles 
such as too much red tape or high taxes on 
capital gains. 

The good news is that Japan’s basic com- 
pany law is being overhauled, after pressure 
from traditional firms. Ironically, the re- 
forms that the captains of industry want, 
such as freedom to spin off divisions, break 
up whole companies, promote employee 
buyouts and encourage broader share-op- 
tion schemes, will benefit Japan’s entrepre- 
neurs more than its metal-bashers. Given the 
chance, and given a genuine commitment 
on the part of the government to deregula- 
tion, the country’s coming crop of e-busi- 
nesses will surely play a big part in the even- 
tual renaissance of corporate Japan. 








Computers 


Bold Ben 


FE an acting chief executive who expects 
soon to revert to the role of non-executive 
chairman, Compaq Computer’s Ben Rosen 
appears to have few qualms about taking big 
decisions. 

A week ago, when he revealed to a 
shocked Wall Street that the firm would lose 
$260m in the current quarter, he further dis- 
mayed analysts by declaring his intention to 
take a massive restructuring charge in the 
next quarter in an effort to eliminate $2 bil- 
lion ofoperating expenses. At the same time, 
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he announced a radical internal reorganisa- 
tion of the company, breaking up Compaq’s 
complex matrix-management structure into 
three product groups and an over-arching 
sales organisation. A few days later, the mar- 
ket learned that Mr Rosen had also ditched 
the Internet plans that the sacked former 
chief executive, Eckhard Pfeiffer, had built 
around AltaVista, a search engine that Com- 
paq acquired when it bought Digital Equip- 
ment Corporation last year. 

Mr Pfeiffer had made AltaVista the vehi- 
cle for Compaq’s Internet ambitions and be- 
lieved that at some point it could be taken 
public to “unlock the tremendous sharehol- 
der value” he saw in the company. Only a 
few months before his departure in April, Mr 
Pfeiffer saw his commitment to AltaVista as 
a demonstration of “Compaq’s strategic in- 
tent to solidify its position as a major Inter- 
net player.” According to Mr Pfeiffer, Alta- 
Vista would become the most useful 
destination for information and commerce. 

Mr Rosen thought so too. Immediately 
after booting out Mr Pfeiffer, he was at pains 
to deny that there was anything wrong with 
Compaq’s strategy, to which, after all, he was 
a party. Indeed, he even singled out AltaVis- 
ta, saying: “The scale of the Internet opportu- 
nity is incredible for Compaq.” 

Two months on, and Mr Rosen has 
changed his mind. Appearing to regard Alta- 
Vista as a distraction when Compaq is strug- 
gling in its core business of selling computer 
hardware and services, he now wants to be 
shot of the Internet site. To that end, he is 
hoping to sell AltaVista and some other 
Compaq Internet assets, such as Shop- 
ping.com, to CMGI, an investment firm that 
specialises in incubating fledgling Internet 
companies. Under the terms of the proposed 
deal, it seems that Compaq will be paid 
about $2.5 billion in high-flying cma shares. 

The deal itself probably makes sense. It 
was never entirely clear what Compaq 
brought to AltaVista beyond making it the 
default home page for its Presario pcs and 
putting an “Instant Internet” button on its 
keyboards. Without much in the way of its 
own content and little development last 
year, AltaVista, unlike other search engines 
and directories such as Yahoo! and Lycos 
(part-owned by cai), has increasingly 
looked like an also-ran. A relaunch is 
planned for next month with an emphasis 
on local services, but that is a hotly contested 
market. In effect, Mr Rosen is handing the 
problem over to cmGı and spreading Com- 
paq’s Internet bets across a wider range of as- 
sets through its ownership of cmGı shares, 
As an experienced venture capitalist, this is 
the kind of thing that Mr Rosen does best. 

Whether Mr Rosen has the answer to 
Compaq’s deeper problems is not yet clear. 
The rc market is not going to improve, as av- 
erage selling prices plummet and corporate 
demand dries up in the aftermath of the past 
year’s buying splurge to prepare for y2K. As 
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for the firm’s services arm, expensively ac- 
quired with the Digital purchase, low morale 
and lack of direction will be hard to over- 
come. But perhaps the most surprising thing 
is Mr Rosen’s willingness not only to wrestle 
with these difficulties, but to set a course for 
the company before the new chief executive 
has been publicly identified, much less 
brought on board. 

Such is the sense of flux and change in 
the rc industry these days that Mr Pfeiffer’s 
eventual successor will surely want some 
freedom of manoeuvre. Gateway, a compet- 
itor, is, forexample, in talks to buy EarthLink, 
an Internet-service and content provider 
that competes with America Online. Gate- 
way’s boss, Ted Waitt, thinks it vital for com- 
puter companies to broaden their reach. He 
says that he no longer even thinks of Gate- 
way as being primarily a pc or technology 
company, but as a “marketing and service 
organisation that’s really all about long-term 
relationships with our clients.” 


Industrial gases 


Under pressure 


CCT HE genie is out of the bottle, and it is 

certainly not going to go back in.” That 
is how one insider describes the recent fren- 
zy of activity in what is usually a quietcorner 
of the chemicals industry. 

Although industrial gases are a $30 bil- 
lion business that supplies crucial inputs to 
industries including steel, semiconductors 
and health care, they generally receive scant 
attention. For one thing, this is not a sexy, 
high-tech business: the science behind cryo- 
genics, which separates gases such as nitro- 
gen and oxygen out of ordinary air, was de- 
veloped a century ago. Another reason, 
however, is that the top four firms together 
control about 60% of the world market, and 


Change is in the air 
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their bosses have been none too keen to at- 
tract attention to that fact. Even a financial 
officer at one of these firms casually de- 
scribes the big four as “an oligopoly”. 

That cosy term hardly seems appropri- 
ate just now. A series of takeover attempts in 
recent weeks has broken what Tony Cox of 
Dresdner Kleinwort Benson, an investment 
bank, calls “the armed neutrality” that pre- 
vailed for years among the four big firms as 
they maintained their respective shares of 
the global market, which range from 9% for 
America’s Air Products to 17% for France's Air 
Liquide. To the surprise of many, it emerged 
last month that Britain’s soc and America’s 
Praxair were in merger talks. A deal was all 
but concluded, but egos got in the way. 

Out of the ashes of that putative accord 
came two more. Earlier this month Air Prod- 
ucts and Air Liquide, the industry leader, 
made separate bids for soc themselves. 
Both were rebuffed as too low. Then, in an 
extraordinary turn of events, the two firms 
appear to have combined forces secretly and 
launched a joint bid last week. soc released 
a terse statement on June 2st rejecting the 
advance of “two major industrial gas com- 
petitors, acting in concert.” 

Why is all this happening? The consoli- 
dation that has been taking place for some 
years among smaller gas firms has left the 
top tier unscathed till now. Yet there is grow- 
ing pressure from investors for them to im- 
prove their returns on capital. On average, 
industrial-gas firms spend about $2 in capi- 
tal to fetch a dollar of revenue, nearly double 
the average ratio for the chemicals industry. 
So it takes many years for these firms to 
show returns on new projects. In addition, 
real prices have been in decline for some 
years now. Gobbling up another firm to be- 
come the world’s biggest would produce a 
market presence that investors, if not anti- 
trust officials, would surely applaud. 

Another reason to merge is that globali- 
sation has led to increasing competition on 
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what used to be each group’s home territory. 
As the industry’s biggest customers globalise, 
they want gas supplies of uniform standard, 
quality and even price everywhere they do 
business. Patrick Lambert of Salomon Smith 
Barney, an American broker, reckons that 
big firms can no longer think like commod- 
ity businesses or local utilities. Rather, he in- 
sists, they must be both global and offer en- 
ergy services and gas facilities “just over the 
fence” from their clients’ sites. As each of the 
big four has strengths in different markets, 
any that united would immediately acquire 
geographical spread, as well as a dominant 
one-third share of the world market. 

Fine, but why is all this mad match-mak- 
ing happening now? The trigger was the col- 
lapse of the Praxair-soc talks. “Everyone 
knows that this first round of consolidation 
among the big players will change the entire 
strategic landscape of the industry,” remarks 
one manager. That is because the Big Four 
may consolidate into the Big Three, but anti- 
trust authorities will ensure that they never 
become the Big Two. A rival on the other side 
of the negotiations adds, “we are getting to- 
ward the end-game.” This is a combustive 
mixture and sooner or later it will ignite. 

= = a 





Russian beer 


Vodka chasers 


MOSCOW 


H ARD to find, and too often unappetis- 
ingly cloudy and sour, Soviet beer had 
all the usual hallmarks of a product of the 
planned economy. Now, however, beer is 
getting better, production is rising, and for- 
eigners are entering the business. The two 
companies benefiting most from the beer 
boom are approaching the market in quite 
different ways. 

Baltika, based in St Petersburg and 73% 
owned by Scandinavian breweries, uses 
modern methods to brew premium brands. 
Its rival, Sun Brewing, which is majority- 
owned by an Indian conglomerate with dec- 
ades of experience in Russia, has built a 
chain of smaller Soviet-era breweries—add- 
ing,on June 23rd,one in Crimea—which pro- 
duce cheaper traditional brands. 

The twocompanies, which share around 
a third of the market, are tussling over a spar- 
kling prize. Russians drink a lot of alcohol, 
but in an unusual way: 16 litres of vodka a 
year, on average, compared with 20 litres of 
beer. This tilt to vodka has been artificially 
strengthened by what has, even for Russia, 
been an unusually low price, caused by huge 
production of illegal vodka. A bottle of vod- 
ka has often cost only twice the price of a bot- 
tle of beer. 

This is changing. Illegal distilleries have 
been closed; smuggling has slowed, and a 
bottle of vodka now typically costs 30 rou- 
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bles ($1.25), five times as much as a bottle of 
beer. Beer sales are shooting up. “Per capita 
consumption of 30 litres a year is an easy tar- 
get,” says Charbel Ackerman of the Boston 
Consulting Group. 

Beer has other advantages too. Unlike 
other products that Russians are learning to 
like, it is easily produced domestically. There 
are plenty of breweries with strong (if badly 
managed) local brands. The technology 
(compared with, say, pharmaceuticals) is 
straightforward and it requires no expensive 
ingredients. And there is plenty of scope for 
more efficient sales too: persuading retailers 
to use kegs, rather than bottles, and to sell 
beer from refrigerators. 

Baltika, the market leader, brews no few- 
er than eight kinds of beer, ranging from 
dark porter to light ale. Its gleaming new 
plant in St Petersburg produces 90% of them. 
That makes quality control simple. The 
brewery’s management is entirely Russian, 
even including financial control, which in 
other western ventures is almost invariably 
a job for an outsider. As a result, the western 
owners, a Scandinavian partnership called 
BBH, can keep an eye on developments from 
tranquil Helsinki. 

Sun, by contrast, knew lots about Russia 
(its parent company had decades of experi- 


ence in Indian-Russian trade) but nothing 
about brewing. The first hair-raising job of 
Shiv Khemka, Sun’s chairman, was learning 
how to turn around Soviet breweries, which 
were typically chaotic, unhygienic, and cor- 
rupt. Mr Khemka says that getting control of 
operations, cashflow and stopping waste 
were the main tasks in putting the business 
on track at first. Niceties such as marketing 
and distribution came second. 


Through a glass, darkly 


While Sun learnt about brewing and rooted 
out bad old habits from its acquisitions, Bal- 
tika took an early lead. Sun’s one experiment 
with a national brand, Viking, flopped. Two 
big mistakes were to choose a name that 
meant little to Russian drinkers, and to 
skimp on the advertising needed toestablish 
the new label in the crucial markets of Mos- 
cow and St Petersburg. Nonetheless, in plac- 
es where Sun does have a brewery, it is a 
near-monopolist: drinkers in the Russian 
provinces are happy to stick with their local 
brew—and delighted if it starts arriving in re- 
liable quality and quantity. Unlike the cen- 
tralised BBH, Sun does not have to worry 
about the costs and risks of shipping an eas- 
ily pilfered product across eleven time zones. 

Now each company is taking elements 
from the other’s approach. BBu’s strategy is 
to buy more breweries and to gain as much 
control as possible of distribution (the alco- 
hol wholesale business in Russia is at best 
messy, and at worst outright criminal). Sun’s 
distribution, by contrast, is good and im- 
proving. Baltika also plans an alcohol-free 
beer, catering to the growing minority who 
distinguish social drinking from stupefac- 
tion. For its part, in a $40m deal concluded 
earlier this month, Sun put more fizz in its 
keg by teaming up with Interbrew, a Belgian 
brewer with an impressive record in Eastern 
Europe. This should give Sun more solidity in 
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GOVERNMENT OF THE REPUBLIC OF ARMENIA 


Tender for Privatization of the four Electricity Distribution Companies 






CALL FOR PREQUALIFICATION 






The Government of the Republic of Armenia has nominated the Ministry of Finance and Economy and the Ministry of 
Energy to hold the shares of the four regional Electricity Distribution Companies in trust. The four Electricity Distribution 
Companies are Joint Stock Companies and the national electricity distributors in the Republic of Armenia. The Government 
of the Republic of Armenia has decided to privatize the majority shares (control package) of the four Electricity Distribution 
Companies through the sale of share packages in a competitive international tender. The Government of the Republic of 
Armenia calls for prequalification of interested parties. The Privatization will start with the Yerevan Distribution Company, 
the three other Electricity Distribution Companies will be privatized either simultaneously or soon thereafter, The successful 
bidders shall be required to make cash investments for the individual share packages and, in addition, offer five year 
investment plans for modernization. 










Interested parties that meet the following two criteria, are invited to prequalify no later than August 20, 1999, 





1. The interested party, or at least one member of a bidding consortium, must have annual revenues, that exceed one 
hundred fifty million U.S. Dollars. 

2. The interested party, or at least one member of a bidding consortium, must be an energy operator with not less than one 

hundred million U.S. Dollars of annual revenues from energy operations. 







All interested parties and bidding consortia that meet the above two criteria can prequalify by forwarding the following 
information in English (translations in Armenian or Russian language are welcome): 










. Name and headquarters address. cee 

2, Name, title, address, telephone and fax numbers of the individuals responsible for all matters concerning the =, es 
` prequalification. DET ER 1 

3. Not more than a five page overview of bidders business operations, including a description of its existingenergy ss 

operations. = < D RTE 

4. Copy of last annual report. 

5. Letter signed by authorized executive that states the bidder, or consortium, meet the two criteria described above and that 

the bidder is interested in participating in the tender. 










‘Two original sets of information should be sent to the Advisors retained by the Ministry of Finance and Economy, the 
Ministry of Energy and the Ministry of Privatization of the Republic of Armenia on behalf of the Government of the Republic 
of Armenia, namely; 











RAIFFEISEN INVESTMENT AG BSA Limited 


CONSULTING & INVESTMENT 





Marco Pongratz-Lippitt 
Reisnerstrasse 40 
A-1030 Vienna, Austria 
Tel: +43 (1) 710-5400-47 
Fax: +43 (1) 710-5400-69 













One copy of the set of information should be sent to: Mr Bagrat Yengibaryan, Executive Director of the Foreign Financial 
Projects Management Center, Ministry of Finance and Economy, Government House 1, Room N95, Yerevan, Republic of 
“Armenia. Tel: (3742) 52-34-71, Fax: (3742) 151-736. 
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prequalify will be notified by fax no later than August 24,.1999.-The tender documents will be issued on September 10, 1999 
at no charge to all prequalified bidders. Only prequalified bidders shall.receive the tender documents and be permitted to 
submit bids. The due date for bids shall be November 12, 1999. 











Laziza rises again 


BEIRUT 


l 
HE Arab world is not a good place to 
sell beer. Islam, the main religion in all 

Arab countries, prohibits alcohol, and 

many states—Saudi Arabia, Kuwait, and 

several of the United Arab Emirates, 
among others—ban it outright. Elsewhere, 
booze is sold only in windowless bars in 
posh hotels, or by bureaucratic state-own- 
ed firms. Even Lebanon, the country with 
the loosest living and freest markets in the 
region, consumes a mere 3.5m cases of beer 
each year. Big Western exporters have little 
time for the area. So why is Laziza, a long- 
defunct Lebanese beer brand, relaunching 
itself with plans for a grand expansion? 
The answer lies in a clever marketing 
ploy. From its founding in 1931, until stray 
civil-war shells peppered the company’s 
brewery and forced a halt in production in 
1990, Laziza was Lebanon's foremost brand 





both brewing and finances. The new alliance 
aims to match Baltika with three national 
brands, including Stella Artois, which will be 
brewed under licence inside Russia. 

Others have similar ideas. Holsten, a 
German brewer which invested heavily in 
building its brand in Russia, only to see the 
market for all imports collapse after last Au- 
gust’s huge devaluation of the rouble, now 
wants to produce locally under licence. BH 
says it turned down an approach from Hol- 
sten last month. Efes, Turkey’s best-selling 
beer, has started production in Moscow, and 
well-connected Russian-owned brewers 


America’s business lobby 





of beer. Many of the Gulf Arabs who 
poured into Beirut in the 1960s and 1970s 
for a spot of debauchery acquired a taste 
for it. Their successors, who have taken to 
visiting Lebanon again since the end of the 
civil war in 1991, are doubtless also suc- 
cumbing to the charms of Lebanese beer. 
But they could not indulge the habit at 
home until Georges Khawam, grandson of 
Laziza’s founder, hit on the idea of re- 
launching the brand with a non-alcoholic 
line for export. 

Laziza reappeared in Beirut’s stores 
and bars in May, where it has quickly cap- 
tured a third of the market, according to Mr 
Khawam. Within a year, he hopes to be 
selling in Saudi Arabia, Bahrain, Qatar, Sy- 
ria, Jordan and the uae. He is also shipping 
to Britain and France, where the Arabic 
name (meaning delicious or delightful)and 


have also been expanding. 

This will intensify the battle in the richer 
bits of the market, but it will have little effect 
in the rest of Russia, where both sex and Sun 
should benefit from economies of scale. gH, 
for example, has nearly finished a new malt- 
ing plant, the largest in Russia, freeing it from 
the choice between poor-quality Russian 
supplies or expensive imports. Sun already 
produces malt in-house (although it does it 
less well than spH) and will benefit from In- 
terbrew’s size—for example in buying new 
bottling lines. 

The biggest losers will be inefficient local 


Who speaks for Main Street? 


NEW YORK AND WASHINGTON, DC 


As a political force, business in America seems curiously mute and frag- 
mented. Will Silicon Valley make a difference? 


OMETHING odd happened in Washing- 

ton, pc, earlier this month: business beat 
the lawyers. For the past two decades, at- 
tempts to reform tort law and set limits on 
punitive damages have collapsed in the face 
of opposition from well-organised trial law- 
yers, Yeton June 15th, the Senate passed by 62 
votes to 37 a bill to restrict liability under 
“yak” claims, setting a limit of $250,000 on 
punitive (as opposed to actual) damages 
against small firms if their computers crash 
in 2000. 

Yet this is not an unqualified victory. 
First, President Clinton, whose support of 
lawyers has been slavish, may veto the bill. 
Second, the victory is being (correctly) read 
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in Washington as a success for the fashiona- 
ble technology lobby. Most industries re- 
main as vulnerable to tort as they ever were. 
If somebody spills coffee on themselves in a 
firm’s restaurants or drives drunk in one of 
its cars, that company can still fear a lawsuit 
for unlimited punitive damages. 

The truth is that, despite giving a record 
$420m to political causes in 1997-98 (see 
chart on next page), business is struggling in 
Washington. The Justice Department has 
harried Bill Gates; big Tobacco is in retreat; 
Mr Clinton has turned on his most loyal in- 
dustrial base, Hollywood, over violence in 
films; and Wall Street is waiting for Glass- 
Steagall to be repealed (see page 91). Al- 


BUSINESS 


fail lian EE cate tar etn TN A E te a AEAN cca a Ee au ct = 








a ot 
oe hi 
Se 


ts 






te 
fa 





we, 
TE, 
Iir, 





Fi 
tez, 
ti 





o- e a Afia 
AES 
OA 


Lebanese pedigree should appeal to expa- 
triate Arabs. Since he has subcontracted lo- 
cal production to Bavaria, a Dutch-owned 
brewery, his investment has been small; 
but if the Arabs get a taste for Laziza he 
might even consider spending the $15m 
needed to refurbish the old shell-scarred 
brewery in Beirut. 


producers, such as one in Samara, in south- 
ern Russia, where the decrepit town brewery, 
featuring fermentation tanks with flaking 
linings, nasty smells and beer brewed—to 
purists’ horror—from sugar and rice, has 
fought off all outside interest. “They had 
heavies guarding their acm,” recalls one po- 
tential investor. “They wouldn't let us in.” 
The beefy director, Yuri Saprunov, dismisses 
Baltika as “not a beer, more of a soft drink”, 
meaning, seemingly, that such trifles as mar- 
keting, branding and distribution (which his 
brewery barely bothers with) are for wimps, 
not for beery heroes such as himself. 





though firms can still bribe or cajole enough 
congressmen to win small favours (a link- 
road here, a research grant there), the broad 
business agenda seems to have stalled. 

John Yochelson, president of the Council 
on Competitiveness, points to issues where 
business’s voice is muted. Free trade has been 
in abeyance since Mr Clinton lost the “fast 
track” authority he needs to negotiate trade 
agreements. Congress doubts that China 
should be in the World Trade Organisation; 
and politicians seem less keen on a “Millen- 
nium” global trade round than on bashing 
Europe about beef and bananas. 

The mid-1990s, when business helped to 
push through narra and the Garr and scut- 
tled Mr Clinton’s “socialist” health-care 
plan, seem now like a golden age. Today low- 
er payroll taxes, let alone a capital-gains tax 
cut, are simply off the agenda. Government 
spending on research is declining as a share 
of cpr. The rab tax credit has still not been 
made permanent. Pensions and health care 
remain less portable than firms wish. And 
the teachers’ unions and state governors 
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have managed to fend off national stan- 
dards and school choice (companies are fed 
up with having to re-educate students). 

The business lobby has two rejoinders. 
One is that it can still stop unwanted legisla- 
tion. Another is that nobody is achieving 
much with Washington’s lame-duck admin- 
istration. Meanwhile the boundaries of 
American politics have been redrawn. Con- 
gressional Republicans have metamor- 
phosed from business backers into moralists 
who care more about abortion and school 
prayer than about the minimum wage. 

All the same, the business lobby has its 
own difficulties. One is fragmentation. 
America has no equivalent of the Keidanren, 
Japan’s employers’ federation, or of the Con- 
federation of British Industry. Instead, there 
are hundreds of groups, defined by product 
(the International Association of Re- 
frigerated Warehouses), broad indus- 
try (the American Electronics Associ- 
ation), function (the National 
Association of Manufacturers), loca- 
tion (the Los Angeles Chamber of 
Commerce)and size (the National Fed- 
eration of Independent Businesses). 

Only two lobbies finished among 
the ten mosteffective in Fortune maga- 
zine’s survey last year: the Credit 
Union National Association and the 
National Federation of Independent 
Businesses, which represents 600,000 
small firms with an average of five em- 
ployees. Politics is one area in which 
workers have out-organised bosses. 
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The fragmentation alsó reflects. corpo- 
rate America. The days are gone when a pres- 
iderit could take the commercial pulse by 
calling in the heads of, say, Exxon, Chase 
Manhattan, General Electric, General Mo- 
tors and 18m for a quiet chat. Mr Clinton 
could fill the Capitol with business leaders 
and still not hear the entirety of views. 

Many multinationals do not consider 
themselves particularly American any more. 
One of America’s biggest companies points 
out that, since half its sales come from over- 
seas, it now often prefers to concentrate its 
lobbying on Tokyo and Brussels. Instead of 
joining the Brussels offices of American busi- 
ness lobbies, many companies now tend to 
join local European organisations. 


Work for others 


Many big firms have shrunk the scope of 
their interests as well as their Washington of- 
fices. “If it does not affect your bottom line, 
then let somebody else do it,” is the prevail- 
ing wisdom. Chief executives also have less 
time to spend, say, arguing for such vague 
corporate goods as fast-track authority (es- 
pecially since Congress would be sure to 
land it with unappealing environmental 
and labour-standard requirements). Some 
seem to despise lobbying all together. A few 
large firms, including Monsanto, no longer 
give any soft money. 

Several issues that might once have ral- 
lied business now only divide it. Small busi- 
nesses want fewer rules and simpler taxes: 
big businesses, which have departments to 
sort through bureaucracy, are less keen to 
give up hard-won loopholes. Similarly, busi- 
ness once opposed all green legislation. Now 
even some oil and car firms support anti- 
pollution measures. Some conglomerates 
have environmental-services subsidiaries 
that gain from green laws even as their older 
units suffer. And much high-tech industry 
does not pollute anyway. Ted Halstead, of 
the New America Foundation, a think-tank 
with backing from Silicon Valley, points out 
that green ideas, such as transferring taxes 
from payroll to carbon emissions, might ac- 
tually be supported by many “sunrise 
knowledge” industries—to the detriment of 





what he calls “sunset extractive” industries. 

Such differences underline another big 
question for the business lobby in Washing- 
ton: how Silicon Valley fits in. High-tech in- 
dustry was only the 31st most generous do- 
nor to politicians last year (see table). But its 
contributions are likely. to soar. Microsofts 
antitrust misery and rows about Internet 
regulation have convinced high-tech leaders 
that politics matters. “About six months ago 
we realised we could not leave a void of 
knowledge in Washington,” argues Kevin 
Rollins, Dell Computer’s vice-chairman. 

Dell is one of 30 high-tech firms that now 
employ full-time lobbyists. TechNet, one Sil- 
icon Valley group, expects to give $7.5m next 
year. Both parties. are in a bidding war for the 
technology industry—attracted not just by 
money but also by its growing importance 
(around 20 states each now have more than 
100,000 high-tech workers). 

On some issues the technology industry 
will ride to the rescue of business as a whole. 
The geeks are even keener on free trade and 
lower taxes than their traditional counter- 
parts. And other pet causes, such as a perma- 
nent tax break for Rap, would help General 
Motors as well as Microsoft. 

On the other hand, the technology lobby 
likes to stress how different itis. It repeatedly 
says it wants to be “non-partisan”. Roberta 
Katz, head of TechNet, says that “you may be 
born a Republican or Democrat in Chicago; 
in Silicon Valley you are born an individual.” 

Will this last? William Archey, president 
of the American Electronics Association, 
characterises most of his members as mod- 
erate Republicans, or, rather, “libertarians 
who want the government to keep out of 
people’s lives, but spend more money on re- 
search and education.” Silicon Valley has 
given slightly more money to Republicans 
than Democrats—although TechNet was 
founded by an ally of Al Gore’s, John Doerr. 
Ironically, the relative lack of high-tech 
union workers makes it easier for Democrats 
to “do business” with the technology lobby 
without angering their union backers. 

Both parties have tried to alienate the 
other from the technology lobby. The Demo- 
crats hope conservative Republicans will 
limit high-tech exports to China. Last 
year the Republicans laid a trap for 
the Democrats with a bill supporting 
more high-tech visas; despite union 
opposition, the Democrats supported 
it. 

The y2x bill may prove just sucha 
divisive issue. Already Republicans 
are pointing out that Mr Gore has said 
he will press Mr Clinton to veto the 
bill. This is a slap in the face for people 
like Mr Doerr—proof, say the Repub- 
licans, that the Democrats are the par- 
ty of litigation not enterprise. For all 
the talk about new paradigms, it could 
be politics as usual pretty soon. 
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“Let me give you the secrets of 


FEARLESS 


CONVERSATION!” 


“I promise you the ability to walk into a room 


full of strangers—and talk to anyone with 
total confidence, authority and flair.” 


by Leil Lowndes 


Don: you hate it? 

The prospect of walking into a room 
that’s packed with strangers, approaching 
someone you've never met and striking up 
a conversation. 

It's natural to feel uncomfortable. Are you 
making a positive first impression? Are you 
saying the right things? 

Well, don't be discouraged. You're not 
alone. Many top executives, politicians and 
celebrities dread these situations. 


Master any encounter. 


These high-profile people are among my 
clients. Despite their wealth and fame, they 
often confess that meeting and talking with 
strangers makes them uneasy. I turn them 
into polished, expert conversationalists. 

Never underestimate the value of conver- 
sational skills! In a recent study, Stanford 
University MBA graduates were surveyed. 
What factor predicted success? Not grades. 
Instead, the most successful individuals 
were those who were comfortable and 
confident talking with anybody! 

When | teach people these abilities, they 
experience dramatic, positive changes in their 
lives and careers. Now I've put all of 
my techniques into an exciting new audio-cas- 
sette program, Conversation Confidence’. 


Reap the rewards. 


Have you ever said to yourself, “I wish | 
had spoken up”? Or, “If only I had introduced 
myself”? Or, “Did I say the wrong thing”? 

Conversation Confidence is the answer. 
Just by listening, you'll master the proven 
interpersonal skills you need to deal with 
every individual, every group, every occasion. 

The result? New doors will open to you. 
You won't hesitate to accept an invitation, 
to approach someone important, to seize an 
opportunity. You'll never again feel like an 
outsider. Success will naturally flow your 
way—and with less effort than you ever 
imagined possible. 


Internationally ieclairéd communications iA 
Leil Lowndes is a best-selling author and speaker 











Winning strategies. 
Here's justa sampling of the secrets you'll 
discover in Conversation Confidence: 

“The two most powerful “instant rapport” 
techniques. Use them and you'll always 
make a terrific first impression. 

v How champion socializers and big winners 
“work” a room. 

“The four rules of effective “small talk’—and 
the one huge error many people commit. 

/ How to converse intelligently on any subject-— 
even if you know little or nothing about it! 

v Magic phrases that never fail to win a new 
acquaintance’s trust and goodwill. 

/ How to handle difficult people. Ingenious ways 
to turn even the fiercest tigers into pussycats. 
“is she (or he) romantically attracted to 

you? How to know for sure. 

v Someone mentions something you have in com- 
mon. Wait! Don’t reveal it right away. Here’s why. 

“Are you hearing the truth—or a lie? Watch 
for these critical tip-offs. 

v Phone power! How to get through to “unreach- 
able” people. 

“Ten often-heard expressions—that you 
should never say. 

“Get what you want! Shrewd tactics to negotiate, 
persuade, sell. A powerful six-step formula to 
win others over. 

“And much more! 





NO-RISK trial offer, 
plus a great FREE BONUS. 


Test this terrific program risk-free. Put it to 
work-—-and watch what happens. I guarantee 
that with Conversation Confidence, you'll be 
a winner on every occasion, or it costs you 
nothing! 

You'll receive 8 high quality audiocassette 
tapes, along with a handy guidebook, stored 
in a handsome library album. Listen to the 
tapes as many times as you wish, and then 
decide. You may keep the program or return 
it within 30 days of ordering for a prompt, 
full, no-hassles refund of the purchase price. 
Fair enough? 

You'll also receive a FREE BONUS: 
the Memory Advantage two-hour course. 

This two-tape program will give you the ability 
to remember names and faces like never before. 
It's the perfect companion to Conversation 
Confidence and it’s yours free. Even if you return 
Conversation Confidence and claim your refund, 
the bonus is yours fo keep! 

Now you can possess the self-assurance 
and skills to meet and talk with anyone, any- 
where, any time. You'll never miss another 
chance to make a promising new business 
contact or friend, to win his or her trust, to 
achieve your goals. 

Unleash the power of Conversation 
Confidence and start to create a real differ- 
ence in your life. Order today! 


CALL TODAY: 1-949-369-1780 


Or FAX your credit card order to 949-361-5624 « www.verbaladvantage. com 





who also coaches private clients, including top | 


Fortune 500 executives. 


+ verbalAdvantage’ 


4950 Calle Cordillera, Dept.5362 
San Clemente, CA 92673 

C] YES, 

I want to test Conversation Confidence™ 
without risk. Rush me the program and my 
free bonus, the Memory Advantage two-hour 
course. 

I may audition the tapes for 30 days. If I'm 
not totally satisfied, | may return the pro- 
gram within the one-month trial period for 
a prompt, full, no-hassles refund of the pur- 
chase price. The free bonus is mine to 
keep, regardless. 


© 1999 Wordsuccess LUO 
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Biotech’s Father William 


Biotechnology has been built on youthful hope. Alejandro Zaffaroni 
proves that experience sometimes triumphs 


IDDLE-AGED middle-managers com- 

plain that biotechnology is a 30-year- 
old enterprise full of 30-year-old chief execu- 
tives, 30-year-old scientists and financial 
analysts who weren't big enough to spell pna 
when the business was born. In such a youth- 
ful field, one of the brightest sparks is actually 
one of its oldest hands: the 76-year-old Ale- 
jandro Zaffaroni. Since arriving in Palo Alto, 
California in 1962, Dr Zaffaroni has started 11 
biotech companies in the San Francisco Bay 
area, all but one of which is still in business. It 
is an impressive record, and a profitable one 
too. On June zist Abbott Laboratories, an 
American drug company, bought his abbre- 
viated namesake, AuzA, for $7.3 billion, a 45% 
premium over its stockniarket value. 

Inan industry that thrives on innovation, 
you might think that youthful energy and 
nimbleness were decisive advantages. But 
age is the secret of the septuagenarian Dr Zaffaroni. When it comes 
to biotechnology, he keeps his bifocals on. Not only does he pick 
out emerging trends; he also has his eye on the practical details. In 
the midst of anxious executives and ambitious venture capitalists, 
Dr Zaffaroni is the don of drug development—a mixture of courte- 
sy, modesty, energy and self-assurance. 

He founded arza as a drug-delivery firm in 1968. During an ear- 
lier job at Syntex, a Mexican pharmaceutical company that gave 
the world the Pill, he noticed that hormones do their job better in 
the body if they are released at regular intervals, not all in one go as 
drugs usually are. ALza was distinctive because it brought together 
engineers and biologists—a mixing of disciplines that Dr Zaffaroni 
later repeated in other start-ups. Once, ALza was the only drug-de- 
livery company in the business, creating devices such as novel skin 
patches, slow-release capsules and tiny implantable pumps. Now 
there are at least 70 firms in an industry worth more than $11 billion, 
according to sG Cowen, aconsultancy. 

With age comes experience, and with experience, one would 
hope, wisdom. In his own doctoral training at the University of 
Rochester just after the second world war, when the faculty was 
too busy with war-related work to bother about students, Dr Zaffa- 
roni learned the value of independence. To this day he knows his 
own mind even in small 
things. As one friend notes, 
when Dr Zaffaroni travels, 








faroni helped them to set up new firms, even 
arguing for their independence against giants 
such as Glaxo Wellcome. 

Experience is also the name men give to 
their mistakes. Dr Zaffaroni quickly learned 
the value of financial control. His one stark 
failure, Dynapol, had its plug pulled prema- 
turely by its early corporate backer, Dekalb 
Genetics (now part of Monsanto). Auza al- 
most went bust in the mid-1970s when twoof 
its products—for glaucoma and contracep- 
tion—fell foul of doctors, patients and regula- 
tors. From this he concluded that diversity 
has distinct advantages. From arza onwards, 
his firms have been built on technological 
“platforms” around a set of scientific tools, 
rather than on just a couple of products. Sin- 
gle-product companies founder if their prize 
drug fails in clinical trials or is rejected by reg- 
ulatory authorities. Platform companies, 
such as Maxygen, which mixes and matches genes, have the ver- 
satility that big drug companies appreciate, and will pay for--as 
Abbott is doing with ALZA. 

He can apply these lessons thanks to the third thing that age 
confers—a vast acquaintance, It is not many entrepreneurs who 
can call up half a dozen close friends who happen to be Nobel- 
prize winning scientists, and get them to invest their cash and ex- 
pertise in a venture. Dr Zaffaroni likes to lead by example, stump- 
ing up his own money and time to get a new firm going. Because 
he relies on a coterie of investors, his new firms are not subject to 
impatient venture capitalists or unforgiving stockmarkets, 


Old head, young shoulders 


These are tough times for biotech firms, because too many inves- 
tors have lost too much money on therapies that never material- 
ised. Only big firms, with real products, enjoy market confidence. 
Does the Zaffaroni model point a way forward? 

Although today’s entrepreneurs can surely learn from his ex- 
ample, they will find it difficult to imitate. Dr Zaffaroni is lucky 
enough to have dropped his clangers at a time when the market 
was willing to give young biotech firms a second chance. Al- 
though he is seen as a “stubborn visionary”, the original inves- 
tors in a few of his firms 
have needed similar stami- 
na. Atza’s backers had to 
wait 20 years to see a steady 








he flies first class, but brings 
his own food—usually 
mashed vegetables and 
brown bread. Three of his 
firms, Affymetrix, Maxygen 
and Symyx, all had their ori- 
gins in an earlier start-up 
called Affymax, after re- 
searchers came forward 
with ideas that no longer fit- 
ted within the parent com- 
pany. Rather than send the 
scientists back to their old 
laboratory benches, Dr Zaf- 














return on their investment. 
Its strength has been in in- 
novation, not marketing 
(which is one reason it is 
doing well to go in with Ab- 
bott). Today’s investors 
lack the patience to hang 
on for years as ideas wend 
their way from the lab to 
the market. Dr Zaffaroni is 
probably unique—-and 
that may be his biggest ad- 
vantage of all. 
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Our expertise 
across sectors is 
unequalled. 


Throughout the years, we've made it our business to know 


a wide variety of sectors and how they work. ABN AMRO p A B N “AM RO ` The Network Bank à 


Bank is therefore a recognized expert in areas as diverse as 
shipping, telecom, aerospace and energy. That's experience 
you can use, to turn complex business challenges into 
a powerful advantage. 


For more information, contact us at Tel. (65) 231 8888 


2 3108 or visit our website at www.abnamro.com 
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4 002 calls routed. 

3,154 emails answered. 

12,180 enquiries resolved. 

25,177 customer accounts accessed. 


What a great day. 


Taking care of customers —- when, where and how they want to be serviced, Thats what Corepoint 
Universal Access products are all about. 

As the True CRM™ solution, Corepoint is the Customer Relationship Management Software 
that takes care of customers at every point of contact, Corepoint Universal Access products provide 


your customers with personalised, consistent interaction with your company (assisted or self-service) 





via the phone, Internet or other electronic means. In addition, Corepoint Universal Access products 





work hand-in-hand with Corepoint Service and Support products to facilitate and standardise how 
your contact centre handles customers enquiries. 

Enhanced customer contact is just one part of the complete, end-to-end Corepoint True CRM 
solution. Make every day a great day by making the connections that build customer loyalty. 

To register for our next free live telephone/web seminar on “Customer Relationship 


Management” or for more information on Corepoint, call today or visit our website at 





www.corepoint com. 
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Searching for New Markets? 
There’s a a 
Better Solution... 


















To stay ahead today, you need to 


discover the next “hot” market first. 2x 


~ 


Wouldn't it be great if you had access, right on 
your desktop, to the latest shipment activity across 
the globe? What if you could search a database to 
analyze trends for new opportunity development 


anywhere in the world? 


Welcome to the information age. 
With PIERS, you can. 
PIERS — Your Global Market Trade Solution. 


Be sure to visit our web site at www.piers.com 
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FINANCE AND ECONOMICS 


Sailing in choppy waters 


FRANKFURT 


In their first six months, the European Central Bank and the euro have 
attracted a lot of criticism. Bigger challenges lie ahead 


IM DUISENBERG, president of the 

European Central Bank, and his depu- 
ty, Christian Noyer, share a passion for sail- 
ing and, according to Mr Noyer, like to swap 
stories of “adventures” that they have had 
on the high seas. In the six months since the 
euro was launched, they have had to master 
navigational skills of a different kind, steer- 
ing a new central bank into uncharted wa- 
ters, with an unknown destination. Do they 
deserve a cheer from the shoreline, ora blast 
on the foghorn? 

They have certainly had plenty of criti- 
cism. Many accuse the ecs of being secretive, 
opaque, even (says one group of American 
academics), “sinister”. Others point to the 
euro’s 12% fall since January as proof that Mr 
Duisenberg lacks a firm grip onthe tiller. This 
week, the new currency took another hit, 
when Romano Prodi, the European 
Commission’s next president, sug- 
gested that Italy might have to leave 
the euro unless it becomes more 
competitive. All in all, the critics 
mutter,a wobbly start. 

But not as bad as many feared. 
Worries that ‘the. euro’s arrival 
might cause chaosin financial mar- 
kets proved unfounded. There have 
been few serious glitches, and the ` 
euro-area’s payments system, TAR- 
GET, is working well. Last year’s 
concerns that the ecs would be 
hamstrung by political pressures.or 
clashing monetary dogmas haveal-. 
so proved mostly unfounded—at 
least since the departure in March 
of Oskar Lafontaine as German fi- 
nance minister. 

Given different traditions in Eu- 
rope it was never going to be easy to formu- 
late monetary policy. The ecs has devel- 
oped a pragmatic “two pillar” strategy that 
everyone can at least live with. The first pillar 
is a reference value of 4.5% for annual mon- 
ey-supply growth, the Bundesbank’s favou- 
rite indicator. The second pillar involves a 
range of indicators, such as wages, price in- 
dices and business confidence. Placing em- 
phasis on money supply lends the ecs some 
of the Bundesbank’s credibility; the other 
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pillar gives it some analytical leeway. 

The two ecs-led interest-rate cuts so 
far—one in December and another, of half a 
percentage point, in April—were testament 
to Mr Duisenberg’s ability to forge consen- 
sus. In both cases, the bank’s rate-setting 
council was split at first, but sceptics were 
persuaded of the need to move, and open 
dissent was avoided. According to Joachim 
Fels, an EcB-watcher at Morgan Stanley, the 
December cut showed that co-ordination 























was possible even before the euro’s birth; the 
bigger-than-expected cutin April yanked up 
confidence and helped to calm fears about 
looming deflation. Still, the cuts’ full effects 
are far from certain. “The euro-zone econ- 
omy is still something of a mystery,” says one 
economist. “All you can do is zap it with a 
particular voltage, like Frankenstein, then 
cross your fingers,” 

But not all criticism of the ecs is mis- 
placed. It has often failed to speak with a sin- 


gle, consistent voice. This has sown confu- 
sion in financial markets and hurt its fragile 
credibility. Mr Duisenberg said in April that 
he was not bothered by the euro’s weakness, 
only toadd later that he would be concerned 
if it fell further. Hans Tietmeyer, the Bundes- 
bank’s president, promptly dismissed the 
idea that the euro’s value might be neglected 
as “inappropriate”. To many, it seemed a 
public dressing-down for Mr Duisenberg. 
After the interest-rate cut in April, Mr Dui- 
senberg back-tracked on his “this is it” com- 
ment at the time—a week later he refused to 
rule out another cut. Some colleagues were 
said to be livid that he had broken one of cen- 
tral banking’s golden rules: “never say ‘nev- 
er”. Clearly, the ecp’s top brass are still learn- 
ing how tocommunicate with the markets. 


Mind the gap 

Another complaint from markets and aca- 
demics is about the gulf between the ecs’s 
words and its actions. The bank suggests it is 
not really interested in economic growth or 
the business cycle—just in price stability. But 
the other two factors seem to have played a 
part in the decision to cut rates in April. Crit- 
ics say such inconsistency confuses the mar- 
kets. “It’s not very grown-up,” comments Da- 

vid Begg, a member of the eca-monitoring 
group at the Centre for Economic Policy 

Research, a London-based think-tank. 

_ The ecs has also failed to win the ar- 
-gument over transparency. In some 
ways it is remarkably open: it publish- 
‘es quarterly reports, and, after each 

council meeting, statements that re- 

semble abbreviated minutes; and, un- 
like the Federal Reserve in America, it 
also holds regular press conferences. 
“You could argue that overall they 
are making as much effort to com- 
municate as any other central 
bank,” says Bruce Kasman, an 
economist at J.P. Morgan. But the 
decision to wait as long as 30 
years before publishing the poli- 
cymaking council’s full minutes 
is, to say the least, controversial. 
Many sceptics take issue with the 
bank’s argument that discretion makes 
national central-bank governors on the 
board less likely to pursue their own nation- 
al interests. 

In the longer term, plenty of thorny is- 
sues still need resolving. There is still much 
disagreement within the ecs about which 
national customs it should adopt—in, for in- 
stance, the conduct ofits refinancing tenders. 
Another challenge will be to gain a better un- 
derstanding of the euro-zone economy and 
of how monetary policy is transmitted right 
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vague. Mr Duisenberg and many commer- 


across it--in the absence of good historical 
data, still something of a guessing game. 

The thorniest issue may be the balance 
of power between the ecs and the euro 
members’ 11 national central banks. The na- 
tional banks employ around 50,000 people, 
compared with a mere 650 in the EcB’s 
Frankfurt tower. They have retained consid- 
erable powers—over payments, currency in- 
tervention, policy formulation and more— 
and among them have the majority of seats 
on the eces council—11 out of 17. There is also 
overlap: both the ecs and the national cen- 
tral banks have monetary-policy working 
groups, which do not always agree. 

This power imbalance also affects finan- 
cial supervision. This remains at national 
level, despite the global reach of many finan- 
cial firms, and the ecs’s role in a crisis is left 


That meddling urge 


PARIS 


| OR those, like the ecg, with an interest 

in European financial unity, this has 
been an unsettling week. Both France and 
Portugal succumbed to nationalistic 
spasms over banking. In Portugal the con- 
vulsions were triggered by an attempt by 
Banco Santander Central Hispano, 
Spain’s largest bank, to buy a large stake in 
Mundial Confiança, Portugal’s third-larg- 
est. On June 18th the finance ministry 
blocked the deal for its “lack of clarity”, 
prompting sscH to lodge a complaint 
with the European Com- 
mission that this infringed 
its right to set up business 
in other eu countries. 

In France the govern- 
ment did not even wait for 
a foreigner to step in before 
giving in to its instinct to 
interfere. It had a pre-emp- 
tive crack at imposing an 
all-French fudge on what 
was threatening to become 
too open a battle for con- 
trol of three of the largest 
French banks. Since 
March, when Banque Nationale de Paris 
(sene) launched a hostile takeover bid for 
| Société Générale (SocGen) and Paribas, 
which were in the process of wrapping up 
a merger deal on their own, the two sides 
| have been vying for the approval of the 
shareholders, who have rather enjoyed 
the all-too-rare spectacle. But on June 2ist, 
Jean-Claude Trichet, governor of the Bank 
of France, presided over a regulatory com- 
mittee (cece) that refused to approve a 
recent increase in SocGen’s offer for Pari- 
bas, and then weighed into the long-run- 
ning battle with an “invitation” to the 
heads of the three banks to come together 


Trichet mi 








sses a trick 
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cial bankers argue that supervision should 
becentralised to minimise the risk that prob- 
lems could mushroom in a climate of uncer- 
tainty about whois ultimately responsible. - 
If he wants to call the shots, Mr Duisen- 
berg will need to wrest power from the peri- 
phery, just as the Federal Reserve in Wash- 
ington did in the first half of this century 
from its more powerful district banks (the 
central Fed governors have a majority on its 
policymaking open-markets committee). Yet 
proud national central banks will be loth to 
cede either power or staff without a struggle. 
Mr Duisenberg’s successor, in or around 
2002, is supposed to be the governor of one 
of the proudest: the Bank of France’s Jean- 
Claude Trichet. That may not help (see box). 





to try to work out a friendly solution to 
their differences. All three banks’ share 
prices promptly fell. 

Besides those who directly lost money 
in this week’s fall, investors in Europe 
have good reason to be wary of continen- 
tal Europe's banking sector. France's latest 
move follows a careful stage management 
earlier this month of the privatisation of 
Crédit Lyonnais. The government invited 
Crédit Agricole to take the leading stake 
and cold-shouldered sne’s application. 
The meddling has back- 
fired, since locking BNP out 
of this earlier action left it 
fewer options in a steadily 
consolidating market, and 
fuelled the hostility that 
appears now. so. to worry 
the authorities. Italy’s gov- 
ernment too is terrified of 
hostile takeovers of its 
banks, and earlier this year | 
it blocked SanPaolo-rmt's | 
bid for Bancadi Roma. 

One other victim of the 
French finance ministry is 
Mr Trichet, due to take over as head of the 
rcs when Wim Duisenberg steps down. 
Mr Trichet’s presence at a CECEI meeting 
was exceptional—it normally concerns it- 
self with technicalities—and, according to 
one witness, his demeanour made it clear 





that he was acting on orders from above. 
This willingness to toe his government’s 
line may dent his credentials as an inde- 
pendent central banker, and hence his 
chances of winning the support of other 
euro-area countries who, although they 
agreed in May 1998 on Mr Trichet’s nomi- 
nation, remain leery of France's designs 
on the ecs. 











Japanese banking 


Hard bargains 


TOKYO 


HO will buy Long-Term Credit Bank 

(trcs)? For that matter, who will buy 
Nippon Credit Bank, Tokyo Sowa Bank, Ko- 
kumin Bank, Kofuku Bank or any of the 
many other Japanese institutions that seem 
destined soon to join them as nationalised 
lenders? Japan has at last begun to pull the 
plug on its sickliest banks and take them into 
state care. That, however, is the easy part. 
Next, it must decide what to do with the 
bank employees and borrowers whose fu- 
tures now depend on the governments 
largesse. The financial authorities had been 
hoping to sell rcs by April. But April turned 
to May and May to June, and still there is no 
end in sight. 

Strictly, the difficulty is not lack of inter- 
est. Since rreg was put up for sale in Febru- 
ary, several groups have tested the water, in- 
cluding a consortium led by Ripplewood 
Holdings, an American investment fund; 
and one that includes the private-equity arm 
of J.P. Morgan, an American bank. If these do 
not sound like commercial-banking types, 
however, that is precisely the problem. In- 
vestors such as Ripplewood hope to make 
money by restructuring the bank—perhaps 
by stripping its assets, and then either closing 
down what is left, or selling off a healthy 
rump of the institution. But rres was one of 
Japan’s original 20 “major” banks. Disgraced 
as urce is, the sensitive souls in the Japanese 
government seem unable to countenance 
sucha brutal fate for it. They wantit sold as a 
going concern. 

The trouble is nobody wants it in this 
guise. One of the three big long-term lenders 
to Japanese industry, its core business was 
ruined in the 1980s when financial deregula- 
tion allowed its best customers to borrow in 
the capital markets instead. Banks in other 
countries have long sought to make up for re- 
duced lending by expanding fee-earning 
businesses such as asset management. In 
contrast, Japan’s long-term banks unhappily 
chased after riskier borrowers such as prop- 
erty developers and “non-bank” financial 
companies—and came badly unstuck. It is 
no coincidence that Nippon Credit Bank 
(Ncs), another long-term lender, is also up 
for sale. 

Of course, selling two long-term lenders 
at the same time makes things harder. It en- 
ables bidders to play the banks and their ad- 
visers off against one another, and so drive 
down the price (Goldman Sachs is advising 
rcs; Morgan Stanley is retained by nc). 
Meanwhile domestic and foreign rivals have 
been poaching the banks’ best staff, further 
eroding their value. 

The government will be hoping for few- 
er embarrassments when ittries to sell Tokyo 
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THE GOVERNMENT OF THE REPUBLIC OF NICARAGUA 
UNIDAD DE REESTRUCTURACION DE LA ENEL - URE Howard 


PRIVATIZATION OF THE DISTRIBUTION AND GENERATION PLAZA HOTEL 
COMPANIES OF THE EMPRESA NICARAGUENSE DE ELECTRICIDAD 


TENE BIEBEME 


The Government of Nicaragua announces its intention to privatise the distribution and generation 
companies of the electricity company, Empresa NicaragUense de Electricidad (ENEL), which 
belongs to the State. The privatisation is to be implemented through an international tender 
process and by the sale to strategic investors of majority ownership interests in two distribution and 
three generation companies to be created out of ENEL 


The Government has retained J. Henry Schroder & Co. Limited and Interinvest S.A. as Financial 
Advisors on the structuring and implementation of the privatisation 


The preliminary characteristics of the distribution companies to be privatised are (data as of 1998) 











Company Customers Sales (GWh) 
DISNORTE, S.A 230,000 802 
DISSUR, S.A 206,000 658 





The pretiminary characteristics of the generation companies to be privatised are 











Company Capacity (MW) Type of Plants 

GECSA 79 Thermal ‘ 
GEOSA 112 Thermal From the outside, 
HIDROGESA 94 Hydro 





it is hard to imagine what 
makes the Howard Plaza 
so different. 

Upon entering, the 


The two-stage tender process, to be completed during the first quarter of 2000, will involve a pre- 
qualification period and the submission of sealed-envelopes economic bids. Only those investors 
that meet certain pre-qualification criteria will be entitled to submit economic bids. 


Parties interested in the privatisation are invited to register their interest by contacting either of the 
following representatives of the Financial Advisors or the Executive Director of the URE 





Juan Pablo Baytor Pauia Emmench Salvador Quintanita atmosphere Is luxurious, 
J Henry Schroder & Co. Limited intarinvest Executive Director - URE A 
Calle 114 No. 9-45, Of 805 Av. Felipe Pardo y Aliaga 634, Piso 2 Altamira D'Este No. 141 yet welcoming-the staff 
Bogota, Colombia San isidro, Lima 27, Perù De la Vicky te al abajo, 1c al sur f 
Tel: (57) 1 629 2483 Tot (511) 422 7785 Managua, Nicaragua i j 
Fax: (57) 1 629 5670 Fax: (511) 422 8085 Tal (505) 270 9991 warm and informative. 
E-mail. baylor@schroders com E-mail: pemmerich@intercorp com pe Fax: (505) 278 2284 
Eet ONA Classical decor and old-world finesse belie 


a modern framework. This is the only hotel 
in Taiwan to provide an IDSL fast Internet 
R A connection to every room. The surprising 
ACUCAREI DE XINAVANE S.A.R.L. thing is that they thought of making the line 
separate, so it doesn’t jam your phone 


XINAVANE SUGAR ESTATE REHABILITATION PROJECT So, it's not just the technology that is unique 


The Xinavane Sugar Estate, located approximately 110 kilometres Being well connected, the Howard itself lies 
from Maputo in Southern Mogambique, wishes to advise as follows: in Taipei’s central business district, a stone’s 
Funding from several international Development agencies and local throw from the TICC exhibition centre. 
funders is now in place to rehabilitate and upgrade the Factory and Shuttle buses, arranged courtesy of the hotel, 
Estate at a cost of approximately US$48 million à À , 

will take visitors directly there, in minutes. 







Madad 
Rehabilitation will cover the full spectrum of sugar cane and sugar Thoughtful and efficient, putting guests’ 
producing activities, including cane field rehabilitation, irrigation ? ; 
systems, road infrastructure, harvesting systems, cane yard, sucrose Datas Collation needs first, at the Howard Plaza Hotel Taipei 
extraction and sugar production together with auxiliary power plant 
and social infrastructure As associate of 
Consulting Engineers and Project Managers have now been $ 
appointed and it is estimated that the first Tender packages for KEO PLAZA 
e ; seer INTER CONTINENTAL 


various sections of the work will be issued during July and August 
1999. 


TOKYO 


International parties who wish to be considered as Contractors or 
Suppliers should register themselves at one of the following offices : 


(1) (2) 


Agucarcira de Xinavane S.A.R.L. The Xinavane Sugar Project 
Attention of the Project Manager c/o Schaffer Techserve, 

Xinavane Sugar Estate Project Managers 

Rehabilitation Project 5th Floor, Charter House 

285 Samora Machel Avenue 13 Brand Road 

Maputo Durban, 4001 

REPUBLIC OF MOCAMBIQUE REPUBLIC OF SOUTH AFRICA 


p 


160, Jen Ai Rd., Sec. 3, Taipei, Taiwan 106, R.O.C 
Tel: 886-2-27002323 Fax: 886-2-27000729 
URL:hitp://www.howard-hotels.com E-mail:howard@howard-hotels.com 
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A long-term investment opportunity 


Sowa Bank, which was declared insolvent 
this month. Its retail business, which is mod- 
elled on America’s Citibank, looks, on the 
face of it, rather attractive. It was the first Ja- 
panese bank, for instance, to offer 24-hour 
cash machines and telephone-banking ser- 
vices. Indeed, a few years ago, when it want- 
ed to expand its retail business in Japan, Citi- 
bank tried to buy it, but was rebuffed by the 
finance ministry. Other potential foreign 
buyers might include Bank One, another 
American bank, or one of the more ambi- 
tious Australian banks. 

But as Brian Waterhouse of ssc Securi- 
ties comments, even Tokyo Sowa could be a 
hard sell. Thanks to deregulation, Citibank, 
for instance, can now open new branches of 
its own in Japan with ease. And even if the 
government obliges by scrubbing Tokyo So- 
wa’s balance-sheet clean, its remaining good 
loans are not all to the sorts of client who 
would go down well in New York. By last 
March, 16% of the bank’s loans were to com- 
panies in Tokyo’s property sector, where 
connections with yakuza gangsters tend to 
complicate business relationships. Another 
17% were to non-banks, including some 
“fringe” consumer-loan finance companies 
whose debt-collection methods are some- 
times unpalatable. 

There is a larger point: Japanese banking 
is not a growth industry. In fact, it is likely to 
undergo a severe contraction over the next 
few years. Savers will take their money outof 
banks in favour of more rewarding invest- 
ments such as mutual funds. Bank deposits 
exceed 200% of cpr in Japan, compared 
with 60% in Germany and 42% in the United 
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States, Even if financial deregulation pushes 
only a small proportion of this money out of 
the banking system, it could spell trouble for 
the banks. 

A second reason to expect contraction is 
the flip-side of the coin: borrowers will look 
more to the capital markets than to banks for 
their funds. Other countries’ experience sug- 
gests that such “disintermediation” has fur- 
ther to run in Japan. A forthcoming paper* 
calculates that, even if Japanese borrowing 
patterns converge only halfway towards, for 
example, American ones, demand for bank 
loans could shrink by 30%. That implies the 
removal from the system of assets equivalent 
to those held by the weakest 69 of Japan’s 142 
banks. Those 69 include rca, nes and six of 
the 15 remaining “major” banks that have 
just been recapitalised with some ¥7.5 tril- 
lion ($61.5 billion) of taxpayers’ money. 

No surprise, then, that the latest bidder 
for rreg seems to be Chuo Trust, a major 
bank with perhaps an even muddier vision 
of its future than Lrce’s former manage- 
ment. Chuo Trust could buy crcs only if the 
government gave it the money. That is a re- 
minder of a grim truth: for now the only par- 
ty investing serious sums of money in Japa- 
nese banks is the Japanese taxpayer. 


* “The Japanese Banking Crisis: Where Did it Come From 
and How Will it End?”, by Takeo Hoshi, University of Cali- 
fornia, San Diego and Anil Kashyap, University of Chicago, 
forthcoming in the NBER Macroeconomics Annual 1999. 








American financial regulation 


Turf love 


NEW YORK 


OW America’s financial watchdogs 
love to brag, Not only is American fi- 
nancial regulation the best in the world, they 
gloat; it also deserves some credit for the 
country’s recent economic performance. 
Even regulators are human, so perhaps a lit- 
tle smugness is inevitable—yet such claims 
are highly debatable. And equally human is 
the instinct todefend your own turf, which is 
what now seems likely to wreck the latest at- 
tempt to update American financial regula- 
tion. The villains of the piece are the Treasury 
and the Federal Reserve. 
Hopes were high that 1999 would—after 
20 years of trying—at long last 
see the demise of the unpop- 
ular Glass-Steagall act, enacted 
in 1933 to enforce a separation 
of commercial banking, invest- 
ment banking and insurance. 
Nobody now thinks that it 
makes sense to keep different 
aspects of financial services 
apart—and, anyway, the old 
Glass-Steagall walls have been 
seriously, if rather arbitrarily, 





Gramm s grumbles 


breached by regulatory fiat. The uneven reg- 
ulatory playing-field does still give some 
firms a competitive edge at home. But global 
competition has persuaded most that they 
stand to gain more from doing away with the 
current burdensome hotch-potch of rules. 
For the first time, there is no serious lobbying 
by financial firms to retain Glass-Steagall. 

Yet reform still faces three big obstacles. 
The first is privacy. A proposed ban on the 
sharing of data on customers would severely 
constrain financial firms’ ability to sell prod- 
ucts from one part of their business (insur- 
ance, say) to customers of another (retail 
banking). Yet such cross-selling is one of the 
main. reasons that financial companies want 
to get rid of Glass-Steagall. So Wall Street is 
strongly opposed to the data-sharing ban. It 
would settle, however, for legislation that 
protects customers’ medical records and 
limits the sale of other data but allows some 
to be used internally for cross-selling by inte- 
grated financial firms. Congress seems likely 
to deliver. 

The second hurdle is the Community 
Reinvestment Act, which requires banks 
with customers in poor areas to reinvest in 
those areas. Phil Gramm, chairman of the 
Senate Banking Committee, wants to make 
this less onerous for banks. He blocked last 
year’s attempt to scrap Glass-Steagall be- 
cause his complaints about the Community 
Reinvestment Act were not adequately dealt 
with (though some say he wanted to damage 
the re-election chances of the Senate Banking 
chairman at the time, Alfonse D'Amato, 
which he duly did). He will insist on his con- 
cerns being met this time. The Clinton ad- 
ministration says that Mr Gramm’s plans 
would hurt the poor, and that it would veto 
any legislation that included them. 

The administration’s motive in all this 
may really be to make Mr Gramm a scape- 
goat should it decide to veto reform for an- 
other reason altogether: a regulatory turf war 
with the Federal Reserve. Naturally, neither 
Mr Greenspan nor the Treasury admits to 
being in a turf war; they are debating matters 
of high principle, crucial to the health of 
American finance. The battleground is over 
how integrated financial firms should be 
structured. Mr Greenspan says that banking 
activities should be undertaken by a subsidi- 
ary of a holding company that is not a bank 
but is free to own other separate subsidiaries 
engaged in, say, securities or insurance un- 
derwriting. The Treasury wants 
firms to be free to choose an al- 
ternative: a bank holding com- 
pany thatcan also own operat- 
ing subsidiaries for insurance 
and so on. Mr Greenspan says 
that the bank-as-holding-com- 
pany approach would allow 
firms to exploit the valuable 
safety net provided to the 
banking system by federal de- 
posit insurance, because it 
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would extend the net into previously unpro- 
tected business lines. If banking is allowed 
only in a separate subsidiary, he says, the 
safety net will be ring-fenced. Cynics por- 
traying this as a Washington power-struggle 
point out that most banking subsidiaries 
would be regulated by the Federal Reserve; 
bank holding companies would fall under 
the Comptroller of the Currency, an arm of 
the Treasury. 

Where the Fed is clearly right is in saying 
that the safety net is a valuable subsidy to 
banks that should not be extended further 
than necessary. Its claim that this subsidy 
does not flow up from bank to holding com- 
pany, however, does not stand up. A holding 
company’s financing costs are often higher 
than those of a bank it owns. But that is not, 
as the Fed claims, because the banking sub- 
sidiary alone benefits from the safety net. 
Rather the greater cost of the holding compa- 
ny’s debt reflects higher risk—the assets se- 
curing its debt (dividend payments from the 
bank, for example, which might be stopped 
by a regulator) are less solid than those un- 
derpinning debt directly raised by a bank. there is a new president, if need be. Long live 

In fact, no corporate structure can pre- Glass-Steagall? 
vent the benefits of government insurance 





British banks 
Marrying money 


N THE dull world of British savings, one 
brand stands out: Scottish. Widows. The 
184-year-old mutual life-insurer tises an al 
luring black-caped young woman to adver. 
tise its insurance and. pension products 
Now Sir Brian Pitman, chairman of Lloyds 
TSB, Britain’s most profitable bank, with a 
black horse as its symbol, wants to make off 
with her for a price of £7 billion ($u billion). 
His bid came as a surprise. It was not the 
deal expected ever since Sir Brian’s successin 
1995 in acquiring Trustee Savings Bank and 
stripping £400m of costs out of the merged 
entity. He has admitted to running his slide- 
rule over almost every eligible financial-ser- 
vices company in Europe, but to finding it 
hard to locate one that would not dilute 
Lloyds’ spectacular return on equity (33% last 
year). How hard is shown by the rich price- 
tag on his latest purchase—1.4 times embed- 
ded value (a calculation that includes future 
profits from policies already on the books). 
And this for a business expected to yield just 


leaking to other businesses. Sam Peltzman, 
an-economist at the University of Chicago, 
points out that “historically, the government 
has bailed out holding companies as readily 
as it has done banks”. Dick Herring, an eco- 
nomist at the Wharton School, adds that 
there is no evidence that the implicit exten- 
sion of a bank’s safety net to related compa- 
nies is affected by whether it is a subsidiary 
of a bank holding-company. 

On Wall Street, the Greenspan-Treasury 
dispute is still seen as an irritating turf war. 
According to Cory Strupp, a Washington lob- 
byist for J.P. Morgan, “for financial firms, 
how this issue is resolved matters much less 
than that it is quickly resolved.” The same 
goes for Mr Gramm. However, he is rooting 
for Mr Greenspan. “This is a massive power 
grab by the Treasury,” he says. “It’s a hard ar- 
gument to make that the Fed has failed and 
that you should give Bill Clinton control of 
the banking system.” Mr Gramm also says 
that he feels under no great pressure to deliv- 
er quick legislation rather than good legisla- 
tion, and that he is prepared to wait until 











constitute acceptance of Russia’s request 
that they simply extend (“roll over”) the 
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MOSCOW 


URING the cold war, the Soviet Union 

loved to plant disinformation in the 
foreign press, in the hope—often justi- 
fied—that it would slip, unchecked, into 
the West's public consciousness. A cynic 
looking at Russia’s behaviour over the $22 
billion-worth of restructured Soviet debt 
that it owes to the London Club of com- 
mercial creditors might feel nostalgic. A se- 
ries of untrue or misleading stories have 
popped up, seemingly designed to bounce 
western opinion in Russia’s direction. 

On May 28th Prime-Tass (part of what 
was once the Soviet Union’s official news 
agency) reported in gushing terms some 
preliminary—and inconclusive—talks in 
London between Mikhail Kasyanov, then 
Russia’s chief debt-negotiator,and London 
Club negotiators. These became “urgent” 
consultations “beyond the bounds of the 
London Club”, conducted with “key fig- 
ures in the world of finance”. Nota descrip- 
tion those on the western side of the nego- 
tiating table would recognise. 

A week later, on June and, the same 
agency—-quoting an anonymous “confi- 
dential source” in the London Club—said 
that Olivetti, an Italian company, was in- 
terested in buying all of Russia’s London 
Club debt for $25 billion. The company it- 
self denied the report. Mr Kasyanov, by 
now finance minister, played itdowninan 
interview the next day, without quite de- 


nying that something of the kind was afoot. 

And then on June 16th Prime-Tass re- 
ported that the London Club had consent- 
ed to “a six-month deferment on ex-Soviet 
debt”. The source, supposedly, was Fitch- 
IBCA, a Credit-rating agency. Sadly, it had 
said nothing of the kind. Mr Kasyanov also 
made the same claim, and added, for good 
measure, a remarkable misreading of the 
grace period stipulated in the London Club 
agreement. Russia had been due to pay 
$850m in debt-service on June 2nd. Mr Ka- 
syanov maintained that, unless the cred- 
itors responded by June 16th, this would 
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debt for six months. In fact, the agreement 
specifies a grace period of 15 working days. 
This ran out on June z4th—and, as The Eco- 
nomist went to press, Mr Kasyanov was in 
New York, trying to persuade a group of 
tough fund managers not to sue for their 
money. Some roll-over. 

Nevertheless, there has been a new 
surge of optimism about how Russia will 
treat its creditors. The price of the debt in 
question—known as rans—rose by 30% 
this week, to more than 16% of its face val- 
ue. This followed strenuous attempts by 
leaders of the G7 rich countries to be nice to 
Russia at their summit in Cologne. They 
even made mildly encouraging noises 
about re-rescheduling Russia’s debt to the 
Paris Club of official creditors. And the img 
seems poised to make one more (really, ab- 
solutely) final exception to its own rules 
and shell out $4.5 billion from next month. 

Perhaps the tall stories were meant to 
boost morale at home rather than influen- 
ce negotiations abroad. Certainly, com- 
pared with Russia's lethargic approach to 
tax and banking reform, and the central 
bank’s continuing reluctance to explain 
properly its holding of some of its reserves 
ina shell company in Jersey, this burst of fi- 
nancial spin-doctoring is more irksome 
than horrifying. In any case, the ever-hope- 
ful Mr Kasyanov has promised radical (if 
unspecified) economic reforms next year. 
They should scotch silly worries about 
Russia’s future ability to pay. Reportedly. 
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£60m in annual savings. 

Still, there is a logic to the deal, which cat- 
apults Lloyds from 12th to second place 
among British life-insurance companies, 
with a 7.2% share, behind only Prudential’s 
8%. In Britain, the savings industry’s profits 
are under pressure: from the government, 
which is introducing new standards for 
charges and terms; from consolidation; and 
from the entry of low-cost American com- 
petitors. By adding Scottish Widows and its 
network of financial advisers, Lloyds hopes 
to drive down costs. Scottish Widows, in 
turn, will be able to distribute its products to 
Lloyds’ 15m customers through the latter's 
2,400-strong branch network —Britain’s big- 
gest by far—and through the direct sales- 
force of its existing life arm, Lloyds Abbey 
Life. While new firms keep costs down by 
distributing by telephone and the Internet, 
Lloyds thinks customers like to visit branch- 
es. Certainly, British buyers seem to prefer to 
buy long-term savings products face to face. 

Lloyds will keep the Scottish Widows 
brand, following the “shop within a shop” 
approach it adopted for Cheltenham & 
Gloucester, its mortgage-finance arm. It dis- 
covered by accident that cag was more 
trusted as a mortgage-lender than Lloyds. 
Now it seems intent on not ruffling Scottish 
feathers. Scottish Widows will take over 
Lloyds’s existing life business; Mike Ross, its 
chief executive, will run the whole operation 
from Edinburgh. Any job cuts will fall south 
of the border, and the Scottish operation 
should grow over time. Policyholders (who 
own Scottish Widows) can expect an average 
windfall of almost £6,000. 

Sir Brian insists that he is still hungry for 


Orphans next for Lloyds? 
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another deal, preferably in Britain. His appe- 
tite would no doubt be whetted if another 
bidder, perhaps a rival British bank, were to 
try to snatch Scottish Widows away from 
him. Either way, several dull British life-in- 
surers must be fretting about his next target. 

e 





Mexican banks 


Road to ruin 


MEXICO CITY 


O DRIVE the 370km (230 miles) of the 

fast, smooth and nearly empty Autopista 
del Sol, the highway of the sun, between 
Mexicocity and Acapulco, requires some $45 
in tolls—a princely sum, reflecting the cost of 
its twists and turns, its deep mountain cuts 
and the elegant, sparkling bridges that leap 
over great valleys. Yet this gorgeous road 
helped to bring down Serfin, Mexico's third- 
largest bank. Next month, the government's 
bank-rescue body will almost certainly have 
to intervene, pumping in more capital and 
taking over the bank. 

Serfin had lent heavily to the road pro- 
ject before being privatised, along with 18 
other Mexican banks, at the start of the 1990s. 
The highway went bust because of cost over- 
runs and thecountry’s economic collapse. To 
stay afloat after that crisis, Serfin was forced, 
like other banks, to sell some non-perform- 
ing loans to Fobaproa, the government's de- 
posit-protection agency, in return for special 
bonds; but it had to sell a greater proportion 
of its loan portfolio (more than half) than 
other banks, and, even so, was left with near- 
ly a quarter of its loans overdue. 

For a while it looked as if things might 
work out. Serfin did better than any other 
bank at recouping bad loans. Then came 
1998 and the financial crises in Asia, Russia 
and Brazil. Although the economy seemed, 
after a few tense months, to ride out the 
storm without serious long-term damage, 
the banks were hit hard. 

Interest rates had shot up, making new 
loans harder to find, good loans go bad, and 
bad loans get worse. Serfin found itself in 
particular trouble. Under its deal with Foba- 
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around 60%. 

As part of the rescue deal, banks agree to 
share the government's losses on the bonds. 
Since not much can be recouped from the 
bad loans because of a creaking legal system, 
these are huge. Now the bank is in a hopeless 
pickle—saddled with masses of non-trada- 
ble Fobaproa bonds that it cannot get rid of 
and that, from this year, earn less interest 
than Mexican treasury securities. 

Fobaproa is being wound upafter a huge 
political furore over how it handled the buy- 
ing of bad debt. Its reincarnation, known as 
1PAB, Will next month face the task of clean- 
ing up Serfin for sale. It will cost the agency 19 
billion pesos ($2 billion) merely to cover the 
loss-sharing and other liabilities; privately, 
an official at the national banking and secu- 
rities commission (CNBVv), the industry regu- 
lator, estimates that iras may need to pump 
in another 30 billion pesos to make the bank 
tasty enough for a foreign investor. 

That might not seem much compared 
with the 650 billion pesos spent so far on res- 
cuing banks. cnev is confident that Serfin’s 
final bail-out is the last chapter in this partic- 
ular saga. Yet others are not so sure. Serfin is 
only the most acute symptom of the banking 
system’s continuing sickness. Overdue loans 
are still rising, and lending volumes are not 
recovering (see chart). 

The causes of the banks’ plight are deep- 
seated. It used to be said that banks were too 
poor to lend. No longer. And although many 
borrowers cannot afford current interest 
rates, economists suspect that there is an un- 
satisfied demand for loans. But the banks are 
finding it hard toovercome their fear of lend- 
ing. One reason so many loans went bad was 
that banks had little power to chase default- 
ing debtors. That remains true. Two much- 
needed legal changes are a new loan-guar- 
antee law (to make it easier to seize assets) 
and a bankruptcy law (to make it harder to 
avoid paying by going bankrupt). A bill for 
the first was put to the Mexican congress in 
March, but is stuck there along with about 
100 others. A bill for the second has yet to be 
drafted. Lending —and with it the growth 
that Mexico needs to escape its lingering eco- 
nomic malaise—will not get going again un- 
til such laws are passed. 





proa, the bonds it had received 
in return for its bad loans 
earned a higher rate of interest 
in the early years, dropping in 
1999. This seemed clever at the 
time. But as Adolfo Lagos, the 
bank’s chief executive, puts it, 
1998's upsets “turned the med- 
icine into poison.” The interest 
is calculated at a floating rate, 
and instead of being paid is 
capitalised (added to the value 
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Deep discount 


Some of society’s most important decisions concern the far distant future. 
Up to now, economics has failed to shed much light on them 


i i I OW do you decide whether an invest- 


ment makes economic sense? The 
standard answer is easy: the income must 
be discounted (using the rate of return on a 
safe alternative investment) so that it can 
be measured against the costs. If the pre- 
sent value of the benefits exceeds the costs, 
the investment is a good one. 

Few economists would disagree that 
this is the right way to approach the prob- 
lem—-at least where projects of reasonably 
short duration, say up to 30 years, are in- 
volved. But the method has a troubling im- 
plication: projects yielding vast gains in the 
far distant future are deemed to be virtual- 
ly worthless. 

Suppose a long-term discount rate of 
7% (after inflation) is used, as it typically is 
in cost-benefit analysis. Suppose also that 


the project’s benefits arrive 200 years from 
now, rather than in 30 years or less. If global 
GDP grows by 3% a year during those two 
centuries, the value of the world’s output in 
2200 will be $8 quadrillion (a 16-figure 
number). But in present-value terms, that 
stupendous sum would be worth just $10 
billion. In other words, it would not make 
sense for the world to spend any more than 
$10 billion (under $2 a person) today on a 
measure that would prevent the loss of the 
planet's entire output 200 years from now. 
This demonstration of the power of 
compound interest—and the nonsense it 
seems to make of orthodox cost-benefit 
analysis—comes from “Discounting and 
Intergenerational Equity”, an excellent 
new collection of papers edited by Paul 
Portney and John Weyant for Resources 
for the Future (rrr), a think-tank in Wash- 
ington, pc. As the editors point out in their 
introductory essay, there is in fact a ratio- 
nale for concluding that a $10.1 billion op- 
portunity today to safeguard global cpr in 





2200 is not worth taking—namely, that if 
the money were invested at 7% instead of 
being spenton the project, that sum would 
grow by more than enough to replace the 
missing GDP in two centuries’ time. The 
trouble is, understanding the rationale 
does not make the conclusion that it sup- 
ports seem any less crazy. 

Why does a method that seems sound 
in principle and intuitively plausible for 
30-year investments seem so wrong for 
200-year investments? The question mat- 
ters. Choices on environmental policy, no- 
tably on measures to reduce the threat of 
global warming, involve costs today and 
benefits delayed until the very distant fu- 





ture. How are these choices to be made, if 
not by means of traditional cost-benefit 
analysis? 

In measuring costs and benefits in the 
far distant future, two main things seem to 
intervene and spoil the conventional cal- 
culations. One is uncertainty. We know 
next to nothing about what the state of the 
world will be in 2200—nothing about peo- 
ple’s preferences or values, nothing about 


available technologies. Also, we cannot be | 


certain—indeed, have no reason to sup- 
pose—that if society forgoes the climate- 
stabilising project today and instead in- 
vests the capital on behalf of its distant de- 
scendants, the benefits will ever reach 
them. Intervening generations may plun- 
der the investments that had been made 
by their ancestors in preference to the envi- 
ronmental project. 

The second factor follows from the 
same point. Calculations involving the dis- 
tant future involve judgments about the 
distribution of income as well as judg- 


ments about efficiency. In the case of a 
short-lived investment, people can ask 
whether “they” would prefer a certain 
amount of consumption now or a larger 
amount of consumption at some future 
date. In the case of the far distant future, the 
question is how much they are willing to 
pay in order to raise the welfare of others 
who are so remote that they can barely be 
imagined—and who are, notwithstanding 
that fact, likely to be very much better off 
materially than people are today. 

Some economists take the view that the 
welfare of future generations should be giv- 
en the same weight as the welfare of to- 
day’s. This innocent-sounding stipulation 
has a big effect. Itimplies that a much lower 
discount rate than the one appropriate for 
short-term projects should be used. The 
short-term discount rate, in theory, em- 
bodies an amount that is paid to compen- 
sate people for the mere fact that consump- 
tion is delayed—this is called the “utility 
rate of discount” or “pure impatience” in 
the literature. Setting this element to zero 
for the distant-future case greatly reduces 
the plausible discount rate—on most esti- 
mates, toas little as 1%. 

Most of the economists contributing to 
the rrF volume lean towards a compro- 
mise, for which a variety of ingenious ratio- 
nales are offered: use a high discount rate 
for the first 30 or so years of a project, then a 
lower rate or rates for more distant periods. 
Theory aside, this seems to accord well 
with the way people think. Many studies 
by economists and psychologists have 
found that people do in fact discount the 
distant future at lower rates than they ap- 
ply to the near future. 

Mr Portney and another collaborator, 
Raymond Kopp, go further. They propose 
what they call a “mock referendum”, Ask 
samples of people what they think of a 
specific policy proposal, described in de- 
tail with respects to costs, benefits, and’ 
their expected distribution over time and 
place. The idea is not simply to find out 
whether the chosen sample would wish to 
see this policy adopted. Rather, it is to un- 
cover society’s pattern of preferences. Todo 
this more effectively, different sub-sam- 
ples could be given different information 
(concerning, for instance, the costs that 
they would have to bear), varied in such a 
way that- the pollsters could deduce the 
voters’ preferences on distribution and dis- 
count rates. Using this information, it 
should be possible to estimate what would 
happen if any particular variant of the pol- 
icy really were put toa national vote. 

“Why not include in the analytical ar- 
senal”, the authors ask, “a tool that sheds 
light on valuation, discounting and politi- 
cal acceptability all at the same time?” Why 
not, indeed? It is a good idea. 





94 


G 


THE ECONOMIST JUNE 26TH 1999 





NOKIA 


CONNECTING PEOPLE 


SMILE. 


YOU’RE ON THE 


“concept phone , 





If the people at Nokia have their 
way, you'll never miss Out on the 
latest news stories because you 
weren't near the TV or a newspaper. 
Neither will you have to suffer the 
frustration ot getting lost in a big 
city. Simply because, in the not 
too distant future, you'll be able 
to download any and every bit of 
accessible information into a Nokia 
mobile phone. Including the daily 
on-line newspaper, digital road 
maps and city information guides. 


It all has to do with a new 

and innovative telecommunication 
technology that’s set to sweep 
thewworld and change the way you 
us@ your mobile phone. 


Called 3rd Generation technology, 
it m@ans that in future, Nokia mobile 
handsets will be using transmission 
speeds hundreds of times faster 
thai today's mobile networks. 


Sa Mot only will mobile phones 
be @ble to transmit voices, they'll 


“The launch dates launch venu 





Personalised news & video calls 











Digital maps 


K ‘concept phone / 


be able to transmit images of the 
people you're talking to and access 
literally anything you want off 

the Internet. 


Already Nokia has created the 
world's first integrated 
communication device (the Nokia 
9000) and its successor (the Nokia 
9110), the world’s first cellular data 
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card and the world’s first software 
based data solution for GSM phones 
called the Nokia Data Suite. 


It's all part of new world which 
Nokia is the leader. A world where 
wires and phone lines no longer 
determine where people work or 
spend their leisure time. 

A new realm of truly personalised 
communications and mobile 
multimedia services. 


For example, not only will the 
mobile phone of tomorrow be able 
to instantly retrieve information like 
flight schedules, download e-mails, 
video clips and daily newspapers, 
you'll also be able to do it wherever 
and whenever you want. 


It's all just a sneak preview of a 
future that Nokia is turning into reality. 
You might call it amazing. At Nokia, 
they call it human technology. 





Mobile multimedia 





appearance., features and specifications of 3rd Generation products 


out notice as this is Currently being developed. 
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IMISSION: What is the world coming to? More and more, the answers can be seen in a diverse range of partnerships between com- 
panies, governments, and Lockheed Martin. By sharing our capabilities in aircraft, space, energy, electronics and information technology, 


new products and services are emerging. The result: new opportunities for our partners, and lasting progress for citizens around the world. 
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LOCKHEED MARTIN 


SUCCESS: Safer transportation. Global telecommunications. Improved security. These are just a few of the ways that partnership 
with Lockheed Martin is benefiting the world. By making long-term commitments to our partners, and backing them with expertise in a wide 


range of technologies, new innovations are being created daily. How can we partner with you? Visit us at www.lockheedmartin.com/partners. 
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Drowning in data 


Like so many others, biologists are confronted by a tidal wave of information. 
Unfortunately, few of them know how to swim 


NCE upon a time, biology was simple. 

Its practitioners cultivated things in Pe- 
tri dishes and flowerpots, or studied them 
through fieldglasses. They might count 
them, measure their lengths, or even weigh 
them. But the numbers—and the crunching 
needed to interpret those numbers—rarely 
taxed their mathematical skills beyond a 
level that they would have learned atschool. 

That is, however, changing fast. Biologi- 
cal data are flooding in at an unprecedented 
rate. The amount of information stored, for 
example, in the international repository of 
genetic sequences known as GenBank is 
doubling every 14 months. As a result, many 
of the challenges in biology, from gene ana- 
lysis to drug discovery, have actually be- 
come challenges in computing. Indeed, the 
process of change is so rapid that some of the 
subject’s potentates are afraid that progress 
may grind toa halt unless a huge injection of 
numeracy takes place pretty soon. 

The mightiest of those potentates inhab- 
it America’s National Institutes of Health 
(nin)—the body responsible for disbursing 
the lion’s share of federal money available 
for biomedical research. And earlier this 
month the nin issued a report that talked of 
“the alarming gap between the need for 
computation in biology and the skills and re- 
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sources available to meet that need” and rec- 
ommended spending up to $160m on recti- 
fying matters through a network of biocom- 
puting centres across the country. 


Anembarrassment of riches 


The main reason for this shotgun marriage 
with information technology is that biology 
has belatedly realised that it is, itself, an in- 
formation technology—even though the 
technologist is natural selection rather than 
Bill Gates. An organism’s physiology and be- 
haviour are dictated largely by its genes. And 








those genes are merely repositories of infor- 
mation written in a surprisingly similar 
manner to the one that computer scientists 
have devised for the storage and transmis- 
sion of other information—that is, digitally. 

There are superficial differences, of 
course. The genetic code has four elements 
(the four so-called bases, sometimes referred 
toas its letters), rather than the two of a bina- 
ry coding system. And the bases are grouped 
together in threes, known as codons, rather 
than in the eight-bit bytes of computing. But 
the similarities are more striking, so the sub- 
ject is suddenly lending itself to a serious 
amount of computerisation. 

At the same time, there has been rapid 
progress in the machines that supply the raw 
material—the sequences of genetic letters 
and codons in chromosomes. A single high- 
throughput gene-sequencing machine can 
now read hundreds of thousands of bases 
per day; and newer technologies, such as 
“gene chips”, should make the analysis even 
faster. That will produce even more data that 
have to be stored and annotated for subse- 
quent study. And even for those who do not 
work directly on the genes themselves, simi- 
lar technological changes are appearing, Ro- 
botic screening machines, for example, in 
which hundreds of compounds in tiny wells 
are tested to see if they react with a particular 
biological target, can analyse thousands of 
compounds in a day. 

The result is a mind-boggling amount of 
information. According to Anthony Kerlav- 
age of Celera, a company formed last year 
with the intention of sequencing the entire 
human genome using private money (and 
beating government-financed projects in 
the process), a genetics laboratory can easily 
produce 100 gigabytes of data a day--that is 
about 20,000 times the volume of data in the 
complete works of Shakespeare or J.S. Bach. 

The analysis of such data poses prob- 
lems beyond mere volume control. Having 
sequenced a particular piece of DNA, for ex- 
ample, itis useful to compare it with a central 
database (such as GenBank) of existing se- 
quences to see what it resembles. But this re- 
quires more than justa straightforward data- 
base search. The program involved must 
know what constitutes a biologically mean- 
ingful resemblance, and it must also be able 
to deal with the errors that inevitably creep 
into the sequencing process. As a result, de- 
vising new search algorithms requires exten- 
sive knowledge of computing theory, to- 
gether with a keen biological intuition. 

And there’s the rub. The real problem 
about the growing quantification of biology 
isnot the change in the subject but the lack of 
change in its practitioners. For a sudden in- 
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pouring of data is not unique to biology. As- 
tronomers, who once squinted over photo- 
graphic plates, now deal with squillions of 
bits of data from automatic sky surveys. Me- 
teorologists no longer use seaweed; instead, 
they prefer supercomputers. Particle physi- 
cists would not have the first idea of what 
was going on in their machines if the results 
of their experiments were not processed au- 
tomatically. Yet none of those fields seems to 
be suffering unduly from information over- 
load because the physical sciences are 
founded on number-crunching. Astrono- 
mers, for example, have been using rooms 





full of computers ever since the days when 
the word “computer” referred to a skilled 
mathematician. And some of the first elec- 
tronic computers were devised specifically 
for use by physicists working on the devel- 
opment of atomic weapons. 

Many biologists, however, avoided the 
fields of astronomy, meteorology or particle 
physics precisely because they have, in the 
delicately chosen words of Sylvia Spengler of 
the Centre for Bioinformatics and Computa- 
tional Genomics at the Lawrence Berkeley 
National Laboratory in California, “some 
problem with mathematics”. 





HILE some scientists are working 

out how to do biology with com- 
puters, others are trying to do computing 
with biology. The field was inaugurated in 
1994 by Len Adleman of the University of 
Southern California, who wrote a paper 
explaining how he had solved a simple 
route-planning problem by manipulating 
strands of pna ina test tube, 
| Clever stuff. But what made Dr Adle- 
| man’s paper even more intriguing was his 
suggestion that it might one day be possi- 
ble to build a general-purpose computer 
out of nothing more than carefully engi- 
neered biological molecules. Last week 
Ehud Shapiro, of the Weizmann Institute 
in Israel, unveiled a design for just such a 
computer. If built, it would be about 
twenty-five billionths of a metre across, 
but it would be capable of performing cal- 
culations as complex as the programmer 
wished. This is because it would be a Tur- 
ing machine, a notional type of computer 
first proposed in 1936 by a British mathe- 
matician called Alan Turing. 

Turing’s original idea was a device that 
manipulated a paper tape divided into 
cells. Each cell was either blank or con- 
tained a symbol that the machine could 
read or write. The machine would move 
| up and down the tape, looking at one cell 
ata time, and also at its own internal state, 
and then apply a set of rules to that infor- 
mation to decide what todo next. 

In practice, although a Turing ma- 
chine could do anything that any other 
computer can, it is not a practical design 
for an electronic device—which is why 
modern computers are based on a differ- 
ent architecture devised by John Von 
Neumann. But Turing’s design is ideally 
suited to the molecules of biochemistry. 

Instead of a tape, simply use a strand 
of RNa (a cousin of pna). To encode the 
tape’s symbols and the machine's internal 
State, use predefined combinations of the 
four letters of the genetic alphabet. And in 
place of rules, use floating “rule mole- 





A cellular automaton 





cules” whose undersides encode the state 
and symbol that trigger a rule, and whose 
topsides encode the new state and new 
symbol resulting from it. The machine it- 
self would consist of a large molecule that 
acts as a “gatekeeper”, and only allows a 
rule molecule whose underside matches 
the current state and symbol to interact 
with the tape. 

Dr Shapiro has built a plastic model of 
his molecular computer to show how it 
might all work. The key point is that each 
aspect of its operation—from molecular 
gatekeeping to the manipulation of the 
RNA tape—is already going on inside ev- 
ery living cell. This suggests that some day, 
perhaps 30 years from now when the 
workings of cellular machinery can be 
mimicked, it may actually be feasible to 
build one of his computers. 

In theory, it would then be possible to 
place a computer inside acell, along witha 
suitable collection of rule molecules, and 
program it to generate particular RNA se- 
quences in response to different circum- 
stances. This rna could be used by the 
cell’s internal machinery (as natural RNA 
is) to synthesise a useful protein. In other 
words, it could producedrugson demand, 
inside the cell. Computing in a test tube 
may be clever, but computing inside a cell 
would be the stuff of genius. 
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The-result, according to Larry Hunter, 
president ‘of the International Society of 
Computational Biology, is that there is a des- 
perate shortage of specialists capable of de- 
veloping the computational tools that biolo- 
gists need. What is required, he says, is “a 
genuinely new kind of scientist” who is 
trained in both computer science and biolo- 
gy. Worryingly, however, the demand for 
computational biologists is such that the 
very academics needed to teach interdisci- 
plinary courses that might plug the gap are 
going into industry, where their skills are 
more highly remunerated. 

Some physical scientists used to accuse 
innumerate biologists of “physics envy”. 
Partly, the accusation was that they secretly 
envied a numerical rigour to which they 
could not possibly aspire. Partly, it was that 
physicists got all the money. Now, however, 
it is the biologists’ budgets that are growing. 
But there is a price. As biology becomes nu- 
merically rigorous, its practitioners have no 
choice but todo the same. 





Biotechnology 


Sex in a bottle 


S AN engine of evolution, sex is all well 
and good. But researchers at Maxygen, a 
biotechnology company based in Redwood 
City, California have discovered that it is al- 
soa fine way to run a business, or at least the 
business of developing new drugs and other 
useful biochemicals. Scientists are constant- 
ly looking for better ways to make such mol- 
ecules, But for this, they require two essential 
tools. The first is some way of generating lots 
of different versions of them. The second is a 
process to test those versions for desirable 
features. 

This is just what happens in evolution. 
Sex provides variety by mixing genes from 
two parents, producing combinations of 
traits in their offspring that they donot show 
themselves. Natural selection, in the form of 
environmental pressures, then takes care of 
deciding whether these new features are 
worthwhile. New genetic combinations that 
give a better chance of survival, or reproduc- 
tion, tend to come out on top. 

Much the same thing happens in the lab- 
oratory. Drug developers can do their own 
natural selection with a test-tube method 
known as high-throughput screening—test- 
ing millions of new molecules for the sort of 
reactions that they hope to achieve in the 
body. They also have a few tricks for produc- 
ing this rich collection of compounds in the 
first place, such as mutating the genes that 
produce the substances or sticking different 
biochemical bits and pieces on the mole- 
cules themselves, But nothing is as good as 
sex for stirring the pot. 

That is why. Pim Stemmer and his col- 
leagues at Maxygen have been trying to re- 
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produce a form of sexual exchange in a test 
tube. Their technique, called molecular 
breeding, involves cutting lengths of DNA— 
say, several versions of the same gene from 
different strains of bacteria—into random 
pieces with special enzymes. The pieces are 
then shuffled and sewn back together using 
other enzymes. The result is a concatenation 
of assorted bits of the “parental” genes that 
may confer unexpected properties on the 
protein that results from the activities of the 
new gene. 

According to Russell Howard, Maxygen’s 
boss, the company’s researchers have so far 
managed to shuffle the pna for an enzyme 
called subtilisin from 26 different strains of 
bacteria. Some of the offspring of these mat- 
ings are three or four times better than the 
originals at keeping their shape or activity 
under stressful conditions, such as high tem- 
perature. This is a good thing, since subtilisin 
is a key enzyme in “biological” laundry de- 
tergents—and the point of this exercise, a col- 
laboration with Novo Nordisk, the world’s 
biggest producer of industrial enzymes, is to 
create a better ingredient for such powders. 
So the true value of these new enzymes will 
soon, literally, come out in the wash, as Novo 
Nordisk tests them on clothes. 

Maxygen, however, is mixing more than 
just enzymes. One of its recent successes is a 
souped-up version of interferon-alpha, a 
protein that defends the body against viral 
infections. The company’s researchers took 
20 human genes associated with interferon- 
alpha and shuffled them together. Some of 
the resulting hybrids are almost 300,000 
times better at interacting with mouse cells 
than normal human interferon-alpha. This 
may not seem terribly useful for treating hu- 
man disease, but as a proof of principle it 
shows that many different sorts of genes can 
benefit from a little molecular breeding. 

The company has also been shuffling the 
genes of viral-envelope proteins. The new 
envelope has a number of interesting prop- 
erties, including the ability to bind to a wider 
range of target cells than the wild original. 
This makes it a promising tool for gene ther- 
apy, or even vaccine development. So prom- 
ising, in fact, that as well as its conventional 
corporate partners, such as Pioneer HiBred, 
the world’s largest seed-corn firm, Maxygen 
is also dealing with America’s defence de- 
partment. The armed forces are keenly inter- 
ested in the firm’s technique as a way of 
coming up with new protective agents 
against anthrax and other nasty germs that 
are popular in biological weapons. 

So while it may lack the steaminess of 
the real thing, molecular breeding, as 
Frances Amold, a researcher at the Califor- 
nia Institute of Technology who pioneered 
the technique, points out, has a few advan- 
tages for drug and chemical developers. It is 
much faster than mating organisms togeth- 
er, taking mere months to produce useful hy- 
brids that would require years to achieve by 
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breeding in.a more conventional way. It can 
also. create molecules that could never be 
produced by traditional breeding because it 
can borrow bits and pieces from hundreds 
of donor molecules, whereas most real 
offspring are limited to two parents. 

For the moment, Maxygen has been mix- 
ing DNA stretches that have at least half their 
sequence in common. This means that 
swapsare restricted to related species. But Dr 
Howard reckons that new advances may 
mean the company will soon be able to mix 
DNA from vastly different organisms, such as 
microbes and men—which are clearly sex- 
ual encounters that are best left, if not to the 
imagination, then at least to the test tube. 
AVE E a a i mo ttle el 


Neurology 


Mind vs matter 


NE of the less obvious problems that re- 

cent amputees suffer is that their brains 
take a long time to catch up with the fact that 
their bodies have changed. Removing a limb 
does not remove the nerve cells that were 
there to control it. The consequence is that 
such patients frequently experience “phan- 
tom” limbs, together with the desire and 
subjective ability to move them. 

Many researchers have toyed with the 
idea of using such suddenly unemployed re- 
gions of the brain to control artificial limbs 
that are designed to replace what has been 
lost. That, however, requires a way of un- 
scrambling and decoding the electrical sig- 
nals from these nerve cells, in order to pro- 
duce clear instructions that a prosthetic limb 
could follow. Until now they have had little 
success in finding one. But a study published 
in Nature Neuroscience this week, by John 
Chapin of the mcr Hahnemann School of 
Medicine in Philadelphia and his colleagues, 
may offer a breakthrough. Dr Chapin has 
managed to wire up the brains of some ex- 
perimental rats in a way that enables them to 
move things around by the power of 
thought alone. 

Previous attempts to interpret the signals 
that control limbs have relied on recording 
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the output of single nerve cells. This was 
done by insertinga minute electrode into the 
brain, so that the electrode’s tip touched the 
cellconcerned. Dr Chapin, however, used an 
array of electrodes. This was capable of re- 
cording the signals sent by 32 nerve cells at 
the same time. 

He implanted his electrode arrays in the 
brains of halfa dozen rats. The brain regions 
into which he made the implants—the mo- 
tor cortex and the thalamus—are known to 
be important in the control of movement. 
The rats were well fed, but if they wanted a 
drink of water, they had to press a lever to get 
it. The lever was attached to what Dr Chapin 
calls a “robot arm”, which would, in re- 
sponse to the correct amount of pressure on 
the lever, carry some water from a dropper 
that the rat could see but not reach to a place 
where the animal could drink. 

At first, Dr Chapin was content to look at 
the electrical signal he got from the rats’ 
brains when they manipulated this appara- 
tus. One thing he noticed was that the nerve 
cells started firing off electrical signals well 
before an animal began to move. The delay 
involved was more than just the time it took 
for the signal to travel from the animal's 
brain to its paw. That implied that he had 
found some sign that the rat was thinking 
about the task before performing it. 

To work out which part of the electrical 
activity of the different cells was carrying 
this “thought”, he first applied a statistical 
trick called principal-component analysis to 
it, to separate the signal from the noise. He 
then used an artificial neural network—the 
best approximation to a real nervous system 
that science has come up with—to work out 
which bits of the cleaned-up signal predict- 
ed when a rat would goon to move the lever. 
Having done this he wired up the robot arm 
so that it would respond directly to such a 
signal from the electrodes, and disconnected 
it from the lever. 

Initially, the rats continued to press the 
lever when they wanted water. But most of 
them quickly learnt that this was no longer 
necessary. All they had to do was think 
about pressing it, and presto! water would 
magically be delivered. They were, in effect, 
controlling a mechanical process by pure 
willpower. 

From a thirsty rat to a crippled person is, 
of course, a long journey. But Dr Chapin’s 
work is an important step on the road. It sup- 
ports the idea that intention precedes action 
in the brain, and shows that such intentions 
can, at least in this simple case, be recorded, 
interpreted and acted on in “real time” by 
something that has been built by a human 
engineer. There seems no reason why such a 
“something” should not, at some point in the 
future, be attached to a patient’s body. The 
day when phantom limbs can be made tan- 
gible may dawn sooner than many people 
had suspected. 
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Maxwell's silver typewriter 


NEW YORK 


William Maxwell inspired dozens of writers when he was fiction editor of the 
New Yorker. His own writing too is worth revisiting 


“I WOULDN'T like to live in a world 
where nobody ever told stories.” With 
this modest introduction, William Maxwell 
begins to talk about his art. With all six of his 
novels and a compendium of short stories 
recently re-issued to resounding acclaim in 
celebration of his goth birthday, a more gran- 
diloquent observation might be expected of 
this distinguished veteran of American let- 
ters and legendary editor from the golden 
age of the New Yorker. But the very idea of 
grandiloquence evaporates in the tran- 
quility of Mr Maxwell's presence. 

From a small and comfortably cluttered 
study at the back of his New York apartment, 
with windows wide open and anelectric fan 
compounding the noises from the street, he 
finds it easier to type out answers to ques- 
tions than to make his gentle, warmly in- 
flected voice heard over the din. The nostal- 
gic sound of a typewriter clacking is 
strangely appropriate to the unhurried yet 
apposite answers which emanate, in his un- 
mistakable cadence, from the typed page. 

Mr Maxwell came to writing with the 
same haphazard inevitability that charac- 
terises his written style. While working for 
his php at the University of Illinois, intend- 
ing to become a teacher, he was asked to help 
out with the book reviews that his landlady 
occasionally wrote for the New York Herald 
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Tribune. Among the projects that came their 
way was to prepare a 40-page condensation 
of the life of Thomas Coke, ist Earl of Leices- 
ter (of Holkham) for a historian at Yale. They 
divided up the job and while she tackled 
ith-century English agriculture, he tackled 
18th-century English social life. Here he 
made the acquaintance of a “marvellous ec- 
centric,” Lady Mary Coke, who divorced her 
boorish husband, slept in a dresser drawer 
and was convinced that the Empress Maria 
Theresa was trying to steal her servants. “I 
was beside myself with pleasure over this 
woman.” Inspired, he sought material closer 
to home to write about. 

If delight in the variety and unpredict- 
ability of human nature first prompted him 
to take up pen, the experience of inconsola- 
ble grief was the wellspring to which his art 
returned again and again. His mother’s death 
from influenza when he was ten years old in- 
forms in one way or another all his subse- 
quent work. The scars of sorrow and remem- 
bered rapture bear witness in every tone of 
Mr Maxwell's unique authorial voice. It is a 
voice full of humour, unflinchingly truthful 
and sharp, yet without a barb. On the con- 
trary, the very acuteness of his scrutiny 
serves to drive any hint of sickly sentimen- 
tality from the compassion with which he 
imbues his characters, mankind and life it- 
self. “What you can’t bear you find some 
way around. I couldn’t bear to part with my 
mother so I took on aspects of her personal- 
ity. She was affectionate and outgoing and 
enjoyed people. Though naturally intro- 
spective, I took on those traits. So she’s not 
dead. She’s sitting right here.” 


Content and commas 


Thrown untrained into teaching freshman 
composition at the University of Illinois 
(“creative writing” being at that time an un- 
heard-of course of study), Mr Maxwell took 
along a book he liked and read from it. He 
was expected to fail a student for using com- 
mas incorrectly. Not wishing to discourage 
their promising but comma-defective ef- 
forts, he adopted the strategy of giving two 
grades, one for content and one for form. 
“Eventually they got the idea, God knows 





Still writing after all these years 


how, of when to use commas.” 

He thought it best not to mention his 
teaching past when he went to work for the 
New Yorker, but when Mrs White, the fiction 
editor, read his letters to the authors of reject- 
ed manuscripts, she asked, “‘Mr Maxwell, 
did you ever teach school?’ I confessed that 1 
had, and she said firmly, ‘It is not the duty of 
the editor to teach the writer how to write. 
Looking back over my shoulder I find I don't 
agree with her. The thing is that it must be 
done so tactfully—the teaching has to be del- 
icate, unnoticeable and affectionate.” 

This approach made Mr Maxwell the 
most sought-after fiction editor at the New 
Yorker, and he guided many young writers 
to literary maturity. “As a writer I don’t very 
much enjoy being edited. As an editor I tried 
to work so slightly on the manuscript that 
ten years later the writer would read his 
story and not be aware that anybody was in- 
volved but him. This invoives listening and 
watching the writer’s face for signs of dissat- 
isfaction. Again, it is a simple matter of love.” 

Asked if such painstaking patience is not 
most unusual in an editor, he replies, “Idon’t 
know.” Which writers does he claim as liter- 
ary successors? None. He trusts them to take 
care of themselves. What does he think of 
the latest trends in contemporary fiction? “1 
haven’t been attentive. I am a very old man 
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and itisn’t about things that I know about or 
take an interest in—so long as fiction is truth- 
ful and accurate it will have value.” There is 
nothing self-conscious or self-effacing about 
his modesty. It is natural, easy and assured. 

His own heroes are the great Russians: 
Turgenev, “a magician-in what he can do 
with an ordinary day,” and Tolstoy—“the 
horse’s. mouth full of snow at the end of 
‘Master and Man’—the. ability to put death 
on the page. I wanted to get down on my 
knees to him. Awful man, not to know better 
what his real talents were.” 


Unbecoming dresses 


“Harold Ross (a former editor of the New 
Yorker). once remarked, ‘Talent does not care 
where it resides.’ You can expect anything of 
artists—good and bad. They don’t have to be 
decent. What I can’t forgive is when they are 
not better than they are. Why Somerset 
Maugham is nota first-rate writer I find un- 
forgiveable. Like someone wearing an unbe- 
coming dress. The conclusions he derived 
from life were insufficient to the majesty of 
life—sounds rather preachy, doesn’t it?” 

That Mr Maxwell found grandeur in his 
small home town does not strike him as im- 
probable. When he was 14 his family moved 
to Chicago and his childhood memories 
with their burden of joy and heartbreak 
were sealed over, a treasure chest intact, 
waiting to be re-discovered by the grown 
writer. Gossip being the principal recreation 
of small-town life there were storytellers in 
abundance. His first stories came to him 
through the inventive curiosity of an eaves- 
dropping child. His artist’s awareness told 
him that they were precious and fragile. 
Writing was the way to preserve them. 

At first he consciously remoulded and 
reordered the reality. He was as patient with 
his characters as he was with fledgling writ- 
ers, waiting for them to show him the direc- 
tion they must follow. As he became surer, 
his style became more direct. “I realised that 
life is so remarkable, so astonishing, you sim- 
ply cannot improve on it—so full of meaning 
and possibility. Some moments are works of 
art in themselves.” 

In his last novel, “So Long, See You To- 
morrow”, the reader is clearly informed 
which parts happened and which are imag- 
ined. The facts are recorded and life breathed 
into them through loving detail. There is no 
need to call attention to their wider signifi- 
cance. The great plains on which the small 
town stands are never portentously con- 
jured up. The reader senses their vast pres- 
ence and shudders with awe. 

How did the good folk of Lincoln react to 
finding themselves in published novels? Did 
he feel no compunction at feeding off their 
lives in his writing? “Oh, I am a scoundrel,” 
laughs the voice that John Updike has called 
the wisest and kindest in American fiction, 
“and Idon’tcare!” 


New american fiction 1 
Noisy words 


OURNALISTS look outward not inward; 

they know a little about a lot and gather 

seemingly disparate crumbs of informa- 
tion. While such crumbs can be the very 
foundation of a factual narrative, in the 
hands of a journo-turned-novelist they can 
be merely white noise. For proof look no fur- 
ther than “Turn of the Century” (Random 
House, $24.95; Headline, £17.99), the trumpet- 
ed debut novel of the New Yorker columnist, 
ex-Time architecture-and-design critic, ex- 
editor of New York magazine and founder of 
Spy magazine, Kurt Andersen. 

Mr Andersen's book takes place one year 
in the future, thus neatly evading any sort of 
millennial end-of-the-world issues, but for 
allintents and purposes it is simply a slightly 
altered version of today: the y2x bug has 
come, gone, and been cured, and George Ste- 
phanopoulos’s best-selling Clinton opus is a 
mini-series. i 

Mr Andersen's stand-in is George Mac- 
tier, a former “serious” journalist (you know 
this because he lost a hand in Nicaragua) 
who has become, in his early 40s, the pro- 
ducer ofa television series. George is married 
to Lizzie Zimbalist, disaffected ceo of her 
own software company, who’s considering 
selling to Microsoft and becoming a multi- 
millionaire. They have two children of their 
own, plus a daughter from an earlier rela- 
tionship of Lizzie’s, and during the course of 
the book they will both go to work for the 
same man: media mogul Harold Mose, head 
of mac (Mose Broadcast Corporation). 

George enters the Mose orbit when MBc 
buys the rights to his new rv show, a half-fic- 
tion, half-fact programme where real actors 
play fake anchors who report real news; 
meanwhile, Lizzie becomes Mose’s new 
technology adviser. This makes her George’s 
quasi-superior and brings up a host of mar- 
ital issues, from spousal rivalry to suspicions 
of insider trading. In other words, this is a 
love story with a classic love-story arc—two 
people meet, part, and meet again—set 
against a contemporary background of roil- 
ing media unease. Old-fashioned stuff. 

Except it is almost buried under a pile of 
new-fangled cultural detritus. For every af- 
fecting George-and-Lizzie moment there are 
a thousand in-jokes, references, and con- 
sumer names (on one page alone you can 
find Prada, Jean Genet, Jim Morrison, the 
Frick, Tiffany's, Courtney Love, Pete Hamill, 
Ken Kesey, Bianca Jagger, Arthur Schlesinger 
Jr, Mort Zuckerman, Tony Blair, and Patricia 
Duff). This can make the book very funny— 
but only if you get the jokes. The humour is 
the self-congratulatory, exclusionary, kind. 

Take, for example, the revelation that 
George's Wall Street friend has been secretly 
buying up the rights to every contemporary 














Great gossip 


novel he likes to prevent them from being 
made into Hollywood films. Amusing? Ab- 
solutely—as long as you've been following 
the row about Hollywood's destructive op- 
tion fever. Similarly, the wit in a throwaway 
line about Stephen Rattner funding a think 
tank which may hire Mr Clinton relies on the 
knowledge that (1) Mr Rattner, the big pooh- 
bah of Lazard Freres, is a major Martha’s 
Vineyard party-giver; (2) Mr Clinton is a ma- 
jor Martha’s Vineyard free-loader; and (3) the 
two of them have been scratching each oth- 
er’s back for years. This is the stuff of Mr An- 
dersen’s professional life—and he can’t resist 
showing off his insider cred. 

This would be fine if the book were to be 
read by only the tiny group of the author’s 
similarly insider peers (the ones that will 
pour over the tome in glee trying to figure out 
if they're in there), but it’s pretty obvious Mr 
Andersen has a bigger audience in mind: he's 
aiming to write no less than the definitive 
novel of the 1990s. Already comparisons 
have been made to the defining novel of the 
1980s, “Bonfire of the Vanities”, and the par- 
allels are clear: both are big books, both by 
journalists with a jazzy writing style and 
acute sense of observation, and both aim to 
take the zeitgeist and dramatise it for all to 
read. What made Tom Wolfe's work special, 
however, was the care the author took never 
to let the personal get buried under the en 
passant. In Mr Andersen's case, the opposite 
is true. In the end the writer he most resem- 
bles is brand elegist Bret Easton Ellis. 


‘tii ntti lenient iA 


New American fiction 2 


Quiet words 


RECURRING theme in fiction by some 

new young American writers—Jhumpa 
Lahiri, Edwige Danticat, Junot Diaz, Michael 
Chabon—is the story of becoming Ameri- 
can. For Claire Messud, in “The Last Life” 
(Harcourt Brace; $24; Picador, £14.99), which 
will be published at the end of August, 
America is a distant shore attaiged only after 
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great difficulty. It frames the book in a short 
prologue and an afterword. “Americanness 
drawsa veil, it lends a carapace to the distant 
lives we hold within.” What preoccupies Ms 
Messud most, though, is pre-American life, 
with its implants of stories inherited and 
imagined, its baggage of history. 

The Labasse family are pieds-noirs from 
Algeria, repatriated to the south of France 
where father and grandfather Labasse own 
and run a hotel, alternately a source of pride 
and of growing domestic tension. One of the 
teenage children is named Sagesse (wisdom); 
another, her younger brother, is called 
Etienne Parfait (perfect), a name his parents 
chose before his birth and kept even after he 
suffered irreparable brain damage. Sagesse 
longingly calls him plus-que-parfait (plu- 
perfect), as if he might have been a whole 
soul ina past life. 

Enraged by the noise created by 15-year- 
old Sagesse and her teenage friends cavort- 
ing in the hotel swimming pool one night in 
the summer of 1989, grand-pére Labasse 
blasts at them with his shotgun, wounding 
one of them. His trial, imprisonment and 
then release are the principal events against 
which the novel unfolds, but the real drama 
lies within. 

The inheritance of the pieds-noirs—re- 
viled in Algeria and suspect back in France— 
scarred many of them, and Ms Messud’s del- 
icate exploration of the notion of God and 
fate (remember that St Augustine and Ca- 
mus were both Algerian-born) is never 
heavy-handed. Sagesse explores her growing 
sexuality and the dark undergrowth of her 
parents’ disintegrating marriage without 
sentimentality. As a teenager, she is a pain- 
in-the-ass to her long-suffering mother, but 
intelligent and vulnerable enough to retain 
one’s interest. When her father’s suicide fi- 
nally tears the family apart, you feel the 
shards that are lodged within Sagesse’s heart 
are there to stay and her emigration to Amer- 
ica (“a home of a kind, without the crippling, 





Powerful woman 
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warming embrace of history”) is a balm, not 
a beginning. Ms Messud’s first novel, “When 
the World was Steady”, was a finalist for the 
Pen/Faulkner award in 1996. Her second will 
inevitably be published amid much hype. 
Thatisa disservice to the novel. Ms Messud is 
a fine craftswoman of sentences. The emo- 
tional depth of her writing reaches down 
into the darkness, and the full detail of the 
ideas it explores is not easily grasped. This isa 
quietly powerful book that needs to be read 
in silence. 

— Cl 


New American fiction 3 


Long words 


AMES THACKARA'SS novel has taken him 

25 years to write. The manuscript has been 

pared down, but it is still 773 pages long. 
“The Book of Kings” (Overlook Press; $28.95) 
is in every way a big book. It is also a great 
work, albeit with a weak ending. 

The title alludes to the Old Testament 
(and God’s) prophetic warning to Samuel 
about the rise of man-made kings; and the 
guiding forces that shape the book are Hitler, 
above all, and also Stalin. In 1932, four stu- 
dents at the Sorbonne share an apartmenton 
the rue de Fleurus in Paris. David von Sunda 
and Johannes Godard are both German but 
otherwise utterly different. Justin Lothaire is 
a poor but ambitious French-Algerian schol- 
arship student, while Duncan Penn appears 
to be just another American trust-fund baby 
with a hazy yet seemingly umbilical attach- 
ment to “old” Europe. As Walter Pater, a 19th- 
century Oxford aesthete, believed: “To burn 
always with this hard, gem-like flame, to 
maintain this ecstasy, is success in life.” Not 
for this quartet the mundane preoccupa- 
tions (grant applications, shabby digs) com- 
mon to most students today; every breath 
drawn by Mr Thackara’s young men has 
some significance. Their lives, over the 40 
years of the mid-century, range across Eu- 
rope, Russia and even South America, taking 
in the very worst that the century had on of- 
fer: Nazi horrors, Soviet oppression, war, de- 
feat, concentration camps, long society din- 
ners, silently bitter marriages and sad unre- 
quited loves. 

Mr Thackara has Tolstoy's talent for 
painting the grand with small brush strokes. 
Two of the most sweeping scenes are an ac- 
count of the German breakthrough at Sedan 
in 1940 and an escape by train across Russia 
at the very moment of the German invasion 
in the course of which David von Sunda’s 
heir is born. “Between [his wife’s legs] David 
saw something blotted and pink-rimmed 
with black like the mouth of a large fish- 
...and buried deep in the fish’s throat, what 
looked like a huge egg matted with black 
feathers.” Both set pieces are crowded with 
detail that in lesser hands than Mr Thacka- 
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ra’s might bog the book down. Instead, like a 
Hieronymus Bosch painting, it is the details 
that bring the grand sweeps of writing to life. 

Two of the four central characters seem 
to be there only for the ride: Johannes, the 
brilliant philosopher with hardly a toe on 
the ground, let alone both feet, is seduced by 
the trappings of Nazism and comes inevita- 
bly to a bad end. Even more fleeting is the 
presence of Duncan, the rich though kindly 
American, who is crushed by a tank on the 
first day of the Ardennes offensive. Their (rel- 
atively) brief appearances, however, only 
underscore the depth and complexity of the 
other two and the woman they never quite 
share but whom neither can forget. Von Sun- 
da, the scion of an old Prussian family, is hi- 
jacked into the Nazi regime. Lothaire, clearly 
based on Albert Camus, is driven, first by a 
schoolmaster and then by his own ambi- 
tion, to leave Algeria for mainland France. 

Both are tormented men. Von Sunda 
never forgives himself for failing to assassi- 
nate Hitler when he had the chance and 
Lothaire, although he becomes a great Re- 
sistance hero, never forgets that he aban- 
doned his homeland and the first woman he 
loved. Therein lies the novel's central attrac- 
tion. Mr Thackara’s principal artistic preoc- 
cupation is a moral one. His first novel, 
“America’s Children” was a lightly fictional- 
ised life of Robert Oppenheimer, who built 
the first atomic bomb and tried to remain 
morally true to himself. How could he, is the 
central question? In “The Book of Kings”, 
von Sunda and Lothaire are never allowed to 
forget missed opportunities and calls un- 
heeded: the question is, how could he not? 
Moral writing is not fashionable. Nor are 
grand over-arching sentences, sweeping 
panoramas, troubled aristocrats and less 
than holy colonial victims. If your taste is for 
the lean and the spare, this is not the novel 
for you. But there are many, like this review- 
er, who will turn the last page only to start 
reading the book once more. 


z \e' & 
Moral man 


MOREOVER 
19th-century French literature 


Men, women...and the rest 


PARIS 


“Literature is in the same mess as politics...” 

“The urge for novelty produces ghastly results...” 
“One reaches the pinnacle of fame by depicting a 
soldier's love for a tigress and an artist's for a cas- 
trato...” 


HESE (genuine) readers’ comments 

might have been written by any provin- 
cial, French, Catholic housewife dismayed at 
the current political infighting up in Paris, 
shocked by legislation that grants rights to 
homosexual couples and disgusted by the 
avidness of young writers to explore such 
themes as zoophilia and homoeroticism. 

In fact, the tigress is a panther and the de- 
rided author no contemporary pornog- 
rapher but a versatile genius born two 
centuries ago. Yet one could hardly find 
fiction that is more varied, topical and 
representative of France today than 
that of Honoré de Balzac. Plus ca 
change, you might say. But that would 
be a cheap explanation for the endur- 
ing appeal of Balzac’s writing. The pan- 
ther, incidentally, is the heroine of “Une 
passion dans le désert” (A passion in 
the desert), while the castrato appears 
in “Sarrasine”; the reader’s complaint 
dates from 1830. 

Balzac’s characters, as a new biogra- 
phy—“Eve de Balzac” (Stock, FFr170) by 
Roger Pierrot—reminds one, include 
idealistic young students who, on leav- 
ing their home towns for Paris, discover 
the paucity of “method and vision” in 
their education and find that they are 
left with little besides “lost illusions” 
and environmental concerns about 
“forests and rivers disappearing”. His 
journalists flatter their way into politi- 
cal, cultural and other select intello cir- 
cles. His businessmen corrupt minis- 
ters, who in turn try to corrupt 
magistrates. And an unusually honest 
politician pleads for “a Swiss-style federa- 
tion applied to the whole of Europe”. 

Balzac’s women long for independence 
(yet fear it), just as they grapple with a desire 
for adultery or motherhood (or both), and 
resent their wifely duties. His settings and 
moods range as widely as the characters’ pre- 
occupations, and are often more post- 
modern than those of the most abject post- 
modernists. A woman taking a ride ona boat 
becomes the river; the description of her 
hand dreamily trailing in the water unforget- 
tably voluptuous. A wounded soldier tames 
a panther by stroking the “whiteness of her 
belly and thighs”, while in a conservatory a 
judge grows the cacti that are his only true 
passion. 

The genre veers, often at disconcerting 
speed, from the fantastic to the satirical; 
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some of his books are historical novels, oth- 
ers resemble thrillers. Early on, Balzac an- 
nounced his intention to write “a history of 
men, customs, things, life, passion and social 
ambitions”. Though he failed technically to 
complete his project (by the time he died, at 
the age of 51, he had written a mere 88 of the 
137 books he had planned) his oeuvre re- 
mains impressive by any standards. 

They are peopled with more than 2,400 
characters, of which about 570 reappear in 
several of the novels: they include Baron 
Nucingen (“the Napoleon of finance”) and 
Dr Horace Bianchon. Rich or humble, high- 





Writing was his one true love 


brow or simple, saintly or cynical, they are 
endowed with an energy and, even for the 
most ruffianly, a humanity in which con- 
temporary readers can recognise the author 
himself. 

Two centuries after his birth in Tours, 
which wasalso the area from which Ronsard 
and Rabelais came, Balzac—who added the 
“de” to his name to place himself on a more 
equal footing with the duchesses and other 
(mostly female) aristocrats he enjoyed culti- 
vating—continues to bestride literature. Old 
Goriot, Gobseck and Eugénie Grandet are 
household names, and not only in France. 
The shadowy Vautrin who trips up Nucin- 
gen by throwing in his path a young girl is as 
unforgettable as Professor Moriarty. 

But there is more to Balzac than scenes of 
Parisian and provincial life. His characters 





include Italians, Englishwomen, Germans 
and, of course, Poles. In 1832, Balzac received 
a letter from a reader who signed herself 
l'Etrangére. In the end, she turned out to be 
countess Eve Hanska, a Polish aristocrat liv- 
ing in Ukraine. A long epistolary courtship 
led toan episodic, trans-European love affair 
and finally, nine years after the count’s 
death, to marriage. Five months later, Balzac 
was dead. Mr Pierrot’s “Eve de Balzac” is the 
first extensive biography based on the many 
letters that Balzac and the Countess wrote 
each other, and it provides a rich insight into 
both his work in progress and the cultural in- 
terests that brought them together. 

Through his Polish countess, Balzac per- 
fected his knowledge of women. He stole 
shamelessly from his female entourage for 
the physical and mental traits with which he 
adorned his literary characters. There was 
his harsh mother, who long doubted 
his ability to succeed in life and, any- 
way, preferred his younger half-broth- 
er, whom she had conceived during an 
adulterous love affair. There were his 
two beloved sisters, the younger of 
whom died not long after making an 
unhappy marriage. Madame de Berny, 
his inspiration and older first love (she 
was his mother’s age), haunts the works 
set in the Loire valley, such as “Le lys 
dans la vallée” and “La grenadiére”. The 
duchess of Abrantés, the widow of one 
of Napoleon’s generals, and other aris- 
tocrats he met in Parisian salons further 
furnished his gallery of portraits, as Na- 
dine Satiat shows in “Balzac ou la fureur 
d'écrire” (Hachette, FFri80). His novels 
reveal a profound sympathy for wom- 
en, young and old, and an understand- 
ing of their social quandary. His com- 
ment on marriage—“as we know it 
today, it is a form of legal prostitu- 
tion”—inspired Marx’s analysis of mar- 
riage in the Communist Manifesto. 

Writing, of course, was his only true 
love, the muse for whom he burnt out 
his life. The exhilaration and pitfalls of 
creativity run haunting strains through 
his work, from “Louis Lambert”, where a 
young genius turns mad, to “La peau de cha- 
grin” with its Faustian contract. “To think is 
to add a flame to fire,” wrote Balzac, mental 
activity being in his view an “instrument of 
destruction that deteriorates our nerves and 
is the cause of our illnesses and death”. 

Whatever the ultimate cause, heart dis- 
ease and gangrene got the better of Balzac. He 
died in 1850 holding Victor Hugo’s hand. 
Hundreds of mourners attended the funeral 
(including cabinet ministers and distraught 
female readers) and Hugo produced a pre- 
dictably powerful elegy. Balzac was already 
a national monument. Hugo was on his way 
to becoming one. Marcel Proust and Francois 
Mauriac followed. But it was Balzac who 
opened the door. 


=] 
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HE French are, it sometimes 

seems, reluctant republicans. 
The revolutionaries who sent 
Louis xvi to the guillotine hesitat- 
ed for more than three years be- 
fore doing so in 1793; and the “na- 
tional convention” that passed 
the death sentence managed a far 
from unanimous vote of 387-334. 
Henri d'Orléans, a French duke 
and count of Paris, who sought to 
restore the French monarchy, 
took comfort from opinion polls 
that said a fifth of the French liked 
the idea of a monarchy, or at least 
were not opposed to the propos- 
al. It was, he said, a good base to 
build on. 

Henri was unusual among 
claimants to discarded thrones, 
the so-called “pretenders”, in pro- 
posing thata modern king should 
be elected and was convinced 
that a vigorous and well-argued 
campaign would give him the 
crown. In 1964 he believed that 
hismoment had come.Charlesde 
Gaulle, then president and re- 
garded by many in France as their 
saviour, was thinking of retiring. 
He had taken a liking to Henri 
d'Orléans and sent him on a 
number of diplomatic missions 
to North Africa, a region on which 
Henri was an expert. 

De Gaulle seemed to be un- 
characteristically humble to- 
wards Henri, whose royal inher- 
itance, he said, made him 
“eternal”, while the general was 
justa man. Henri gives the impression in his autobiography that De 
Gaulle listened sympathetically to his proposals: to stand as a non- 
political candidate “concerned only with the general interests of 
France” and, when elected, to restore the monarchy. He would be- 
come Henry vi. He felt that he would have appeal as a family man: 
his long marriage had produced 11 children. (Large families were a 
feature of Henri’s ancestors: one ancestor, though a homosexual, 
dutifully fathered six children, helped, it is said, by “holy medals”.) 

Henri had a good record as a patriot, joining the Foreign Legion 
in the second world war after the army had turned him down be- 
cause of a law that then banned the descendants of former kings 
from living in France. A son had been killed in the Algerian war. An 
elected king, he argued, would be a truly French idea: the first French 
king, Hugh Capet , had been elected in 987, albeit by his nobles rath- 
er than by universal suffrage. 


The president as monarch 

Henri’s campaign would undoubtedly have been a fascinating one, 
much enjoyed by connoisseurs of the by-ways of democracy. “The 
general wanted to re-establish the monarchy,” Henri recalled later, 
“and I think he was sincere when he talked to me about it.” How- 
ever, De Gaulle decided after all to stand for re-election and, even as 
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Henri d’Orléans, would-be king of 
France, died on June 19th, aged 90 





Henri d’Orleans 


just aman, was unbeatable. 

One of the obvious obstacles 
to Henri’s ambition to become 
king was that France already has a 
sort of monarch, although he is 
called a president. From De 
Gaulle to Chirac, French presi- 
dents, enjoying powers that far 
exceed those of most of the 
world’s 20 or so real monarchs, 
have rapidly assumed custodian- 
ship of la gloire. Appropriately, 
the president’s home in Paris is a 
palace. In 1982, François Mitter- 
rand, then France’s newly elected 
president, entertained the world’s 
leaders at Versailles, the elaborate 
palace and gardens built for Louis 
xiv. For the occasion he had the 
taps in the palace bathrooms re- 
plated in gold. 

Henri regarded Mitterrand as 
the most monarchal of French 
presidents. As De Gaulle had 
done, Mitterrand was content to 
accept Henri into his circle of ad- 
mirers. Henri’s intimacy with the 
French leaders probably did no 
harm to his application for gov- 
ernment money to keep his cha- 
teau at Amboise, on the Loire, in 
royal condition. Henri and Mitter- 
rand were, in an odd way, twoofa 
kind: Mitterrand the socialist- 
monarchist and Henri the royal 
+. democrat. Both had for a time 
supported Henri Pétain’s collabo- 
rationist government after the 
French had been defeated in 1940. 
Mitterrand had worked for it; 
Henri had been offered the job of food minister but had declined. 

Henri’s support for Mitterrand was not shared by his wife, 
granddaughter of the last empress of Brazil, who said the presi- 
dent was a bandit. However, the couple tolerated each other for 
52 years before they separated. The real opposition to Henri came 
from another branch of the royal family, the Bourbons. They had 
their own claimant to the French throne. Henri’s claim, they con- 
sidered, was dishonoured because one of his ancestors had been 
a member of the convention that had sent Louis xv1 to the guillo- 
tine. The proper politics of royalty was on the right, the Bourbons 
said, and they objected to the liberalism of Henri, whom they 
called “the red prince”. 

He may not have been that liberal. He publicly rebuked his 
daughter Chantal for criticising the National Front, a right-wing 
party. It was not that he disagreed with her views, but she should 
not have spoken without his permission. Chantal was then aged 
45, the mother of three children. Henri’s successor as count of Pa- 
ris, his eldest son, also called Henri, appears to be more easygoing. 
He is the author of a cookbook and markets a perfume called 
Royalissime. It is unclear whether he will pick up his father’s 
hopeful sceptre. But among the 41 grandchildren left by the fe- 
cund Henri, it seems likely that someone will. 
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Initiatives in Conflict 
Management: Planning for 
Civil-Military Cooperation 






October 24-31, 1999 
This highly participatory program is designed specifically for mid- to 
upper-level civilian and military officials from all countries, international 
organizations, and nongovernmental organizations who are involved 
in conflict intervention and reconstruction. 








In any intervention, success or failure often depends on the degree 
to which organizations in the field can cooperate and work together 
effectively. This executive program helps participants achieve consensus 
and cooperation despite cultural differences among organizations and 
nations. in particular, you will learn: 








® strategic approaches to improve effectiveness during 
contlic intervention 

© how to negotiate, formulate, and implement a sound and 
comprehensive plan which incorporates different organizational 
and national cultures. 













Presented jointly by the National Security Program, John F. Kennedy 
School of Government, Harvard University and the Conflict 
Management Group. 


Jennifer Stichweh (617) 495-1331, ext. 90. 
Email: jennifer_stichweh@harvard.edu 


HARVARD UNIVERSITY 
JOHN F. KENNEDY SCHOOL OF GOVERNMENT 
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UNIVERSITY DEGREE 


For Life, Academic & Work Experience 


Degrees for people who want tobe more effective 
and secure in their jobs or professions. 


Earn your BACHELOR'S, MASTER'S or DOCTORATE degree by 
utiizing your me Arkala experience. Polega eauivaiont cred its are 
given for your: ary, company training, Indust: 
position-with a | courses, nars and business expe: H 
legal degree | We accept college credits no matter when taken. 
and Our graduates are recognized for their achievements in business and 
transcripts industry. We will assist you in completing your degree requirements 
at your own pace through home study. 


Send/ax detailed resume fora NO COST evaluation. 


Pacific Western University 
1210 Auahi Street, Dept 137, Honolulu, HI 96814-4922 
1-(808) 597-1909 
CALL: (800) 423-3244 ext, 137 UK: 0800-960-413 
Fax: (310) 471-6456 E-Mail: admissions@pwu.com 


http:/Avww.pwu-hi.edu 




















"As you know 
experience iy 
still the best 

teacher... But 
degrees open 
doors," 








Your education, any time, any where 
eHigh quality program 

e Affordable & cost effective 

eBaddor, MBA and Ph.D. in Business 
eLive student-faculty videoconferencing 


Tel: (714) 816-0366 
Fax: (714) 816-0367 


10542 Calle Lee Suite 102 
Los Alamitos, CA 90720 


Email: registration@tourouniversity.edu 


Web Site: www.tourouniversity.edu 


Unis 


| University 
| of Surrey 


Ni BA «Fulltime ¢ Part time 
«Open Access ° Distance learning 


Ni S In a wide range of specialisms, 
C including the following: 

* Management * Human Resource Management 

* Marketing ° International Business ° Financial Services 


Surrey European Management School 
University of Surrey, Guildford, Surrey GU2 5XH 
Tel: +44 (0) 1483 259347 Fax: +44 (0) 1483 259511 


“Sems i 
Email; sems@surrey.ac.uk Web: www,.sems.surrey.acuk 


Unr1ourt EDUCATION. 
Unrove ATTENTION. UNIQUE LOCATION. 


Doing your MBA at U.S.E. offers you the chance 
to study in.a dynamic and international atmosphere 
which will give you the skills, confidence and 
motivation necessary to re-integrate the job market 
with the competitive edge you’ ve been looking for! 


Contact Grisel Damgaard 

Tel: 377.97 986 987 - Fax: + 377 97 986 999 

e-mail: info@univasonacc.edu 

2, ave, Prince Héréditaire Albert - MC 98000 Monaco 
Visit our website at http://www univmonaco edu 


UNIVERSITY 
MONACO 
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COURSES 














CENTRE FOR INTERNATIONAL EDUCA’ 








Postgraduate Training Opportunities 
in Applied Economics 


The University of Portsmouth Business School's Department of Economics is one 
of the largest In the UK, 


‘The following courses are avaliable: 
Full-time and part-time 

MA Economics for Business 

MSc Business Economics 

MSc Local and Regional Economics 


Full-time 

MSc Fisheries Economics 

MSc Fisheries Planning and Development 
MSc Aquaculture Economics 


Part-time in weekend blocks 
MSc Business Research and Consultancy 
MSc Economic Research and Consultancy 


All these pathways may also be taken at the Postgraduate Certificate and Postgraduate 


Diploma tevets, 
sd University ot 


For further information please contact: 
Postgraduate Admissions Secretary, 
Department of Economics, 
University of Portsmouth Business School, 
Locksway Road, Southsea , 
Hampshire PO4 BJF, United Kingdom 
Portsmouth 


Telephone +44 (0)23 9284.4061 
Facsimile +44 (023 9284 4037 
Email {il.mutlan@port.ac.uk 
htto:/Awww.pbs. port.ac,uk 


A centre of excellence for university teaching and research 


UNIVERSITY OF LONDON 


DISTANCE LEARNING PROGRAMMES 


N ECONOMICS 














Postgraduate Diploma and 
MSc in Financial Management 


if you are interested in a postgraduate qualification in Finance 
BUT can’t spare time away from work or home, our award 
winning programmes offer you: 


+ World-class education without interruption to your career 
* Specially designed, fully comprehensive materials 
e High quality tutorial support 
* Registration anywhere in the world for up to 5 years 
For a brochure, contact The Centre Secretary, CIEE, SOAS, 
University of London, Thornhaugh Street, London WC1H OXG, UK 


Tel +44 (0)20 7323 6366 (24 hours) Fax: +44 (0)20 7637 7075 
Email: CEEVOL@SOAS.ac.uk reference Econ 25/6/99 
Web site: http:/Awww.soas.ac.uk/Centres/CIEE/ 


pao etc UN Do nt 
































|” 


i Surname 
i Firstname ot 
$ Mr/Ms/Other 
i Address g 
EN? i £ 
THE QUEEN’S S 
ANNIVERSARY PRIZES | S 
Fon HicHnr ant Purne Boucanon i Country & 
i iper 
1996 : Postcode E 
> 


THE ECONOMIST JUNE 26TH 1999 


The game takes skill. 





Prepared for the global 


business game? 


Transnational MBA (TMBA)— an 
executive-style program ~ prepares you for success in any global 


Fordham's 


business environment. Classes are held one weekend per month in 
New York. 
competition. To learn more, call (212) 636-6167. 


Va FORDHAM 


GRADUATE SCHOOL OF BUSINESS 


The Fordham TMBA will help you run around your 





embanet.com 


www.bnet.fordham.edu ~ tmba 


Isma | THE BUSINESS SCHOOL 
CENTRE | FOR FINANCIAL MARKETS 


ISMA Credit Risk Management 
Summer School 


Two or four week course: 16 Aug ~ 10 Sept, 1999 
Based upon the ISMA Centre's highly successful 
Masters degree programmes and ISMA exe 
education, this course includes: 


creait as mañage ment, types ot ees evaluation of 


simulations a 
ensuring valuable 
el Re ISMA 
ISMA Centre: the 
Business School for 
Financial Markets 
is supported by 
the International 
Securities Market 
Association 


Three training options: Part } aon (16 ~ 27 ride 


1 Abby Park or visit our we 
re.rdg.ac.uk (under Executive Tr raining) 


a 


The University of Fea, ISMA Centre, 


The University 
of Reading 
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COURSES 







SWISS 
BANKING 
SCHOOL 






financial institutions. 


Retreat, held in Interlaken, Switzerland, 20-24 September 1999. 


For further information, please contact: 





NO COST evaluation! Send resume, 
6400 UPTOWN BLVD NE + SUITE 398-W 
Dept.34 « ALBUQ., NM 87110-USA 

entu 1-505-889-2711 


ONLNE OPTIONS 


Home Study Course in Economics 


A 10-lesson study that will throw light 
on today's baffling problems. Tuition 
free~—small charge for materials. 


Write: Henry George Institute, 121 East 
30th Street, New York NY 10016, USA 


ne Web! http://www. henrygeorge. org 
Oni F yg g J 





America’s 
Preferred 
Distance 
Learning 
University 


* No classroom attendance + Distance learning. 
* Distinguished faculty « Accelerated degree programs 
. Credit for work experience + Students from 96 
countries and 30 states in the USA. 


Washington International University 
P.O, Box 1138, Bryn Mawr, PA 19010-USA 
Fax:610-527-1008 - E-mall: washuniv@op.net. 


THE DIRECTORY OF MBAs 
http://Www.editionxii.co.uk 


Edition Xll's The Directory of MBAs is the leading domestic and 
international guide to MBA programmes. Available on-line, in all good 
bookstores and direct from the:publishers (ISBN 1 86149 020 8). 
Tel: +44 1814414233 Fax: +44 181 441 4677 
E-mail: market@editionxii.co.uk 













lst International Private Banking Retreat 


You wish to be updated on the latest developments in key areas of private banking by high-profile speakers. You wish to understand 
positioning and differentiation strategies available to your company. And you would like to exchange ideas with colleagues from leading 


The Swiss Banking School offers senior executives from private banking such an opportunity at the Ist International Private Banking 


Swiss Banking School 
Simon K. Basler 
Hottingerstrasse 20 
CH-8032 Zurich 
Phone +41-1-254 30 80 
Fax +41-1-254 30 85 
E-Mail: basler@banking-school.ch 


Foundation Members of the Swiss Banking School: Bank J. Baer & Co, Bank J. Vontobel & Co AG, Credit Suisse Group, Lombard Odier & Cie, UBS. 


DEGREES BY MAIL 


WITH § YEAR REFUND GUARANTEE 
A Dip. TEFL, MBA or PhD by distance leamingfife experience! 
honorary award from $400. impossible? Lear about peo 
y widely 


Email 2@kimba.net 
Fax +662.634 7565 Quote Dept: 2. Give straet address 
173/3 Surawong Rd (Block 121), Bangkok, 10500 


CREDIT FOR WORK EXPERIENCE. 
NO CLASSROOM ATTENDANCE. 


$537 Fax: (808) 599-2869 

: registrar@anw.edu 

Web: http://www.unw.edu 
University or NORTHERN WASHINGTON 


CONFERENCES 





Teaching French to adults for 29 years 


INSTITUT DE FRANCAIS 


Overlooking the Riviera’s most beautiful bay 
A UNIQUE TOTAL IMMERSION PROGRAM 
8 1/2 hrs a day with 2 meals. 
ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts 28 June, 2 Aug and all year 
06230 Villefranche/Mer EF26, France, Tel.: (33) 493 01 88 44 Fax: (33) 493 76.92 17 
www.institutdefrancais.com 




























8 levels : Beg. I to Adv, II 



















ays required. ia. 
itional international faculty needed. 
370 Anchor Drive Ste. 250, Dakota Dunes 
SD 57049 US, Phone: 605-232-6039 
Fax: 605-232-6011 ec@distancemba.com 


www.distancemba.com 








PUBLICATIONS 


Country & Culture 
on CD-ROM 


narrated/ movies/ DB for doing 
business overseas (USA too) 
FREE Demo 212-370-4915 
www.acrossfrontiers.com 


What’s the next big idea for 
electric and gas utilities? 


Value-added services is the BIG idea. It will separate 
the winners from the losers. Don’t miss the forward- 
thinking conference presented by The Energy Daily 
and The Edison Electric Institute on “Utilities: The 


Value-Added Future.” 


San Francisco, CA e July 22-23, 1999 





www.KingPublishing.com 
Tel: 1.202.662.9728 @ Fax: 1.202.662.9719 
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© NEW YORK # LONDON +*+ HONG KONG « 








RECENT GRADUATES 
CONSULTANCY ROLES 


Tempest is an international strategic consultancy, 
specialising in global equity markets. 


The group currently seeks a number of outstanding 
individuals to join their multinational teams in New York, 
London and Hong Kong, to be trained to consultant level. 


Responsibilities will include: 

* Collation and analysis of 
both qualitative and 
quantitative data 

* Liaison with senior 

¢ Language skills: management, internationally 
fluency in at least two + Consultancy presentations 
languages to clients 


Candidates should have: 

* Good communication and 
interpersonal skills 

» First class academic 
background 














This is an excellent opportunity to join a dynamic organisation 
which can offer genuine and rapid promotional prospects. 
Salary will reflect experience and ability. 


In the first instance, please forward your CV and covering letter 
to the Directors at Tempest Consultants. 


29, THROGMORTON STREET, LONDON EC2N 2AT 





INSEAD 





INSEAD invites nominations for the position of Dean, 
effective September 1“ 2000, in succession to Dean Antonio Borges, 
who has held the position since September 1* 1995, after having 
been co-Dean since September 1* 1993. The term for a Dean 
is five years, renewable. 


INSEAD was founded in 1959 with the purpose of 
becorning a leading international business school. Today, it provides 
management education for more than 600 MBA graduates and 
5,000 executives annually from all continents. The institute 
has 113 faculty from 24 countries. Graduates from: its PhD 
Programme are teaching in top business schools around the world. 
Extensive research assures the relevance of INSEAD’s teaching 
in today’s highly competitive and rapidly changing environment. 



























Nominations for the Dean of INSEAD 





Nominations and related correspondence should be sent to: 
Professor Ludo Van der Heyden © Chairman of the Dean Search Committee 
INSEAD, ‘Boulevard de Constance, Fontainebleau. 77305 Cedex, France 
Tel: 33.1.6072.4289 (direct) or 4003 (assistant) Fax: 33.1.6074.6160 

E-mail: ludo.van.der.heyden@insead.fr oo 


A nomination should include a statement as to why the nominee is thought to be particularly suited for the Deanship and, if possible, a curriculum vitae. 










Country Director/Ghana 










TechnoServe Inc., an intl. business development 
organization working with rural entrepreneurs in 
developing countries seeks Country Director to 
head Ghana program based in Accra. Responsible 
for overall leadership and management of a $2.6 
million program with 7+ field offices and 100 
staff; high level of representational responsibilities 
with multinationals, local government, World 
Bank, USAID, etc. Requires: MBA or equivalent 
degree in related field; proven effectiveness in 
private sector business, post harvest handling, food 
processing, marketing and financing of rural 
businesses; Exp. in development work, including 
overseas experience; strong management and 
financial management skills; leadership & strategic 
development skills; team player; excellent oral & 
written presentation skills; entrepreneurial and 
innovative. Qualified candidates send resume and 
salary history to: 
Ms Terri Scofield, 

Director of Human Resources, 
TechnoServe, Inc., 49 Day Street, 
Norwalk, CT 06854 
or fax (203) 838-6717 
or email terri.scofield@tns.org 


































































INSEAD has recently decided to open a second campus in Singapore 
in January 2000. It has one of the best alumni networks worldwide 
and maintains a particularly close-and mutually beneficial relationship 
with corporations. Its first major Capital Campaign will be successful- 
ly concluded at the end of the year 2000. 


The Dean is the academic and executive leader of the School. 
She or he interacts with the Board of Directors, reports directly to 
its Chairman, and is supported by a highly professional management 
team, which includes a substantial number of faculty members. 
The Dean should be a distinguished academic with excellent strategic 
and interpersonal skills anda truly multicultural outlook. She or he 
should be fluent in English. A good knowledge of French is desirable. 
Previous leadership experience is expected, 
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The Department of Information Systems seeks a scholar 
of international distinction to fill a newly created Chair 
in Information Systems, commencing in the (calendar) year 
2000. Applications are welcomed from academics who 
have made a major contribution to any of the sub-fields 
of the discipline (except information science and software 
engineering). The Department's research strengths 
encompass information systems development and 
management. Special areas of strength include: 
IS security, IT policy and economic development, 
electronic commerce, and the philosophy and sociology 
of information systems. The appointed person will 
be expected to provide strong academic leadership to the 
Department. The salary for the Chair will be determined by 
the Director. 

Further particulars and details of how to apply may be 
obtained from the Personnel Services Office, The London 
School of Economics and Political Science, Houghton 
Street, London WC2A 2AE (tel: 0171-955-7079; 
fax: 0171 955-6843; e-mail: j.brown@lse.ac.uk). The 
closing date for receipt of applications is 15 October 1999. 









































The LSE Is an educational charity committed to equal opportunities 
and excellence in teaching and research 






Press Officers 


p.a. (3 p 


for Human Rights- 





As a member of Amnesty International's London-based Press Office team, you will be 
responsible for making proactive use of contacts in the media to initiate, identify and 
seize valuable opportunities to raise awareness of human rights and publicize our 
activities and concerns. Your role encompasses producing media materials, organizing 
media events in the field, and working with press officers in Amnesty’s national offices 
worldwide. With your analytical and creative mind, you will need to be responsive to 
world changes, able to deal with conflicting priorities and tight deadlines, and also 
show diplomacy in handling stressful situations. Experience of broadcast or print 
journalism in your designated region of the world, knowledge of the major political and 
human rights issues in that region and experience of media interviews is essential. 
You will have a real concern for human rights, an awareness of different cultural styles 
and audience needs and possess fluent language skills. 

Position 1: Middle East/Europe Press Officer 

Languages needed: English, Arabic. Ref: MAV/99/2 

Position 2: Asia Press Officer 

Languages needed: English. Ref: MAV/99/3 

Position 3: Africa Press Officer 

Languages needed: English, French. Ref: MAV/99/4 

For an application form please contact: Human Resources, Amnesty International, 
International Secretariat, Easton Street, London WC1X 8DJ. Tel: {0171} 413 5911. 
Fax (0171) 956 1157. Email: jobs@amnesty.org or visit our website 

at www.web.amnesty.org/jobs Please quote the appropriate 
reference number. Closing date: 23 July 1999. 





The International Secretariat of 
ely 
ty and 


amnesty. 
international < 





Asia / M. East / Aus +66 2 2674688 


JOB HUNTING INTERNATIONALLY? 


Executive $75K-500K+; Career searching into, within or out of 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 










Fax: Email: 
USA/Canada +1 202 4781698  cpamerica@careerpath.co.uk 
Europe +44 20 75048280  cpeurope@careerpath.co.uk 


cpasia@bkk.loxinfo.co.th 


OPPORTUNITIES FOR 
ECONOMISTS, PLANNERS AND ENGINEERS 


We are a Tokyo-based consulting firm with full-time and project-based 
positions available in developing countries for economists, planners and 
engineers. We work in various sectors (e.g. transport, environment, 
education, tourism, energy) and offer excellent remuneration. 


if interested, please send a detailed CV to: 
PADECO Co., Ltd., Izumikan Sanbancho 
3-8 Sanbancho, Chiyoda-ku, Tokyo 102-0075 


Fax: 81-3-3238-9422 Email: human-r@padeco.co.jp 
Homepage: http://www.padeco.co.jp 


FN 


UNIVERSITAT 
ST.GALLEN 


The University of St. Gallen - Graduate School of 
Business, Economics, Law and Social Sciences 
(HSG) - invites applications for a 


Professorship in International 
Retail Management 


The Gottlieb Duttweiler Chair of International Retail 
Management is available as of 1 April 2000 or at a 
date to be agreed, and the successful candidate will 
be expected to be actively involved in teaching, 
research and continuing education at the University. 
He/she will take on a management role at the 
Research Institute for Marketing and Distribution 
(FAH-HSG), manage the Centre of Competence in 
International Retail Management and build up an 
international network of researchers working in this 
area. The Institute, which has some 40 staff, is active 
in research, projects related to the practical. world of 
business, continuing education in marketing relating 
to several sectors and in general trade management. 


The Gottlieb Duttweiler Chair of International Retail 
Management is sponsored by Migros. The contract 
between Migros and the HSG promotes collaboration 
and guarantees freedom in teaching and research. 


Candidates with a “habilitation” or equivalent research 
qualifications, management experience, an 
international orientation and a good teaching record 
should submit their applications to the President of 
the University of St. Gallen, Professor Dr. Peter 
Gomez, Dufourstrasse 50, CH-9000 St. Gallen. 


Closing date is August 25, 1999. 
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APPOINTMENTS 




















Department for 


International 


DFID 


The G7 Pilot Programme is a multi-donor funded programme 
to conserve the Brazilian rain forests, co-ordinated by the 
Brazilian Ministry of the Environment, Water Resources and 
the Legal Amazon (MMA). DFID is supporting a number of 
sub-projects within the programme. 


SENIOR ENVIRONMENTAL 
TRAINING ADVISER 
NATURAL RESOURCES POLICY PROJECT (NRPP) 


Based in Brasilia 

A key objective of the NRPP is to strengthen institutional 
capacity, providing the public sector with the means to 
establish and implement environmental policies in nine Legal 
Amazon States by combining environmental management 
actions and improving environmental planning, co-ordination, 
monitoring and surveillance institutions in the region. 

It is recognised there will be variations between different 
attitudes and behaviour towards the 


Development 





























G7 PILOT PROGRAMME 
BRAZIL 


PROJECT CO-ORDINATOR 


FLOODPLAIN NATURAL RESOURCES 
MANAGEMENT PROJECT 


Based in Manaus 


Recent demographic and economic changes in the Amazon 
region are leading to rapid changes in land settlement and 
uncontrolled resource exploitation, characterised by farming 
and cattle ranching, as well as the clearing and burning of forests. 
These and other activities, especially when undertaken in 
inappropriate areas, contribute to the general degradation of the 
environment. Nowhere is this situation more evident than along 
the Amazon River floodplains, one of the Amazon basin’s richest 
ecosystems where both land and aquatic resources are 
inextricably linked due to the seasonal changes in the river level. 


Your role will be to manage DFID’s support to the natural 
environment through the promotion of sustainable rural 
livelihoods, ensuring project activities are consistent with 
participatory and pro-poor environmental objectives. 


Acting as Adviser to the Project Management Unit, you'll help in 
both the design and implementation of criteria in selecting 
roposals for funding ~ calling on specialist regional or 
international expertise as required. Identifying short term 
training support will also be key to this role as will promatin; 
institutional collaboration between government bodies, civi 
society and the private sector. 


The Co-ordinator will work from the Project Management Unit 
of the Institute for the Environment and Renewable Natural 
Resources in Manaus. 


QUALIFICATIONS AND EXPERIENCE 
You will hold a first degree in a natural resources related 


. discipline, and at least five years’ overseas bpene 


A kniowiednr of fisheries and familiarity with poverty/livelihood 
issues, gender analysis and participatory methods is required, 




















For both posts, proven experience of project ga management 
is required, as is fluency in Portuguese or panish (Spanish 
kers will be given Portuguese training). A working 
knowledge of Latin America is desirable ‘and excellent 
symmunication and strong people management skills 








Sreduce world poverty . 
































i 


Fulfilling Br 









The Department for International Development (DFID) is 
the British government department responsible for 
promoting development and the reduction of poverty. 
DFID is committed to the internationally agreed target of 
halving the proportion of people living in extreme 
poverty by 2015. 

DFID works in partnership with governments, 
international and national non-governmental 
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TERMS OF APPOINTMENT 


For both posts, extensive travel within Brazil, and occasional 


sits to the UK, are required. 
“Salary will be c£40,000 (UK Taxable) plus overseas allowances. 
Candidates should either be nationals of Member States of the 


_ European Economic Area (EEA), or Commonwealth citizens who 


have an established right of abode and the right to work in the 
United Kingdom. 


Closing date: 16th July 1999. 


rence AH304/1C/AF/TE clearly on your envelope from, Anne Frew, 
vel rombie House, Room AH304/1, Eaglesham Road, East Kilbride 
29 (answerphone) or e-maik: y-patterson@dfid.gov.uk hitp://www.dfid.gov.uk 


organisations, and institutions such as the World Bank, 
UN agencies and the European Commission. Most of our 
assistance is concentrated on the poorest countries in 
Asia and sub-Saharan Africa, but we also work in middle 


income countries, and in Central and Eastern Europe. 


DFID adheres to the Civil Service’s Equal Opportunities 


Policy. 














Bank for 
International 
Settlements 


The Bank for International Settlements 
is an international organisation that 
promotes central bank cooperation 
and provides additional facilities for 
international financial operations. 
Based in Basel, Switzerland, with a 


Fixed-Income Portfolio Manager 


The successful candidate will join a multi-national and expanding team in the asset 
management unit 


Job description 
responsible for the management of 
fixed-income portfolios and ALM 
positions 
play a key proactive role in the 
investment process 
write reports to communicate 


recommendations and activities both 
internally and externally 


Job requirements 
“a minimum of 2 years’ experience in 


fixed-income portfolio management with 
a proven track record and strong 
financial product knowledge 


" university degree with a CFA 
qualification or equivalent 
* excellent skills in the fields of 


derivatives, quantitative analysis and 
investment theory 


The BIS offers attractive conditions of employment in an international environment and 


representative office for Asia and the 
excellent welfare benefits. 


Pacific in Hong Kong, the BIS has 
around 480 staff from some 30 


countries. Please send applications, together with references and ideally examples of written work, 


to Human Resources, Bank for International Settlements, CH-4002 Basel, 
Switzerland, quoting reference 99560. Closing date for applications: 15 July 1999. 





www.bis.org 








Department for 
International 
Development 


ENVIRONMENTAL SECTOR MANAGER 
CHINA 


experience in the management and oversight of environmental 
projects, ideally some of it overseas. A working knowledge of 
China would be advantageous. 
A good understanding of the broad technical, institutional and 
socio-economic dimensions of environmentally sustainable 
evelopment is required, as is an understanding of pollution 
evention and control; water supply, sanitation and use and 
obal environmental issues relevant to China. 
excellent communicator, you will have highly developed 
terpersonal skills and be able to influence at all levels. 
Nibility and a strong interest and respect for local culture is 


Environmental protection and sustainable development are key 
priorities for the Chinese Goverriment and the Department for 
tional Development's (DFID) assistance programme aims 


them in implementi vironmental polléies to help 


educe world poverty 


ge of Mandarin would be advantageous, although 
ing will be provided if necessary, : 
MS OF APPOINTMENT 
will be in the range £35,800 - £43,800 (UK Taxable) 
dent on qualifications and experience. 
ndidates should either be nationals of Member States of the 
pean Economic Area (EEA), or Commonwealth citizens who 
an established right of abode and the right to work in the 
ited Kingdom. 


s comm 


, from Department for 
House, Ri j Road, East Kilbride G75 8EA or telephone 
: group3ro@dfid.govuk —http://www.dfid.gov.uk 





Fulfilling Britain 


organisations, and institutions such as the World Bank, 


The Department for International Development (DFID) is 
the British government department responsible for 
promoting development and the reduction of poverty. 
DFID is committed to the internationally agreed target of 
halving the proportion of people living in extreme 
poverty by 2015. 


UN agencies and the European Commission. Most of our 
assistance is concentrated on the poorest countries in 
Asia and sub-Saharan Africa, but we also work in middle 


income countries, and in Central and Eastern Europe. 


DFID works in partnership with governments, DFID adheres to the Civil Service's Equal Opportunities 


international and national non-governmental Policy. 
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APPOINTMENTS __ 


LECTURER/SENIOR LECTURER 


IN WINE MARKETING 
iRef 2489) (Tenurable} : 
The appointee wili be required to teach and 
coordinate undergraduate and postgraduate 
ects in wane and food marketng, to 
undertake orginal research and to supervise 
postgraduate students in the Department of 
Horuguiture, Viveuture and Qenoiogy, The 
position is avaliable from 1 January 2000. For 
further details pleage contact Professor M 
eieh emai hvo@wiite adelaide ed 
Applications to the General Manager, 
Resources, University of Adelaide, Aus 
8005, by 31 July 1999. 








UNITED STATES INSTITUTE OF PEACE 

JENNINGS RANDOLPH PROGRAM 
FOR INTERNATIONAL PEACE 

s he US. Institute of Peace invites 
applications for Senior Fellowships 

of up to ten months as part of the 

Jennings Randolph Program for 

International Peace. Fellowships are 

awarded annually to scholars and 


practitioners to conduct research at 
the Institute on projects concerning 
international peace and conflict reso- 
lution. Open to citizens of all nations. 


Deadline is September 15, 1999 
for information and an application form, 
visit. us at www.usip.org , or contact 


JENNINGS RANDOLPH PROGRAM FOR 
INTERNATIONAL PRACE 

United States Institute of Peace 
1200 17th Street NW, Suite 200, 
Washington, DC 20035-3011 

hone: 202-429-5886 
4 fx 202-429-6063 
7 e-mail: jrprogram@usiporg 





is recruiting a (m/f 


HEAD OF BUDGETS 
AND FINANCIAL ANALYSIS .- 


for the Office of Management of the International Staff 






Yale University 
international Health Division 
Department of Epidemiology and 
Public Health 
School of Medicine 









The Division of International Health in the 
Department of Epidemiology and Public 
Health at Yale University is accepting 
applications for the position of Assistant 
Professor, Depending on achievements and 
department programs evolution, this position 
would have potential for tenure, Applicants 
should have a Ph.D. or M.D. degree. It ts 
desirable to have a MD. degree 
complemented by a MPH or MSc, 











Preference will be given to those with 
expertise in health policies of international 
organizations. Candidates with a strong 
background in health pu 
considered. Knowledge of t 
international welfare and so hey 
analysis would be welcome, Candidates 
should be well versed in Epidemiology ar 
have expertise in at least one key area of 
international. health (such as population, 
policies or environmental health). The 
selected candidate will be expected to teach, 
collaborate with other faculty and conduct a 
program of independently Tunded research, 





























interested applicants should respond prior to 
sending a letter indicating 
curriculum vitae, and any 

reprints of publish 
recommendations to: 


flona S, Kiekbuseh, Ph.D., Chair, 













Division, Department of Epidemiology 
and Public Heatth, Yale University, 
School of Medicine, P.O. Box 208034, 
New Haven, CT 06520-8034, 

Yale University js an Affirmative Action! 
Opportunity Employer and encourages applications 
from women and minority group mombess, 























Reporting to the Director of Management, he/she is responsible for 
developing policies, procedures and plans related to budgetary matters, for 
their application, and for the compilation, analysis and presentation of the 
budget(s}. He/she assists or represents the Director in all committees 
dealing with budgetary/financial matters. 


You will be a national of a member country of NATO and have: 
* a degree in business administration or accounting; 
e many years of directly related experience in successively higher 
levels of responsibility for a large organization; 


* complete fluency 


orally and in writing, in English or French, 


with a very good working knowledge of the other language. 


This post offers an attractive salary package, and excellent working 
conditions in o pleasant environment, Contract: 3 years, renewable. 







sts/interviews will be held 
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lates who meet the specified requirements 
oss the initial screening will recei 
uiries will not by 


Letters of application, with detailed CV, should be sent by post, 
quoting reference MAN.BF.99.EC, to: 


Recruitment Officer, NATO Headquarters, 1110 Brussels, Belgium. 


Date limit for applications: 8 July 1999. 
fe during the month of July 19) 





hed work and three letters of 


Search Committee, International Health 


















B Overseas Charity 
Development Number: 
Institute 228248 
Britain’s leading independent think-tank on international 
development and humanitarian issues 


Are you committed to both research AND policy change? 


ODI has three short-term posts as Research Associate or Research Assistant 
for creative and effective individuals: 
+ European Community Aid: Research Associate (6 months) 
+ Aid Management and Poverty Reduction: Research Assistant 
(5 weeks; possible extension for 2 months) 
* Donor Education Policy & Practice: Research Assistant (5 months) 


Skills required 
+ minimum of Masters degree relevant to development/education 
+ good understanding of development agency policy and practice 
* quantitative analytical skills 
+ fluent or near-fluent French (EC Aid post) 


Read our website (litep:/Awww.oneworld.org/odi/) to learn about ODI. 
Send CV and covering letter specifying for which post you wish to apply 
(closing date 13 July}. 

All posts start late-July. 


Aidan Cox: email a.cox@odiorg.uk; fax: 0171 393 1699 
ODI, Portland House, Stag Place, London, SWIE SDP 


ODI is an equal opportunities employer 





Senior Energy Advisor Personal 
Services Contractor (ENI/EEST/ED) 
Reference: 10215-1150 


TTT The U.S. Agency for International Development (USAID) 
| Bureau for Europe and New Independent States seeks the 

services of a Senior Energy Advisor under a 2 year Personal 
Services Contract with possible extension up to 5 years. GS-14 equivalent 
and final salary determination for the successful candidate will be based on 
salary history and creditable work experience towards the position being 
filled. U.S. citizen candidates need only apply, no relocation expenses will 
be reimbursed. 


PLACE OF PERFORMANCE: Washington, D.C. with frequent travel to 
Central and Eastern Europe and the New Independent States. 


JOB DESCRIPTION/STATEMENT OF WORK: USAID is assisting the 
countries of the Central and Eastern Europe (CEE) and the New Independent 
States (NIS) former Soviet Union on the reform of the energy, particularly 
electric power, sector. This position involves working with senior officials of 
host government USAID Missions in CEE and NIS, multilateral financing 
institutions, and private sector organizations on a range of energy assistance 
programs particularly in electric power (and. also, oil and gas, energy 
efficiency and global climate change), providing support for the management, 
monitoring and evaluation of USALD funded technical assistance and training 
activities, 


Selective factors for this position include: 1) Minimum $ years experience; 2) 
experience in energy program or project management, 3) experience in 
economic and institutional aspects of energy sector reform/restructuring, 4) 
experience with power sector and regulatory reform related to unbundling 
electric utilities, creation of competitive markets and assets divestiture and 
purchase strongly preferred, and 5) international experience is essential. 


See minimum qualification guidelines for GS-14 equivalent levels found on 
the OPM web site http:/Avww.usajobs.opm.gov, the WorldWide Web address 
is: http:/Awww.info.usaid. gov 


Send SF-171 or OF-612 only to the attention of Ms. Kathleen Hunt/Ms 
Charity Conrad USAID/M/OP/ENI, Ronald Reagan Building 1300 Pa. Ave., 
N.W., Room 7.09-083 Washington, D.C, 20523. 


CLOSING DATE FOR RECEIPT OF APPLICATIONS: July 15, 1999. 
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INTERNATIONAL PROPERTY 


The Woodrow Wilson School of Public and International Af- 
fairs at Princeton University offers a Master’s Degree in Public 
Policy (M.P.P.), providing rising leaders in the international 
and domestic policy worlds an opportunity to expand their or- 
ganizational skills and intellectual breadth to compete in an 
increasingly complex global environment. 


The Princeton Difference. The dynamic resources of the 
Woodrow Wilson School and Princeton University provide the 
ideal setting for this rigorous one-year residential program. 
The School’s faculty, curriculum, and research facilities are 
recognized throughout the world for excellence. 


Financial Assistance. The School’s generous policy meets the 
full demonstrated needs of all admitted students. More than 
three-quarters of graduate students at the School receive fi- 
nancial aid, which for most includes full tuition and a stipend 
for living expenses. 


On behalf of the State of Branden- 
burg, the Brandenburgische Boden 
corporation for real property 
administration, development and 
disposal is offering on a commission 
basis the following property for 
hereditary lease or purchase: 


BR 


a HENS: 


The former pioneer retreat 
centre ,,Pionierrepublik 
Wilhelm Pieck” on Lake 
Werbellin 


Location: 

State of Brandenburg, District of 
Barnim, bordering Lake Werbellin 
between Joachimsthal and Altenhof 
in. the Schorfheide-Chorin biosphere o 
reserve 


Plot size: 
1.063.573 m? (approx. 263 acres) 


Existing structures: 

various hostel buildings, bungalows, 
residential, administration and com- 
mercial buildings, school and sports, 


PRINCETON UNIVERSITY Ñ; 


-Master’s Degree in Public Policy: A One-Year Program For Midcareer Professionals 


ANDENB 


Land Brandenburg 


Werbellin 
s 


Berlin 








; Woodrow Wilson School of 
Public and International Affairs 






Qualifications. Applicants must possess a minimum of 7 years 
of professional experience in domestic or international gov- 
ernment agencies, and/or experience in the nonprofit sector. 
Successful candidates must demonstrate creativity, leadership 
skills, a commitment to public service, and the intellectual ca- 
pacity to thrive in a demanding academic setting. 


To Apply. For an application and further information, contact: 
Woodrow Wilson School of Public and International Affairs 
Master’s Degree in Public Policy 
Princeton University 
Princeton, NJ 08544-1013 
Telephone: 609-258-4836 
E-mail:MPP2@wws.princeton.edu 


Website: http:/Avww.wws.princeton.edu/degree/grad. html 
On-line applications now available. 


_ Applications must be received by January 3, 2000. 





URGISCHE BODEN 
m ` 


Gesellschaft ür Grundstücksverwaltung und - verwertung mbH 
Hauptallee 116 / 6 - 15838 Waldstadt 
Internet http://www.bbg-gmbh.de 


Ms Madaus or Ms Roese 
Tel.: +49-33 77-388-207 or -202 
Fax: +49-33 77-388-220 


Brandenburgische Boden 
Gesellschaft fiir Grundstiicks- 
verwaltung und -verwertung mbH 
Hauptallee 116 / 6 

15838 Waldstadt 


We can assume no liability for the 
content and accuracy of the sales 
documents and the information given 
above, 


The Vendor is not obliged to accept 
the highest bid or any other bid. 

All parties submitting bids are asked 
to find out about the property for 


leisure and boat docking facilities 


Future use: 

Recreational facilities for children, 
young people, families; tourism; 
residential use. 
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Further information and bidding 
documents can be obtained for a 
nominal fee of DM 35.00 from the 
following address (please cite 
property code no. GVA-F-12): 


themselves. 


Bids should be submitted by 

30, September 1999 in a sealed 
envelope and should cite the property 
code number. 
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EAST-WEST CENTER 





Visiting Fellowships 
in Regional Cooperation 
and Asia Pacific Institution Building 






The East-West Center is an independent, non-profit institution 
chartered by the US Congress and located in Honolulu, Hawaii. 
Under new leadership, it is reorienting its multinational, 
multidisciplinary research, education, and. dialogue activities to 
support its institutional objective of fostering the development of 
an Asia Pacific community. 











For 1999-2000, the East-West Center will offer 10 to 20 
residential fellowships to undertake research and publication on 
regional cooperation and institution building in the Asia-Pacific. 
Such research can be in any one of the Center's thematic areas. 
The focus, however, should be on regional or sub-regional 
cooperation and institution building, or on the relationship 
between Asia Pacific and global institutions. 













The East-West Center seeks scholars of high accomplishment 
and promise whose work and presence will contribute creatively 
to the development of its thematic areas and to international 
governance in the Asia Pacific region. Applicants must have a 
PhD or equivalent and must be from the US or an Asian or 
Pacific country. Preference will be given to applications that 
have both strong conceptual grounding and policy relevance, 













Duration of fellowships is two to four months and must be 
availed during the period October 1, 1999, through September 
30, 2000. Stipends will vary with seniority and will be individually 
determined. Non-Hawaii residents may receive one round-trip 
economy airfare, Cost-sharing fellowships are welcome. 







For complete information on research themes, stipend, and 
application requirements see 

http://www.ewc. hawali.edu/res/fellowships.htm 

or email to: megowanm @ ewe. hawaii.edu. 













Applications comprising a cover letter, CV, research proposal 
(no more than 15 double-spaced pages), and names of three 
referees should be sent to: Director of Studies, East-West 
Center, 1601 East-West Road, Honolulu, HI 96848. Fax: 808 
944-7399. Email: mcgowanm@ewc.hawaii.edu. Applications 
must be received bv September 7. 1999. 


BUSINESS & PERSONAL 


Psychometric Assessment 
for Management Selection 
and Development 


FOXX 


ASSOCIATES LIMITED 
Business Paychologisiy 

14 Rocks Lane, London SW13 ODB. 

Tels+44 (M181 878 2213 

Fax: +44 (0)181 878 7286 










BELIZE MAHOGANY 
& TEAK PLANTATION 


Own 1 acre(s) professionally managed 
High return on investment 
Affiliated with the Forestry depts. of 
University of Toronto (Canada) 

& Goettingen (Germany) 

Free brochure call +501 2 73813 
www.panaceagrowth.com 


S Ore b SERVICE SING, R 
Serviced Apartments affering Best Value for Money. 
Unbeatable idcation in South Kensington. 
2 person apartment from £70 per night 
4 person apartment from £115 per night 

























JAPANESE HEDGE FUND 


We are a pioneer Japanese Hedge Fund 
with sound track record which really hedge 
against downside risks. investors interested 
in investment in Japan, please contact: 

Tel: +65-324-7873 

Fax: +68-324-5531 

e-mail: ndepl@pacific.net.sg 
Home Page: 
http://homer.pacific.net.sg/~ndcpy 
















ASHBURN GARDEN APARTMENTS 
3 Ashburn Gardens, London SW7 40G. U.K. 


Tok ++ 44 171 370 2663 
G 44 44 171 3706743 s 
A N 
R E 
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INTERMEDIATE 
TECHNOLOGY 


Intermediate Technology is an international development organisation 
which works towards a more equitable and just work in which 
technology enriches and benefits the lives of poor people. 


Intermediate Technology Consultants (ITC) Ltd is the wholly owned 
subsidiary of the Intermediate Technology Development Group 
(ITDG), which has over 300 staff in offices in Kenya, Sudan, 
Zimbabwe, Bangladesh, Sri Lanka, Nepal and Peru. 


We are recruiting for two positions to lead our work in the promotion 
of appropriate Natural Resources development for Sustainable Rural 
Livelihoods in the South. Based out of our UK office in rural 
Warwickshire, with extensive international travel, the postholders will 
work closely with IT's seven country offices, and other partners ọn 
research, consultancy, advocacy and capacity building. 


Senior Specialist - Food Production - ITDG £23-24k pa 
ITDG places a strong emphasis on participatory approaches for 
addressing the technological needs of small scale food producing 
communities. The postholder will play a leading role in the 
development and implementation of IT's International Food Production 
strategy. In collaboration with country teams she / he will support 
international synthesis, and lesson learning to make the case for 
sustainable agricultural policy and practice. 


Programme Manager - Natural Resources - ITC £23-25k pa 


ITC focuses on new institutional approaches to facilitating access to 
services, finances and markets in rural areas. The postholder will lead 
the design, development and management of its portfolio of 
agricultural and rural livelihood research & consultancy projects. They 
will have good links in the development community and be able to 
secure partnerships and funding for new work. 


Candidates for both posts will have several years overseas experience 
and a good degree preferably at postgraduate level. Applicants should 
be EU nationals or have the established right to work in the UK. 


For further details and an application form please contact Mrs M, 
Browne, Personnel Assistant, Intermediate Technology, Schumacher 
Centre for Technology and Development, Bourton Hall, Bourton on 
Dunsmore, Rugby, Warwickshire CV23 9QZ, UK 


Tel 01788 661100, fax 01788 661101, email mechelleb@itdg org.uk 
ienquiries only please) 


Closing date for final receipt of completed applications: Friday 23rd July 1999. 


Millennium / 
Christmas Let 


West of Ireland 


TO ADVERTISE WITHIN THE CLASSIFIED SECTION, CONTACT: 
Suzanne Hopkins 
New York 
242) SAT STE 
Paw (212) 247 YIS 
Pinal: SuzanneMopkinseconceist.com 
Evanna Kearns 


Yeh: (44-127) BAG 7000 


Fae (44-171) A30 7111 
Emil. Evannakoarmbecannmnist. can 


Six miles from Clifden 
Georgian House, private 
pier on the sea 
Five double bedrooms en suite 
OU fired central heating & 
all mod cons 
Rent includes daily housekeeper, 
electricity, gas, water and turf, 


OFFSHORE COMPANIES 
TRUSTS FOUNDATIONS 


Over 15 years of specialist company formation 
& management services. 
For a no-obligation confidential consultation, 
together with free explanatory brochure contact: 


Available on other dates. 
WORLDWIDE CORPORATE poe cali eee ae 
SOLUTIONS LIMITED Fishing and Guided out door activities | 





TEL. +44 1624 827153 
FAX. +44 1624 827154 


E Mail solutions @advsys.co.uk 


| ‘Tel +353 1 6682800 
E-mail patrickwilliamsi@economist.com | 
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Senior Oil and Gas Advisor Personal 
Services Contractor ENI/EEST/EI 
Reference: 10215-1175 


+ = 


‘age’ 


POSITION TITLE: Senior Oil and Gas Advisor 


The U.S. Agency for International Development (USAID) 


Bureau for Europe and New Independent States seek the services of a Senior 
Oil and Gas Advisor under a 2 year Personal Services Contract with possible 
extension upito 5 years. GS-14 equivalent and final salary determination for 
the successful candidate will be based on salary history and creditable work 
experience towards the position being filled. U.S. citizen candidates need 
only apply, no relocation expenses will be reimbursed. 


PLACE OF PERFORMANCE: Washington, D.C. with frequent travel to 
Central and Eastern Europe and the New Independent States. 


JOB DESCRIPTION/STATEMENT OF WORK: USAID is assisting the 
countries of the Caspian Region (and possibly selected other countries) in the 
development of the legal, regulatory and environmental framework for 
international petroleum industry investment in oil and gas exploration, 
production and transport. This position involves work with officials from the 
Caspian countries; international organizations, e.g. World Bank, and U.S. 
companies in designing, implementing and evaluating bilateral and regional 
technical assistance, training and partnership programs. The incumbent will 
participate in USG working groups to coordinate policy and programs and 
will contribute to other USAID Caspian environmental activities. 


Selective factors for this position include: 1) extensive knowledge and 
experience in the international petroleum industry; 2) knowledge of legal and 
regulatory issues in petroleum exploration, production and transport; 3) 
experience in programs with the US Mineral Management Service and the 
Interstate Oil and Gas Compact Commission; 4) Project management and 
business/economic skills, applicable to the development of management and 
regulatory capacity in the Caspian states. 


See minimum qualification guidelines for GS-14 equivalent levels found on 
the OPM web site http://www.usajobs.opm.gov. The WorldWide Web address 
is: http://www. info.usaid.gov 


Send SF-171 or OF-612 only to the attention of Ms. Kathleen Hunt/Ms. 
Charity Conrad USAID/M/OP/ENI, Ronald Reagan Building 1300 Pa. Ave., 
N.W., ROOM 7,09-083 Washington, D.C. 20523. 


CLOSING DATE FOR RECEIPT OF APPLICATIONS: July 15, 1999 


TENDERS 








OHR office of the High Representative 


NOTICE OF REQUEST FOR PROPOSALS 
(Mostar Airport Management and Operations Contract) 


Notice is hereby given that the Office of the High 
Representative for Bosnia and Herzegovina, pursuant 
to his powers under the General Framework 
Agreement for Peace, is soliciting proposals from 
interested firms or governmental agencies for the 
management and operation of the Mostar Airport, a 
commercial airport in southern Bosnia and 
Herzegovina. Interested persons or firms may obtain a 
copy of the Request for Proposals and further 
information by contacting William C. Potter at 
telephone number 387-71-447-275 or fax number 387- 
71-447-420 or by contacting Jean-Luc Herygers at 
telephone number 387-88-311-024 or fax number 387- 
88-317-614. Sealed proposals must be received on or 
before 31 August, 1999. 
















Bed & Breakfast Service offers 200+ 
apartments, all in fashionable areas, Rates 
$90-300 p/n. 









Tel (212)424-7604, Fax: (212) 935-0617. 





New Authors 





Energy and Social Reform Advisor Personal 
Services Contractor (ENU/EEST/ED 


SS Reference: 10215-1150 


teehee ee 
TT Ld The U.S. Agency for International Development (USAID) 
Bureau for Europe and New Independent States seek the 
services of an Energy and Social Reform Advisor under a 2 year Personal 
Services Contract with possible extension up to 5 years. GS-13 equivalent 
and final salary determination for the successful candidate will be based on 
salary history and creditable work experience towards the position being 
filled. U.S. citizen candidates need only apply, no relocation expenses will 
be reimbursed. 


PLACE OF PERFORMANCE: Washington, D.C. with frequent travel to 
central and Eastern Europe and the New Independent States. 


JOB DESCRIPTION/STATEMENT OF WORK: USAID is assisting the 
countries of the Central and Eastern Europe and the former Soviet Union on 


4 the reform of the energy, particularly electric power, sector. This position 


involves analysis and technical advice on issues related to the social and 
economic impact of energy sector restructuring and privatization: The 
incumbent will seek to design and implement policy, economic and social 
program approaches to mitigate adverse impacts of restructuring and 
privatization programs and overcome the social/labour obstacles to continued 
market reforms in the energy sector. The advisor will serve on the ENI 
Bureau Social Transition Task Force and work closely. with the World Bank 
and other donor organizations on these issues and their implications for 
USAID project funding and investment. 


Selective factors for this position include: 1) Masters or Ph.D in Social 
Sciences; 2) experience in analyzing social issues related to economic/market 
reform in the countries of CEE and NIS; 3) demonstrated knowledge of the 
energy sector and its role in economic and social development; 4) Russian 
language skills. 


See minimum qualification guidelines for GS-13 equivalent levels found on 


the OPM web site http://vww.usajobs.opm.gov, The WorldWide Web address 
is: http://www.into.usaid.gov 


Send SF-171 or OF-612 only to the attention of Ms, Kathleen Hunt/Ms. 
Charity Conrad USAID/M/OP/ENI, Ronald Reagan Building 1300 Pa. Ave., 
N.W., ROOM 7.09-083 Washington, DC 20523. 


CLOSING DATE FOR RECEIPT OF APPLICATIONS: July 15, 1999, 





BUSINESS & PERSONAL 


IMMIGRATE TO BEAUTIFUL CANADA 
FLEXIBLE IMMIGRATION LAWS 


TRAVELLING TO NEW YORK? 






ATTORNEYS RUSSELL AND SAVAGE 
Suite 2000, 393 University Avenue 
Toronto, Canada M5G 1TE6 
Fax: (416) 597-2267 Ph.(416) 585-2068 


Email: hsavage@inforamp.net 
vkrussell@aol.com 





Corporate Specialists 
Bed of Roses V., Inc. 
800.5th Ave. NYC 10021 







2ND PASSPORTS, DRIVER'S 
LICENCES, DEGREES, BANK 
A/Cs, CAMOUFLAGE PASSPORTS. 
GMC 
Fax +3120-5241407 
Email: 100413.3245@compuserve.com 
http://www. global-money.com 


IMMIGRATE TO CANADA 
“We Can Help” 


List 


Sitite 816, 1240 Bay Street, 


‘Toronto, Ontario, Ci MSR 2A7 
Tel: (416)922 8083 Fax: (416)922 4234 
“We Can Help” 


SARDINIA FANTASTIC VILLA 


1) TO LET: FIRST 2 WKS JULY, ALL AUGUST. 
BEST LOCATION RIGHT ON FINE BEACH. 
GREAT POOL. CHOREOGRAPHED FOR 
FUN IN SFYLE. FULLY SERVICED, COOK. 
TEL +39070786016 FAX 786428 
WEBSITE WWW.SARDINIAHOLIDAYS.COM, 
SAILORS RETURN VILLA, 

2) FOR SALE: MOST EXCLUSIVE 
BEACHFRONT VILLAS 





Publish Your Work 


ALL SUBJECTS CONSIDERED 













write or send your manuscript to: 
MINERVA PRESS 
315-317 REGENT STREET, 
LONDON W1R 7YB, ENGLAND 
wwew. minerva-press.co.uk 
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TENDER 






























































“ BUSINESS & PERSONAL 











ANADA IMMIGRATIO between 








a great design 


www.techmankanata.com 


INGER, Attornoy 
igration Law 
Montreal QC 






REPUBLIC OF COLOMBIA 


MUNICIPALITY OF MONTERIA 
BID No. 02-MM-LP-99 
RESOLUTION No. 01966 of May 28, 1999 


and a great 


Immigration & Investment 
in USA, Canada, 
Australia & Spain 


product 



















Are you looking for 
permanent residency in the 
independent category or as 
an investor? 


International Public Tender for the Concession of Water and 
Sewerage Services in the City of Monteria 


OFFSHORE 


* Ready made companies 

* Lowest first year and annual fees 
* Banking and investment 

* Mail and Fax forwarding services 
* Offshore credit cards 

* Asset protection Trusts 

+ Nominee service 


The Municipality of Monteria invites interested parties to submit bids for the 
International Public Tender for the Concession of Water and Sewerage 
Services in the City of Montería. The twenty-year concession involves 
financing, expansion, rehabilitation, maintenance, and operation of the 
water and sewerage infrastructure according to the terms and conditions 
established in the Tender Documents (“Pliego”). 


Documentation including 
investment opportunities 
supplied for only $50 USD 


Dr. Abdi Consultant International 
) 





Purchase of Tender Documents. Tender Documents may be purchased any 
work day from June 14, 1999 to September 6, 1999, between 9:00 a.m. and 
5:00 p.m. The price of the Pliego is US$4,000 or 5,000,000 Colombian 
pesos. Payment must be made through direct deposit or wire transfer to 
“Banco de Occidente,” in Bogota, Colombia, to account No, 890-81715+8 
of “Fiduciaria de Occidente - Municipio de Monterfa,” Payment can also be 
made through deposit or wire transfer to Citibank New York, ABA No. 
021000089, to account No. 10950229 of “Banco de Qecidente,” for further 
credit to account No. 890-81715-8 of "Fiduciaria de Occidente - Municipio 
de Montería.” This amount will not be reimbursed, and the payment must be 
made only in cash or cashier's check. Interested parties may obtain the 
Pliego, upon presentation of the bank deposit receipt or wire transfer 
confirmation, from any of the following addresses: 


ianenpnretmemennennncietininssinmmnasinttth 
Tol: +383-1-679-0600 Fax:+363-1-679-0475 
E-mail: offshore@tmcgate.com 


Funds GE) Express 


Ridge House, 1 Conyngham Road, Dublin B, roland 
Established since 1980 


OFFSHORE 
COMPANIES 


COST EFFECTIVE 
NOMINEE & MANAGEMENT SERVICES 
AVAILABLE 


eu es f PASSPORTS 


GIBRALTAR £275 


ISLE OF MAN £275 BCS NEEDED 
IRISH £275 as 
BAHAMAS £275 EU PASSPORT $25K 
ER Se eae 100% GUARANTEED & RENEWABLE 
OTHER JURISDICTIONS AVAILABLE PAYMENT TO SWISS TRUSTEE 
BA/MBA/PHD DEGREE IN 90 DAYS 


ACCREDITED, TRANSCRIPTS, NO RESIDENCY 
CREDIT FOR LIFE EXPERIENCE, EMPLOYMENT 








a) Municipality of Montería, Oficina de la Secretaria General de la 
Alcadia, Palacio Municipal de la Ciudad de Monterfa, Calle 27, #3-16 , 
3" Piso, Monteria, Colombia 

b} — Ministry of Economic Development, Dirección de Servicios Públicos 
Domiciliarios, Carrera 13, #28-01, 8% Piso, Santafé de Bogotá, Colombia 

C) Chemonics tntenational Ine., 1133 20th Street N.W., Suite 600, 
Washington, D.C, 20036, U.S.A. 


Any party purchasing the Tender Documents must provide names of the 
company and of the key responsible person, a mailing address, email 
address, and telephone and fax numbers where all notifications on this 
bidding process will be sent. 





PROFESSIONAL SERVICE PROVIDEO BY 
IN HOUSE LAWYERS & ACCOUNTANTS 
CREDIT CARDS ACCEPTED 

FIDUCIARY MANAGEMENT Tel: (36-1) 319-2684 
SERVICES LIMITED Fax: (36-1) 319-2689 
13 WIMPOLE STREET info@second-passport.com 


TE L aa x ; 443 6B 100 www.second-passport.com 


FAX: 01714368188 9 INTERNATIONAL LAWYERS 
DIPLOMATIC SERVICE S.A. 











Opening and Closing Dates: The Tender Process will begin on luly 7, 1999, 
at 10:00 a.m., and will be closed on September 6, 1999, at 3:00 p.m, 
Proposals will be received until the closing time and date. The original 
proposal plus three (3) copies must be delivered to the offices of the General 
Secretary in the Municipality of Monteria at the above-mentioned address, 
and will be subject to the conditions of the Tender Documents. Deliveries by 
mail, fax, electronic mail, or any other means, will not be accepted. 





http://www. FiduciaryGroup.com 


Project Presentations and Bidders Conference: Official presentations on the 
scope of the project and the content of the Pliego will be held on June 24, 
1999, in Club la Aguadora, Calle 119 #0-10 Este, Santafé de Bogota, 
Colombia, at 9:30 a.m., and on July 13, 1999, at Chemonics International 
Inc. in Washington, D.C. A Bidders Conference will be held on July 16, 
1999, in the office of the Municipality of Monterfa at 2:00 p.m. to clarify the 
scope and content of the Pliego. 


The Original 


kallback 


KAANGA COSE No Minimum 
No Set Up Fees 
Pan «instant Activation 
Hong Kong...29¢ A . 

Germany. 21 ra one 
HOY... 256 . Ideal for Home, 
Singapore....33¢ Office, Hotels and 
Australia Mobile Phones 


U.K... eie Agents call 
France... 1.206.479.2816 









Data Room: To facilitate proposal preparation, the Municipality of Monteria 
will set up a Data Room for the project, which will be open during working 
hours, 9:00 a.m. to 5:00 p.m., from June 14, 1999 to July 30, 1999, 
Interested parties who wish to review or obtain project information should 
make an appointment to do so at least three days in advance. The 
information contained in the Data Room will also be available at the 
Ministry of Economic Development, and at Chemonics international at the 
above-mentioned addresses. 








Requirements to participate: Any natural or legally constituted party, 
national or foreign, that is not engaged in any incompatible action, 
disqualifying activity, or conflict of interest as defined in Law 80 of 1993 and 
any other current laws of the Republic of Colombia, may participate in this 
bidding process, Parties must form a Public Services Company (Empresa de 
Servicios Públicos, £.$.P.), as provided for in Law 142 of 1994, to operate the 
concession; therefore the proposals should include a commitment to form an 
ESP. In addition, parties must fulfil requirements stated in the Tender 
Documents, Copies of this law may be found in the Data Room. 






Tel: 1.206.376. 19546 Fax: 1.206.376.1955 
e-mail: info@ms.kallback.com 
www.kallback.com 


All dates, conditions, and locations outlined in this announcement may be 
modified as stated in the terms of the Tender Documents. 
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BUSINESS & PERSON 







European travel at its best. 


100 destinations throughout Europe. Connections from 20 minutes via 


e 
EuroAirport Basel to more than 36 countries. Contact your local travel agent crossair 


or Crossair, +44 845 607 3000. www.crossair.com i$}; The Qualiflyer Group 


E START YOUR OWN "~", 

IMPORT/EXPORT AGENCY , 

No capital or-exp, req. No risk. Work a 
from home. Part/Full time. Help Desk. 
Established 1946. Clients in 120 countries, 

Free Booklet. ' 

WADE WORLD TRADE  ? 

Dept 2024 50 Burnhill Road ‘ 

Beckenham Kent BR3 3LA i 

[] 

i 

4 
















W CANADA IMMIGRATION W% 


Let our exclusive group of former Visa Officers, with over 35 years 
experience, provide expert assistance and guidance to your immigration 
process. Applications professionally and confidentially prepared. Our 
money-back guarantee is your assurance of success. Fast internet and email 
service, Specialists for skilled workers, businessmen and investors. 
OIC CONFRATERNITY CANADA LTD, 
823-409 GRANVILLE ST. VANCOUVER, BC, CANADA, V6C 1T2 
TEL: (604) 669 0389 FAX: (604) 669 3905 
INTERNET:~ www.our-website.com E-MAIL-passport@infoserve.net 


Finest central London serviced apartments 
Holiday & Short Term Rentals 
No minimum stay 
Tel: +44 171 402 9866 
Fax: +44 171 402 3201 
www.benhamreeveslettings.co.uk 


LONDON SUITES 
LUXURY SERVICED APARTMENTS NEAR HARRODS 


CHOOSE FROM A SELECTION OF BEAUTIFULLY 
APPOINTED STUDIO AND ONE BEDROOM 


APARTMENTS IN KNIGHTSBRIDGE 
ALL FULLY EQUIPPED WITH MODERN FACILITIES 
42 OVINGTON SQUARE 


TEL OSH SISA PAC O71 04 202 Trusts and Foundations 


E-Mail: info@londonsuites.com 


Web Site: www.londonsuites.com Fiscal Migration / 2nd Citizenship 


Since 1977 the ICSL organisation has specialised in the establishment and 
administration of offshore companies and other structures with emphasis 
on tax mitigation, asset protection and privacy. 


* Incorporation in ALL 
offshore jurisdictions TYPICAL INCORPORATION FEES 


+ Post incorporation services Isle of Man. 
« Bank accounts opened St. Vincent 
















Tel: +44 (0) 181 650 0180 (24hrs) 
Fax: +44 (0) 181 663 3212 
http://www. wadetrade com 
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BUSINESSMAN wishes to 
acquire Limited Companies in 
financial difficulties. 





















Solvent / Insolvent any status. 


Manufacturing / transport./ 
construction. Europe/USA. Initial 
contact in strict confidence: 


email:ajsdq@messages.co.uk 
















* Trust and Foundation services TC... 
« Banks & insurance Belize... 
companies formed Bahamas .. 









* Migration consultancy Credit Cards Accepted 


ay INTERNATIONAL COMPANY 
; SERVICES LIMITED 

The Offshore Professionals since 1977 

eile www.ICSL.com 


Paul Brennock FCIS, Sovereign House, St Johns, Isle of Man, IM4 3AJ 
Tel: +44 1624 801801 Fax: +44 1624 801800 E-mail:iom@ICSL.com 























LONDON, UK CZECH REPUBLIC SWITZERLAND 
Peyman Zia Charles Zidek Astrid Fuenzalida 
Tel: +44 171 493 4244 Tel: +420 2 573 20706 Tel: +41 22 30 3080 
Fax: +44 171 491 0605 Fax: +420 2 538 928 Fax: +41 22 310 4878 
Email: uk@ICSt.com Email: firstcom @traveller.cz Email: ICSL@cortex.ch 













UKRAINE USA CARIBBEAN 
Call: 20 3 NA Mark Rayner derry Bakerjian Mark Shadwick 








ec i Tel: +380 44 235 8566 Tel: +1 954 943 1498 Tel: +1 649 946 2828 
4 j 5 Fax: +380 44 235 8560 Fax: +1 954 943 1499 Fax: +1 649 946 2625 
Email: ICSL@gu,kiev.ua Email; usa@iCSt.com Email: tei@ICSL.com 





SOVEREIGN TRUST INTERNATIONAL HONG KONG: UNITED KINGDOM: USA: 
" Tel: +852 2542 1177 Tel: +44 (0)7000 59 60 61 Tel: +1757 363 9669 
QUALITY SERVICE ~ REASONABLE COST 
i Fax: +852 2545 0550 Fax: +44 (0}7000 89 99 00 Fax: +1757 363 9668 
WWW. Sovereigngroup.com hk@sovereigngroup.com uk@sovereigngroup.com usa@sovereigngroup.com 
= 
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SS | e Anies | OFFSHORE COMPANIES 
EROM THe & TAX PLANNING 


peavoen BY LAWYERS 


Since 1975 our word wide stall 
of over 300 multi-disciplinad 

professionals including lawyers, 
chartered accountants, chartered 
secretaries, economists and bankers 






























The SCF/Hibernian Group is probably Europe's premier 
LICENSED trust and management practice fully owned 
and operated by qualified lawyers and accountants. 

have been providing our cients with ile it; i 
Offsh ore Taye bren aioe a a Unlike many competitors, the Group is fully able to 
international tax and asset protection meet your entire individual and corporate tax 
C using all of the major law tax areas, planning needs whilst our in-house management 
ompa ny Throughout our network of | capabilities allow for added confidentiality and 

international offices we : ue 4 

, extremely competitive fees. If you or your company 





























bd bd arrang x : 
Specia ists | went protect your par eines ae ws fot let 
i | em go up in smoke, please contact us today. 
or r ; m Asset protection trusts : ae Bhan (lene ener : 
Visit our comprehensive et w ME + 100’s of Companies immediately available! 
icici baceaicabcy ments of nominee services e Full Management & Nominee Services 
7 Arana e Secure Bank Introductions 
The Company Store Group A : | e Family Settlements & Asset Protection 
International is one of the ament & admin services rie 
longest established 3 w Manag e Trust & Foundation registration 
professional firms specialising Pes i i e Fiscal Migration 
in ie company and g a Accountancy and audit services ə Full Tax Planning 
trust formation. Services 
Q 
» Free advice & colour HE : + GUARANTEED 
z COMPANIES AVAILABLE ! i CONFIDENTIALITY 
k 3 FROM us$350 
’ Free name chec F LUXEMBOURG MADEIRA 
» We guarantee the lowest fees |È] | Teniers D Fiske ett Ca DA 
: Fax: +35 224 287 Tel. + 

































































) Ready made & own choice of x FINAND paa o an 
Ra available in UK & fay | soosoo mama Bea g VISIT OUR AWARD WINNING WEBSITE AT 
worldwide Fax: 4398.9 6969 2985 eae uggs 
EN A DAS fale as www.scfgroup.com 
3 Lasale Kiss R% {Econ} Raymond Choi 
i 3 8058 MBA MLIA (Dip) 
Full nominee services, w Teh +852 26220172 
PET C¥PRUS. Fax: «852 19 
domicilation, bank g Chris Vassitiades USA . Acs Ltd 
introductions, mai telephone, |o] | Eae Te 
fax, email and a full range of 18] | fe 22/257380 
associated services o : in 
zZ LONDON: 90-100 Sydney Street, 


Chelsea, London, SW3 6NJ, ENGLAND 
Yel: +44 171 352 2274 Fax: +44 171 795 0016 


e-mail: offshore@scfgroup.com 


WORLD WID ” DUBLIN: 27-29 Pembroke Street, Dublin 2, IRELAND 
Tel: 00 353 1 6621388 Fax: 00 353 1 662 1554 


overseas company $ THE SCE GROUP “emai offshore@scfintL ioe 


REGISTRATION AGENTS LTD 


PO Box 55, Ramsey, 
isie of Man, Great Britain, IM99 4EE 


E-mail: ist@ si 
EL: : pipers errr BELIZE FINANCIAL PROFESSIONALS 
FAX: +44 1624 817080 Mattos | HARD TO BORROW? 


Richard Cook, BSc Use COLLATERALIZED LOANS 
gara AA TIPID Training Program Available 


a Liverpool L2 9RU, UK. 
p d 1509002 CERTIFICATED Mis oeae Funai 
for Business & Real Estate 


Tel: +44 151 258 1258 Toll Free From USA: From US$45,000. inclusive Tony Abraham, Esq. - Real Estate 
Fax: +44 151 236 0653 | 1 800 283 4444 ele A Klein, Esq -Atty/Fiduciary 


Toll Free From UK: International Developing 


{siaa 


FREEPHONE (UK) 
0800 26-26-62 










Harrington Chambers 
26 North John Street 


aug Aundwo> əyl 




















Confidential Service Direct Fram Belize 
FULLY LEGAL PROGRAMME 
Generous Visa Free Travet 
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Belize Passport Consultants Ltd. 
944 Orchid Garden, P.O. Box 165 














E-mail: 

ce , i DEA} 

enquiries@companystoreworldwide.com 0800 269900 Te ot oes rae sab 
Fax: + 501 8 23785 Fax +1-212-688-4442 


Website: Wwww.ocra.com 
www.companystoreworldwide.comt OCRA World Witte is a member of the Estate and 


General Group established in 1935 


Government License 981001 
hitpJiwww.visafree.com 


E-mail: panglob @ aol.com 
Website: panglobal.net 
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OUTPUT, DEMAND AND JOBS Spain'scor growth slowed slightly toa still-buoyant 3.6% in 

the year to the first quarter, from a revised 3.7% in the year to the fourth quarter. French industri- 
al output fell by 0.6% in April, leaving it unchanged on a year earlier. Swedish industrial-output | 
growth slowed to 0.3% in the 12 months to April. 


% change at annual rate industrial Retail sales Unemployment 
G 'oduction % rate 














COMMODITY PRICE INDEX 
Cocoa prices rose this week after 
| the zu failed yet again to agree on a com- 
| mon definition of chocolate. Since 1973 the 
| Eu’s chocolate directive has barred the use 
| of cocoa-butter substitutesin chocolate. But 
| several countries, including Britain and ire- 
| 

| 

| 

| 


Economist 


















land, were allowed to continue adding up 
to 5% of non-cocoa vegetable fat to their 
| chocolate. The latest failed proposal would | 


Britain 


Canada have allowed all ev countries to do the | 





l i 
same, so long as the product is labelled. The | 
impasse has saved some 200,000 tonnes of | 
cocoa sales, which might have been lost | 
| 

i 

| 

i 








had cocoa butter been substituted: Cocoa | 
prices had fallen by a third this year toa six- 











year low in May. Manufacturers’ stocks are 












high and demand is slack. 
2.7 May* | 
| 
42 May o 1990=100 % change on | 
| Apr ot Jun 15th Jun 22nd* one one | 
“Not seasonally adjusted. "Average of latest 3 month | 
rate 4.5% in May. **Mar-May. T Economist estimate: weighted average of countries listed above Dollarindex eee 












months to May. Austrian consumer prices edged up by 0.5% over the same period. Swiss pro- | industriais 

ducer prices fell by 2.3% in the 12 months to May, also less than in the year to April. Spanish wag- | 

areal fall of 0.2%. | Maa 
Metals 


The Economist poli EME ae 


| 
| 
| 
i 
| 
ampared with average of previous 3 months, at annua: rate. New series §Feb-Apr: claimant count | month year. 
| 
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SDR index 
All items 
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Speroz 259.75 258.75 = 45 -122 


Crude oil North Sea Brent 
$ per barrel 16.86 









latest 3 months compared with average S { 
weighted average of countries listed above | * Provisional. |? 


sienna agi E AE 
M EMPLOYMENT The proportion of em- 
ployees who work part-time has risen in |. Par 
most OECD countries during the 1990s. On 
average, part-timers accounted for 14.3% of 
workers in OECD economies in 1998, up 
from 13.4% in 1990. Part-timers are far more 
likely to be women than men: women’s 
share of the part-time workforce ranges 
from 63% in Finland to 97% in Sweden. But 
in most countries both men and women are 
more likely to work part-time than they 
were in 1990. Australian men are the most 
| likely to work part-time: 14.4% of male em- 
ployees were in part-time work in 1998, up 
from 11.3% in 1990. Next, at 12.9%, up from 
9.5%, come the Japanese. Although 12.4% of 
Dutch male workers have part-time jobs, 
the third-highest in the oec, this propor- 
tion is lower than it was in 1990. 














| 
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Soure ÖRER SANTEE ; Be ss than 30 hours a week -11997 
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MONEY AND INTEREST RATES America’s broad-money 
the 12 months to May, its slowest since July 1997. The euro area’s dipped to 4.9% in the year to 
April. Britain’s edged down to 7% in the 12 months to May. 
_Money supply* interest rates % p.a 
% y market banks 2-year 
narrow year ago prime gov't bonds latest 
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STOCKMARKETS Wall Street fretted about the 


toa 20-month high on June 22nd. Paris and Frankfurt both reached highs for the year. 





_ currency 
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„Current account 


Sbn 
latest 12 mths 


s Exchange rate 
trade-weightad? 
Jun 23rd year ago 


„trade balance”, $bn_ 
latest latest 12 
month months 


The Economist poli j 
% of GDP, forecast 
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supply growth slowed to 8.6% in i 





nterest rates. Re- | 
newed optimism about the Japanese economy helped Tokyo’s Nikkei 225 stockmarket average 


Market indices aa ANGE on | 
aaa 999 one one record Dec 31st 1998 | 
Jun 23rd high low week year high inlocal in$ 


terms |} 


TRADE, EXCHANGE RATES AND BUDGETS America’s 12-month visible-trade deficit hit another record of $270.9 billion in April. I 
month current-account gap widened to $246. billion in the first quarter. Britain’s 12-month trade gap increased to $39.7 billion in April; its 12- | 
month current-account surplus fell to $0.6 billion in the first quarter. The yen’s trade-weighted value slipped by 1.4% in the week to June 23rd. 





E MANAGEMENT CONSULTANTS Last 

| year wasa record for revenues, according to | 
| Consultants News. Combined revenues | 
| for the 50 biggest management consultants 
| grew by 27%; revenues for the entire indus- 
try were up by 22% to $89 billion. Much of 
the increase comes from e-commerce, M&A 
| and the euro, as work on y2x slows. The big 
| accounting firms grew the fastest, provid- | 
| ing half of the growth of the top 50 firms. By | 
| contrast, pure strategy firms such as McKin- | 
| sey, Bain and Boston Consulting Group | 
| showed smaller increases above 1997 fig- 
ures. The merger of Coopers & Lybrand 
with Price Waterhouse propelled the com- | 
bined group into second place. 














Top managern tants 
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EMERGING- MAR KET INDICATORS 

















R LIVING EXPENSES Tokyo remains the 
most expensive city in the world for expa- 
triate families to live in, according to the lat- 
est cost-of-living survey by the Economist 
Intelligence Unit (eru), a sister company of 
The Economist. The new survey compares 
the prices of goods and services (butexclud- 
ing accommodation costs) typically con- 
sumed by the families of executives living 
overseas. The chart shows local costs as a 
percentage of the costs of living in New 


York. Typical living costs in Tokyo are 49% | 


higher than in New York. Hong Kong (in sec- 
ond place) is 23% more expensive than New 


York. The cost of living in Beijing is similar to | 


that in the Big Apple. Moscow, however, 
has become much cheaper since the rou- 


ble’s plunge last summer. In March 1998 it | 


was more expensive than New York; now it 
costs 13% less. At the other extreme, Johan- 
nesburg and Manila are good destinations 
for the price-conscious executive's house- 


hold. There, the cost of living is around half | 


thatof New York. India is even cheaper. Life 
in Delhi costs only 42% as much as life in 
New York. 
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© dgtanbul- 
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Prague i 
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ECONOMY The Czech Republic’s recession deepened: cpr fell by 4.5% in the year to the frst 
quarter. Polish cpr growth slowed to 1.5% over the same period. South African cor fell by 0.3% 
in the year to the first quarter. Chilean inflation stayed at 4.0% in the 12 months to May; Mexico's 
edged down to 17.9%. Consumer prices in Hong Kong fell by 4.0% over the same period. 
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FINANCIAL MARKETS All the Asian markets in our table rose. Shanghai notched up the big- 
gest gains, of 10% in the week to June 23rd. Seoul managed 7.1%, reaching a 36-month high. Hong 
Kong rose by 6.2% to a 20-month high. Bangkok was up 6.1% toa high for the year. Singapore also 
climbed by 6.1%, toan all-time high. Jakarta rose by 5.9%, and Taipei by 5.4%. 
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Physical harassment. Deportation. Imprisonment without trial. 

In some countries, these are the rewards that await those who 
attempt to tell the truth. 

Many governments consider that honesty is not the best policy. 
Indeed, some will go to any lengths to conceal their record. 

The national press is censored. Foreign media are banned. Th 
reasonable question becomes a treasonable offence. 

Such secrecy makes life difficult for us, but not impossible. 

At the Economist Intelligence Unit, we monitor the political, 
economic and trading conditions of more than 180 countries. 


= 
We have built up a unique worldwide network of more than 500 





rseas contributors, 
lead to another. 





tellizence-gatherers, some of whom have risked their livelihoods, 


en their lives, to assist us. 
Their findings are rigorously checked by our own regional experts, 
en edited into a range of EIU publications. 
For details, call Amy Ha in our Hong Kong office on (852) 2802 7288 
Lela Abdullah in our Singapore office on (65) 536 2240. 
Alternatively, you can visit our website at http://www.eiu.com 
Whether you are a minister or manager, we can provide you 
vith insights and analysis you are unlikely to discover elsewhere. 
Unless, of course, you are prepared to jump “The Economist 


les E-1-U 


` . >- Intelligence Unit 
on an aeroplane and take a few risks yourself, LLL 


Telstra is building the Millennium Network for the telecommunications needs for a broad array of 
Sydney 2000 Olympic Games by applying innovative industries, like media, catering, construction, 
new thinking to what is perhaps the most diverse hospitality, security and even transport. 

and deadline pressured business venture on earth. Telstra is a global telecommunications company 
A multi-million dollar operation touching the lives with extensive Olympic experience. Our muscle 
of some four billion people. We are supplying the can help get your business into better shape. 


elstra 
Think beyond technology# 


Telephone Asia Pacific + 61 2 9262 9160 USA + 1 415 788 5951 Europe + 44 171 858 8888. www.international telstra.co 
™Trade mark of Telstra Corporation Limited. ACN 051 775 556. 
a = n 





